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Patricia P. McDougall, PhD 
 
 
Dr. Patricia McDougall  is the William L. Haeberle Professor of Entrepreneurship at  Indiana University’s 
Kelley School of Business. She is a past recipient of Indiana University’s Teaching Excellence Recognition 
Award and the Kelley School’s Full Professor Research Excellence Award and served as Associate Dean 
from 2004‐09.  

 
She  helped  pioneer  the  growing  field  of  international  entrepreneurship.  She  and  her  co‐author, 
Benjamin  Oviatt,  were  presented  the  JIBS  Decade  Award  for  their  1994  article  on  the  early 
internationalization of new ventures. The award is given to the article that has had the most significant 
impact on international business research during the past decade.  Her major research interests include 
accelerated internationalization and new venture strategies. She has co‐edited four books and published 
in  a  variety  of  journals,  including  Academy  of Management  Journal,  Journal  of  Business  Venturing, 
Entrepreneurship Theory and Practice, Strategic Management Journal, Journal of Management, Journal 
of  International Business  Studies,  Journal of Business Ethics, and Academy of Management Executive. 
Her business cases appear in more than twenty‐five books, and her research has also been presented in 
the business press, including Inc. magazine, USA Today, and The Wall Street Journal.   
 
She  is  a  21st  Century  Entrepreneurship  Research  Fellow,  the  former  Chair  of  the  Academy  of 
Management’s Entrepreneurship Division, and is a current or former member of nine editorial boards.  

 
Formerly,  she  was  a  Professor  at  the  Georgia  Institute  of  Technology  where  she  served  on  the 
President’s  Executive  Committee  and  on  the  Board  of  Trustees  of  the Athletic Association. While  at 
Georgia  Tech,  she  served  as  the  co‐principal  investigator  of  two major National  Science  Foundation 
grants with the Electrical and Computer Engineering School and the Engineering Research Center. She 
received her Ph.D. in strategy from the University of South Carolina. 
 
Dr. McDougall has been an active developer and presenter of executive programs for companies such as 
Bosch, Boston Scientific, The Coca‐Cola Company, BellSouth, Delta Air Lines, Eli Lilly, Firestone, Kimball 
International, John Deere,  Ingersoll‐Rand, Lockheed Martin, The Pampered Chef, Scientific Atlanta and 
Western Union. She has consulted on strategy with units of The Coca‐Cola Company  in Germany,  the 
Netherlands,  Indonesia, Mexico, Colombia, Argentina, Guatemala, Costa Rica and the United States.  In 
addition, she has assisted numerous entrepreneurial firms and several not‐for‐profit organizations such 
as The Carter Presidential Center in their strategic planning process. 
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Agenda
• Definition of IE

• Evolution of IE research

• Sampling of IE studies

• Identification of Research Questions

• Future opportunities



International Entrepreneurship



How old is the study of 
international entrepreneurship?



First Mentions of IE
• Tomas Otto Kohn – 1988  

– Harvard Dissertation

– International Entrepreneurship: Foreign Direct 

Investment by Small U.S.-based Manufacturing 

Firms

– 1982 data

– Professor at Boston University



First Mentions of IE (cont.)

• J. F. Morrow - 1988

– New Management

– Referred to the ―Age of the International Entrepreneur‖

– Recognized role of technology breaking down barriers

– Principal in financial company



First Mentions of IE (cont.)

• Patricia McDougall

– Journal of Business Venturing (1989)

– Defined IE as

…the development of international new ventures or start-

ups that, from their inception, engage in international 

business, thus viewing their operating domain as 

international from the initial stages of the firm’s operation.

– Narrow definition, excluded established firms 



Emergence of Global Start-ups in
• Scholars need data to research new phenomenon

• Ben & Tricia called the U.S. Small Business Administration



Domain of Academic Literature on Organizations

Adapted from presentation of Candida Brush at AoM 1991 Symposium

I II

III IV



Evolution of IE – Early 1990s
• Giamartino, McDougall & Bird, 1993

(ETP, ―IE: The State of the Field‖)

- AoM Entrep. Division Internationalization Taskforce-

member survey

- AoM IE Symposium

-Recommended that IE be defined broadly

-Shared consensus--narrowing the scope of IE was 

not the right thing to do, at least at the present time



Evolution of IE – Mid 1990s

• Zahra (1993) – broadened the definition of IE

―the study of the nature and consequences of a firm’s 

risk-taking and the approaches (including 

international start-ups) they follow in the international 

arena.‖

• Wright & Ricks (1994) – highlighted IE as an emerging 

theme for IB researchers 



Evolution of IE – Mid 1990s
Focus mainly on INVs

• Oviatt & McDougall (JIBS,1994)

Define INVs as ―…a business organization 

that, from inception, seeks to derive 

significant competitive advantage from the 

use of resources and sale of outputs in 

multiple countries.‖



Focus Is Primarily on INVs
Terminology for INVs

• International New Ventures (INVs)

• Global Start-ups

• Infant Multinationals

• Born Globals -- (Rennie introduced the term, 

The McKinsey Quarterly, 1993)

These firms view the world 

as their marketplace from Day 1



INVs/Born Globals Are Different from MNEs

• NVs face liabilities of newness (Stincombe, 

1965) 

• NVs enjoy learning advantages of newness 

(Autio, Sapienza & Almeida, 2000)

• For NV, a misstep in international arena may 

mean death because of lack of slack resources

• Survival is a critical issue for NVs



Key Drivers of Emergence of INVs 
• Technology-

– Easier, faster, cheaper

• Fax

• Satellite communications

• Internet

• Transportation

– Faster, more efficient, cheaper

• Containerization of freight 

• Air travel prices

• Crumbling trade barriers



The Internet makes business through virtual 
markets possible anytime and anywhere!



The New Millennium – Study of IE Takes Off



IE Research Honored by AIB

• 2004 JIBS Decade Award for 1994 article

• Award gave legitimacy to IE, especially 

among IB scholars

• IB researchers became interested in 

entrepreneurial firms



International Business Focus – Up to mid 1990s

Source: Adapted from Shaker Zahra presentation, AIB Conference, Sweden, 2005. 



Stage Theory

Dominated

The

Literature

Source: Shaker Zahra’s presentation slide,  AIB Conference, Sweden, 2005.



The New World of International New Ventures

Source: Adapted from Shaker Zahra’s presentation 

slide, AIB Conference, Sweden, 2005.



International Entrepreneurship Research

• Questioned internationalization theories

• Integrated IB & entrepreneurship research

• Impact on research

– IB - changed the conversation from just 

elephants to elephants & gazelles

– Entrepreneurship – definitional shift from 

research in a non-U.S. setting to cross-

border activity



Evolution of IE – 21st Century
• McDougall & Oviatt (AMJ, SRF, 2000)

– 34 submissions from 81 authors from 21 different 

countries

– Zahra, Ireland & Hitt article receives AMJ Best 

Paper Award 



Evolution of IE – Definition
• Oviatt & McDougall (ETP, 2005)

– ―The discovery, enactment, evaluation, and 

exploitation of opportunities—across national 

borders—to create future goods and services.‖

• Definition

– Focuses on opportunities

– Permits, but does not require formation of new 
organizations

– Allows for corporate entrepreneurship

– Renders unnecessary a debate over how many 
dimensions of entrepreneurial orientation to include

– Highlights entrepreneurial activity across borders



Evolution of IE
• From a Narrow Definition

– ―…the development of international new ventures or start-

ups that, from their inception, engage in international 

business, thus viewing their operating domain as 

international from the initial stages of the firm’s operation.‖ –
(McDougall,1989)

• To a Big Tent

– ―The discovery, enactment, evaluation, and exploitation of 

opportunities—across national borders—to create future 

goods and services.‖ – (Oviatt & McDougall, 1995)

http://www.google.com/imgres?imgurl=http://www.bigtentsanddomes.com/images/Pole Tents/CircusTent02.jpg&imgrefurl=http://www.bigtentsanddomes.com/new_pole_tents_for_sale.php&usg=__3eB9CWpW0tl2eLL4lDWtFL2YaP8=&h=768&w=1024&sz=225&hl=en&start=182&itbs=1&tbnid=JS580O3jSIr9lM:&tbnh=113&tbnw=150&prev=/images?q=tents&start=180&hl=en&sa=N&gbv=2&ndsp=20&tbs=isch:1


Definitional Issues Still Exist

• Lack of consensus on entrepreneurship 

definition

―Examination of how, by whom, and with 

what effects opportunities to create future 

goods and services are discovered, 

evaluated, and exploited.‖ (Shane & 

Venkataraman, 2000, AMR, P. 218)



What Makes a Firm Entrepreneurial?
• Age

• Size

• Entrepreneurial orientation

• ??



IE Research Today
• Over 350 peer-reviewed journal articles and many 

book chapters & conference papers

• Since 2005, at least 10 different journals have 

published special issues or forums on IE

• More than just study of INVs/Born Globals

• Themes—founder vision, management team, 

resources, learning, geographical location, 

networking, capabilities, cognition, corporate 

entrepreneurship, etc., etc. 



Oviatt & McDougall 1994



Oviatt & McDougall, 1994
• Four necessary and sufficient elements for the 

existence of INVs

– Organizational formation through 

internalization of some transactions

– Strong reliance on alternative governance 

structures

– Establishment of foreign location advantages

– Control over unique resources
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An Integrated Model of IE (Zahra & George, 2002)

Zahra, S.A. & George, G. (2002) International entrepreneurship: the current status of the field and future research agenda, in Hill, Ireland, 

Camp & Sexton (eds.), Strategic Entrepreneurship: Creating a New Mindset, Oxford: Blackwell Publishing, 255-88



Zahra & George Model (2002)

• 3 sets of factors that influence IE

Organizational factors - antecedents 

Strategic factors & environmental factors -

moderators

• IE is multi-dimensional (international extent, 

speed & scope)

• Competitive advantage is outcome of IE



Review of Organizational Factors Influencing IE 
(Zahra & George, 2002)

•Top Management Team

•Foreign work exp.

•Education abroad

•Background

•Global vision

•Resources

•Unique assets

•R&D spending

•Network

•Reputation

•Firm-related Variables

•Size

•Age

•Location

•Origin

•Growth orientation

•Environmental 

scanning

•Financial strength



Top Management Team – Example
• Foreign Work Experience

Case analyses showed that new ventures led by 
managers with foreign work experience were able to 
quickly internationalize their operations and do so 
successfully (Oviatt and McDougall, 1995: McDougall 
et.al.,1996).

Found a positive and significant association between 
managers’ foreign work experience and degree of new 
venture’s internationalization (Bloodgood et.al., 1996; 
Burgel and Murray, 1998).

A higher percentage of managers of companies that 
internationalized worked for a foreign company at home 
(Burgel and Murray, 1998).



Resources - Example
• Unique Assets

Case analyses suggested that new ventures with unique 
intangible assets were able to internationalize quickly and 
successfully (Oviatt and McDougall, 1995).

Companies that internationalized their operations had 
products that required significantly less customization and 
maintenance than those that did not (Burgel and Murray 
1998). There were no differences between the two groups in 
the amount of installation or training required to use their 
products.

Startup companies that did not internationalize were more 
likely to discuss their products as being less innovative 
(Burgel and Murray, 1998).



Jones & Coviello 2005
Description of the 

internationalization 

process



Zahra, Ireland & Hitt 2000



CHOICES ARE TREMENDOUS
• IE open to numerous:

Topics 
(New ventures, TMT, corporate entrepreneurship, knowledge 

management, alliances, market entry, networks, emerging economies, 

etc.)

Theoretical foundations
(Resource-based, networks, cognition, transaction costs, institutional, 

organizational learning, ecological, etc.)

Methodological approaches
(Secondary data, case studies, surveys, ethnographic studies, etc.)



Sampling of IE Studies



Reuber & Fischer (JIBS, 1997)

• Examine role of TMT international experience on 

internationalization of Canadian SMEs

• 58 Canadian SMEs

• Survey

• Theoretical support-upper echelons & new 

venture internationalization



Reuber & Fischer (JIBS, 1997)

• Findings – internationally experienced TMTs 

have a greater propensity to:

-Develop foreign strategic partners

-Delay less in obtaining foreign sales after 

start-up

-Be associated with higher degree of 

internationalization



Lu & Beamish, SMJ, 2001
• Examines effects of internationalization on SME performance
• Sample of 164 Japanese SMEs

– Secondary data from Nikkei NEEDS tapes

• Saucer-shaped relationship between FDI and SME performance 

(similar to U curve)

– Initially performance declines as SMEs deal with liability of 

foreignness, then performance improves as new knowledge & 

capabilities are developed

– Suggest alliances with local partners to help overcome 

deficiency in host country knowledge
• Seminal piece on value of alliances to SMEs—suggest alliances with 

local partners to help overcome deficiency in host country knowledge



Carpenter, Pollock & Leary, SMJ, 2003
• Drew upon agency & behavioral perspectives

• Sample – 97 technology-based IPO firms, <10 years of 

age

• Tested relationships between VC backing, TMT stock 

ownership & firm internationalization

• Findings:

–Surprising—Negative relationship between VC 

backing and firm international sales

–However, if VC placed an internationally seasoned 

director on board, then relationship was positive



Mitchell, Smith, Seawright & Morse, AMJ, 2000

• Develop & test a cross-cultural explanation for 
entrepreneurial activity model

• Theories – social cognition, information processing 
& expertise

• 753 survey respondents from 7 Pacific Rim 
countries, uses expert scripts

• Distinguish between entrepreneurs and non-
entrepreneurs to explain similarities in venture 
decision-making

• Exploratory work lays a foundation for a cross 
cultural cognitive theory of entrepreneurship



Kuemmerle, JBV, 2002

• Examines knowledge flows using a knowledge 
management framework

• Examines motivation of entrepreneurs to 
internationalize

• Case studies of 6 ventures
– Ventures identified from HBR cases 

– Interviews with entrepreneurs

– Information from investors, customers, suppliers & 
case study authors



Kuemmerle, JBV, 2002
• Knowledge management framework suggests 

that firms internationalize for 2 reasons:

- Home base-augmenting (HBA)- to use 

extant firm specific stock of knowledge

- Home base-exploiting (HBE) – to increase 

stock of knowledge (primarily R&D)



Kuemmerle, JBV, 2002
• Findings:

-Motivated to internationalize by 

increased chances of venture survival 

& growth

-Cross-border activities that augment 

are more prevalent that activities that 

exploit knowledge base in early 

stages of venture internationalization



Autio, Sapienza & Almeida, AMJ, 2000
• Examined impact of age of venture 

internationalization on growth

• 57 privately held Finnish electronics firms

• Knowledge theory



Autio, Sapienza & Almeida, AMJ, 2000
• Findings:

Earlier initiation of internationalization 

& greater knowledge intensity were 

associated with faster international 

growth



Autio, Sapienza & Almeida, AMJ, 2000
• ―Learning advantage of newness‖

– Firms that internationalized at an 

earlier age grew faster

– Do not have established routines that 

inhibit their learning



Learning Advantage of Newness

As firms become larger & established 

-- develop routines, procedures & 

structures

New firms -- flexible & open to 

international opportunities



Bruton, Ahlstrom & Puky, JIBS, 2009
• Good example of creating an international sample of 

VC firms

• Case studies with purposive sampling – 16 Latin 

American and 16 Asian VC firms (many different 

countries within the two regions)

• Data - interviews (34 VC firms & 8 VC experts), 

archival materials about VC industry & individual 

firms, published stories about the VC firms & the 

firms they funded

• Developed propositions for future testing on how 

institutional context in emerging economies helps to 

create differences in the practice of VC



Filatotchev, Liu, Buck & Wright, JIBS, 2009
• Examines factors affecting the export orientation & 

export performance of high-tech SMEs in an 

emerging economy

• Sample of 711 SMEs in China

• Results—Possession of global networks, presence of 

a returnee entrepreneur, & international knowledge 

transfer are associated with export orientation and 

export performance

• Interesting examination of returnee entrepreneurs



Fernhaber, Gilbert & McDougall, JIBS (2008)

• Examines the impact of industry clusters on the 

internationalization of new ventures—ask 

question: 

– Does geographical location matter for new 

ventures?

• Draws upon literatures of entrepreneurship, 

international business & economic geography

• Ecological theory (role of the local environment in 

providing access to key resources)



Famous Clusters

Hollywood, CA, USA

media/movies



Famous Clusters

Stockholm & Finland

Telecom



Famous Clusters

Silicon Valley, CA, USA

IT

Microelectronics

Bio-tech

Venture Capital



Famous Clusters

Dalton, GA

Rug Capital of the World

Mechanized tufting loom 

invented in 1930s



Famous Clusters

Warsaw, IN

Orthopedic Capitol of the World

1885- established world’s first 

commercial orthopedic 

appliance manufacturer

http://images.google.com/imgres?imgurl=http://www.stfrancishealth.org/myimages/reconstructed_knee.jpg&imgrefurl=http://www.stfrancishealth.org/orthopedic_spine.php&h=320&w=400&sz=14&hl=en&start=190&tbnid=NwBvXpXjojduiM:&tbnh=99&tbnw=124&prev=/images?q=orthopedic+&start=180&gbv=2&ndsp=20&svnum=10&hl=en&sa=N


Paradox

• Faster and cheaper transportation and 

communication make it easier to operate 

a business from anywhere in the world

• Research shows that geographical 

location matters



Sample

• 156 IPO NVs in IT industry sectors

• Data Sources:

Cluster Mapping Project (Harvard) 

IPO Prospectus

Venture’s Web Site

VentureXpert Web

Compustat North America

U. S. Census



Hypothesis 1

Low High
Industry Cluster Concentration

Low

High

Internationalization

The concentration of industry 

clustering is positively related to 

the level of NV internationalization 

to a point, after which it becomes 

negative.
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Fernhaber, Gilbert & McDougall

• Findings:

Geographical Location Matters!
Support for invented U-shaped relationship between 

internationalization & clustering

Resources available in industry clusters aid new 

ventures in internationalizing – up to a point –

Too much clustering may result in resource scarcity 

& intense competition – limiting venture to domestic 

strategies that require fewer resources than 

international strategies



Constructs Relevant to IE
(Jones & Coviello, JIBS, 2005)

• Table lists variables, definition and provides 

examples of sources

• Variables: entrepreneur, firm, environment, & 

performance



Jones & Coviello, JIBS, 2005



GEM

• Global Entrepreneurship Monitor

• Started in 1999 with 10 countries, GEM 2008 

expects to have 42 countries

• Annual assessment of the national level of 

entrepreneurial activity

• National reports & special topic reports by year

• Can download reports after providing a few simple 

items of personal background

• http://www.gemconsortium.org/



Journal Possibilities
• Academy of Management Journal
• Academy of Management Review
• Entrepreneurship and Regional Development
• Entrepreneurship Theory & Practice 
• Journal of Business Venturing 
• Journal of International Business Studies 
• Journal of International Entrepreneurship 
• Journal of International Marketing
• Journal of Small Business Management 
• International Marketing Review
• Management International Review 
• Small Business Economics 
• Strategic Management Journal
• Strategic Entrepreneurship Journal
• Others?



Journals with the Most IE Content 
(1982-2002)

• Study by Combs, Sadrieh & Annavarjula (2009)

– J. of Business Venturing 34 articles

– J. of Small Business Management 23 articles

– Small Business Economics 10 articles

– J. of International Business Studies 9 articles

– Management International Review 7 articles

– Strategic Management Journal 3 articles

Coombs, J.E., Sadrich, F., & Annavarjula, M. (2009). Two Decades of International Entrepreneurship Research: What 

Have We Learned—Where Do We Go From Here? International Journal of Entrepreneurship, 13:23-64.  



Future Opportunities
• Domain of IE -- is a big tent

– Field has broadened significantly from its early focus 

on new ventures

– Domain includes the behavior of larger, more 

established firms and the concept of corporate 

entrepreneurship

– Domain includes comparative studies of 

entrepreneurship in multiple countries and cultures 

• Weakness  

– Studies tend to be IB- or entrepreneurship-centric

• Need cross-disciplinary research teams



Future Opportunities
• Methodological Challenges

– Quality data

• Age of firm often inaccurate in secondary databases

• International dependent variables often absent in 

secondary databases

• International input data lacking

• Good review of methodological issues in Coviello & Jones, 

JBV (2004)

– Samples

• Lack of service firms

• Mostly cross-sectional – need longitudinal

• Need multiple respondent

• Need construct validity for measures



Future Opportunities

• Instruments in cross-national studies

– Good discussion in Coviello & Jones (JBV, 2004)

• Only 11 of 22 studies discuss issue of culture-free 

instrument

• 5 of 13 studies requiring language adaptation do 

not address issue

• Conclusion-IE research is weak in this area



Future Opportunities

• What is distinctive about IE? What are its 

theories? What are its models? Are its 

boundaries too fuzzy? 

• Strategy has dominated, need to integrate other 

literatures

• Internationalization/performance relationship –

few studies with internationalization as the 

dependent variable



Future Opportunities
• Networks (see Coviello, JIBS, Sept 2006)

• Knowledge

• Opportunity Recognition

How do firms recognize opportunities outside of their home 

countries?

How do they exploit international opportunities?

• Corporate entrepreneurship 

• Social entrepreneurship 

Global micro-enterprises

Possible opportunity to study women entrepreneurs



Future Opportunities - Micro-enterprises 

Muhammad Yunus 
Nobel Prize Winner, 2006



Future Opportunities
• Emerging Economies 

– Multiple journal special issues

– Identified by Hitt as imp, AIB 2007 

– BRIC countries



Questions?

―One of the five most beautiful campuses in the U.S.‖

Thomas Gaines

The Campus as a Work of Art



Thank You
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The below list of books and articles provides a broad sampling of International Entrepreneurship 
readings.  Classic articles are included, as well as articles intended to present a sampling of the many 
topics that can be explored in International Entrepreneurship.  
 
 
Books 
 
Cavusgil, S.T. & Knight, G.  (2009) Born Global Firms: A New International Enterprise.  New York: Business 
Expert Press. 
 
Oviatt, B.M. & McDougall, P.P. (eds) (2007) International Entrepreneurship.  Cheltenham, UK: 
Edward Elgar Publishing Inc. 
 
Zucchella, A. & Scabini, P. (2007) International Entrepreneurship.  Palgrave MacMillan.  
 
 
Book Chapter 
 
Zahra, S. & George, G.  (2002) International entrepreneurship: the current status of the field and future 
research agenda. In Hitt, M. A, Ireland, R. D, Sexton, D, and Camp, M. (eds), Strategic Entrepreneurship: 
Creating an Integrated Mindset. Malden, MA: Blackwell Publishers. 
 
 
Journal Articles 
 
Andersson, S.  (2000) “The Internationalization of the firm from an entrepreneurial perspective.” 
International Studies of Management & Organization. 30(1), 63-92. 
 
Andersson, S., 2004. Internationalization in different industrial contexts. Journal of Business 
Venturing. 19(6), 851-875. 
 
Aspelund Arild, Moen, Ø., 2005. Small International Firms: Typology, Performance and Implications. 
Management International Review. 45(Special Issue 3), 37-57. 
 
Aspelund, A., Madsen, T.K., Moen, O., 2007. A review of the foundation, international marketing 
strategies, and performance of international new ventures. European Journal of Marketing. 41(11/12), 
1423-1448. 
 
Autio, E., Sapienza, H.J., Almeida, J.G., 2000. Effects of age at entry, knowledge intensity, and imitability 
on international growth. Academy of Management Journal. 43(5), 909-924. 
 
Baker, T., Gedajlovic, E., Lubatkin, M., 2005. A framework for comparing entrepreneurship processes 
across nations. Journal of International Business Studies. 36(5), 492-504. 
 



Begley, T.M., Tan, W.-L., 2001. The socio-cultural environment for entrepreneurship: a comparison 
between East Asian and Anglo-Saxon countries. Journal of International Business Studies. 32(3), 537-553. 
 
Bell, J., McNaughton, R., Young, S., Crick, D., 2003. Towards an integrative model of small firm 
internationalization. Journal of International Entrepreneurship. 1(4), 339-362. 
 
Bell, J., Callaghan, I., Demick, D., Scharf, F., 2004. International entrepreneurship education. Journal of 
International Entrepreneurship. 2(1-2), 109-124. 
 
Birkinshaw, J., 1997. Entrepreneurship in multinational corporations: the characteristics of subsidiary 
initiatives. Strategic Management Journal. 18(3), 207-229. 
 
Bloodgood, J.M., Sapienza, H.J., Almeida, J.G., 1996. The Internationalization of New High-Potential U.S. 
Ventures: Antecedents and Outcomes. Entrepreneurship Theory & Practice. 20(4), 61-76. 
 
Bonaccorsi, A., 1992. On the relationship between firm size and export intensity. Journal of International 
Business Studies. 23(4), 605-635. 
 
Boter, H., Holmquist, C., 1996. Industry characteristics and internationalization processes in small firms. 
Journal of Business Venturing. 11(6), 471-487. 
 
Bruton, G.D., Ahlstrom, D., Puky, T., 2009. Institutional differences and the development of 
entrepreneurial ventures: A comparison of the venture capital industries in Latin America and Asia. 
Journal of International Business Studies. 40(5), 762-778. 
 
Bucar, B., Glas, M., Hisrich, R.D., 2003. Ethics and entrepreneurs: An international comparative study. 
Journal of Business Venturing. 18(2), 261-281. 
 
Burgel, O., Murray, G.C., 2000. The international market entry choices of start-up companies in high-
technology industries. Journal of International Marketing. 8(2), 33-62. 
 
Busenitz, L.W., Gomez, C., Spencer, J.W., 2000. Country institutional profiles: unlocking entrepreneurial 
phenomena. Academy of Management Journal. 43(5), 994-1003. 
 
Capelleras, J., Mole, K.F., Greene, F.J., Storey, D.J., 2008. Do more heavily regulated economies have 
poorer performing new ventures? Evidence from Britain and Spain. Journal of International Business 
Studies. 39(4), 688-704. 
 
Chandra, Y., Styles, C., Wilkinson, I., 2009. The recognition of first time international entrepreneurial 
opportunities; Evidence from firms in knowledge-based industries. International Marketing Review. 
26(1), 30-61. 
 
Coeurderoy, R., Murray, G., 2008. Regulatory environments and the location decision: evidence from the 
early foreign market entries of new-technology-based firms. Journal of International Business Studies. 
39(4), 670-687. 
 



Contractor, F.J., Hsu, C.-C., Kundu, S.K., 2005. Explaining Export Performance: A Comparative Study of 
International New Ventures in Indian and Taiwanese Software Industry. Management International 
Review. 45(Special Issue 3), 83-110. 
 
Coombs, J.E., Sadrieh, F., Annavarjula, M., 2009. Two Decades of International Entrepreneurship 
Research: What have we learned-Where do we go from here? International Journal of Entrepreneurship. 
13, 23-64. 
 
Coviello, N.E., 2006. The network dynamics of international new ventures. Journal of International 
Business Studies. 37(5), 713-731. 
 
Coviello, N.E., McAuley, A., 1999. Internationalization and the smaller firm: A review of  contemporary 
empirical research. Management International Review. 39(3), 223-256. 
 
Coviello, N.E., Cox, M.P., 2006. The resource dynamics of international new venture networks. Journal of 
International Entrepreneurship. 4(2-3), 113-132. 
 
Crick, D., 2009. The internationalization of born global and international new venture SMEs. 
International Marketing Review. 26(4-5), 453-476. 
 
Di Gregorio, D., Musteen, M., Thomas, D.E., 2009. Offshore outsourcing as a source of international 
competitiveness for SMEs. Journal of International Business Studies. 40(6), 969-988. 
 
Dimitratos, P., Johnson, J., Slow, J., Young, S., 2003. Micro-multinationals: New Types of Firms for the 
Global Competitive Landscape. European Management Journal. 21(2), 164-174. 
 
Dimitratos, P., Jones, M.V., 2005. Future directions for international entrepreneurship research. 
International Business Review. 14(2), 119-128. 
 
Engelen, A., Heinemann, F., Brettel, M., 2009. Cross-cultural entrepreneurship research: Current status 
and framework for future studies. Journal of International Entrepreneurship. 7(3), 163-189. 
 
Etemad, H., Wright, R.W., 2003. Internationalization of SMEs: Toward a new paradigm. Small Business 
Economics. 20(1), 1-4. 
 
Fan, Terence, Phan, P., 2007. International new ventures: revisiting the influences behind the 'born-
global' firm. Journal of International Business Studies. 38(7), 1113-1131. 
 
Fernhaber, S.A., Gilbert, B.A., McDougall, P.P., 2008. International entrepreneurship and geographic 
location: an empirical examination of new venture internationalization. Journal of International Business 
Studies. 39(2), 267-290. 
 
Fernhaber, S.A., McDougall-Covin, P.P., 2009. Venture Capitalists as Catalysts to New Venture 
Internationalization: The Impact of Their Knowledge and Reputation Resources. Entrepreneurship Theory 
& Practice. 33(1), 277-295. 
 
Filatotchev, I., Wright, M., Buck, T., Zhukov, V., 1999. Corporate entrepreneurs and privatized firms in 
russia, ukraine, and belarus. Journal of Business Venturing. 14(5-6), 475-492. 



 
Filatotchev, I., Liu, X., Buck, T., Wright, M., 2009. The export orientation and export performance of high-
technology SMEs in emerging markets: The effects of knowledge transfer by returnee entrepreneurs. 
Journal of International Business Studies. 40(6), 1005-1021. 
 
Filatotchev, I., Piesse, J., 2009. R&D, internationalization and growth of newly listed firms: European 
evidence. Journal of International Business Studies. 40(8), 1260-1276. 
 
Gabrielsson, M., Sasi, V., Darling, J., 2004. Finance strategies of rapidly-growing Finnish SMEs: Born 
internationals and born globals. European Business Review. 16(6), 590-604. 
 
Gassmann, O., Keupp, M.M., 2007. The competitive advantage of early and rapidly internationalizing 
SMEs in the biotechnoloy industry: a knowledge-based view. Journal of World Business. 42(3), 350-366. 
 
Gupta, V., MacMillan, I.C., Surie, G., 2004. Entrepreneurial leadership: developing and measuring a 
cross-cultural construct. Journal of Business Venturing. 19(2), 241-260. 
 
Han, M., Celly, N., 2008. Strategic Ambidexterity and Performance in International New Ventures. 
Canadian Journal of Administrative Sciences. 25(4), 335-349. 
 
Hohenthal, J., 2006. Integrating qualitative and quantitative methods in research on international 
entrepreneurship. Journal of International Entrepreneurship. 4(4), 175-190. 
 
Holt, D.H., 1997. A comparative study of values among Chinese and US entrepreneurs: Pragmatic 
convergence between contrasting cultures. Journal of Business Venturing. 12(6), 483-505. 
 
Jones, M.V., Coviello, N.E., 2005. Internationalization: conceptualising an entrepreneurial process of 
behaviour in time. Journal of International Business Studies. 36(3), 284-303. 
 
Jones, M.V., Nummela, N., 2008. International Entrepreneurship: Expanding the domain and extending 
our research questions. European Management Journal. 26(6), 349-353. 
 
Keupp, M.M., Gassmann, O., 2009. The past and the future of international entrepreneurship: A review 
and suggestions for developing the field. Journal of Management. 35(3), 600-633. 
 
Khavul, S., Nordtvedt, L.P., & Wood, E. 2010. Organizational entrainment and international new 
ventures from emerging markets. Journal of Business Venturing. 25: 104-119. 
 
Kiss, A.N., Danis, W.M., 2008. Country institutional context, social networks, and new venture 
internationalization speed. European Management Journal. 26(6), 388-399. 
 
Knight, G., 2000. Entrepreneurship and Marketing Strategy: The SME Under Globalization. Journal of 
International Marketing. 8(2), 12-32. 
 
Knight, G.A., Cavusgil, S.T., 2004. Innovation, organizational capabilities, and the born-global firm. 
Journal of International Business Studies. 35(2), 124-141. 
 



Knight, G., Madsen, T.K., Servais, P., 2004. An inquiry into born-global firms in Europe and the USA. 
International Marketing Review. 21(6), 645-665. 
 
Korhonen, H., Luostarinen, R., Welch, L., 1996. Internationalization of SMEs: Inward – Outward Patterns 
and Government Policy. Management International Review. 36(4), 315-329. 
 
Kreiser, P.M., Marino, L.D., Weaver, K.M., 2002. Assessing the psychometric properties of the 
entrepreneurial orientational scale: a multi-country analysis. Entrepreneurship Theory & Practice. 26(4), 
71-94. 
 
Kuivalainen, O., Sundqvist, S., 2007. Profitability of Rapid Internationalization: The Relationship Between 
Internationalization Intensity and Firms' Export Performance. Journal of Euro-Marketing. 16(1-2), 59-69. 
 
Leiblein, M.J., Reuer, J.J., 2004. Building a foreign sales base: The roles of capabilities and alliances for 
entrepreneurial firms. Journal of Business Venturing. 19(2), 285-307. 
 
Levesque, M., Shepherd, D.A., 2004. Entrepreneurs' choice of entry strategy in emerging and developed 
markets. Journal of Business Venturing. 19(1), 29-54. 
 
Levie, J., Autio, E., 2008. A theoretical grounding and test of the GEM model. Small Business Economics. 
31(3), 253-263. 
 
Loane, S., 2005. The role of the internet in the internationalization of small and medium sized 
companies. Journal of International Entrepreneurship. 3(4), 263-277. 
 
Loane, S., Bell, J., 2006. Rapid internationalization among entrepreneurial firms in Australia, Canada, 
Ireland and New Zealand: An extension to the network approach. International Marketing Review. 23(5), 
467-485. 
 
Lopez, L.E., Kundu, S.K., Ciravegna, L., 2009. Born global or born regional? Evidence from an exploratory 
study in the Costa Rican software industry. Journal of International Business Studies. 40(7), 1228-1238. 
 
Lu, J.W., Beamish, P.W., 2001. The internationalization and performance of SMEs. Strategic 
Management Journal. 22(6/7), 565-586. 
 
Lu, Y., Zhou, L., Bruton, G. & Li, W. 2010. Capabilities as a mediator linking resources and the 
international performance of entrepreneurial firms in an emerging economy. Journal of International 
Business Studies. 41: 419-436. 
 
Luthans, F., Ibrayeva, E.S., 2006. Entrepreneurial self-efficacy in Central Asian transition economies: 
Quantitative and qualitative analyses. Journal of International Business Studies. 37(1), 92-110. 
 
Madsen, T.K., Servais, P., 1997. The internationalization of born globals: An evolutionary process? 
International Business Review. 6(6), 561-583. 
 
Mainela, T., Puhakka, V., 2009. Organizing new business in a turbulent context: Opportunity discovery 
and effectuation for IJV development in transition markets. Journal of International Entrepreneurship. 
7(2), 111-134. 



 
Mathews, J.A., Zander, I., 2007. The international entrepreneurial dynamics of accelerated 
internationalization. Journal of International Business Studies. 38(3), 387-403. 
 
McAuley, A., 1999. Entrepreneurial Instant Exporters in the Scottish Arts and Crafts Sector. Journal of 
International Marketing. 7(4), 67-82. 
 
McDougall, P.P., 1989. International versus Domestic Entrepreneurship: New Venture Strategic 
Behaviour and Industry Structure. Journal of Business Venturing. 4(6), 387-400. 
 
McDougall, P.P., Oviatt, B.M., 2000. International entrepreneurship: The intersection of two research 
paths. Academy of Management Journal. 43(5), 902-906. 
 
McNaughton, R.B., 2003. The number of export markets that a firm serves: Process models versus the 
born-global phenomenon. Journal of International Entrepreneurship. 1(3), 297-311. 
 
Milanov, H., Fernhaber, S.A., 2009. The impact of early imprinting on the evolution of new venture 
networks. Journal of Business Venturing. 24(1), 46-61. 
 
Mitchell, R.K., Smith, B., Seawright, K.W., Morse, E.A., 2000. Cross-cultural cognitions and the venture 
creation decision. Academy of Management Journal. 43(5), 974-993. 
 
Mitchell, R.K., Smith, J.B., Morse, E.A., Seawright, K.W., Peredo, A.M., McKenzie, B., 2002. Are 
entrepreneurial cognitions universal? Assessing entrepreneurial cognitions across cultures. 
Entrepreneurship Theory & Practice. 26(4), 9-32. 
 
Moen, Ø., 2002. The Born Globals: A new generation of small European exporters. International 
Marketing Review. 19(2-3), 156-175. 
 
Moen, Ø., Servais, P., 2002. Born Global or Gradual Global? Examining the Export Behaviour of Small and 
Medium-Sized Enterprises. Journal of International Marketing. 10(3), 49-72. 
 
Morris, M.H., Davis, D.L., Alley, J.W., 1994. Fostering corporate entrepreneurship: Crosscultural 
comparisons of the importance of individualism versus collectivism. Journal of International Business 
Studies. 25(1), 65-89. 
 
Mueller, S.L., Thomas, A.S., 2001. Culture and entrepreneurial potential: A nine country study of locus of 
control and innovativeness. Journal of Business Venturing. 16(1), 51-75. 
 
Murray, G., 1996. A synthesis of six exploratory, European case studies of successfully exited, venture 
capital-financed, new technology-based firms. Entrepreneurship Theory & Practice. 
20(4), 41-60. 
 
Park, S., Bae, Z.-T., 2004. New venture strategies in a developing country: Identifying a typology and 
examining growth patterns through case studies. Journal of Business Venturing. 19(1), 81-105. 
 



Pisano, V., Ireland, R.D., Hitt, M.A., Webb, J.W., 2007. International entrepreneurship in emerging 
economies: the role of social capital, knowledge development and entrepreneurial actions. International 
Journal of Technology Management. 38(1-2), 11-28. 
 
Prashantham, S., 2005. Toward a Knowledge-Based Conceptualization of Internationalization. Journal of 
International Entrepreneurship. 3(1), 37-52. 
 
Preece, S.B., Miles, G., Baetz, M.C., 1999. Explaining the international intensity and global diversity of 
early-stage technology-based firms. Journal of Business Venturing. 14(3), 259-281. 
 
Rennie, M.W., 1993. Global competitiveness: Born global. The McKinsey Quarterly. 4(4), 45-52.   
This article is the first use of the term Born Global. 
 
Reuber A.R., Fischer, E., 1997. The influence of the management team's international experience on the 
internationalization behaviours of SMEs. Journal of International Business Studies. 28(4), 807-825. 
 
Rhee, J.H., 2008. International Expansion Strategies of Korean Venture Firms: Entry Mode Choice and 
Performance. Asian Business & Management. 7(1), 95-114. 
 
Rialp, A., Rialp, J., Knight, G.A., 2005. The phenomenon of early internationalizing firms: what do we 
know after a decade (1993–2003) of scientific inquiry? International Business Review. 14(2), 147-166. 
 
Shrader, R.C., Oviatt, B.M., McDougall Patricia P., 2000. How new ventures exploit trade-offs among 
international risk factors: Lessons for the accelerated internationalization of the 21st century. Academy 
of Management Journal. 43(6), 1227-1247. 
 
Spence, M., Crick, D., 2006. A comparative investigation into the internationalization of Canadian and UK 
high-tech SMEs. International Marketing Review. 23(5), 524-548. 
 
Steensma, H.K., Marino, L., Weaver, K.M., 2000. Attitudes toward cooperative strategies: A cross-
cultural analysis of entrepreneurs. Journal of International Business Studies. 31(4), 591-609. 
 
Steensma, H.K., Marino, L., Dickson, P.H., 2000. The influence of national culture on the formation of 
technology alliances by entrepreneurial firms. Academy of Management Journal. 43(5), 951-973. 
 
Styles, C., Seymour, R.G., 2006. Opportunities for marketing researchers in international 
entrepreneurship. International Marketing Review. 23(2), 126-145. 
 
Tan, J., 2002. Culture, nation, and entrepreneurial strategic orientations: Implications for an 
emerging economy. Entrepreneurship Theory & Practice. 26(4), 95-111. 
 
Terjesen, S., Hessels, J., 2009. Varieties of export-oriented entrepreneurship in Asia. Asia Pacific Journal 
of Management. 26(3), 537-561.  
 
Terjesen, S., O'Gorman, C., Acs, Z.J., 2008. Intermediated mode of internationalization: new software 
ventures in Ireland and India. Entrepreneurship & Regional Development. 20(1), 89-109. 
 



Thomas, A.S., Mueller, S.L., 2000. A case for comparative entrepreneurship: Assessing the relevance of 
culture. Journal of International Business Studies. 31(2), 287-301. 
 
Westhead, P., Wright, M., Ucbasaran, D., 2001. The internationalization of new and small firms: a 
resource-based view. Journal of Business Venturing. 16(4), 333-358. 
 
Wright, R.W., Dana, L.-P., 2003. Changing paradigms of international entrepreneurship Strategy. Journal 
of International Entrepreneurship. 1(1), 135-152. 
 
Yamakawa, Y., Peng, M.W., Deeds, D.L., 2008. What drives new ventures to internationalize from 
emerging to developed economies? Entrepreneurship Theory & Practice. 32(1), 59-82. 
 
Yeung, H.W.-C., 2009. Transnationalizing entrepreneurship: A critical agenda for human geography. 
Progress in Human Geography. 33(2), 210-235. 
 
Yip, G.S., Gomez Biscarri, J., Monti, Joseph A, 2000. The role of the internationalization process in the 
performance of newly internationalizing firms. Journal of International Marketing. 8(3), 10-35. 
 
Yiu, D.W., Lau, C., Bruton, G.D., 2007. International venturing by emerging economy firms: the effects of 
firm capabilities, home country networks, and corporate entrepreneurship. Journal of International 
Business Studies. 38(4), 519-540. 
 
Yli-Renko, H., Autio, E., Tontti, V., 2002. Social capital, knowledge, and the international 
growth of technoloy-based new firms. International Business Review. 11(3), 279-304. 
 
Young, S., Dimitratos, P., Dana, L.-P., 2003. International entrepreneurship research: What scope for 
international business theories. Journal of International Entrepreneurship. 1(1), 31-42. 
 
Zacharakis, A.L., 1997. Entrepreneurial entry into foreign markets: A transactional cost perspective. 
Entrepreneurship Theory & Practice. 21(3), 23-39. 
 
Zahra, S.A., Garvis, D.M., 2000. International corporate entrepreneurship and firm performance: The 
moderating effect of international environmental hostility. Journal of Business Venturing. 15(5-6), 469-
492. 
 
Zahra, S.A., 2005. A theory of international new ventures: a decade of research. Journal of International 
Business Studies. 36(1), 20-28. 
 
Zahra, S.A., Ireland, R.D., Hitt, M.A., 2000. International expansion of new venture firms: International 
diversity, mode of market entry, technological learning, and performance. Academy of Management 
Journal. 43(5), 925-950. This article was award AMJ’s Best Paper of the Year Award. 
 
Zahra, S.A., Hayton, J.C., 2008. The effect of international venturing on firm performance: The 
moderating influence of absorptive capacity. Journal of Business Venturing. 23(2), 195-220. 
 
Zhang, M., Tansuhaj, P., McCullough, J., 2009. International entrepreneurial capability: The 
measurement and a comparison between born global firms and traditional exporters in China. Journal of 
International Entrepreneurship. 7(4), 293-322. 



 
Zhou, L., Wu, W.-P., Luo, X., 2007. Internationalization and the performance of born-global SMEs: The 
mediating role of social networks. Journal of International Business Studies. 38(4), 673-690. 
 
Zhu, H., Hitt, M.A., Tihanyi, L., 2006. The Internationalization of SMEs in Emerging Economies: 
Institutional, Embeddedness and Absorptive Capacities. Journal of Small Business Strategy. 17(2), 1-26. 
 
Zidonis, Z., 2007. Entrepreneurial internationalization: a case study of Libra company. Baltic Journal of 
Management. 2(3), 273-287. 

 
 



Country Institutional Profiles: Unlocking Entrepreneurial Phenomena
Author(s): Lowell W. Busenitz, Carolina Gómez, Jennifer W. Spencer
Source: The Academy of Management Journal, Vol. 43, No. 5 (Oct., 2000), pp. 994-1003
Published by: Academy of Management
Stable URL: http://www.jstor.org/stable/1556423
Accessed: 24/05/2010 17:02

Your use of the JSTOR archive indicates your acceptance of JSTOR's Terms and Conditions of Use, available at
http://www.jstor.org/page/info/about/policies/terms.jsp. JSTOR's Terms and Conditions of Use provides, in part, that unless
you have obtained prior permission, you may not download an entire issue of a journal or multiple copies of articles, and you
may use content in the JSTOR archive only for your personal, non-commercial use.

Please contact the publisher regarding any further use of this work. Publisher contact information may be obtained at
http://www.jstor.org/action/showPublisher?publisherCode=aom.

Each copy of any part of a JSTOR transmission must contain the same copyright notice that appears on the screen or printed
page of such transmission.

JSTOR is a not-for-profit service that helps scholars, researchers, and students discover, use, and build upon a wide range of
content in a trusted digital archive. We use information technology and tools to increase productivity and facilitate new forms
of scholarship. For more information about JSTOR, please contact support@jstor.org.

Academy of Management is collaborating with JSTOR to digitize, preserve and extend access to The Academy
of Management Journal.

http://www.jstor.org

http://www.jstor.org/stable/1556423?origin=JSTOR-pdf
http://www.jstor.org/page/info/about/policies/terms.jsp
http://www.jstor.org/action/showPublisher?publisherCode=aom


? Academy of Management Journal 
2000, Vol. 43, No. 5, 994-1003. 

COUNTRY INSTITUTIONAL PROFILES: 
UNLOCKING ENTREPRENEURIAL PHENOMENA 

LOWELL W. BUSENITZ 
University of Oklahoma 

CAROLINA GOMEZ 
Towson University 

JENNIFER W. SPENCER 
George Washington University 

This study introduces and validates a measure of country institutional profile for 
entrepreneurship consisting of regulatory, cognitive, and normative dimensions. Sub- 
scales based on data from six countries show reliability, discriminant validity, and 
external validity. The instrument provides researchers with a valuable resource for 
exploring why entrepreneurs in one country may have a competitive advantage over 
entrepreneurs in other countries and how specific country-level institutional differ- 
ences contribute differently to levels and types of entrepreneurship. 

Entrepreneurship has long been viewed as an 
engine that drives innovation and promotes eco- 
nomic development (Reynolds, 1997; Schumpeter, 
1934). For instance, countries such as Great Britain 
and the United States industrialized fairly rapidly 
because entrepreneurial skills were allowed to pro- 
liferate (Casson, 1990; Storey, 1994). Entrepreneur- 
ship is currently revitalizing some formerly 
planned economies (Chow & Fung, 1996), and it 
has facilitated economic growth in many others 
(Acs, 1992; Aronson, 1991; Oviatt & McDougall, 
1994; Storey, 1994). However, scholars have only a 
limited understanding of why rates of entrepre- 
neurship vary cross-nationally and why certain 
types of start-ups may be more successful in one 
country than in another (Aronson, 1991; Rondinelli 
& Kasarda, 1992). A greater understanding of na- 
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tional differences will aid entrepreneurship re- 
searchers as well as would-be entrepreneurs, po- 
tential investors, and government policy makers 
trying to revitalize their national economies. 

It is clear that the definition of entrepreneurship is 
multidimensional and that different research ques- 
tions draw attention to different dimensions of the 
construct. Entrepreneurship research has focused 
broadly on the development of smaller firms (Acs, 
1992; Aronson, 1991) and more narrowly on the 
founding and success of firms that are introducing 
new products to the marketplace (Schumpeter, 1934). 
In both cases it is argued that these firms are the ones 
that provide the impetus for economic growth (Reyn- 
olds, 1997; Rondinelli & Kasarda, 1992). 

A basic premise of much international manage- 
ment research has been that firms are embedded in 
country-specific institutional arrangements. For in- 
stance, unique institutional structures guide firms' 
strategic activities and help determine the nature 
and amount of innovation that take place within a 
country's borders (Nelson, 1993). Bartholomew 
(1997) articulated how national institutional pat- 
terns, such as access to research and educational 
institutions, access to sources of financing, and 
availability of pools of educated labor, help deter- 
mine the manner in which an innovation emerges 
within a country. Differences in national institu- 
tions may also bring about different levels of entre- 
preneurial activity across countries. Casson (1990) 
argued that an infrastructure that enhances cooper- 
ation between a country's entrepreneurs will facil- 
itate problem-solving activities and increase entre- 
preneurial activity. Others have studied how patent 
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rights (Nelson, 1982), societal norms, and shared 
cognitive schemas (Busenitz & Lau, 1996) affect the 
level of entrepreneurship within an economy. 

Despite this literature, which points to a diverse 
set of country-level differences to explain interna- 
tional differences in entrepreneurship, most cross- 
national empirical research has focused narrowly 
on the role of culture. Many of these studies have 
linked Hofstede's (1980) dimensions of culture to 
countries' entrepreneurial tendencies, with partic- 
ular interest in the dimension of individualism. 
However, Acs (1992) concluded that there is a lim- 
ited correlation between countries' levels of indi- 
vidualism and the strength of small companies, and 
subsequent research has continued to find incon- 
sistent results (European Network for SME Re- 
search, 1996; Mueller & Thomas, 1997). These find- 
ings suggest that Hofstede's measures of culture, 
alone, do not adequately describe cross-country 
differences in entrepreneurial activity. We believe 
that cross-national differences in entrepreneurship 
are best explained by a broader set of institutions 
that guide and constrain private business behavior 
in every national economy. 

Kostova (1997) introduced the concept of a three- 
dimensional country institutional profile to explain 
how a country's government policies (constituting 
a regulatory dimension), widely shared social 
knowledge (a cognitive dimension), and value sys- 
tems (a normative dimension) affect domestic busi- 
ness activity. She emphasized that countries' insti- 
tutional profiles lose meaning when they are 
generalized across a broad set of issues. Institu- 
tional profiles must, instead, be measured with re- 
gard to specific domains. Research in cognitive 
psychology has shown that cognitive and norma- 
tive categories are domain-specific (Abelson & 
Black, 1986; Walsh, 1995). Countries' regulations 
and government policies also tend to affect specific 
domains differently. 

We used Kostova's (1997) approach as our foun- 
dation for exploring how and why levels of entre- 
preneurship vary by country. In this study, we de- 
veloped and validated a measure of a country 
institutional profile for the domain of entrepre- 
neurship. Following Kostova's lead, we articulated 
and measured regulatory, cognitive, and normative 
dimensions of countries' institutional profiles. 

COUNTRY INS'I''UTIONAL PROFILES FOR 
ENTREPRENEURSHIP 

By providing a three-dimensional institutional 
profile, we clarify the distinct roles that the regu- 
latory, cognitive, and normative dimensions play 

countries. Some previous research has muddied 
the distinctions between these dimensions by cat- 
egorizing elements of all three as culture. Although 
there undoubtedly are connections among the three 
dimensions and relationships between elements of 
each dimension and the construct of culture, we 
follow Kostova (1997) and Scott (1995) in viewing 
the regulatory, cognitive, and normative dimen- 
sions as conceptually and empirically distinct. 

The regulatory dimension of the institutional 
profile consists of laws, regulations, and govern- 
ment policies that provide support for new busi- 
nesses, reduce the risks for individuals starting a 
new company, and facilitate entrepreneurs' efforts 
to acquire resources. Firms can leverage resources 
that are available through government-sponsored 
programs and enjoy privileges stemming from gov- 
ernment policies that favor entrepreneurs (Ron- 
dinelli & Kasarda, 1992). For instance, the U.S. 
government provides advice and assistance for 
those starting new businesses and offers grants for 
new technology development in small enterprises. 
Several European governments provide small com- 
panies with financial assistance for exporting and 
trade development (Reynolds, 1997). Other govern- 
ment policies encourage individuals to make their 
own investments by allowing new firms to be le- 
gally incorporated with ease, or by protecting in- 
vestors from the full extent of investment risk. 

The cognitive dimension consists of the knowl- 
edge and skills possessed by the people in a coun- 
try pertaining to establishing and operating a new 
business. Within countries, particular issues and 
knowledge sets become institutionalized, and cer- 
tain information becomes a part of a shared social 
knowledge (Busenitz & Barney, 1997; Lau & Wood- 
man, 1995). For instance, in some countries, 
knowledge about how to found a new business may 
be widely dispersed (Busenitz & Lau, 1996). In 
other countries, individuals may lack the knowl- 
edge necessary to understand even the most basic 
steps required to start and manage a new or small 
business. 

The normative dimension measures the degree to 
which a country's residents admire entrepreneurial 
activity and value creative and innovative thinking. 
International entrepreneurship researchers have ar- 
gued that a country's culture, values, beliefs, and 
norms affect the entrepreneurial orientation of its 
residents (Busenitz & Lau, 1996; Knight, 1997; Ties- 
sen, 1997). 

Although most popular measures of countries' 
normative environment depend on Hofstede's 
(1980) dimensions of culture, we concur with Ko- 
stova (1997) that it is imperative to develop a mea- 

in determining levels of entrepreneurship across 
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ship. For example, although a country's score on a 
measure of individualism may hold predictive 
power in countries where most entrepreneurship 
comes in the form of new high-technology start- 
ups, it may be inappropriate in places where most 
entrepreneurship consists of small, family-owned 
businesses. We believe that members of societies 
hold common values about entrepreneurial activi- 
ties themselves. In some value systems, entrepre- 
neurs are admired for their creativity and initiative 
(Casson, 1990), but in others they are not. 

METHODS 

Scale Development 

To begin operationally defining the country in- 
stitutional profile for entrepreneurship, we gener- 
ated a large pool of items as potential measures for 
each of the three dimensions (DeVellis, 1991). For 
the regulatory dimension, ten items were generated 
that focused on government policies supporting 
new businesses, government regulations that af- 
fected new businesses, and indirect government 
support for entrepreneurs that came through other 
public institutions, such as universities. An ex- 
tremely wide range of governmental institutions 
affect a country's business environment. However, 
many of these institutions affect various sectors of 
the economy differently. For instance, government 
support for high-technology research and govern- 
ment-sponsored industry consortia primarily ben- 
efit entrepreneurial firms within specific sectors. 
Furthermore, countries vary on the degree to which 
governments target this assistance toward specific 
firms and industries (Murtha & Lenway, 1994). The 
intent of the regulatory dimension here was to mea- 
sure those institutional arrangements that are likely 
to affect the domain of entrepreneurship as a 
whole. 

The cognitive items, numbering 11 in all, focused 
on the public's awareness of successful entrepre- 
neurs and the public's knowledge about how to 
finance, structure, and manage new businesses. Fi- 
nally, the normative questions, of which there were 
15, focused on society's admiration for individuals 
who start their own businesses, the belief that in- 
novative and creative thinking is good, and the 
belief that starting a business is an acceptable and 
respected career path. 

We pretested the survey instrument with 257 
U.S. undergraduate students from a large state uni- 
versity in the Southwest. Kaiser's eigenvalues- 
greater-than-one criterion and the scree plot indi- 
cated three to four factors. Both solutions were 

varimax rotation1 was subsequently retained and 
used to identify items that did not load within their 
intended scale or discriminate clearly (DeVellis, 
1991). Problematic items were analyzed one-by- 
one, and a decision was made to eliminate or re- 
write each item. A second pretest with shorter 
scales was administered to a new sample of 108 
undergraduate business students from the same 
university. Again, both the eigenvalues and the 
scree plot indicated three to four factors. The three- 
factor solution using a varimax rotation provided 
meaningful factors that reflected regulatory, cogni- 
tive, and normative dimensions. After we dropped 
items with loadings below .40 (DeVellis, 1991), 
Cronbach's alphas for the dimensions were .83, .72, 
and .69, respectively. The final survey instrument 
consisted of 17 items: 7 regulatory, 6 cognitive, and 
4 normative. 

We chose to validate the instrument with univer- 
sity students because using either entrepreneurs or 
corporate managers would have significantly bi- 
ased our results, owing to their obvious career pref- 
erences. In contrast, business students have not yet 
chosen definitive career paths, represent a broad 
cross section of society, and have a deeper knowl- 
edge of relevant business issues than the general 
public. Accordingly, the survey was administered 
to business students in six countries: Germany, It- 
aly, Norway, Spain, Sweden, and the United States. 
We selected these countries to ensure variance of 
both entrepreneurial activity and expected diver- 
sity within the three dimensions measured. We 
translated the survey to German, Italian, and Span- 
ish using back-translation as recommended by Bris- 
lin (1980). We collected a total of 636 usable sur- 
veys in the six countries.2 Most respondents (97%) 
were between 20 and 35 years old. Slightly more 
than half of the sample's members were men (53%). 

We used structural equation modeling to perform 
a confirmatory factor analysis (CFA) on the country 
institutional profile measure. Since we are in the 
early stages of developing this construct, we con- 
sidered it appropriate to perform a procedure of 
cross-validation that would allow us to test the fit 
of the full model against that of an alternative 
model. According to Bagozzi and Yi (1988), cross- 
validation procedures have a long history in both 
econometric and psychometric studies and have 
been adapted for use in structural equation model- 

1 A similar analysis was done using an oblique rota- 
tion, and results were largely the same. 

2 The breakdown by country was 112 surveys from 
Spain, 59 from Norway, 107 from Sweden, 92 from Ger- 

analyzed, and a three-factor solution obtained with 
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TABLE 1 
Means, Standard Deviations, and Correlations for All Countriesa 

Variable Mean s.d. 1 2 3 4 5 6 7 8 9 10 11 12 

1. Cognitive, 1 3.95 1.31 
2. Cognitive, 2 4.02 1.29 .28 
3. Cognitive, 3 3.82 1.15 .29 .52 
4. Cognitive, 4 3.98 1.33 .28 .29 .41 
5. Normative, 1 4.96 1.47 .17 .19 .08 .15 
6. Normative, 2 5.13 1.48 .13 .13 .17 .25 .39 
7. Normative, 3 5.00 1.47 .10 .13 .08 .15 .49 .49 
8. Normative, 4 4.84 1.45 .12 .10 .07 .12 .51 .47 .70 
9. Regulatory, 1 4.18 1.63 .23 .08 .13 .11 .19 .12 .17 .15 

10. Regulatory, 2 3.81 1.37 .11 .18 .18 .15 .22 .14 .15 .28 .32 
11. Regulatory, 3 4.34 1.39 .09 .10 .13 .10 .14 .05 .13 .12 .57 .25 
12. Regulatory, 4 4.23 1.28 .07 .10 .14 .13 .18 .09 .16 .19 .45 .38 .54 
13. Regulatory, 5 3.46 1.41 .13 .08 .12 .10 .15 .16 .14 .13 .40 .22 .40 .36 

a n = 636; all correlations greater than .08 are statistically significant at p < .05. Correlation tables for each country are available from 
the authors. 

ing (Cudeck & Browne, 1983). We began by ran- 
domly splitting the total sample of 636 observa- 
tions into halves. Half of the data sample, called a 
calibration sample, was used to identify items that 
did not load strongly3 on the appropriate factor. 
The resulting model consisted of four cognitive 
items, four normative items, and five regulatory 
items. 

We then followed the double cross-validation 
procedure (Bagozzi & Yi, 1988; Bentler, 1980). We 
first ran CFA on the calibration sample using both 
the full model (17 items) and the reduced model 
(13 items). We then tested the predictive effective- 
ness of the parameters calculated from the calibra- 
tion sample on the remaining half of the data, 
called the validation sample. The reduced model 
showed a better fit to the validation sample (cross- 
validation fit index [CVFI] = 0.74), indicating that 
the reduced model was preferable to the full one 
(CVFI = 1.49). To verify these results, we per- 
formed a second cross-validation in which the sec- 
ond half of the data was used as the calibration 
sample and the first half was used as the validation 
sample. This analysis also showed that the reduced 
model (CVFI = 0.65) was better than the full model 
(CVFI = 1.62). Furthermore, even when the number 
of parameters in each model was taken into ac- 
count, the reduced model continued to have a 
stronger fit (the first CVFI divided by number of 
parameters was .010 on the full model versus .008 
on the reduced model; the second CVFI divided by 
the number of parameters was .011 on the full 
model versus .007 on the reduced model). Conduct- 
ing the double cross-validation procedure greatly 

3 A conservative cutoff of .55 was used. 

reduced the likelihood of a respecification that cap- 
italizes on chance (Bagozzi & Yi, 1988). 

Scale Validation 

The shortened scale, with four cognitive, four 
normative, and five regulatory items was retained, 
and a CFA was performed on the 636 responses 
from all six countries. Table 1 shows the means, 
standard deviations, and correlations between 
items for the six countries. In Table 2, the test for 
the difference in chi-square shows the superiority 
of a three-factor model over plausible two- and 
one-factor models. A one-factor model is plausible 
if the three subscales really reflect "culture" as an 
overarching construct. A two-factor model is plau- 
sible if the cognitive and normative dimensions are 
closely related, through values and norms both af- 
fecting mental schemas. 

However, the three-factor model showed the best 
fit, meeting or exceeding the .90 threshold on a 
wide range of goodness-of-fit measures (GFI = .95, 
AGFI = .93, NFI = .91, NNFI = .92, CFI = .94, IFI = 
.94). No problems were found in residuals or stan- 
dard errors. The distribution of residuals was sym- 
metrically centered around zero. The average off- 
diagonal value was .04 and the largest off-diagonal 
value was .18, which reflected a good fit to the data. 
All parameter estimates were significant, with ap- 
propriate standard errors. Table 2 summarizes re- 
sults from the CFA. Cronbach's alphas on the re- 
sulting scales were .76 for regulatory, .68 for 
cognitive, .81 for normative, and .78 for the overall 
country institutional profile. 

One objective of this study was to test the equiv- 
alency of factor structures across the six countries. 
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FIGURE 1 
Confirmatory Factor Analysis Results 
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TABLE 2 
Summary of Confirmatory Factor Analysesa 

Model X2 (df) AX2 (Adf) CFI NFI NNFI RMSR RMSEA GFI AGFI IFI 

Null 2,295.60 (78)** 
One-factor 1,171.31 (65)** 1,124.29 (13)** .50 .49 .40 .14 .16 .73 .62 .50 
Two-factor 576.25 (64)** 595.06 ( 1)** .77 .75 .72 .10 .11 .86 .80 .77 
Three-factor 206.59 (62)** 396.66 ( 2)** .94 .91 .92 .05 .06 .95 .93 .94 

a The chi-square test is a measure of the overall fit of a model to the data; an acceptable model is one in which the analysts fail to reject the 
null hypothesis. Note that when a sample is large, it is close to impossible to fail to reject the null hypothesis. The comparative fit index (CFI) 
examines the portion of total variance accounted for by a model and overcomes difficulties associated with sample size; .90 is considered an 
acceptable level. The normed fit index (NFI), nonnormed fit index (NNFI), and incremental fit index (IFI) are incremental fit indexes that 
measure the proportionate improvement in fit by comparing the model with a more restricted baseline model; .90 is considered an acceptable 
level. The root-mean-square residual (RMSR) is a standardized summary statistic for residuals; .05 is considered an acceptable level. The 
root-mean-square error of approximation (RMSEA) is a test of the null hypothesis of close fit; .05 indicates a very good fit, .05 to .08 indicates 
a fair to mediocre fit. Goodness of fit (GFI) is a global indication of how well a model fits the data; .90 is considered an acceptable level. The 
adjusted goodness-of-fit index (AGFI) is adjusted for model parsimony; .90 is considered an acceptable level. 

** 
p < .01 

TABLE 3 
Means, Standard Deviations, Rankings, and Results of Analyses of Variancea 

Institutional Profile Regulatory Cognitive Normative 

Country Rank Mean s.d. Rank Mean s.d. Rank Mean s.d. Rank Mean s.d. 

United States 1 4.75G, I, N, Sp, Sw 0.61 2 4.32G, I, Sp, Sw 0.87 1 418G,I, Sw 0.92 1 586G, I, Sp, N, Sw 0.94 
Sweden 2 4.40G, , Sp, us 0.65 1 462G, I, N, p, us 0.75 4 3.89Us 0.80 4 4.67us 1.02 
Norway 3 4.24G, I, Sp, us 0.64 3 4.26G, I, Sp, Sw 0.77 2 3.96 0.97 6 4.47 1.07 
Spain 4 4.04N, sw, us 0.64 4 3.61N, Sw, US 0.93 3 3.95 0.80 5 4.66Us 1.03 
Italy 5 3.98N, Sw, us 0.78 5 3.55N, Sw, us 1.18 5 3.76us 0.95 2 4.74Us 1.14 
Germany 5 3.98N, sw, us 0.68 6 3.53N, Sw, US 0.96 5 3.76Us 0.90 2 4.74Us 1.14 

Fb 28.75*** 28.00*** 4.17*** 32.56*** 

a Superscripts indicate differences between country means significant at p < .05. I = Italy, G = Germany, N = Norway, Sp = Spain, 
Sw = Sweden, US = United States. 

b For F-tests, df = 5, 630. 
** p < .001 

A nonconstrained multisample model provided evi- 
dence that every item loaded on the appropriate fac- 
tor in each country (CFI = .90), supporting the idea 
that the instrument is appropriate for use in countries 
outside the United States. To assess a greater degree 
of model equivalency, we performed a multisample 
analysis, constraining factor loadings to be the same 
across all six countries. The CFI for the fully con- 
strained multisample analysis was marginally good at 
.87. A chi-square difference test, however, showed 
that the unconstrained model was a better fit (Ax2 = 
127.14, 65 df). The superiority of the unconstrained 
model led us to reject the hypothesis that all factor 
loadings were identical across all six countries. Inter- 
estingly, factor loadings were not significantly differ- 
ent within culturally homogeneous regions such as 
the Latin-European culture of Italy and Spain (Ax2 = 
18.70, 13 df) and the Scandinavian culture of Norway 
and Sweden (AX2 = 10.05, 13 df). Because all items 

loaded on the appropriate factor in each of the six 
countries, we compared country rankings using the 
means of the items within each factor.4 

External Validity 

As is shown in Table 3, analyses of variance 
(ANOVAs) indicated country differences on scores 
for the overall profile as well as for the regulatory, 
cognitive, and normative subscales. Our sample 
size of six countries did not afford much statisti- 
cal power. Even so, rank-order correlations 
provided evidence of convergent and predictive 
validity. 

4 Although this study compared the means of each 
factor across six countries, variations from the reported 
means may exist owing to different factor loadings by 
country. 
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Convergent validity. We assessed the conver- 
gent validity of each of the subscales using archival 
data on constructs that logically should be related 
to each dimension of our institutional profile. We 
compared our regulatory dimension to a survey 
question contained in a publication of the Interna- 
tional Institute for Management Development 
(IMD, 1994) that asked chief executives and eco- 
nomic leaders to rate their country's fiscal policy 
on a ten-point scale ranging from "discourages" to 
"encourages" entrepreneurial activity. A Spearman 
rank-order correlation between our regulatory di- 
mension and this external measure was positive 
(p = .77, p < .07). 

We compared our cognitive dimension to two 
external sources. First, in countries in which a 
large percentage of residents pursue postsecond- 
ary education, knowledge about starting new 
businesses may be more prevalent. Second, en- 
trepreneurs often start businesses in order to 
commercialize new products and innovations. 
Therefore, we would expect a relationship be- 
tween our cognitive dimension and the percent- 
ages of a country's residents who pursue higher 
education and who are trained as scientists. We 
found that our cognitive dimension was posi- 
tively associated with the prevalence of both 
higher education and scientific training, using 
data from both the IMD (1994) and UNESCO 
(United Nations Educational, Scientific, and Cul- 
tural Organization, 1995) (p = .99, p < .01 and p 
= .52, p < .29, respectively). 

We compared our normative dimension to Hof- 
stede's (1980) ranking of countries based on the 
degree of individualism in their cultures. Previous 
research has linked individualism and an entrepre- 
neurial orientation (Mueller & Thomas, 1997). Our 
normative dimension correlated with this external 
measure positively (p = .64, p < .17). In sum, these 
comparisons indicate respectable correspondence 
between our measures of the regulatory, cognitive, 
and normative dimensions and relevant variables 
from independent sources. 

Predictive validity. It was noted earlier that en- 
trepreneurship can be defined and measured in 
different ways. Therefore, we considered two dis- 
tinct measures of each country's level of entrepre- 
neurship. The first reflects the percentage of com- 
panies within the country's electronics and 
advanced manufacturing sectors5 that are small 
(0-19 employees) (European Commission, 1996). 

5 We believe that firms in these sectors are the most 
innovative. Note that data were only available for the 

The second reflects the percentage of the domestic 
companies on each country's stock exchange that 
were newly listed.6 

Interestingly, our multiple dimensions of the in- 
stitutional profile parallel the two different mea- 
sures of entrepreneurship. Once again, owing to the 
very small sample size, the correlations only ap- 
proach significance. Countries' rankings on the 
normative dimension relate to the ratio of small 
companies to total companies within their elec- 
tronics and advanced manufacturing sectors (p = 
.72, p < .17). It appears that in countries where 
entrepreneurs are admired, people are more likely 
to attempt to start or manage entrepreneurial busi- 
nesses. In contrast, the rankings of countries on the 
cognitive and regulatory dimensions relate to their 
rankings on the percentage of publicly traded com- 
panies that were newly listed (p = .63, p < .18 and 
p = .81, p < .05, respectively). It appears that it is 
the cognitive and regulatory environments that pro- 
vide the skills and support necessary for firms to 
become successful enough to make initial public 
offerings. Hence, although the normative environ- 
ment encourages people to become entrepreneurs, 
it takes a strong cognitive and regulatory environ- 
ment for firms to obtain the resources and legiti- 
macy necessary to obtain external investors. 

DISCUSSION 

In this study, we developed and empirically val- 
idated a survey instrument for measuring the insti- 
tutional profile of entrepreneurship across six 
countries. The study makes three important contri- 
butions to the international entrepreneurship liter- 
ature. First, although a country's culture may well 
affect its business systems, we concur with Kostova 
(1997) that the breadth of the concept of culture has 
led to overgeneralization in terms of both concep- 
tual arguments and empirical results. A country 
institutional profile can serve as a viable alternative 
for exploring broad country differences. In this 
study, we developed such a measure for entrepre- 
neurship and validated three distinct dimensions 
against external measures. This institutional ap- 
proach moves beyond previous research to provide 
a more complete profile of country differences with 
respect to entrepreneurial activities. 

Second, the study highlights the usefulness of un- 
derstanding the distinctions among the dimensions 
of a country's institutional profile. Table 3 shows that 
countries' scores are rarely consistent across all three 

6 We averaged the 1996 and 1997 percentages to take 
European countries. 
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dimensions. For example, Italy occupies the lowest 
rank on the cognitive dimension and the second- 
lowest rank on the regulatory dimension yet scores 
second-highest on the normative dimension. In the 
future, policy makers could assess their own coun- 
try's scores on each dimension and devise strategies 
for improving their domestic institutional environ- 
ments for entrepreneurship. 

Third, given that the three dimensions of the insti- 
tutional profile appear to relate to different aspects of 
entrepreneurship across countries, the institutional 
profile provides the opportunity to evaluate the 
source of each country's strengths and weaknesses 
more precisely. The scales may help researchers un- 
derstand why some countries tend to maintain an 
advantage in new business development within a 
particular industry (Storey, 1994) or with a specific 
organizational form. For example, small family busi- 
nesses may enjoy a great deal of success in countries 
with a certain profile, but technology firms devising 
strategies for moving toward initial public offerings 
may succeed in countries with a different profile. An 
understanding of a country's institutional profile may 
help globally focused entrepreneurs start firms that 
have international missions from their inception 
(Oviatt & McDougall, 1994), by identifying obstacles 
they may need to overcome before they expand into 
new countries (Rondinelli & Kasarda, 1992). In future 
inquiry, researchers should probe whether country 
profiles motivate particular forms of cooperation 
(Casson, 1990), modes of entry, or types of organiza- 
tional structures. 

Our instrument was conceived as a broad measure 
of countries' institutional profiles. Nevertheless, fu- 
ture researchers might use single dimensions of our 
instrument to enrich more targeted studies of specific 
determinants of entrepreneurship across countries. 
For example, scholars attempting to thoroughly un- 
derstand countries' regulatory environments for en- 
trepreneurship might couple the regulatory dimen- 
sion of this instrument with other, more specific, 
regulatory measures, such as fiscal policies toward 
entrepreneurs, bankruptcy laws, and national poli- 
cies toward innovation. 

The modest fit obtained in the multisample anal- 
ysis and the evidence for inequality among factor 
loadings across countries reflects the difficulty in- 
herent in developing etic measures. Future re- 
search should clarify which scales (such as country 
institutional profiles) need to be generalizable 
across countries and what level of equivalency 
across samples is required to conclude that a scale 
is etic. In addition, future larger-scale studies might 
adjust the means comparisons on the basis of vari- 
ations in the factor structure by country. Potential 

trepreneurship should be performed as future re- 
searchers apply the instrument to other countries. 

Although this study focused on industrialized 
Western countries with relatively small differences 
on each of the three dimensions, we believe future 
research should apply the profile to other coun- 
tries. The restricted range of variation here, al- 
though providing a conservative test, likely made it 
more difficult to expose interesting relationships 
between the three dimensions and other variables. 

In sum, the scales developed in this study can 
improve both the empirical and theoretical rigor of 
international entrepreneurship research. The scales 
underlying our country institutional profile have 
good reliability, strong discriminant validity, ade- 
quate cross-cultural validity, and reasonable exter- 
nal validity. This institutional profile should pro- 
vide a useful tool with which researchers can 
explore a variety of issues regarding cross-national 
differences in entrepreneurship. 
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APPENDIX 

Country Institutional Profiles 

Respondents were given the following instructions: 
"Think of the country in which you live and tell us the 
extent to which you agree with the following statements" 
(1 = strongly disagree, 2 = disagree, 3 = disagree some- 
what, 4 = neutral, 5 = agree somewhat, 6 = agree, and 
7 = strongly agree). The name of the variable used in 
analyses is in parentheses after the appropriate item. 

Regulatory Dimension 
1. Government organizations in this country assist 

individuals with starting their own business. 
(regulatory, 1) 

2. The government sets aside government contracts 
for new and small businesses. (regulatory, 2) 

3. Local and national governments have special 
support available for individuals who want to 
start a new business. (regulatory, 3) 

4. The government sponsors organizations that help 
new businesses develop. (regulatory, 4) 

5. Even after failing in an earlier business, the 
government assists entrepreneurs in starting again. 
(regulatory, 5) 

Cognitive Dimension 
6. Individuals know how to legally protect a new 

business. (cognitive, 1) 
7. Those who start new businesses know how to deal 

with much risk. (cognitive, 2) 
8. Those who start new businesses know how to 

manage risk. (cognitive, 3) 
9. Most people know where to find information 

about markets for their products. (cognitive, 4) 

Normative Dimension 
10. Turning new ideas into businesses is an admired 

career path in this country. (normative, 1) 
11. In this country, innovative and creative thinking 

is viewed as the route to success. (normative, 2) 
12. Entrepreneurs are admired in this country. 

(normative, 3) 
13. People in this country tend to greatly admire those 

opment. Cambridge, MA: Harvard University Press. 
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who start their own business. (normative, 4) 
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1. Executive Summary

As defined by McDougall and Oviatt (2000, p. 903), international entrepreneurship (IE)

is: ‘‘. . .a combination of innovative, proactive and risk-seeking behavior that crosses

national borders and is intended to create value in organizations. . .the study of IE includes

research on such behavior and research comparing domestic entrepreneurial behavior in

multiple countries.’’

This paper reviews and assesses fifty-five empirical studies within the emerging field of IE,

providing insight as to the ‘state of the art’ of IE methodologies. The articles were

systematically analyzed focusing on research context and time frame, sample characteristics,

data collection/analysis procedures, and equivalence issues.

The results indicate that in terms of context, IE research has a rich international perspective

with cross-national collaboration evident in research teams. To date, IE studies have

generated a definable pool of manufacturing and high-technology studies for comparative

examination. The extant literature also reflects efforts to integrate the international and

entrepreneurship fields and has expanded beyond an SME focus. At the same time, IE

research is characterized by static, cross-sectional studies, and a lack of service sector

research and/or comparative research within and across sectors. Studies tend to favor either

the international or entrepreneurship side of the theoretical interface, and the extant research

is characterized by inconsistent use of measures and definitions of key variables such as firm

size and age. As regards sample characteristics, IE studies focus on relevant micro level units

of analysis by collecting readily obtainable data. Typically, they also have carefully selected

samples with high response rates, and the views of the lead decision maker pertaining to IE

issues are captured. However, by focusing on obtainable data, ‘important’ yet harder to obtain

data are generally lacking (e.g., research on complex entrepreneurial internationalization

behaviors over time). The emphasis on judgement-based or purposive sampling also means

that results are difficult to generalize, and IE research lacks the rich perspective provided by

multiple informants involved with various entrepreneurial processes.

In terms of data collection and analysis, the IE literature has applied a range of methods

with a relatively high level of sophistication and rigor. At the same time, studies tend to focus

on aggregate level survey data or sector-specific qualitative data. As a result, complex

processes are not captured, unless at a very narrow level. The review also shows that IE

research falls short in ensuring sample, instrument, and data collection equivalence across

countries. This could reflect a lack of reporting on equivalence or a lack of attention to this

issue from the outset of research investigations. This is a major concern given IE research, by

definition, may involve cross-national studies.

Based on these findings, the authors suggest that while a ‘single’ methodological direction is

inappropriate to IE research, it is important to develop a commonly understood IE vocabulary

that allows for comparison between studies. This would contribute to a unifying methodo-

logical direction. Researchers also need to increase cross-disciplinary collaboration to resolve

the imbalance in knowledge contribution between the fields of international business and

entrepreneurship. Methodologically, the authors suggest that IE would benefit from a process

of research or series of complementary studies rather than static, isolated pieces of work. This
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reflects Patton’s (2002) view of the holistic perspective in the sense of ‘understanding the

whole process.’ Such an approach would encompass multiple data sources, applying both

coarse-grained methods that result in generalizable, statistically significant data and fine-

grained methods that capture the nuance, context, and rich understanding of the phenomena in

question. This would also allow for collection of both ‘obtainable’ and ‘important’ data.

It is also hoped that future developments of the IE field will be marked by a growth in the

number of studies utilizing and developing longitudinal methodologies. This is important

since the dimension of time has been stressed as fundamental to isolating key developments

in studies of internationalization (Buckley and Chapman, 1996; Andersen, 1997) and to

studies of entrepreneurial behavior and other processes (Chandler and Lyon, 2001). Finally, a

fundamental challenge for IE research is that firms with international activity need to be

properly identified, yet there is a lack of quality sampling frames available. To some extent,

this contributes to the preponderance of judgement and purposive sampling, and an apparent

reluctance to document the sampling design and procedure. However, as significant effort is

required to capture and list entrepreneurial firms, the authors suggest a more pragmatic

approach would be to accept the use of judgement sampling, provided sampling criteria are

well and consistently specified and the data are assessed for validity and reliability.
2. Introduction

This work is positioned at the intersection of the international business and entrepreneur-

ship research paths; an intersection described by McDougall and Oviatt (2000) as the

emerging field of IE. IE research is increasingly visible, yet McDougall and Oviatt (2000)

argue that work in the area lacks a unifying and clear methodological direction. Thus, the

primary objectives of this paper are to (1) review and assess the methodological aspects of the

emerging IE literature, (2) offer insight as to the ‘state of the art’ of IE methods, and (3)

discuss the implications for future development of the field.
3. Method

This review is focused on empirical literature representing McDougall and Oviatt’s (2000,

p. 903) definition of IE as ‘‘. . .a combination of innovative, proactive and risk-seeking

behavior that crosses national borders and is intended to create value in organizations. . .the
study of IE includes research on such behavior and research comparing domestic entrepre-

neurial behavior in multiple countries.’’

At a general level, studies eligible for review were those explicitly integrating theory and

concepts from both ‘international business’ and ‘entrepreneurship.’ At a more specific level,

some studies were specifically positioned to the international new venture literature or

focused on entrepreneurial behavior across borders. Other investigations compared entrepre-

neurship across countries and cultures. The studies could be conducted at the individual, firm,

group, or organization levels (as per McDougall and Oviatt, 2000) and were not restricted to
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small or new ventures. Furthermore, each study needed to include sufficient information

regarding its methodology to allow for a thorough review and assessment.

Articles excluded from the review included those with a focus on ‘international SMEs’

rather than IE per se (i.e., while they studied small- and medium-sized firms, entrepreneurship

issues or theory were not integrated or addressed). While we acknowledge the role played by

the SME internationalization literature in establishing the IE field, the focus of this review, for

sake of parsimony, is on those studies directly and explicitly integrating the fields of

entrepreneurship and international business. Examples of the international SME work

excluded from the review include that of Haug (1991), Erramilli and D’Souza (1993), Bell

(1995), Korhonen et al. (1996), Roberts and Senturia (1996), Coviello and Munro (1997),

Barringer and Greening (1998), Holmlund and Kock (1998), O’Farrell et al. (1998), Liesch

and Knight (1999), Prasad (1999), Lautanen (2000), Chen and Martin (2001), de Chiara and

Minguzzi (2002), Lamb and Liesch (2002), and Nakos and Brouthers (2002). For similar

reasons, studies focused on SME exporting were excluded (e.g., Beamish et al., 1993; Bijmolt

and Zwart, 1994; Burpitt and Rondinelli, 2000), as were studies comparing internationaliza-

tion by firm size (e.g., Bonaccorsi, 1992; Calof, 1993, 1994; Moen, 2000).

The given IE research is also defined to include internationally comparative studies of

entrepreneurial behavior; research focused on domestic entrepreneurship in a single foreign

country was excluded (e.g., Lyles et al., 1996; Kuznetsov and McDonald, 2000; Ardichvili,

2001; Bliss and Garratt, 2001; Etemad and Salmasi, 2001; Ahlstrom and Bruton, 2002; Bruton

and Rubanki, 2002). Similarly, cross-cultural assessments of entrepreneurial orientation mea-

sures were excluded (Knight, 1997; Busenitz et al., 2000; Kreiser et al., 2002). This is because

all three studies focus on scale development or validation rather than behavioral research.

Beyond these studies, we identified a number of investigations of general interest to IE

researchers but with an emphasis other than IE per se. For example, Larson (1991), Hara and

Kanai (1994), and Lipparini and Sobrero (1994) emphasize network relationships or strategic

alliances rather than IE. Zahra et al. (1997) focus on environmental influences in the general

context of new ventures, while Barkema and Vermeulen (1998) emphasize the relationship

between learning and the acquisition versus start-up decision in foreign markets. Also,

Madhok and Osegowitsch (2000) study the international diffusion of technology using the

dynamic capabilities perspective. Given the parameters of this review, all these studies were

excluded from the review process. Finally, non-empirical papers including Madsen and

Servais (1997), Zacharakis (1997), and Tiessen (1997) were not part of the review.

To identify relevant IE articles, we conducted a keyword search on ProQuest/ABI Inform

encompassing 1988–2002. Keywords included ‘international new ventures,’ ‘IE,’ ‘INV(s),’

‘Oviatt,’ ‘McDougall,’ ‘global startups,’ ‘born globals,’ ‘international,’ and ‘entrepreneur-

ship.’ To ensure thorough coverage, we also conducted a manual review of three general

sources. First, we reviewed the 1996–2002 volumes of the Journal of Business Venturing and

Entrepreneurship Theory and Practice, acknowledged as the leading entrepreneurship

journals (Romano and Ratanatunga, 1997; Chandler and Lyon, 2001). Second, we reviewed

the Journal of International Business Studies,Management International Review, Academy of

Management Journal, and Strategic Management Journal. These are generally considered to

be the leading peer-reviewed journals in international business and management/strategy.
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Third, we identified and reviewed articles from the McGill Conferences on IE published in

special issues of the Journal of International Management, Journal of International Market-

ing, Small Business Economics, Journal of Euro-Marketing, and Global Focus. Finally, we

identified other articles through additional electronic searches and manual cross referencing.

Research published in edited books and conference proceedings was excluded as not all these

sources are widely accessible and/or peer reviewed.

3.1. Process of review

Once an article was identified, it was assessed for eligibility using the criteria previously

outlined. This resulted in fifty-five articles. Each was examined using content analysis,

guided by a rating form based on similar reviews by Leonidou and Katsikeas (1996), Coviello

and McAuley (1999), Chandler and Lyon (2001), and Zahra and George (2002). The focus of

our review was on the methodology employed. This was assessed in relation to four

categories:

1. Time frame and context issues: fieldwork time frame, geographic focus, industry scope,

firm size, and firm age;

2. Sample issues: unit of analysis, sampling design, sample criteria, sample size, and key

informant;

3. Data collection and analysis issues: approach to data collection and analytical approach;

4. Cross-national equivalence issues: sample equivalence, instrument equivalence and data

analysis equivalence.
4. Results

As summarized in Table 1, the early empirical literature pertaining to IE began with

McDougall’s foundation study in 1989, followed by Kolvereid et al. (1993). More studies

emerged in 1995/1996, including those published in a special issue of Entrepreneurship

Theory and Practice. IE research continued to be somewhat sporadic until 1999, when the

first publications from the inaugural McGill IE conference appeared in the Journal of

International Marketing. 2000 was a banner year for the field with 17 articles, 10 of which

were found in special issues of the Academy of Management Journal and Journal of

International Marketing. In 2002, IE articles appeared in a variety of journals although that

year, a special issue on culture and entrepreneurship in Entrepreneurship Theory and Practice

contributed the most articles to the field. Overall, the IE literature is most common in the

leading entrepreneurship journals (Journal of Business Venturing and Entrepreneurship

Theory and Practice) and in special issues.

Turning to the studies in question, this review assessed the fifty-five articles summarized in

Appendix 1 that (1) examined entrepreneurial behavior crossing international boundaries

(n = 39) and (2) compared domestic entrepreneurial behavior in different countries (n = 16).

These two groups of studies reflect the core aspects of McDougall and Oviatt’s (2000)



Table 1

Summary of IE articles by source and year

Year Entrepreneurship Strategy Internationala McGill special issues Other TOT

Journal of

Business

Venturing

Entrepreneurship

Theory and

Practice

Academy

of Mgmt

Journal

Strategic

Mgmt

Journal

Journal of

International

Business

Studies

Journal of

International

Marketing

Journal of

Euro-Marketing

Small

Business

Economics

Global

Focus

Journal of

International

Management

Other

2002 1 5 1 3 10

2001 1 1 1 1 1 3 1 9

2000 2 1 5 1 5 1 2 17

1999 1 3 2 6

1998 1 1 2

1997 1 1 1 1 4

1996 1 2 3

1995 2 2

1994

1993 1 1

1992

1991

1990

1989 1 1

TOTAL 8 10 6 1 3 9 1 1 2 3 10 55
a Management International Review was not included in this summary table as no relevant articles were identified for the review.
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definition of IE. Using the four previously defined assessment categories, the key patterns

relating to IE methodology will now be presented.

4.1. Time frame/context issues

4.1.1. Fieldwork time frame

Only 5 of the 55 studies reviewed are longitudinal. Twenty-six are based on cross-

sectional/single-year data. The other twenty-four studies are assumed to be cross-sectional

based on how the data are collected and presented (although no dates are given). This pattern

supports the observations made by Zahra and George (2002) regarding IE research and

Chandler and Lyon (2001) regarding entrepreneurship studies. The bulk of IE research is

therefore static, does not incorporate time-dependent variables (or time), and would have

difficulty in revealing process over time rather than behavior at a given point in time.

4.1.2. Geographic focus

The IE literature is rich in geographic coverage at two levels: (1) the range of countries

studied and (2) the researchers involved. At a country level, most IE studies focus on firms or

entrepreneurs in single countries such as the United States (12), United Kingdom (6), and

Canada (5). Similar investigations (10) are found in countries such as Nigeria, Slovenia,

Portugal, Finland, and New Zealand. This single-country focus might suggest a certain

amount of ethnocentrism in the field. However, three studies use either the United States or

United Kingdom as a base from which to study different cultures within those countries, and

seven studies compare two or three countries. Twelve studies incorporate 4–15 countries.

This development of multicountry investigations is a pattern different from that identified by

Zahra and George’s (2002) review of IE research, which found only a few non-U.S. samples

and a preponderance of single-country studies. It also varies from Coviello and McAuley’s

(1999) conclusions regarding SME internationalization studies given they also found a lack of

multicountry studies. Overall, this is a positive trend for the IE field.

At the researcher level, the IE literature seems to reflect the globalization of business

research noted by Wright and Ricks (1994), as studies are authored by scholars around the

world. Although the fact that 31 studies involve U.S.-based authors might suggest American

dominance of the field, only 18 of these are by ‘Americans only’ (in terms of university

affiliation). An important point therefore is that the remaining 13 studies with U.S. authors

involve cross-national collaboration. There are also 6 other examples of cross-national

collaboration involving teams from different countries, 10 studies with UK authors only,

and eight studies with research teams from countries such as Canada, Norway, and Sweden.

4.1.3. Industry scope/coverage

Fifteen studies focus on entrepreneurs or potential entrepreneurs as the unit of analysis, and

thus an industry/sector focus is not specified. Of those remaining, 28 investigate manufac-

turers. Only one study examines service firms, three look at both goods and services, and one

study defines its sectors as ‘knowledge intensive’ versus ‘traditional,’ but it is unclear if these

are manufacturing firms. Seven studies fail to specify the sector of interest. This overall
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emphasis on manufacturing firms is also observed by Zahra and George (2002) and is found

in the general international business literature (Leonidou and Katsikeas, 1996). This suggests

that other settings (e.g., service firms) and comparative studies need examination.

In terms of technology, 22 studies focus their examination on high-technology firms. This

emphasis is perhaps not surprising given the trends in both the international and entrepreneur-

ship literatures, and it has generated a pool of high-technology studies available for

comparison. A number of studies also focus on low-technology firms (9 studies) or a mix

of low- and high-technology firms (8 studies). The remaining studies either fail to indicate

technology level or this was irrelevant to the research. Interestingly, while Zahra and George

(2002) suggest that the concentration of research on high-technology samples limits the

ability to generalize to other industries, our review shows some diversity in the field.

However, we agree with Zahra and George’s (2002) call for investigations beyond high-

technology samples.

4.1.4. Firm size

Two measures are most commonly used to capture firm size. The first is number of

employees (40 studies), and the second is sales level (25 studies). Often, both measures are

used. In addition to reporting sales and/or employee levels, 14 studies also measure firm size

using percent of sales in export markets. Just over half the studies (29) have an SME focus of

fewer than 200 employees. Furthermore, most of these studies examine firms with less than

100 employees. In contrast, six studies examine very large organizations while five studies

use firms with the number of employees ranging from small to large. The remainder either fail

to specify firm size or it is irrelevant to the study (e.g., studies on potential entrepreneurs).

4.1.5. Firm age

For the studies reporting venture age, there is a reasonable amount of diversity. For

example, eight studies examine firms averaging less than 6 years of age, six studies look at 7-

to 10-year-old firms, seven investigate 11- to 12-year-old firms, and six examine firms older

than 20 years. This is perhaps reflective of the developing nature of the field as researchers

struggle to establish commonly used criteria for firm choice based on venture age.

Increasingly, it appears that 6 years is the cut-off used to define an international new venture.

4.2. Sample issues

4.2.1. Unit of analysis

The identifiable pattern shows the primary unit of analysis to be ‘the firm’ (32 studies)

followed by ‘the entrepreneur’ (11 studies). In addition, four studies examine ‘potential’

entrepreneurs and five examine both the firm and entrepreneur. Single studies focus their

analysis on (e.g.) business links or a combined industry/firm/individual level. Overall, the

patterns regarding unit of analysis reflect those identified in the entrepreneurship literature by

Chandler and Lyon (2001) and Davidsson and Wiklund (2001) in that IE research is

dominated by micro level analysis. Similarly, the emphasis on the firm level reflects the

pattern noted by Leonidou and Katsikeas (1996) in their review of the export development



N.E. Coviello, M.V. Jones / Journal of Business Venturing 19 (2004) 485–508 493
literature. One might also conclude, similar to Davidsson and Wiklund (2001), that IE

researchers have focused on collecting ‘obtainable’ rather than ‘important’ data. As such, IE

research on complex networks, clusters, or behavioral processes over time is relatively rare.

4.2.2. Sampling design

This issue is generally poorly addressed in the IE literature in that articles provide only

limited discussion regarding the decision to (1) use a probability versus non-probability

sample and (2) the specific procedures associated with such designs. Thirty-nine studies

selected their sample/sites in a purposive and judgement-based manner, and these studies are

non-probability in nature. Twelve studies use random selection, and four did not provide

enough information to analyze this issue. The dominance of judgement-based samples is

perhaps a cause for concern in that the results are less able to be generalized. Indeed, Zahra

and George (2002) call for more representative samples in IE research. At the same time, the

judgement-sample studies reviewed here all had high response rates and participation levels

and as such might be expected to have good quality, albeit sample-specific, results.

4.2.3. Sample criteria

Explicit criteria for sample selection are found in fifty-two studies and are summarized in

Table 2. Of these, 13 studies specify only one criterion, but the remainder include two criteria

(11 studies), three criteria (8 studies), four criteria (12 studies), five criteria (7 studies), and

even seven criteria (1 study). The most common criteria clearly reflect firm characteristics

and are as follows: (1) firm size, (2) firm age, and (3) sector. The inclusion of explicit

selection criteria is useful to the IE field in that research equivalence can be assessed across

studies. As discussed by VanderWerf and Brush (1989) in the context of entrepreneurship,

this helps achieve empirical progress in an undefined field. However, further formalization of
Table 2

Common criteria for IE sample selection

Criterion Count Percent of firmsa

Firm size 21 38

Firm age 18 33

Sector 16 29

Serving export markets 12 22

Technology level (e.g., high, low) 10 18

Private or independent firm 10 18

Indigenous firm 7 13

Potential entrepreneurs 5 9

Founder managed 5 9

Access to respondents 4 7

Revenue level 4 7

New or start-up firm 3 5

IPO within a specified time frame 3 5

Other 20 36
a Percentages sum to greater than 100 as most studies use multiple criteria.
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criteria for both firm and entrepreneur-level research would be helpful. For example, in the

studies where firm size is included as a criterion for sample selection, ‘size’ is specified using

different measures (e.g., number of employees vs. sales revenue), and there is a range of

categories within measures. That is, smaller firms can be less than 50 employees, less than

100 employees, less than 200 employees, or less than 500 employees. The same occurs for

firm age. Thus, on one hand, we see fairly tightly defined sampling criteria, but on the other,

inconsistency within these criteria. Generalization of findings and pooling of data is thus

hampered.

4.2.4. Sample size

Again, this issue is discussed inconsistently in the IE literature, both in terms of targeted

sample size and response rates. At a broad level, if the study applies case research or personal

interviews, the general pattern suggests that 3–30 firms are studied. Surveys reported on 30–

3600 responses, with half receiving less than 200 usable responses. IE research is therefore

not generally characterized as using large samples in spite of the criticism of small sample

studies found in the entrepreneurship, export, and IE literatures (e.g., Zahra and George,

2002). Leonidou and Katsikeas (1996, p. 531) also imply that case studies of (e.g.) four firms

make ‘cautious interpretation of findings necessary’ and go on to say that ‘‘. . .a serious

methodological flaw inherent in this type of small sample research is the sparse distribution of

the overall sample of firms.’’ However, our view follows Smith et al. (1989) by arguing that if

the research problem necessitates rich deep information, then a small set of case studies are

appropriate providing that generalizability is not assumed. Similarly, if high-quality survey

data are obtainable from a smaller sample drawn using well-developed selection criteria,

meaningful findings can still result.

4.2.5. Key informant

Beyond the small number of studies using student samples or archival data, the key

informant in firm level studies is usually the president/VP/managing director (21) or founder/

owner/manager (16). These individuals may actually be one and the same but are specified

differently across studies. Regardless, most studies acknowledge the importance of accessing

the informant who retains institutional history and influence as regards IE. In contrast, the

international/export literature suggests a broader perspective is more relevant (e.g., Leonidou

and Katsikeas, 1996), turning to the wider management team or other parties such as clients,

suppliers, or venture capital investors. This breadth is generally lacking in the IE literature as

only seven studies used multiple respondents, and only three studies compared respondent

views (e.g., entrepreneur vs. investor or entrepreneur vs. executive).

4.3. Data collection and analysis issues

4.3.1. Data collection

There is evidence of a wide range of approaches to data collection, although IE studies are

dominated by surveys. These include mail surveys (24 studies), self-administered surveys (6),

and combined mail/telephone or mail/personal interview surveys (4). IE researchers also
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analyze annual reports/IPO prospectives (4 studies) and databases (1 study). Less than a

quarter of studies employ qualitative techniques, such as personal interviews (6 studies) or

case research (5 studies). Thus, the quantitative approach dominates, mirroring the SME

internationalization literature reviewed by Coviello and McAuley (1999).

IE research also tends to be mono method, relying on either quantitative, aggregate-level

data, or qualitative context-specific data. Only five studies integrate qualitative and quanti-

tative approaches (Glas et al., 1999; Knight, 2000, 2001; Fillis, 2002; Yli-Renko et al., 2002).

Even then, they apply a simple two-step approach, e.g., a discussion of database patterns

followed by case studies or interviews followed by a survey. Furthermore, Knight (2000,

2001) and Yli-Renko et al. (2002) report only their survey results, again highlighting the

quantitative emphasis.

4.3.2. Analytical approach

If IE research is survey based, the dominant analytical approach involves some form of

regression (22 studies), followed by M/ANOVA (9), general descriptive statistics (7 studies),

correlation analysis (6 studies), t tests (5 studies), factor analysis (4 studies), structural

equation modeling (2 studies), cluster analysis (2 studies), and discriminant analysis (1

study). Overall, the analytic approaches are relatively sophisticated (in comparison with using

only simple univariate or descriptive statistics) and mirror the patterns identified by both

Chandler and Lyon (2001) in the entrepreneurship literature and Leonidou and Katsikeas

(1996) in the export literature. This emphasis probably reflects the fact that 34 of the studies

involve hypothesis testing and model validation.

For the qualitative IE studies, the general emphasis is on pattern identification/matching

and explanation building. They also apply qualitative profiling, event, network, and critical

incident analysis, and one is based on grounded theory. These analytic approaches seem

appropriate to their research problems and demonstrate innovative methods in an effort to

capture the complex processes under investigation (e.g., the event and network analyses).

4.4. Equivalence issues

Critical issues in cross-cultural research relate to establishing equivalence at a number of

levels. This review focuses on sample equivalence, instrument equivalence, and data

collection equivalence in the context of the 22 IE studies involving multiple countries or

cultures.

4.4.1. Sample equivalence

A wide range of nations are studied in the 22 studies; however, only 13 studies identify

specific criteria for country/culture selection. Typically, countries are chosen to ensure

variance in values across different cultures and a desire for sample heterogeneity (nine

studies). Other studies chose the cultures in question because they had a history of successful

entrepreneurship (one study), were an interesting or relevant comparator for (e.g.) cultural and

national differences (two studies), or provided a broad representation across developing and

developed countries (one study). Nine studies fail to explain why the specific countries/
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cultures were of interest. This is of some concern given the need for careful culture selection

as discussed by Adler (1983) and Nasif et al. (1991).

4.4.2. Instrument equivalence

Green and White (1976) note that researchers have two options in developing their

instruments and measures. They can follow an emic (culturally specific) approach or one that

is etic (culturally universal), with instruments that are culture-free and, by virtue of formal

equivalence, able to be applied across countries. Only 11 of the 22 cross-national IE studies

discuss the extent to which their instrument is culture-free or culture-bound. Perhaps more

importantly, while three of these studies assess the sensitivity of their instrument and

conclude it to be etic in nature, the remaining eight studies seem to simply assume their

instrument is culture-free. Various tests for instrument reliability and validity are found in 13

studies, one deems the issue to be irrelevant due to the theory-building nature of the research,

and eight cross-cultural studies fail to discuss scale or instrument quality at all.

For those investigations requiring language adaptation and assurance of equivalence of

meaning (Adler, 1983; Cavusgil and Das, 1997), 12 studies outline a process of forward/back

translation, and one study notes that translation help was used where necessary. Five studies

do not discuss how language issues or equivalence in meaning were addressed across

countries. Again, in spite of the importance of ensuring instrument equivalence in cross-

national investigations, IE research is weak in this area.

4.4.3. Data collection equivalence

The challenge of international data collection is to achieve an equivalent, not identical,

process in terms of setting, instructions, timing, and response (Adler, 1983; Nasif et al., 1991).

Cavusgil and Das (1997) also note that data collection is impacted by characteristics of the

researcher (e.g., their perceived status, authority). Of the 22 studies, only nine try to ensure

equivalence in terms of data collection setting, and three studies specifically note the settings to

be very different across countries. Ten studies do not discuss the issue. Similarly, only six

studies outline procedural details pertaining to instrument administration/interview protocol,

and only two of the twenty-two studies comment on equivalence in timing of data collection or

the role of the researcher. Thus, data collection equivalence is a final area of concern in IE

research.

4.5. Summary

The results indicate that in terms of time frame and context, IE research has a strong

international perspective generated by cross-national research teams. To date, IE studies

have generated a rich pool of manufacturing and high-technology studies for comparative

examination. The extant literature also reflects efforts to integrate the international and

entrepreneurship fields and has expanded beyond an SME focus. At the same time, IE

research is characterized by static cross-sectional studies and a lack of service sector and/or

comparative research within and across sectors. Studies tend to favor either the interna-

tional or entrepreneurship side of the theoretical interface, and the extant research is
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characterized by the use of inconsistent definitions and measures of key variables such as

firm size and age.

As regards sample characteristics, IE studies focus on relevant micro level units of analysis

by collecting readily obtainable data. Typically, they also have carefully selected samples

with high response rates, and the views of the primary or lead decision maker as regards IE

issues are captured. However, efforts to collect and understand important yet hard to obtain

data are generally lacking. The emphasis on judgement-based or purposive sampling means

that results are difficult to generalize, and IE research lacks the rich perspective offered by

studying multiple parties involved with various entrepreneurial processes.

In terms of data collection and analysis, the IE literature has applied a range of methods

with a relatively high level of sophistication and rigor. At the same time, studies tend to focus

on aggregate level survey data or sector-specific qualitative data. As a result, complex

processes are not captured, unless at a very narrow level. The review also shows that IE

research falls short in terms of trying to ensure sample, instrument, and data collection

equivalence across countries. This could reflect a lack of reporting on equivalence or a lack of

attention to this issue from the outset of research investigations. This is a major concern given

that IE research, by definition, may involve cross-national studies.
5. Implications for IE research

A number of implications emerge for IE researchers. We begin with issues that are

relatively strategic in nature, including a discussion of the need for a unifying methodological

direction, a multidisciplinary approach, pluralism in research design, and accommodation of

the complexity of time in IE research. The paper concludes with operational implications

regarding sampling design, data collection, and cross-national equivalence issues.

5.1. A unifying and clear methodological direction

At a macro level, the diversity of approaches found in the IE literature suggests that a

unifying and clear methodological direction is currently remote. This begs the question as to

what precisely is meant by a ‘unifying methodological direction’? Furthermore, if such a

direction could be clearly defined, would it in fact be a good thing for the development of a

new field of study? Some might argue not, citing SME internationalization as an example of a

field dominated by survey studies of export behavior and performance (i.e., a unifying

direction that has emerged at the expense of other aspects of internationalization). Importantly

too, the field of IE is probably too complex and broad in scope to be accommodated by any

one model or any one investigation.

Perhaps more relevant to the question is the need for definitional rigor in order to make

useful comparisons between studies (McDougall and Oviatt, 2000). This implies that IE

researchers need to actively develop a commonly understood vocabulary that will, over time,

contribute to the development of robust and comparable methodologies. Issues requiring

definitional rigor include firm size and age, industry scope, unit of analysis, type of key



N.E. Coviello, M.V. Jones / Journal of Business Venturing 19 (2004) 485–508498
informant, and sampling criteria. Advances in this area would provide useful guidance to the

field. Furthermore, Buckley and Chapman (1996, p. 244) suggest that direction for a field of

research might be found in ‘‘. . .developing a set of core concepts which are analytically

rigorous and tractable, yet remain flexible.’’ To accomplish this, it is necessary to integrate

core concepts from entrepreneurship and international business theory into a flexible yet

tractable conceptual model. Definitional rigor in the construction of studies and the reporting

of results could then enable separate investigations to fit together like puzzle pieces.

One example of integration draws on Brazeal and Herbert’s (1999) rudimentary model of

the entrepreneurial process based on how the core concepts of innovation, change, and

creativity result in entrepreneurial events. Such a model bears some resemblance to the classic

stage and innovation models of internationalization wherein an endogenous or exogenous

trigger (change) leads to the adoption of an entry mode in a selected country (innovation).

Experiential knowledge and organizational learning also occur, which, coupled with further

triggers (creativity), lead to the adoption of more risky and committed modes in psycholog-

ically distant countries (internationalization events).

This example suggests that by integrating entrepreneurship and internationalization

models, it is possible to develop constructs and measures that are robust, validated, reliable,

and clearly positioned within the domain of IE. The unifying effect of a flexible conceptual

model, together with definitional rigor and consistency in the use of measures and constructs,

would also enable IE researchers to pursue the three possibilities of comparative research as

outlined by Buckley et al. (1988). That is (1) historical comparison, i.e., the situation relative

to a different point in time; (2) spatial comparison, i.e., the situation relative to a different

locational, national, cultural, or regional point; and (3) counter-factual comparison, i.e., the

situation as it might have been but for an event, action, or occurrence.

5.2. A multidisciplinary approach

The call for multidisciplinary research has been voiced in international business (Buckley

and Chapman, 1996), in studies of internationalization of the smaller firm (Coviello and

McAuley, 1999), and now in IE (McDougall and Oviatt, 2000). One of the challenges facing

IE researchers in the early stages of this developing field, however, is the need to have a

significant level of substantive knowledge in both the international business and entrepre-

neurship literatures. At the present time, researchers tend to specialize in one discipline or the

other, with the result that studies are well constructed and theory based in one field, yet

perhaps deficient in the other. Cavusgil and Das (1997) identify a similar pattern in cross-

cultural studies where researcher knowledge tends to be specific to his or her own culture.

Again, in order to resolve the imbalance in knowledge contribution from different disciplines,

collaboration between the international and entrepreneurship fields is sensible.

5.3. Combining positivist and interpretivist methods within a dynamic research design

The bulk of IE research captures data in a logical positivist manner, emphasizing

inferential statistics, hypothesis testing, and so on. Overall, the aim of the positivist approach
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is generally to record, measure, and predict reality through sets of predetermined variables

and constructs. This emphasis in the IE literature perhaps reflects a perceived need to provide

‘significant’ empirical evidence in order to justify research in a new field. Notably, IE studies

adopting a more interpretivist approach are few in number. For example, ethnographic or

phenomenological research on behavioral processes in international networks is rare. This

represents a weakness in a field of study that by definition is concerned with behavior as well

as value-creating processes (McDougall and Oviatt, 2000). A fuller understanding of such

processes might best be gained through a reconciliation of positivist and interpretivist

methodologies.

Such integration is discussed by Miles and Huberman (1994) who argue that a ‘realist’

approach to investigating social phenomena is possible. This involves accounting for events

rather than simply documenting their sequence. That is ‘‘. . .we look for an individual or

social process, a mechanism, a structure at the core of events that can be captured to provide a

causal description of the forces at work’’ (Miles and Huberman, 1994, p. 4). This approach

may represent a means for IE researchers to reconcile the need for interpretative insight with

positivist measurement.

Researchers could also take a social constructivist approach that involves the construction

of knowledge about reality and not the construction of reality itself (Shadish, 1995).

Following this approach, knowledge construction takes place in the mind of the researcher

or observer; hence, the different views of reality proffered by researchers from different

disciplinary perspectives such as those contributing to the IE field.

Applying these approaches to an example of IE research, one of the foundation

literatures contributing to IE is that on internationalization. This has been extensively

examined from a logical positivist perspective, and to a certain extent in parallel, from the

interpretivist perspective. One is predominantly static in its approach, the other longitudinal

or at least evolutionary. A useful direction for methodological design in the IE field would

be to bring these parallel fields together in order to view internationalization more

holistically. That is, as an entrepreneurial activity including both the economic and social

dimensions, which coexist within any organization and which evolve and change over

time. If IE researchers interested in internationalization then view IE as the human,

behavioral, individual, or social element that influences or drives internationalization events

in an emergent rather than predetermined sequence, research designs need to identify

flexible core concepts from the fields of entrepreneurship and international business and

use these to build a general dynamic conceptual model of IE. They should then identify

internationalization evidence and deconstruct it to its bare components and then reconstruct

knowledge about reality from different complementary disciplinary perspectives. Finally,

research designs should allow for collection of factual evidence on the reality of

internationalization in order to construct patterns of entrepreneurial behavior. This suggests

a need for a process of research or a series of complementary studies and multistage

studies rather than static isolated pieces of work. A four-stage process of conceptual

design, accommodating both positivist and interpretivist methods, might therefore include

the following iterative stages: (1) construction, (2) deconstruction, (3) reconstruction, and

(4) generalization.
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In this process, construction involves establishing the current relevant set of theories,

frameworks, and approaches used to research, examine, and interpret internationalization

(Cavusgil and Das, 1997; Brazeal and Herbert, 1999). From that body of knowledge,

researchers could identify commonly recognized elements that represent the evidence that

internationalization has occurred or is occurring. Deconstruction then involves unraveling the

evidence of internationalization in an interdisciplinary fashion into events and sequences that,

as far as possible, represent the reality of the process under study (Buckley and Chapman,

1996; Jones, 1999). Reconstruction then ascribes meaning to events and sequences through

the investigation of social, economic, and contingent influences on significant events in the

life or history of the firm. Approaches might include native categories (Buckley and

Chapman, 1997; Harris, 2000), entrepreneurial stories, and time-based secondary data on

exogenous events (Stewart et al., 1995). Finally, generalization involves searching for

common patterns in the fabric of events and sequences experienced by each firm (Shadish,

1995).

This type of conceptual design is starting to emerge in IE research in that it purports to take

an encompassing or holistic view of internationalization. It includes a range of complemen-

tary theories or alternatively, includes all forms of cross-border business activity, all value

chain activities, or all aspects of a firm’s business growth and development processes. Patton

(2002) explains the holistic perspective in the sense of understanding the whole process. This,

he suggests, involves the adoption of a systems perspective and has become increasingly

important in ‘‘. . .dealing with and understanding real world complexities, viewing things as

whole entities, embedded in context and still larger wholes’’ (Patton, 2002, p. 120).

Adoption of the systems perspective implies that the IE field could also benefit from using

multiple data sources, an argument similar to that offered by Chandler and Lyon (2001)

following their review of entrepreneurship methods. A unified methodological approach for

IE research might therefore incorporate Harrigan’s (1983, p. 400) call for ‘hybrid method-

ologies,’ whereby research methods are characterized by ‘‘. . .multiple sites, multiple data

sources, and intricate sample designs.’’ Such an approach encompasses both coarse-grained

methods that result in generalizable, statistically significant data and also fine-grained

methods that capture nuance, context, and rich understanding of the phenomena in question.

5.4. Reconciling static and longitudinal methodologies to accommodate the dimension of time

This review revealed only five longitudinal studies, with the others being static snapshot

pictures of the situation at a point in time. To some extent, the dearth of longitudinal

empirical work likely reflects the costs and difficulties associated with research on

entrepreneurial processes; processes that evolve over considerable periods of time. It may

also reflect the supposed incompatibility of interpretivist research with that which is more

positivist. Given that IE research designs tend to be static (thus unable to capture certain

dynamic processes) and positivist in nature, we argue that IE research could benefit from a

more pluralistic approach to methodological application, recognizing that the positivist and

interpretivist paradigms can be combined to better capture entrepreneurial behavior and

processes over time.



N.E. Coviello, M.V. Jones / Journal of Business Venturing 19 (2004) 485–508 501
The very few studies utilizing a longitudinal research design are also disappointing since

the dimension of time has been identified as fundamental to isolating key developments in

studies of internationalization (Buckley and Chapman, 1996; Andersen, 1997) and to studies

of entrepreneurial behavior and other processes (Chandler and Lyon, 2001). Similarly,

longitudinal data would allow IE researchers to address causal relationships in entrepreneurial

internationalization behavior. There is also a need to better accommodate time as a

measurable construct, and it is important to reconstruct IE as time-based behaviors or

processes. Thus, it is hoped that future developments of the IE field will be marked by a

growth in the number of studies developing and utilizing longitudinal methodologies.

5.5. Sampling design and data collection

The availability and use of sampling frames are issues not often discussed in IE

methodological explanations but present a number of challenges for scholars in the field

for a variety of reasons. For example, IE studies often examine multiple forms of mode of

entry (as opposed to the export-only approach), and this precludes the use of export

directories that bias the results towards export-driven internationalization (Jones, 1999).

Furthermore, an OECD (1997) study on the globalization of SMEs in 18 countries found that

the availability of sampling frames was a problem for researchers in at least 11 participating

countries. The advent of mobile telephony and Internet communication excludes some

enterprises even from telephone directories. Various privacy acts, together with the emer-

gence of list brokering as a lucrative industry, may also place convenient and relevant

sampling frames beyond the reach of parsimonious research. Finally, very small and start-up

firms may be elusive and short lived and may never appear on any formal list (Yli-Renko et

al., 2002).

Thus, a fundamental challenge for IE research is that significant effort is required to

identify and catalogue firms with international activity. To some extent, this likely contributes

to the preponderance of judgement and purposive sampling, as well as the apparent reluctance

to document sampling design and procedure. Perhaps a more pragmatic approach is to accept

the use of judgement samples, provided the sampling criteria are well and consistently

specified and the data are assessed for validity and reliability.

5.6. Cross-national comparisons and replication studies

Finally, the richness of geographic coverage in IE studies and the multinationality of

authors suggest that the field offers considerable potential for cross-national comparison and

replication. The multinationality of authors also contributes to the development of a multi-

cultural understanding of IE. As Nasif et al. (1991) and Cavusgil and Das (1997) caution,

however, cross-national equivalence needs to be established at several levels in the research

design and implementation process and fully reported in published research. If serious effort

is not made to establish equivalence in sampling, instrumentation, and data collection

procedures, IE research will be undermined as a whole. Beyond the areas of equivalence

assessed in this paper, IE researchers should also address conceptual equivalence in the model
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or framework used and equivalence in data analysis. Results also need to be interpreted with

appropriate cultural knowledge and insight. As noted by Tan (2002), research-comparing

countries will need to be careful to distinguish between cultural and national effects on IE

behavior.
6. Conclusion

As the field defined as IE begins to coalesce, our objectives were to review and assess the

methodological aspects of the IE literature in order to offer insight as to the ‘state of the art’ of

IE methods and discuss the implications for future development of the field. By providing a

systematic and thorough review of empirical research defined to fall within McDougall and

Oviatt’s (2000) widely used definition of IE, we conclude that the field is rich in many

dimensions, and in a relatively short period of time, an identifiable niche of IE research has

been created. At the same time, we recommend that for the field to progress, IE researchers

need to address their methodological decisions with greater coherency and thoroughness.

This involves striving for more rigor and minimizing the tendency toward methodological

simplicity.

Researchers should also construct their investigations with a sense of pluralism and an

appreciation of the various methodological approaches that might best capture the dynamic

processes characterizing IE.
Appendix A. List of IE articles reviewed (alphabetically categorized by topic)
Entrepreneurial behavior crossing international boundaries Comparisons of entrepreneurial

behavior in different countries

Andersson (2000) Litvak (1990) Begley and Tan (2001)

Autio et al. (2000) Lu and Beamish (2001) Chrisman et al. (2002)

Bell et al. (2001) Manolova et al. (2002) Holt (1997)

Bloodgood et al. (1996) McAuley (1999) Hornsby et al. (1999)

Boter and Holmquist (1996) McDougall (1989) Iyer and Shapiro (1999)

Burgel and Murray (2000) McNaughton (2000) Kirby et al. (1996)a

Coviello and Munro (1995) Moen and Servais (2002) Kolvereid et al. (1993)

Crick et al. (2001) Preece et al. (1998) Lussier and Pfeifer (2000)

Crick and Jones (2000) Reuber and Fischer (1997) Marino et al. (2002)

Fillis (2002) Reuber and Fischer (2002) Mitchell et al. (2000)

Fontes and Coombs (1997) Rhee (2002)a Mitchell et al. (2002)

Francis and Collins-Dodd (2000) Shrader et al. (2000) Morse et al. (1999)

Glas et al. (1999) Shrader (2001) Mueller and Thomas (2000)

Harveston et al. (2000) Vatne (1995) Murray (1996)

Ibeh and Young (2001) Westhead et al. (2001) Steensma et al. (2000)

Jolly et al. (1992)a Yeoh (2000) Tan (2002)

Jones (1999) Yli-Renko et al. (2002) Thomas and Mueller (2000)

Jones (2001) Zahra et al. (1997)



Entrepreneurial behavior crossing international boundaries Comparisons of entrepreneurial

behavior in different countries

Karagozoglu and Lindell (1998) Zahra and Garvis (2000)

Knight (2000) Zahra et al. (2000)

Knight (2001)

Kuemmerle (2002)
a These four articles (Jolly et al., 1992; Litvak, 1990; Kirby et al., 1996; Rhee, 2002) failed to provide

sufficient information to assess the research method and were therefore excluded from the review. The final

sample therefore includes 55 articles.
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ABSTRACT 

This study examines the effects of national culture and entrepreneurship as antecedents to 
forming a portfolio of strategic alliances that includes a variety of cooperative agreements 
in terms of governance mechanisms and partner types.  A portfolio structured in this 
manner can absorb the complexity of the environment, increasing the firm’s ability to 
survive in an ever-changing environment.  Using a sample of small to medium sized 
enterprises located in Indonesia, Mexico, Netherlands, and Sweden, findings indicate that 
enterprises maintaining an entrepreneurial orientation are likely to develop a complex 
strategic alliance portfolio.  This relationship, however, is moderated by a firm’s national 
culture. 
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INTRODUCTION 
Small to medium sized enterprises (SMEs) competing in the international arena 

are faced with an increasingly complex external environment due to rapid technological 
evolution, globalization, and progressively sophisticated competitors.  Consistent with 
complexity theory, in an effort to build and maintain a competitive advantage in this 
arena many SMEs are employing tactics that serve to leverage the opportunities 
embedded in the complex environment by matching the complexity of their resources and 
competencies with the demands of the environment.  For firms with abundant slack 
resources the challenge of building a diverse set of competencies is challenging but 
attainable with the appropriate investments.  Unfortunately, many SMEs do not directly 
control sufficient resources to attain the required level of variety necessary to survive in 
this dynamic environment.  In an effort to build the competencies necessary to navigate a 
profitable course in this demanding environment, many SMEs are turning to strategic 
alliances.   

As SMEs invest resources in the formation of multiple strategic alliances it 
becomes critical for these firms to build an organizational competency focusing on the 
formation and management of these cooperative agreements.  Indeed Dyer and Singh 
(1998) argued that such a competency could serve as the basis of a sustainable 
competitive advantage.  In support of this assertion Baum, Calabrese and Silverman 
(2000) analyzed 511 Canadian Biotech startups and found that the nature of a firm’s 
alliance network significantly impacted firm performance.  Specifically startup firms that 
formed an efficient network of agreements that provided access to diverse information 
sources and more resources per alliance initially performed better than those that did not.  
However, a firm’s propensity to enter into alliances and gain these benefits may be 
directly influenced by its entrepreneurial orientation.  For example, Ramachandran and 
Ramnarayan (1993) found that innovative firms are more likely to enter into more and a 
greater variety of linkages than other organizations.  Thus we will first examine the 
relationship between maintaining an entrepreneurial orientation and maintaining a 
strategic alliance portfolio that includes a variety of cooperative agreements in terms of 
governance mechanisms and partner types (SAP complexity). 

For firm’s operating in the international arena an additional factor that may be 
expected to influence entrepreneurial activities such as alliance participation is the 
national culture from which a firm originates (Steensma, Marino & Weaver, 2000a).   
While the research examining the direct impact of national culture on entrepreneurial 
orientation is mixed with McGrath, MacMillan, and Scheinberg (1992) finding that 
entrepreneurs share a common set of values regardless of culture and Thomas and 
Mueller (2000) finding that innovation did not vary cross-culturally but risk-taking 
propensity did, there is consistent evidence supporting the proposition that national 
culture will influence the way in which firms take advantage of the entrepreneurial 
orientation.  For example, Shane (1994) found that national culture would influence the 
way in which managers prefer to champion innovation and Busenitz and Lau’s (1996) 
findings suggest that national culture would impact an entrepreneur’s proclivity towards 
new venture creation.  Given this evidence we will also examine the potential moderating 
effect of national culture on the relationship between entrepreneurial orientation and SAP 
complexity.  However, first a description of complexity theory is provided, followed by a 
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description on how SMEs may use strategic alliances to match the complexity of their 
environment. 
 
COMPLEXITY THEORY 

Organizations must adapt to changing environmental circumstances in order to 
survive and prosper (Hambrick, 1982; Lawrence, 1981).  While previous studies have 
employed contingency theory to examine the benefits of matching organizational strategy 
and structure with a firm’s external environment in order to ensure survival, recent 
research has employed the lens of complex systems theory, or complexity theory, to 
understand organizational adaptation to challenges in the external environment.  
Complexity theory has its origins in diverse disciplines including biology, economics, 
linguistics, and physics (Axelrod & Cohen, 1999; Schroeder, 1990) and only recently has 
it been applied to organizational research (e.g. Boist & Child, 1999; Brown & Eisenhardt, 
1997).  While the application of complexity theory has been varied, it is generally 
accepted in all of these disciplines that the theory centers on the study of complex 
adaptive systems (Stacey, 1996).  These systems consist of a number of agents that are 
interconnected to varying degrees and that interact 

 
with each other according to sets of rules. . . in such a manner as to improve their 
behavior and thus the behavior of the system which they comprise. . . .  Complex 
adaptive systems operate in an environment that consists of other complex adaptive 
systems so that a system and its environment together form a co-evolving supra-system 
(Stacey, 1996: 183).   
 
Within the management context, complexity has been defined as the number and 

diversity of elements with which a firm must interact (Dess & Beard,1984).  Applying 
this concept to complexity theory, a firm can be seen as an agent within a complex 
adaptive system that interacts with a multitude of other agents (e.g., customers, suppliers, 
alliance partners, larger firms, and other SMEs).  These agents interact with their external 
environment (e.g., governments, technological innovations) to form a co-evolving 
complex super system.  The complexity of a firm’s adaptive system will increase as it 
moves across borders.  It will be required to interact with an increasingly larger set of 
agents (e.g. additional governments, additional competitors, additional customers) each 
of which may have different characteristics than the previous agents in the firm’s 
adaptive system.  Thus, as the number and diversity of elements with which the firm must 
interact increases due to globalization, the complexity present in the firm’s environment 
will be magnified.    

A firm’s ability to match to the complexity of this globalized environment will 
increase its chances of survival.  This was noted as early as 1954 when Ross Ashby 
(1954) posited that organisms increase their likelihood of survival as they enhance their 
ability to match the variety of their external environment.  While effective responses to a 
complex environment may take a variety of forms, Boist and Child (1999) argue that the 
two fundamental choices firms may use are complexity reduction and complexity 
absorption.  Organizations that choose complexity reduction attempt to enact an 
environment through acts of “codification and abstraction” such as the use of 
standardized policies and procedures (Boist & Child, 1999).  Alternatively, organizations 
that choose complexity absorption rely on the use of options and risk-hedging strategies 
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in an attempt to mirror the complexity of the environment (Boist & Child, 1999).  The 
performance of firms that choose not to adopt either response to complexity will suffer as 
they will find themselves unable to either take advantage of opportunities presented by a 
complex environment or to effectively minimize the impact of the multitude of 
challenges facing them in the external environment. 

While complexity reduction is a viable strategy to cope with a complex 
environment, SMEs will find this a less attractive strategy than complexity absorption.  
This is because SMEs tend to lack the resources of their larger counterparts and therefore 
do not have the resources necessary to enact their environment (Aldrich, 1979; Boist & 
Child, 1999).  However because complexity absorption may be accomplished with fewer 
resources, it is the more appropriate strategy for SMEs to use to match the complexity of 
their environment.  As will be discussed more fully in the next section, SMEs can 
accomplish this result through the use of strategic alliances.  With strategic alliances, a 
SME may be able to mirror the complexity of its environment by maintaining a strategic 
alliance portfolio that includes a variety of cooperative agreements in terms of 
governance mechanisms and partner types (i.e. SAP complexity).  

 
SAP COMPLEXITY 

SAP complexity will increase the flexibility of the SME, which will in turn 
increase its ability to take advantage of opportunities and minimize the impact of a 
complex environment.  For example, SAP complexity will reduce long-term transaction 
costs as firms gain experience in negotiation and monitoring a variety of types of 
agreements.  This experience will be especially valuable in a complex environment as 
firms are forced to interact with an increasing variety of external actors with whom they 
must negotiate agreements whose potential payoffs are increasingly unpredictable.  For 
example, as new technological standards are developed, computer hardware developers 
are forced to form agreements with both software developers and other component 
manufacturers to ensure support for their products.  Firms that have previously negotiated 
such agreements will have learned the intricacies of these relationships and should 
experience reduced transaction costs.   

In addition, experience with different types of governance mechanisms will 
increase a firm’s versatility or flexibility due to the opportunity afforded to the firm to 
“refine organizational routines for cooperation and render them more versatile” (Powell, 
Koput, & Smith-Doerr, 1996: 188).  This versatility will make the firm a more attractive 
alliance partner.  This in turn will increase the firm’s flexibility as the firm should be able 
to not only increase its bargaining power relative to its partners but also will be able to 
become more selective in its choice of partners further absorbing the complexity of the 
environment.   

As the attractiveness of the firm increases so does its exposure to new market 
opportunities.  The knowledge gained through maintaining SAP complexity will increase 
the firm’s capabilities to take advantage of these opportunities, which increases the 
number of future options available to it, further increasing the firm’s flexibility and its 
ability to absorb the complexity of the environment.  Finally as the complexity of a firm’s 
SAP increases, so does network range, resulting in multiple paths to critical resources.  
This minimizes the power any one resource provider will have on the firm (Stearns, 
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Hoffman,  & Heide, 1987).  The net result is the firm’s options are increased which in 
turn increases the firm’s ability to absorb the complexity in the environment.  

A firm’s propensity to enter into alliances and gain these benefits will be directly 
influenced by its entrepreneurial orientation.  An entrepreneurial orientation is 
characterized by product innovation, risk-taking propensity, and proactiveness in the 
pursuit of new opportunities (Barret & Weinstein, 1998; Barringer & Bluedorn, 1999; 
Covin & Slevin, 1991; Morris & Lewis, 1995; Zahra, 1991).  Consistent with complexity 
absorption, it is this posture that encourages and enables firms to identify and exploit 
opportunities in a complex external environment.  Furthermore as a result of the 
continuous innovation of the entrepreneurial oriented firm, the firm is able to increase its 
options, which helps the firm mirror the complexity of the environment.  Indeed in a 
study of Chinese SMEs, Tan (1996) found that environmental complexity was positively 
associated with innovativeness and risk taking.  However, in order to be innovative, risk 
taking, and proactive, a firm needs resources.  Resources give a firm access to scientists, 
engineers, support staff, modern facilities and equipment, and distribution channels 
(Barrett & Weinstein, 1998).  Resources also allow a firm to undergo extensive research 
and development activities and absorb the risk that any innovations resulting from these 
activities may fail (Barrett & Weinstein, 1998).    

Strategic alliances may be used as a method to compensate for the lack of 
resources in the pursuit of an entrepreneurial orientation.  Through the use of strategic 
alliances, a SME has increased access to the resources to maintain the continual 
innovation necessary for an entrepreneurial orientation (Miller, 1983).  In fact, research 
has shown that many SMEs have looked to strategic alliances to pursue innovation  
(Tiessen, 1997).    

To the extent that an SME is more innovative, risk-taking, and proactive the more 
it can be expected that the firm will have a higher level of SAP complexity.  Powell et al. 
(1996) found that innovative firms tend to have more R&D alliances and have greater 
diversity among their interfirm linkages.  These diverse linkages not only increase the 
firm’s access to resources but also its ability to manage collaborative networks.  
Additionally, in an examination of sixty-seven small scale entrepreneurs operating in 
India, Ramachandran and Ramnarayan (1993) found that entrepreneurs who were higher 
in pioneering and innovation were more likely to build networks that include a number of 
partners who provided a variety of resources including, but not limited to, R&D, 
financing, and market access.  Thus, as an SME’s level of innovation increases, so too 
will its SAP complexity. 

Risk taking propensity also is important to an entrepreneurial orientation.  This 
has been interrupted to mean moderate, calculated risk (Morris and Trotter, 1990; Pichot, 
1987).  As stated by Barrett and Weinstein (1998:59) “high-risk projects leave too much 
to chance and low-risk project do not provide the needed challenge.”  However, because 
of the limited resources of the SME, it has limited margin for error (Brady, 1985).  Thus 
it is especially important for the SME to hedge against this risk.  For example, if the SME 
focused exclusively on equity arrangements, failure of these alliances would have 
enormous negative financial consequences for the organization.  However, if the SME 
focused exclusively on licensing arrangements, while it would reduce the risk of negative 
financial consequences due to failure, it would increase the risk that it may not be able to 
realize the full profit potential from its innovations.  Risk also is reduced due to the fact 
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that with multiple partners, the firm’s minimizes the power that any single alliance 
partner has over the firm.   

Finally, proactive firms also are more likely to build and maintain complex SAPs.  
Proactive firms are those that are more likely to seek opportunities in the external 
environment (Lumpkin & Dess, 2001; Stevenson & Jarillo 1990).  One method firms can 
use to gather information and identify opportunities is by scanning the environment 
through the use of strategic alliances.  In an examination of 169 U.S. manufacturing 
firms, Barringer and Bluedorn (1999) found that corporate entrepreneurship 
(operationalized as entrepreneurial orientation) was directly related to environmental 
scanning intensity.  One interpretation of this finding is that as entrepreneurial orientation 
increased, firms were more proactive in their attempts to secure competitive intelligence 
and information on industry trends and emerging opportunities.  Further, it may be 
reasoned, that proactive firms not only will be more likely to have more agreements, but 
also more likely to build a diverse portfolio of agreements to ensure a greater variety of 
information 

A complex SAP also will facilitate the SME’s ability to be proactive in terms of 
being first to capitalize on new opportunities.  With a complex SAP, the SME will be 
able to access new ideas through the use of product R&D cooperative agreements, 
develop the new idea through the use of production cooperative agreements, distribute 
the product through distribution cooperative agreements, and market the product through 
marketing cooperative agreements.     
Based on the foregoing it is hypothesized that,   
 
H1: A firm’s entrepreneurial orientation will be positively associated with SAP 

complexity. 
 

Given the benefits of complexity absorption through the use of strategic alliances 
a question arises as to why all entrepreneurial SMEs faced with the complexity of 
operating in the international arena would not attempt to take advantage of these linkages.  
While some firms may simply not have access to attractive partners others are not 
predisposed to pursue strategic alliances due to the costs and risks associated with these 
agreements.  A major factor that has previously been shown to impact the propensity of a 
firm operating in the international arena to enter into strategic alliances is the national 
culture from which a firm originates.  These cultural differences should impact the 
relationship between entrepreneurial orientation and SAP complexity.   

 
CULTURAL INFLUENCES ON THE ENTREPRENEURIAL ORIENTATION - 
SAP COMPLEXITY RELATIONSHIP 

While an entrepreneurial orientation should influence the level of SAP 
complexity, it is important to understand that alliances are formed within a broader social 
context.  Past research has indicated that a society’s cultural tendency for uncertainty 
avoidance, masculinity and individualism impacts alliance formation  (e.g. Steensma et 
al., 2000a; Steensma, Marino, Weaver & Dickson, 2000b).  These cultural values should 
influence the relationship between entrepreneurial orientation and SAP complexity 
because they are not only likely to impact a firm’s propensity to ally, but also the 
governance structure chosen for a cooperative linkage. 
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Uncertainty avoidance.  Firms with a strong entrepreneurial orientation that 
pursue complexity absorption through the use of strategic alliances face two types of 
uncertainty.  The first type of uncertainty is associated with the pursuit of the innovation.  
Due to the unpredictable nature of research and development activities, as well as the 
dynamic nature of the environment (Chakravarthy, 1985; Pisano, 1990; Sutcliffe & 
Zaheer, 1998), firms pursuing a complex strategic alliance portfolio face a great deal of 
uncertainty with regard to the success of their innovations.  This type of uncertainty has 
been referred to as technological uncertainty (Steensma et al., 2000b).  The second type 
of uncertainty has been referred to as relational uncertainty (Steensma et al., 2000b).  
Strategic alliances are inherently risky and an unstable structural form due to dual control 
of the relationship, the intrinsic incentive to cheat, and the uncertainty about the partner 
and its changing goals (Parkhe, 1993; Inken & Beamish, 1997).  Because of the difficulty 
that a firm’s management has in predicting whether an alliance partner will exploit the 
relationship, there is a great deal of uncertainty with regard to the successful completion 
of the goals associated with the strategic alliance.   

Tolerance for ambiguity and uncertainty varies from society to society (Hofstede, 
1980).  Because of the uncertainty associated with using strategic alliances, a society’s 
tolerance for uncertainty will influence the relationship between a SME’s entrepreneurial 
orientation and SAP complexity.  SMEs with a strong entrepreneurial orientation in 
uncertainty avoiding cultures are likely to pursue strategic alliances in accomplishing this 
goal in order to share the risk of failure associated with innovation more so than similar 
SMEs in less uncertainty-avoiding cultures.  This is consistent with the research of 
Steensma, et al. (2000a) who found the more uncertainty-avoiding the culture, the more 
accepting its entrepreneurs will be of cooperative strategies in general.  The authors 
reasoned that through the use of strategic alliances, firms reduce the risk of not attaining 
firm objectives due to any market hazard, other than partner opportunism.   

SMEs located in uncertainty-avoiding societies also will seek to reduce relational 
risk by minimizing the influence that any single alliance partner will have on the firm.  
This need to reduce the influence of any single strategic alliance partner will influence 
the relationship between entrepreneurial orientation and SAP complexity.  As a society’s 
tolerance for ambiguity decreases, a firm with a strong entrepreneurial orientation is 
likely to enter into multiple diverse alliances with multiple partners in order to minimize 
the power any single alliance partner will have on the firm.   

Individualism.  Societies also differ from each other based on their members 
focus on individual versus collective pursuits.  Hofstede (1991: 51) defined 
individualistic societies as “societies in which the ties between individuals are loose: 
everyone is expected to look after himself or herself and his or her immediate family.”  In 
contrast, Hofstede (1991:51) defined collectivist societies as “societies in which people 
from birth onwards are integrated into strong, cohesive in-groups, which throughout 
people’s lifetime continue to protect them in exchange for unquestioning loyalty.”  
Members of individualistic societies are less likely to purse any group affiliation, whereas 
members of collectivist societies are likely to search-out and will value strong group ties 
(Steensma, et al., 2000b). 

At first glance it would appear that members of an individualistic society would 
avoid the use of strategic alliances due the need to avoid group affiliation.  In spite of 
this, due to the reduced resources available to SMEs, SMEs with a strong entrepreneurial 
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orientation from individualistic societies will still need to use strategic alliances to absorb 
complexity.  However, because members of an individualistic society take responsibility 
for their own destiny the level of individualism in a society will influence the form these 
alliances take (Tiessen, 1997).  Members of individualistic societies are likely to have 
weak ties with their alliance partners so that it is easier to extricate themselves from 
unsuccessful alliances.  Thus, members from an individualistic society prefer to avoid 
equity ties and focus on alliances that are contract based and lie toward the market end of 
the market-hierarchy continuum.  This is consistent with the research of Steensma et al. 
(2000b) who found that the higher the country’s level of individualism, the less likely its 
SMEs are to pursue technology alliances involving equity ties.  They reasoned that 
because SMEs in individualistic societies value the independence and flexibility provided 
by an arms-length alliance, they will be reluctant to give up control through any form of 
equity ties.  Thus the level of individualism in a society will influence the relationship 
between maintaining an entrepreneurial orientation and SAP complexity.  The more 
individualistic the society, the relationship between entrepreneurial orientation and SAP 
complexity will weaken due to the fact that firms in individualistic societies will be less 
willing to give up control in their relationships with their alliance partners.    

Masculinity.  Societies also range in characteristics that are associated with 
masculinity and femininity.  Members of masculine cultures are tough and competitive, 
viewing the world in terms of winners and losers (Hofstede, 1991).   At the other end of 
the continuum, feminine cultures discourage the notion of competition.  They believe 
conflict can be resolved through compromise and negotiation (Hofstede, 1991).  
Although alliance payoffs are generally thought of in terms of a “win-win” situation and 
thus fit into the cooperative mindset (Steensma et al., 2000b), because firms in masculine 
cultures view the world in terms of winners and losers, they are not likely to view 
alliances in terms of both parties being winners.  However because of limited resources, 
SMEs with a strong entrepreneurial orientation in masculine cultures will still perceive 
the need for strategic alliances to facilitate complexity absorption.  As such, they will 
structure their alliances to minimize what they perceive as the inevitable loss that one of 
the partners in the relationship is likely to incur.  Thus similar to members from an 
individualistic society, SMEs in masculine societies are likely to avoid equity ties and 
focus on alliances that are contract based and lie toward the market end of the market-
hierarchy continuum.  By predominantly focusing on these types of alliances, SMEs keep 
more control in the relationship, minimizing any loss that may result in the “win-lose” 
situation that they perceive exists.  Thus the level of masculinity in a society also will 
influence the relationship between maintaining an entrepreneurial orientation and SAP 
complexity.  The more masculine the society, the relationship between entrepreneurial 
orientation and SAP complexity will weaken due to the fact that firms in masculine 
societies will try to minimize any loss associated with a competitive situation. 
Based on the foregoing it is hypothesized that, 
 
H2: The national culture from which a firm originates will moderate the relationship  
 between entrepreneurial orientation and SAP complexity.  Specifically 
H2a: Uncertainty avoidance will strengthen the relationship between entrepreneurial 
 orientation and SAP complexity. 
H2b: Individualism will weaken the relationship between entrepreneurial orientation and 
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 SAP complexity. 
H2c: Masculinity will weaken the relationship between entrepreneurial orientation and          
 SAP complexity. 
 
METHODS 

Sampling and Data Collection. Data used in this study was drawn from a larger 
survey, the Strategic Alliance Group dataset, that utilized a randomized selection process 
to survey owners and general managers of independent (i.e., non-subsidiary) small- to 
medium-sized firms (independent firms with between six and five hundred employees 
(European Network for SME Research, 1995; U.S. Government Printing Office, 1995)) in 
Sweden, Mexico, Indonesia and the Netherlands.  These countries were chosen to provide 
a relatively broad representation of both developed and developing countries.  Firms to be 
included in the sample were identified using national online databases, membership lists 
from Chambers of Commerce, trade associations, and business directories and were 
selected at random from ten different industry groups representing major industrial 
classifications in the Gross Domestic Product (GDP) of each country.  Industries 
represented included food processing, transportation and industrial equipment, 
chemicals/polymers, electronics, software, textiles, and services.   
 The survey was originally developed in English and was translated into the 
prevalent language of the country surveyed using Brislin’s (1980) double-back translation 
procedure, which uses a multi-step translation process to ensure the accuracy of 
translation and consistency of meaning in each country.  Surveys were addressed to the 
owner or general manager of each firm in the sample as these individuals tend to be key 
decision makers and theoretical support exists for the proposition that firms of this size 
are extensions of the individuals in charge (Lumpkin & Dess, 1996).    
 A two-wave mailing process was used in Sweden, Indonesia and the Netherlands.  
To supplement the mail surveys in parts of Indonesia that had unreliable public post 
services, private couriers were employed.  To overcome similar limitations in Mexico an 
on-site structured interview methodology was utilized that employed trained interviewers 
following a prescribed research protocol to complete and collect the questionnaire.  The 
overall response rate for all countries was 48.5%.  Random telephone surveys of non-
respondent samples of between 30 and 50 people were conducted in each country 
revealing no significant differences in they key variables.  The reasons for non-response 
were quite similar.  “I’m too busy,” “[t]he questionnaire is too long,” and “[t]he 
questionnaire is not relevant to me,” were the most commonly cited reasons for not 
responding.  For the purposes of this study we retained only those firms that were SMEs 
(between 6 and 500 employees), from a clearly identified industry (they could not have 
chosen “other” on the survey instrument) and where the respondent had an appropriate 
title and an equity stake in the firm (to help ensure that they were indeed a key decision 
maker). The total (and usable) response rates for each country are reported in Table 1.   
 

Insert Table 1 about here 
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Measures 
Dependent Measure – SAP Complexity.  The measure of SAP complexity used in 

this study is designed to capture the diversity of linkages in a firm’s strategic alliance 
portfolio.  To measure a firm’s cooperative agreements, each firm was asked to identify 
the frequency with which they engaged (from 1 to 5 or more times) in the in each of 
fourteen separate types of cooperative agreements ranging from licensing agreements to 
product R&D alliances to joint ventures and equity agreements with larger firms.  While 
two separate indices of SAP complexity have been employed in the management 
literature (e.g. Powell et al., 1996; Stearns et al., 1987), both have the same fundamental 
characteristics in that each creates an index based on the number of each type of linkage a 
firm has in its portfolio as a proportion of the firm’s total linkages.  The measure 
employed in this paper is the Stearns et al. (1987) measure, which was developed from 
the Gibbs and Martin (1962) population diversity measure.  This measure follows the 
formula C = Σ (li

2)/L2 where li is the number of alliances of type i in a firm’s portfolio 
and L is the total number of the firm’s alliances of all types.  The result of this formula 
was then subtracted from 1.  This formula results in an index that allows complexity to be 
measured as a continuous, random variable that is bounded with the lower boundary 
approaching 0 (low complexity), and the higher boundary as 1 (high complexity).  As 
there were a number of SMEs that reported no alliances, these firms were assigned a 
score of 0 as they had no diversity in their strategic alliance portfolios. 

Entrepreneurial Orientation.  The entrepreneurial orientation scale was developed 
using the work of Covin and Slevin (1988, 1989).  The scale items capture a firm’s 
tendencies to be proactive, risk taking and innovative.  This measure was chosen as it has 
been used extensively in the entrepreneurship literature.  In developing the Strategic 
Alliance Research Group dataset it was determined that two of the items concerning 
aggressiveness and boldness experienced significant translation errors in that it was 
virtually impossible to consistently translate these items across a broad set of countries in 
a manner such that they could be meaningfully differentiated from one another.  Based on 
a psychometric analysis of the items one of them was removed resulting in an eight-item 
scale (α = .79).  While it would have been optimal to use the entire scale, it is not unusual 
for the entrepreneurial orientation scale to be altered depending on the research being 
conducted (e.g., Dickson and Weaver, 1997; Knight, 1997; Sapienza and Grimm, 1997; 
Barrett and Weinstein, 1998; Zahra and Neubaum, 1998; Wiklund, 1999). 

National Culture.  Hofstede’s (1980, 1991) was used to develop the dimensions of 
uncertainty avoidance, masculinity and individualism.  The use of these measures is 
appropriate for four reasons: the measures were based on data from 53 countries 
representing both industrialized and developing nations; the measures were derived using 
factor analysis; the measures represent separate discernible constructs; and researchers 
have supported the validity of these measures through their correlation with the indices of 
other researchers (e.g., Kogut & Singh, 1988; Shane, 1992). 

Firm Level Control Variables.  At the firm level, firm performance and size were 
used as partial control for main effects.  Consistent with Covin and Slevin (1989), the 
number of employees was used to measure firm size.  This measure is considered 
appropriate for small, closely held firms and provides a measure of the firm’s resource 
sufficiency (Gulati, 1993).  In the absence of quantitative financial measures, firm 
performance was measured as satisfaction with firm performance on sales level, sales 
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growth rate, cash flow, gross profit margin, net profit, return on investment, and ability to 
fund business growth from profits.  A composite financial performance measure was 
calculated by summing the cross product of the importance (1 to 5, little importance to 
very important) and satisfaction (1 to 5, low satisfaction to high satisfaction) across each 
of the seven dimensions.   

Industry Level Control Variables.  At the industry level, the type of industry in 
which the firm operates, perceived dynamism, and perceived munificence also were used 
as partial controls for main effects.  In the survey instrument, firms were asked to identify 
their primary industry.  Firms operating in manufacturing industries were assigned a 
value of 1, while firms in service industries were assigned a value of 0.  Measures of 
industry dynamism and munificence were adapted from Covin and Slevin (1989).  
Industry munificence was measured with a four-item five-point scale that considers 
industry profits and market growth rates and potential (α = .71).  Industry dynamism was 
measured with a four-item five-point scale that attended to the rate of change in 
marketing practices, products and services, and production technology, and the ability to 
predict competitor actions (α = .65).   

Analysis.  The purpose of this research was to examine the effects of 
entrepreneurial orientation and national culture on a firm’s propensity to build a complex 
strategic alliance portfolio.  To assess the hypothesized relationships hierarchical general 
linear regression with interaction terms was employed.  To capture the interaction 
between national culture and entrepreneurial orientation each of the aspects of national 
culture was multiplied by entrepreneurial orientation to create three interaction variables.  
These interaction terms, along with the main effects for national culture were entered on 
the final step of the regression.   

 
RESULTS   

Descriptive statistics for the sample are presented in Table 2.   
 

Insert Table 2 about here 
 
Average firm size was 67.48 employees and the average level of SAP complexity 

was .43.  Common methods variance can be a legitimate concern when both independent 
and dependent measures are gathered using self-report measure from the same survey 
instrument.  However, given that SAP complexity is an objective measure of alliance 
activity and given the results in Table 2, common method variance is not a concern.  
While there are significant correlations among the independent variables the only 
correlations high enough to be of concern are among Hofstede’s measures of masculinity 
and uncertainty avoidance, which were not part of the survey instrument.   

The results of the regression analysis are reported in Table 3.   
 

Insert Table 3 about here 
 

In the first step of the regression, the control variables were entered.  The overall 
model was signification (F=8.21 p<.001) with an adjusted R2 of 7%.  Additionally four of 
the five control variables were significant.  In the second step of the regression the main 
effect for entrepreneurial orientation was entered and was significant and positive at 
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p<.001 level, increasing the adjusted R2 of the model to 12% (F=11.37, p<.001).  Thus, 
hypothesis 1 was supported.  In the third step of the regression model the main effects for 
national culture and the interaction terms were entered.  All of these items were 
significant increasing the adjusted R2 of the model to 24%.  As hypothesized, the positive 
sign for the EO-UA interaction indicates that uncertainty avoidance increased the 
strength of the relationship between entrepreneurial orientation and SAP complexity, 
while the negative signs associated with the EO-IND and EO-MASC variables indicate 
that individualism and masculinity both weakened the entrepreneurial orientation-SAP 
relationships supporting hypotheses 2a, 2b, and 2c.  These interactions are plotted in 
Table 4. 
 

Insert Table 4 Here 
 
DISCUSSION 

Prior to discussing our findings it is first necessary to acknowledge three significant 
limitations of this study.  The most serious limitation is, perhaps, the use of a self-report 
measure for the majority of the data gathered.  Given the nature of the research use of 
self-report methodologies is very hard to avoid.  However, since common methods 
variance tends to be a more significant issue only when the respondent emotionally 
engaged with the questions (Boyd & Fulk, 1996) we do not believe our results were 
influenced by this problem.  A second limitation of this study is that we assumed that 
SMEs were operating in a complex environment.  Future research would do well to 
actually measure environmental complexity with a scale such as that designed by Daft, 
Sormunen, Parks (1988).  Finally, while previous researchers have modified Covin and 
Slevin’s entrepreneurial orientation scale to suit their research needs and there is no 
reason to believe that our modification of the scale influenced our results in any way, it 
would have been optimal to employ the original nine-item scale in this research. 
 Proactive management of a portfolio of strategic alliances can provide SMEs with 
significant benefits.  Efficient portfolio management increases firm performance (Baum, 
Calabrese and Silverman, 2000), and facilitates the development of the capability to 
manage an interorganizational network.  This capability is especially valuable since it can 
form the basis of a competitive advantage (Dyer and Singh,1998).  For international 
SMEs facing the complexity of conducting business in the global arena, a well managed 
portfolio of agreements can not only provide valuable resources but enable SMEs to 
absorb complexity and reap its benefits by identifying and capturing rapidly developing 
opportunities.   

The results of our analysis, both the control variables and the hypothesized effects, 
provide for interesting conclusions.  First, the significance of firm size as a control 
variable indicates that even among SMEs larger firms are more likely to form a complex 
SAP.  One reason for this maybe as SMEs grow larger, there is an increasing need for 
competent partners to facilitate goal attainment.  Additionally, these agreements are not 
costless.  Not only do they consume management’s time, they also open the SME to 
potential opportunistic behavior from partners.  Larger SMEs would be better able to 
cope with both of these costs.  The significance of the controls for executive’s 
perceptions of the external environment also is interesting.  Consistent with complexity 
theory, as SMEs perceived opportunities (i.e., increased munificence) in a dynamic 
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external environment, they were more likely to form complex SAPs to capture these 
opportunities.   

The significance of the main effect for entrepreneurial orientation supports the 
application of complexity theory to understanding the entrepreneurial activities of SMEs.  
Firms that are more proactive, risk-taking and innovative seek to form SAPs that are 
more complex.  This SAP complexity not only provides the firms with critical resources 
and information, but also with options for future positioning.  This finding is also 
consistent with an options theoretical lens that posits as environmental uncertainty 
increases, firms will be more likely to form strategic alliances as a hedge against 
uncertainty (Bowman & Hurry, 1993; Kogut, 1991).   

While the effects of entrepreneurial orientation on SAP complexity are important it 
must be recognized that the strength of this relationship will depend on the national 
culture from which the firm originates.  Consistent with the findings of international 
entrepreneurship researchers (e.g., Steensma et al, 2000a) this study supports the idea that 
national impacts SME alliance formation.  In this study a firm’s propensity to leverage its 
entrepreneurial orientation through the creation and maintenance of a complex strategic 
alliance portfolio was encouraged by some aspects of national culture (i.e., uncertainty 
avoidance) and discouraged by others (i.e., masculinity and individualism).  The findings 
regarding national culture are particularly interesting as the signs for the main effects of 
each aspect of national culture and the signs of the corresponding interaction terms with 
entrepreneurial orientation are diametrically opposed.  This suggests that SMEs with a 
higher entrepreneurial orientation are significantly different from those with a lower 
entrepreneurial orientation.  For example, while the main effect for uncertainty avoidance 
is negative, indicating that SMEs from uncertainty avoiding cultures would seek to 
minimize SAP complexity, perhaps out of fear of relationship-based risks such as 
opportunism, the interaction term with EO is positive.  The significance of the interaction 
term suggests that entrepreneurial SMEs from uncertainty avoiding cultures may be more 
concerned with building complexity absorbing mechanisms than with exposing 
themselves to relationship-based risks.   

 
IMPLICATIONS AND FUTURE DIRECTIONS 

The findings of this study have important implications for entrepreneurship 
researchers, entrepreneurs and the governments in which SMEs operate.  For researchers, 
the conceptualization and use of SAP complexity provides an important new tool in 
understanding SME alliance usage.  While previous research has tended to focus 
primarily on the dyadic and network levels of analysis the strategic alliance portfolio 
concept provides evidence that inquiry at the meso-level of analysis is promising.   

Future researcher should seek to develop this concept by exploring other elements of 
SAPs that could be relevant to SMEs such as portfolio extensiveness, flexibility and 
synergy as well as testing performance implications of efficient SAP management.  The 
significant effects of environmental perceptions on SAP complexity raise important 
questions regarding the relationship between the external environment and elements of a 
firm’s SAP are warranted as is the possibility of the potential moderating effect a SME’s 
entrepreneurial orientation and national culture could have on this relationship. 

For entrepreneurs managing SMEs the results of this study indicate that both firm 
and national level factors will influence their alliance usage as well as that of their 



 

 14 

potential partners.  To the extent that these tendencies can be anticipated and accounted 
for in partner selection and negotiation, alliances should be relatively easier to form and 
to manage for success.  Additionally, the SAP concept provides entrepreneurs with a tool 
for evaluating the totality of their agreements and for possibly developing a sustainable 
competitive advantage they can use in their interactions with larger, better-endowed 
competitors. 

In many countries SMEs are viewed as the engines of innovation and growth.  
Accordingly governments have begun paying special attention to the needs and potential 
of these organizations by developing support mechanisms such as incubators.  The results 
of this study suggest that governments might also do well to offer mechanisms that 
facilitate alliance partner identification and cooperative agreement formation to aide 
SMEs operating in the global environment in navigating the complex environment they 
encounter.   

 
CONCLUSION 

Finding methods to handle the complexity of the environment in which 
organizations operate has become an increasingly important topic in the management 
literature.  Because of resource limitations, SMEs are limited in their response to 
environmental complexity.  Structuring a complex SAP to match the complexity of the 
environment in which a SME operates may be one method for SMEs to overcome these 
resource limitations.  The results of this study indicate that a firm’s propensity to 
structure its SAP in this manner and gain these benefits is influenced by its 
entrepreneurial orientation.  This finding adds to our understanding of how SMEs may 
leverage their limited resources to survive in an environment that is becoming 
increasingly complex due to rapid technological evolution, globalization, and 
progressively sophisticated competitors.   

 However, because alliances are formed within a broader social context not all 
SMEs will take advantage of the benefits associated with strategic alliances.  More 
specifically, it was shown that as the levels of individualism and masculinity increase and 
the level of uncertainty avoidance decreases within the society the SME is located, the 
weaker the relationship between entrepreneurial orientation and SAP complexity.  Thus 
other methods need to be explored as to how SMEs may be able to reduce environmental 
complexity. 
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TABLE 1: 
RESPONSE RATES 

 
Country Surveys Sent Returned Usable 
Indonesia 433 285 (65.8%) 162 (37.4%) 
Mexico 650 366 (56.3%) 124 (19.1%) 
Netherlands 300 131 (43.7%) 69 (23.0%) 
Sweden 600 180 (30.0%) 113 (18.8 %) 



 

 2 

TABLE 2 
DESCRIPTIVE STATISTICS 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 MEAN S.D. 1 2 3 4 5 6 7 8 9 10 11 12 
1. SAP Complexity .43 .37             

2. Manufacturing Industry 
(Y/N) 

.83 .38  -.07            

3. Number of Employees 67.68 96.82  .14**  .07           

4. Performance Satisfaction 82.17 26.68  -.04 -.07 .22**          

5. Environmental Munificence 11.40 3.33  .19** -.18** .17** .20**         

6. Environmental Dynamism 11.00 3.50  .19** -.09 .14** .04 .16**        

7. Uncertainty Avoidance (UA) 53.16 19.27  -.19** .07 .26** .24** .34** .05       

8. Individualism (IND) 41.73 26.96  .28** .04 -.19** -.28** -.04 -.08 -.41**      

9. Masculinity (MASC) 37.48 25.01  -.27** .02 .28** .31** .26** .07 .86** -.81**     

10 Entrepreneurial Orientation 
(EO) 

22.94 6.58  .32** -.09 .18** .04 .43** .29** .14** .21** -.01    

11. EO-UA Interaction 1236.76 642.31  .01 .01 .31** .22** .50** .19** .83** -.21** .66** .64**   

12. EO-MASC Interaction 858.60 686.47  -.14** .01 .33** .30** .41** .16** .85** -.62** .90** .38** .83**  

13. EO-IND Interaction 995.20 722.35  .35** -.02 -.11* -.22** .09* .04 -.35** .92** -.72** .52** -.01 -.47** 
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TABLE 3 
RESULTS OF REGRESSION ANALYSIS ON SAP COMPLEXITY A 

 
 

Independent Variables Step 1 Step 2 Step 3 
Manufacturing Industry (Y/N) -.05 -.04 -.01 
Number of Employees .12** .10* .19*** 
Performance Satisfaction -.11** -.09* -.01 
Environmental Munificence .16*** .06 .15** 
Environmental Dynamism .15*** .09* .11** 
    
Entrepreneurial Orientation (EO)  .25*** 1.29*** 
    
Uncertainty Avoidance (UA)   -2.65* 
Individualism (IND)   2.74** 
Masculinity (MASC)   4.58* 
EO-UA Interaction   3.25* 
EO-IND Interaction   -5.11* 
EO-MASC Interaction   -2.81* 
Adjusted R2 .07 .12 .24 
∗∗∗∗ in R 2  .05 .12 
F 8.21*** 11.37*** 12.93*** 

A Standardized regression coefficients are reported 
 
*=p<.05  **=p<.01 ***=p<.001 
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TABLE 4 
THE MODERATING EFFECT OF NATIONAL CULTURE ON THE 

EO – SAP COMPLEXITY RELATIONSHIP 
 

Table 4a 
Individualism 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Table 4b 
Uncertainty Avoidance 
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TABLE 4 (cont.) 
 

Table 4c 
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product cycle theory, stage theory of internationalization, oligopolistic reaction theory, nor 

internalization theory can explain the formation process of IhJVs. These theories fail because they 

assume that firms become international long after they have been formed, and they therefore highlight 

large, mature firms. They also focus too much on the firm level and largely ignore the individual and 

small group level of analysis (i.e., the entrepreneur and his or her network of business alliances). 

We propose that an explanation for the formation process of INVs must answer three questions: (1) 

who are the founders of INVs? (2) why do these entrepreneurs choose to compete internationally rather 

than just in their home countries? and (3) what form do their international business activities take? 
Who are the founders of IhVs? We argue that founders of INVs are individuals who see opportunities 

from establishing ventures that operate across national borders. They are “alert” to the possibilities of 

combining resources from different national markets because of the competencies (networks, knowledge, 

and background) that they have developed from their earlier activities. Following the logic of the 

resource-based view of the firm, we argue that the possession of these competencies is not matched by 

other entrepreneurs. Only the entrepreneur possessing these competencies is able to combine a particular 

set of resources across national borders and form a given INK 

Why do these entrepreneurs choose to compete internationally rather than just in their home 

countries? The founders of IhVs recognize they must create international business competencies ffom 
the time of venture formation. Otherwise, the venture may become path-dependent on the development 

of domestic competencies and the entrepreneur will find it diflicult to change strategic direction when 

international expansion eventually becomes necessary. As the founder of one INV explained, “The 

advantage of starting internationally is that you establish an international spirit from the very 

beginning” (Mamis 1989:38). 

What form do their international business activities take? Founders of IhVs prefer to use hybrid 

structures (i.e., strategic alliances and networks) for their international activities as a way to overcome 

the usual poverty of resources at the time of start-up. 

This study has important implications for the practice of management. In financing decisions 

relating to INVs, venture capitalists and other venture financiers should look for entrepreneurs who 

have a global vision, international business competence, and an established international network. 

When entrepreneurs start INVs they should create hybrid structures to preserve scarce resources. 

Finally, given the path-dependence of competence development, founders of new ventures should 

consider whether establishing a domestic new venture with plans to later internationalize will be as 

successfid a strategy as establishing a new venture that is international from inception. 

INTRODUCTION 

International new ventures (INVs)-firms that are international from the time of their 

formation-are growing in significance. This article shows that the generally accepted 

theories of international business fail to explain their existence. Indeed, the theories fail even 

to ask vital questions about INVs. 

An INV is a business organization that, from inception, seeks to derive significant 

competitive advantage from the use of resources and the sale of outputs in multiple countries 

(Oviatt and McDougall 1994). A number of international entrepreneurship researchers (Jolly, 

Alahuhta, and Jeannet 1992; Oviatt et al. 1994; Ray 1989) have begun to focus attention on 

INVs, and the popular business press has reported that such firms represent a new and 
growing phenomenon (Brokaw 1990; The Economist 1992,1993; Gupta 1989; Mamis 1989). 

An example is Logitech, a manufacturer of mouse devices and other computer 

peripherals. As described by Alahuhta (1990), Logitech’s founders (one of whom was Swiss 

and the other two Italian) had the strategic vision to make the new venture a global company 

from its inception. The venture established dual headquarters at start-up: its administration 
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was also split between the U.S. and Switzerland, and then quickly spread to both Taiwan and 
Ireland. Logitech’s first commercial contract was with a Japanese company. 

Whereas small numbers of INVs have actually existed for centuries, their increasing 

prevalence and importance in international markets indicate a need for greater understanding 
of these ventures (Oviatt and McDougall forthcoming). Our own attempts to understand them 

essentially followed the order of the major sections of this article. First, we compiled case 
studies of INVs and compared them with case studies of INVs written by other scholars in 
several countries. All these studies were exploratory attempts to discover common patterns in 
real-world situations rather than attempts at hypothesis testing. Such exploration is a 
commonly used technique to gain an initial understanding about a little-known issue (Quinn 
1992). 

In the second section, we analyze five generally accepted theories from international 
business. Since Steven Hymer wrote his pathbreaking thesis in 1960,’ the field of 
international business has sought to understand why firms engage in international operations. 
Numerous theories have been developed, all of which seek to answer three crucial questions, 
first proposed by Hymer (1976) and subsequently reiterated by nearly all theorists (and 
textbook writers) on international business (Caves 1982; Vernon 1966; Johanson and Vahlne 
1977; Knickerbocker 1973; Hennart 1982; Rugman 1981; Buckley and Casson 1976). The 
first question is, which firms engage in international business? Second, why do these firms 
choose to compete internationally rather than just in their home countries? Third, what 
structural form do these activities take? 

The five generally accepted theories from international business which we examine in 
the second section-monopolistic advantage theory (Hymer 1976; Caves 1982), product 
cycle theory (Vernon 1966), stage theory of internationalization (Johanson and Vahlne 1977, 
1990), oligopolistic reaction theory (Knickerbocker 1973) and internalization theory (Hennart 
1982; Rugman 198 1; Buckley and Casson 1976)--all fail to explain the formation process of 
INVs. The analysis presented in this article will show that they fail because they all focus on 
firm-level analysis of large, mature firms, rather than on individual and small group analysis 
of the entrepreneur and his or her social network of business alliances. In addition, the theories 
wrongly assume that firms become international long after formation. 

To avoid these failures, the third section of the article shifts the level of analysis and 
combines concepts from the entrepreneurship and strategic management literatures to recast 
Hymer’s three vital questions. First, who are the founders of INVs? Second, why do these 
entrepreneurs choose to compete internationally rather than just in their home countries? 
Third, what form do their international business activities take? 

COMPILING CASE STUDIES 

We examined 24 case studies of INVs. Because no directories or publicly available resources 
are available for identifying INVs (Brush 1992), we used business press articles and an 
iterative networking process to locate them. This process allowed us to identify 12 INVs that 
had been described in academic journals or meetings. Another 12 cases were compiled by two 
of this study’s authors. Following the recommendations of Eisenhardt (1989), the selection of 
cases was not random, rather; “extreme examples” were selected. As Eisenhardt (1989537) 

I Although Steven Hymer’s thesis was completed in 1960, and was widely read and accepted by international 
business scholars prior to publication, it was not actually published until 1976, two years after his untimely death. 
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notes, “random selection is neither necessary nor even preferable” when one is extending 
theory. Table 1 identifies the 24 case studies, along with each study’s reference, the location 
of the venture’s headquarters, its product or service, and the key issue in the study. 

Three points are evident from the table. First, INVs are present in at least ten countries 
throughout Europe, North America, South America, Asia, the Middle East and the South 
Pacific. Thus, it is not a local phenomenon. Second, many of the firms appear to have formed 
in recent years, suggesting it may be a relatively new phenomenon. Third, although the 
ventures are primarily high-tech businesses, the presence of services and even aquaculture 
indicates that INVs emerge in a variety of industries. 

For the 12 case studies developed by the authors, the method of investigation involved 

analysis of three sources of evidence: (1) documents, such as business plans, financial 
statements, letters, faxes, and minutes of meetings; (2) physical artifacts, such as the firm’s 
products; and (3) personal interviews. 

Semi-structured personal interviews, which were recorded and later transcribed, were 
conducted with either the founder or founding team of ten of the ventures. In the other two 
ventures, personal interviews were conducted with the chief financial officers, both of whom 
had joined the venture soon after it began operations. The researchers were also able to 
interview an additional key manager, a board member, or an investor in several of the 
ventures. There were follow-up personal interviews (sometimes more than one) in four cases 
and additional telephone interviews in all cases. In addition, there were personal interviews 
with three venture capitalists (one in Silicon Valley, one in New York, and one in Munich) 
who had been involved in financing such ventures. 

The remaining sections of the article use many specific examples from this database to 
explore the generally accepted international theories and the questions we believe are vital to 
improved understanding of INVs. Major arguments are supported by multiple examples. 
Most of those examples are from our own case studies, because they are our richest source of 
data. It should be noted that although the case studies written by others did not contain all the 
data necessary to address each of the three crucial questions about the formation of INVs, we 
found no contradictions of our findings in any of those case studies. 

GENERALLY ACCEPTED THEORIES FROM INTERNATIONAL 
BUSINESS 
A core argument of this article is that the formation process of INVs cannot be explained by 
generally accepted theories from the field of international business. To show that the behavior 
of INVs is at odds with the predictions of existing theory, we discuss each of the five theories 
in turn. We begin with monopolistic advantage theory. 

Monopolistic Advantage Theory 
Monopolistic advantage theory holds that multinational enterprises* (MNEs) exist because a 
firm has unique sources of superiority over foreign firms in their own markets (Hymer 1976). 
The advantages belong to the MNE and cannot be acquired by other firms. 

2 We borrow Casson’s (1982:36) definition of a multinational enterprise (MNE), “An MNE is any firm which 
owns outputs of goods or services originating in more than one country.. In particular it includes firms which 
merely operate foreign sales subsidiaries, since these subsidiaries produce market-making services and so qualify as 
foreign locations of production, within the terms of the definition. Note also that the MNJZ does not need to be a 
foreign direct investor, since all resources (except possibly inventories) in the foreign location can be hired rather than 
owned outright.” 
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TABLE 1 Case Studies of International New Ventures 

Reference and Venture Name Headquarters Product/Service Key Issues 

Coviello and Munro (1992) 

Cowan Bowman Associates 

Datacom Software Research 

Fact International Ltd. 

MANA Systems Ltd. 

New Zealand 

New Zealand 

New Zealand 

New Zealand 

Jolly, Alahuhta, and Jeannet (1992) 

Conner Peripherals Inc. 

LASA Industries, Inc. 

Logitech SA 

Technophone Ltd. 

United States 

United States and 

and Europe 

Switzerland 

United Kingdom 

McDougall and Oviatt (1991) 

Crytologics International United States 

International Investment Group 

Momenta Corporation 
Techmar Jones International 

Industries 

United States 

United States 

United States 

McDougall and Oviatt (1992) 

Ecofluid Ltd. Czechoslovakia 

EEsof, GmhH. Germany 

IX1 Ltd. United Kingdom 

OASiS Group PLC United Kingdom 

Oxford Instruments United Kingdom 

SPEA, Software AG Germany 

Technomed International, SA France 

Oviatt et al. ( 1994) 

Heartware International 

Corporation 

United States 

Ray (1989) 
Camarao Brasiliensis Ltda. 

Femcare International 

Sci-Tex 

Singatronics 

Brazil 

United Kingdom 

Israel 

Singapore 

Computer software 

Computer software 

Computer software 

Computer software 

Computer disk drives 

Prototyping systems 

for ASICs 

PC desk-top aids 

Hand-portable 

telephones 

Data compression and 

metering device 

Business consulting 

Pen-based computer 

Water treatment 

systems 

Waste treatment 

technology 

Computer software 

Computer software 

Business consulting 

High field magnets 

PC graphics 

controllers 
Medical equipment 

Medical equipment 

Shrimp aquaculture 
Female sterilization 

device 

Electra-optical 

systems 

Medical equipment 

Linkages with partners 

influenced the 

internationalization process. 

Features of their global 

strategy: global vision, 

industry redefinition, success 

in lead markets, volume built 

quickly, selective foreign 

investments, early product 

breadth, and tight 

organizational structure. 

Forces driving global start- 

ups: resource needs, 

financing, market scale, 

competitor reactions, needs 

for technological standards, 
and domestic inertia. 

Patterns of success: global 

vision, internationally 

experienced managers, 

international networks, 

preemptive technology or 

marketing, unique intangible 

assets, linked product 

extension, and tight 
organizational coordination. 

With strategic alliances, even 

the smallest new ventures can 

be international. However, 

failure is a risk. 

Internationally oriented 

founders can enable a new 

venture to leapfrog the 

normally expected stages of 

internationalization. 

One type of monopolistic advantage is superior ability. Hymer (1976) argued that MNEs 

have superior knowledge, found in the form of superior manufacturing processes, brand 

names, differentiated products, organizational talents, or patented technology. Monopolistic 

advantage theory holds that once a firm has developed this superior knowledge, it can exploit 
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this advantage overseas at virtually no additional cost over that of exploiting that advantage 
in the home market (Caves 1971). Because local entrepreneurs have to pay the full cost of 

developing this knowledge, they are unable to compete with the foreign firm despite their 
advantage in local market knowledge, and foreign investment takes place (Caves 1982). 

The difficulty in explaining the formation process of INVs through monopolistic 

advantage theory lies in its assumptions regarding the rationality of foreign investment. The 

theory is based in economic literature that assumes complete rationality and that all firms with 
the same monopolistic advantage will act identically. Therefore, the theory depicts 

internationalization as simply an optimization of costs and revenues across international 

borders. 
Entrepreneurship theory, however, recognizes that these assumptions are unusual and 

that entrepreneurs are people who “are alert” to potentially profitable resource combinations 

when others are not (Barreto 1989:9). This means that two individuals, both possessing the 
same monopolistic advantage, may not both choose to engage in international entrepreneurial 

activity. Monopolistic advantage theory cannot explain why entrepreneurs perceive the 
opportunity of using their monopolistic advantage to internationalize from inception, whereas 
other people do not. 

In addition, the tradition of monopolistic advantage theorists has been to argue that a 

firm will engage in foreign investment after some monopolistic advantage has been 
developed and exploited in the home country (e.g., Buckley and Casson 1976). By extending 
its mature operations to foreign countries, the advantaged MNE can exploit the already 

developed asset at a low marginal cost. However, that argument does not explain the 
establishment of INVs, because these firms often make foreign investments before the 
knowledge that provides for the monopolistic advantage has been developed and exploited in 
the home country market. 

One example of this phenomenon is Technomed International, S.A., a medical 

equipment venture founded in France in December 1985. Its initial product, the Sonolith (then 
under development), was a machine that used lithotripsy to destroy kidney and gall stones 
with ultrasonic pulses and without surgery. Just nine months after establishing the parent 

company, and before the product even had FDA approval, Technomed established a U.S. 
subsidiary. Although eventual plans were for it to handle sales and after-sales support and to 
ensure regulatory approval of products, the subsidiary initially concentrated primarily on 
obtaining regulatory approval. Because Technomed International established its overseas 
subsidiary before its product had been approved for sale in the U.S. market, it is difficult to 
view this foreign investment as an extension of an existing monopolistic advantage. 

Thus, although one of the purposes of monopolistic advantage theory is to explain why 

firms choose to compete internationally rather than just in their home markets, our analysis 
shows that it provides an inappropriate explanation for INVs. 

Product Cycle Theory 
The product cycle theory argues that MNEs exist because of the cycle of product 
development. According to this model, firms make direct foreign investments to protect 
markets that they originally served through exporting, only after products mature and 
competition becomes cost-based. Foreign investment in low-cost-of-production countries 
allows the foreign investor to compete with local entrepreneurs who enjoy low production 

costs and who seek to make inroads into the export market (Vernon 1966). Although Vernon 
(1979) himself has argued that the predictive power of the product cycle theory has waned, it 
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is still said to apply to “small firms or others that have not established substantial foreign 

operations” (Garland, Farmer, and Taylor 1990: 11). 
However, the product cycle theory does not explain the purchase of foreign assets by the 

founders of INVs for two reasons. First, many INVs engage in foreign investment to sell 
products for which competition has not yet become standardized and cost-based. For 
example, Logitech and LASA made the decision to engage in foreign investment while their 

products were still in what Vernon (1966) calls the “new product stage.” Therefore, the 

foreign investment occurred when product cycle theory would argue that foreign markets 
would be served by exporting. 

Second, the entrepreneurs founding INVs sometimes purchase foreign assets prior to 
exporting to foreign markets (Jolly et al. 1992). In the cases of Logitech and LASA, foreign 

markets are served by production from foreign investment sites even though local competitors 
have not yet driven down the cost of production to a point at which the products are 
standardized and competition is based on price (Vernon 1966). Product cycle theory would 
argue that exporting from the country of firm origin would be the preferred mechanism for 
serving foreign markets until such cost shifts had occurred. Therefore, product cycle theory 
does not appear to explain the direct foreign investment decisions of INVs. 

One of the purposes of the product cycle theory is to answer Hymer’s (1976) question 
concerning why firms choose international rather than exclusively home-market operations. 
However, our analysis shows that product cycle theory, like monopolistic advantage theory, 

provides an inappropriate explanation for INVs. 

Stage Theory of Internationalization 
The stage theory of internationalization argues that firms progress in a relatively orderly 

manner from local firms with ad hoc exporting to full-fledged MNEs as they become more 
experienced in international business. Under this model, companies begin to export because 
they receive unsolicited requests from foreigners to sell their products overseas (Aharoni 
1966; Bilkey and Tesar 1977). As the demand for their products increases overseas, they 

progress to the development of an international division that exports in an organized manner 
(Stopford and Wells 1972). Exporting increases knowledge about the foreign markets, 
language, and culture of the customers, and it reduces uncertainty about foreign investment 
(Johanson and Vahlne 1977). Eventually, this added knowledge increases the probability of 
success in foreign investment (Newbould, Buckley, and Thurwell 1978) and leads companies 
to become MNEs. 

Yet a growing number of empirical studies appear to contradict the stage theory of 
internationalization. For example, Welch and Loustarinen (1988) discussed reports of small 

English firms, Australian start-ups, and established Swedish firms that skipped important 
stages and were involved with unexpected speed in direct foreign investments. Ganitsky 
(1989) investigated a sample of 18 Israeli “innate exporters” that served foreign markets 
from inception. Brush (1992) found that 13% of her nationwide sample of internationalized, 

small U.S. manufacturers were firms that had internationalized during their first year of 
operation. 

Sullivan and Bauerschmidt (1990) found no differences in perceived barriers and 
incentives to firm internationalization among the managers of 62 Swedish, Finnish, Austrian, 
and German forest product firms in varying stages of internationalization, even though 
managers of firms in varying stages of international activity should have knowledge and 

beliefs that vary according to those stages. Although Sullivan and Bauerschmidt (1990:27) 
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were “reluctant to reject this intuitively logical view of internationalization,” the mounting 
challenges to the theory are impressive. 

Johanson and Vahlne (1990) have attempted to deflect criticism of stage theory by 

stressing that it applies best to the earliest periods of firm internationalization. However, our 
evidence suggests that the stage theory of internationalization does not explain the formation 
process of INVs very ‘well. None of the 24 INVs shown earlier in Table 1 followed the 

incremental stages of internationalization. The oldest case study in our sample, Oxford 
Instruments, which was founded in 1959, derived more than 50% of its revenues from 

international markets during its first year of operation. Oxford Instruments manufactured 
high-field magnets for laboratories that were conducting research in low temperature physics. 
In explaining his company’s early internationalization, founder Sir Martin Wood stated, 

“[with] about 90% of our market abroad we ‘thought international’ from day one” (Wood 

1992). 
Similarly, SPEA Software AG, which manufactures graphic boards for computers, was 

also an early intemationalizer. As Bemd Holzhauer, the President and CFO of SPEA Software 

AG stated, “To be successful, you have to be a global player right from the first day . . . . You 
have to go international or the international companies come to you, so you are fighting in 

your own market” (Holzhauer 1992). Therefore, he stressed international activity from firm 
formation and did not wait for unsolicited requests from foreign customers to internationalize. 

Technomed International also had a proactive internationalization strategy. Jean- 
Francois Fevrier, vice president of finance and administration for Technomed International, 
explained why. “In the medical high-technology products industry, if we are not international 
we cannot survive and grow. We cannot rely on only one market, and we must be international 
from day one. In the United States a company might be able to make it, but a French company 
could not because the local market is too small” (Fevrier 1992). 

In summary, the stage theory of internationalization, like the others already considered, 
has failed to provide an appropriate explanation for why INVs compete internationally rather 
than just in home markets. 

Oligopolistic Reaction Theory 
The oligopolistic reaction theory, as postulated by Knickerbocker (1973), holds that firms 
become multinational to match the actions of other members of an oligopoly. The core 
concept of this theory is that firms imitate one another’s actions to reduce the risk of being 
different. If firms internationalize at the same time as their competitors, they are equally 
advantaged when the internationalization decision proves to be beneficial and equally 
disadvantaged when it proves to be detrimental. By imitating competitors, the risk associated 
with the decision to internationalize is reduced. 

The oligopolistic advantage theory does not explain investment in INVs for two reasons. 
First, many times the INV is the first firm in an industry to invest internationally. And, as 

many observers have pointed out, oligopolistic reaction cannot explain the initial decision to 

invest abroad. 
Many of the INVs we studied were the first in their industries to internationalize. For 

example, the founder of IX1 did not consider its desktop windowing computer software for 
UNIX operating systems to be in competition with any software competitor. Rather, its 
founder and chairman, Ray Anderson, identified a need in the market and founded his INV to 

serve that need. He conceived the idea for the software product in late 1987. As Anderson 

explained, “UNIX computers were becoming a big thing but nobody was concerned about 
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making them easy to use. There was a big gap, and more and more of the big companies like 

NCR, IBM, and Apollo were starting to realize that they are going into UNIX but it wasn’t 

easy to use . . . . IX1 started up because these people wanted this software. They couldn’t get 

it from anywhere, so I started IX1 to deliver it” (Anderson 1992). Clearly, Anderson did not 

see IX1 as part of an oligopoly; in fact, he did not even view his venture as having a competitor 

at the time he founded the company and began to market the software in the United States. 

The second reason oligopolistic advantage theory fails is that oligopolists match the 

behavior of other firms to reduce the uncertainty of being different from their competitors only 

if they see the other firm as a competitor and feel that the competitor’s action is truly a threat. 

Many INVs are formed by entrepreneurs that feel they are too small to immediately compete 

directly with established players in an industry. Many of these entrepreneurs formed INVs to 

avoid direct competition with established firms, rather than to imitate them (Jolly et al. 1992). 

Thus, we have shown that oligopolistic reaction theory provides inappropriate answers 

for INVs to at least two of Hymer’s crucial questions. First, in answer to the question of which 

firms engage in international business, the theory predicts that industry groups go 

international together. However, oligopolistic reaction theory does not even address why an 

INV would initiate internationalization. Second, in answer to the question of why INVs 

choose international rather than domestic operations, the theory cannot explain why INVs 

take the seemingly riskier path. 

Internalization Theory 
Internalization theory holds that MNEs exist because market imperfections create the 

opportunity for firms to earn higher economic rents by internalizing the transfer of factor 

goods and services across national boundaries within a single firm than they can by 

arm’s_length transactions between firms (Hennart 1982; Buckley and Casson 1976; Magee 

1977). In other words, when international markets are likely to fail, firms form to govern 

economic transactions by ownership of operations in multiple countries. Internalization 

theory holds that the decision to engage in international transactions should reduce costs. As 

Buckley writes, “The internalization approach to modem theory of the MNE rests on two 
general axioms: (1) firms choose the least cost location for each activity they perform, and (2) 

firms grow by internalizing markets up to the point where the benefits of further 

internalization are outweighed by the costs” (Buckley 1988: 181-182). We argue that 

internalization theory fails to explain INVs if INVs act in ways counter to these axioms. 

We found that in some of the INVs, the entrepreneur does not always “choose the lowest 

cost location for each activity the firm performs” (Buckley 1988: 181-182). 1X1’s establishment 

of a U.S. subsidiary was not driven by cost reduction. Rather, as 1X1’s chairman Ray Anderson 

explained, “[the company] has to be over there to find out what the customers want” (Anderson 

1992). In fact, he felt that because IX1 had a U.S. subsidiary it actually spent more on selling its 
product. He explained, “Because IX1 has a U.S. subsidiary, it costs more to travel in the U.S. We 

can’t use air passes, but must buy full-price tickets. So with a subsidiary, it actually costs us more 

to do business in the U.S.” (Anderson 1992). Anderson went on to explain that travel was one 
of the company’s major costs. The special air passes for travel within the U.S., which he and his 

employees were allowed to purchase as U.K. nationals, were so much less expensive than what 

a U.S. traveler paid that the increased travel costs had a substantial impact on overall cost 

structure. Anderson further indicated that as the American office had grown, lots of other cost 

advantages of doing business in the U.K. had disappeared. 
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Similarly, cost considerations were not the primary driver of location decisions for 

Logitech. In order to compete successfully in the computer industry, its founders felt the 

company had to operate in Silicon Valley in order to be aware of technology trends and 

changes in customer requirements (Alahuhta 1990). This was the driving factor in their 

decision to establish manufacturing and marketing operations in Silicon Valley, and later in 

Taiwan. The Silicon Valley facility served Hewlett-Packard and AT&T, and the Taiwan 

facility served Apple, which had a production unit in Singapore. 

There is evidence that firms do not choose the structure of their international business 

activities on the basis of “internalizing markets up to the point where the benefits of further 

internalization are outweighed by the costs” (Buckley 1988: 181-182). Most INVs favor a 

hybrid structure to govern transactions and make extensive use of their business and personal 

networks, even when they have proprietary knowledge that they risk losing by employing that 

business structure. 

All four of the New Zealand software companies listed in Table 1 relied heavily on 

strategic alliances in competing internationally, even though software is one of the most 

difficult products to protect from expropriation by opportunistic partners. Their reasoning was 

that they had insufficient funding to use governance structures that provided greater control. 

One of these firms, MANA Systems Ltd., formed a strategic alliance with Fujitsu Australia 

Ltd. to market its software in Australia; whereas in Japan, MANA Systems formed a strategic 

alliance with Computer Engineering and Consulting Ltd. to market its product. MANA 

Systems also formed a strategic alliance with Fujitsu Japan for developing systems software 

for the worldwide market. MANA Systems’ managing director, Robert Barnes, described the 

alliances as necessary to ensure survival of the venture (Coviello 1991a). Fact International 

Ltd.‘s strategic alliances were also described by its management team as being critical to its 

very survival (Coviello, 1991b). 

Like the other four theories considered here, internalization theory fails to provide an 

appropriate explanation for why INVs are international. Clearly, cost reduction is not the key. 

Moreover, the focus of internalization theory on firm-level analysis rather than on 

entrepreneurs and their social networks makes it unable to answer Hymer’s (1976) question 

about the structural form of international activities in INVs. 

EXPLANATION FOR INTERNATIONAL NEW VENTURES 

The five theories discussed in the preceding sections all fail to explain the formation process 

of INVs. These theories fail because of the perspective from which they were developed. As 

noted in our introduction and borne out by our analysis, they all focus on firm-level analysis 

of large, mature firms, rather than on the analysis of entrepreneurs and their social networks 

of business alliances. In addition, the theories wrongly assume that firms become 

international long after formation. 

Having shown that generally accepted theory does not explain how INVs form, it is 

incumbent upon us to try to provide an explanation. We propose that such an explanation 

must answer three questions about the internationalization of firms that are roughly analogous 

to Hymer’s (1960) original questions, but at a different level of analysis. First, who are the 

founders of INVs? Second, why do these entrepreneurs choose to compete internationally 

rather than just in their home countries? Third, what form do their international business 

activities take? 
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Who Are the Founders of INVs? 
Multi-country markets may be served by either multiple local entrepreneurs, or by an 

international entrepreneur who establishes an INV to serve them. An explanation for the latter 

case requires a combination of Kirzner’s (1973) economic theory of entrepreneurship and the 

“resource-based” view of the firm (Barney 1990). Following Kirzner (1985), we argue that 

markets are not in equilibrium as neoclassical economics suggest. “At any given date a 

market economy is likely to be less than fully coordinated with respect to information 

currently possessed” (Kirzner 1985: 157-158). This lack of complete information makes 

entrepreneurship possible. 
Entrepreneurs are people who “are alert” to information about potentially profitable 

resource combinations when others are not (Barreto 1989:9). The entrepreneur uses this 

superior information to create profit-making opportunities before others perceive them. Kaish 

and Gilad (1991: 48) demonstrated empirically that “not everyone looking at the same market 

data will come to the same conclusion about the possibility of profit. Successful entrepreneurs 

are those individuals who are capable of foreseeing disequilibrium profit opportunities when 

they come across them.” 

Research has shown that this alertness to new business opportunity is influenced by 
previous experience (Casson 1982; Ronstadt 1988) because that experience provides a 

framework for processing information. For example, entrepreneurs usually found firms 
producing the same goods and services as those produced by their previous employers, and 

tend to target the same customers as their previous employers (Cooper and Dunkelberg 1986; 
Aldrich 1990). They are also more likely to have traveled overseas and to be educated (Birley 

and Norbum 1987). Our research also showed that the founders of INVs were often 
immigrants and had family and personal contacts overseas. 

We argue that founders of INVs are more alert to the possibilities of combining resources 
from different national markets because of the competencies that they have developed from 

their earlier activities. Following the logic of the resource-based view of the firm, we argue 
that these entrepreneurs possess an unusual constellation of competencies. Only the 

entrepreneur possessing these competencies is able to combine a particular set of resources 
across national borders and form a given INV. For example, the founders of International 
Investment Group (IIG), a business consulting firm, considered what they refer to as their 
“proprietary network” to be their key competitive advantage. Their worldwide network 

comprised highly successful individuals, most of whom were retired. Primarily, these 
individuals had a personal, as opposed to business, relationship with one of the founders. The 

network members identified opportunities for the venture, offered business advice, assisted in 
negotiations, and sometimes lent their names and reputations to business deals. No 

compensation was paid to these individuals unless a transaction actually occurred. IIG, like 
most new ventures, had very limited funds. Only through this type of arrangement could this 

small venture achieve a worldwide presence. Their founders believed they had been able to 
tap into this critical resource of business knowledge and wisdom only because’of their 

personal relationships with these individuals. 

Gerald Seery discovered the technology for his venture while on a European business 
trip. During a business call on a client, Seery learned of recently developed cardiac medical 

equipment at a medical center in Holland. When his company decided not to pursue the 
technology, Seery purchased the technology and founded Heartware International Corpora- 
tion. The venture was headquartered in the United States, with production in Holland. The 

first sales of the product were in Europe and South America. 
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Ray Anderson conceived the idea for his software while he was employed by a U.K. 

company that had operations in the U.S. and Canada. It was through his business interactions 
in the U.S. that Anderson identified the product need that led him to found 1X1. 

When Musa Marto took early retirement from IBM, he planned to consult for 

medium-sized and large corporations on becoming global. Struck by the lack of global vision 
among American CEOs, Marto decided instead to establish his own multinational company. 

Mat-to had no product idea he wanted to take to market; rather, he planned to build a company 
leveraging his international business knowledge and network. Mr. Marto stated in an 

interview that he considered his international business experience to be his key competence. 
After researching a number of previously domestic industries, he eventually secured the 
international rights to a water treatment product. Marto headquartered his venture, Techmar 

Jones International Industries, Inc., in Atlanta, Georgia, but all revenues were earned from 

operations overseas. 
Twin brothers, Svatopluk and Vladimir Machrle, founded Ecofluid soon after the Velvet 

Revolution that led to the collapse of the communist regime in Czechoslovakia. Prior to the 

revolution, the brothers had been employed by academic institutions and had obtained a 
number of patents for the treatment and purification of water. Under the communist 
government in Czechoslovakia, all patents were owned by the state. However, both brothers 
had developed strong international networks. One had studied at the Massachusetts Institute 
of Technology in the U.S., and one had been educated in France. As academics, they had been 
allowed to travel to further develop their research. After the collapse of the communist 
regime, the brothers were able to acquire the patents they had previously earned. They then 
leveraged their network for access to markets, capital, employees, and other resources. 

Access to superior international networks for funding has also been a factor driving the 

entrepreneur to compete internationally instead of just locally. The firm Momenta was able to 
obtain funding from the U.S., Singapore, Taiwan, and Europe primarily because of the 
business networks of its four founders. Its founders, who were from Iran, Tanzania, Cuba, and 
the U.S., each had extensive international connections. Momenta’s founder and president, 
Kamran Elahian, had previously founded two highly successful high-tech companies, C.A.E. 
Systems, Inc. and Cirrus Logic, Inc. Through these companies, Elahian had developed a 
strong business network in the Far East. 

Peter Sprague, founder of Crypotologics International, established an INV because his 
personal network, created as chairman of both National Semiconductor and Astin Martin, 
established his close relations with both European and U.S. private investors. He is also a 
former board member of LASA and was involved in its formation. Sprague believed that his 
relationship with foreign investors led him to focus on foreign opportunities more than he 
may otherwise have done, and more than other entrepreneurs do. He explained, “If your 
financing comes from abroad, they [the investors] are going to want you to move more rapidly 
into their own markets . . . . If 20% of your company is owned by a Frenchman, then you begin 
to think about going to France a lot quicker than you would if 20% of your company is owned 

by a guy from Peoria” (Sprague 1990). 

Why Do These Entrepreneurs Choose to Compete Internationally Rather 
Than Just in Their Home Countries? 
We draw on the resource-based view of the firm to explain why entrepreneurs chose to make 
their ventures international from inception. Inertia permeates organizations, and forces 
promoting inertia include organizational routines (Dosi, Teece, and Winter 1990; Teece, 
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Pisano, and Shuen 1990; Quinn 1980; Collis 1991), structural impediments to change 
(Hannan and Freeman 1984; Tushman and Romanelli 1985), demands of stakeholders 

(Hannan and Freeman 1984; Dimaggio and Powell 1983), perceptual biases of managers 

(Bower 1970; Milliken and Lant 1991), the location of power in organizations (Pettigrew 
1987; Pfeffer 198 1; Staw 198 1 ), and market stickiness to reorganizing economic relationships 

(Yao 1988; Mahoney and randian 1992: 370). 

Collis (1991) extended those concepts to the international arena when he noted that the 
existing physical assets held by firms, the power and influence of decision-makers, and the 
firm’s culture and history ensure that decisions about international business activities are 

path-dependent. 

. . . most investments are essentially incremental decisions, and firms only periodically 

reoptimize their system configuration. Once a plant is built, for example, its location is 
fixed, and as it will, within broad bounds continue to operate, it will affect the location of 
subsequent facilities even if, tabula rasa, it is incorrectly located (Collis 1991: 53). 

Collis’ (1991) empirical work confirmed that the foreign investment decisions of companies 

are influenced by unique competencies developed over their histories. Research has also 
shown that organizational routines and capacities that create competitive advantages in the 

domestic arena are not the same as those that create competitive advantages in the 
international arena (Ghoshal 1987). 

For domestic firms wishing to enter international markets, inertia becomes a problem 
because it inhibits change to routines appropriate to international environments. International 
entrepreneurs, however, seem to recognize this, and therefore they try to avoid domestic 
path-dependence by establishing ventures, which, at their inception, have routines for 
managing multicultural workforces, for coordinating resources located in different nations, 
and for targeting customers in multiple geographic locations simultaneously. In its simplest 
terms, the founders of INVs believe that ventures will not develop international competencies 
except by practicing international business. 

One example of this attitude was expressed by Technomed International’s founder, 
Gerard Hascoet, whose philosophy of doing business was to establish a geocentric company 
from the very beginning. He chose the name Technomed because it could be understood in 
any language, with the exception of Japanese (McFarland 1991). Hascoet did not see 
Technomed International as a French company, but as a world company: “The advantage of 
starting internationally is that you establish an international spirit from the very beginning” 

(Mamis 1989: 38). 
Technomed’s international spirit was reflected at its Lyon, France headquarters and by 

its multilingual staff. The flags of the countries in which the company had offices were flown 
at the entrance of its French headquarters, and all conference areas carried miniature versions 
of the flags as centerpieces (McFarland 1991). Although it is very uncharacteristic of French 
companies to use the English language within the company, Technomed International 
conducted meetings and business in English from its inception. Annual reports were 
published in English. A large television monitor in the lobby of its headquarters presented 

information to visitors about the company, all in English. As previously noted, French-based 
Technomed International established a U.S. subsidiary before it had FDA approval for its 
lithotripsy machine. This allowed the venture to better scan its foreign environment and 
observe its foreign competitors. 

Momenta’s founder and president, Kamran Elahian, considered the establishment of a 
multinational work force as a key international competence. Discussing how Momenta’s 
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hiring practices enabled Momenta to instill a global spirit within the organization, Elahian 
explained, “[We] hire either people who are foreign immigrants who have done work in their 

own cultures and have come here to work, or Americans who have lived in different foreign 

cultures and have learned how to have sympathy for it . . . If you hire all domestic people who 
were born and raised here and have not traveled around the world, then it becomes very 

difficult obviously . . . If you walk around within the company, you see lots of foreign faces. 
It’s like the United Nations” (Elahian 1991). In addition, by hiring individuals from many 
nations Momenta could create from inception a multi-cultured workforce which would later 

be useful in marketing its product and servicing its customers in those countries. 

Fred Nazem, a New York venture capitalist who had invested in Momenta and several 
other technology-based INVs, considered early internationalization to be critical. He noted in 
an interview with the authors that there was a need for the type of technology ventures in 

which his company invested to be world competitors. He felt strongly that the product must 
be world-class, not just good enough for the U.S. To correctly recognize the market, the 

venture was required to get into the international market at a very early stage of the design 

process. The larger and more established a domestic venture becomes, the more difficult it is 
to make the adjustment to world market requirements. Using a metaphor, he explained, “It’s 

like a rowboat and the Queen Mary. You cannot turn the Queen Mary as fast as you can a 
rowboat. It takes you a while because your drag ratio is large” (Nazem 1990). If efficient 
policies and procedures are established for a domestic market over several years, employees 

will naturally resist the disruptive changes required to successfully address overseas markets. 
In addition, if the business has been successful, it will be larger and, therefore, slower to 
change even if employees are willing. 

What Form Do Their International Business Activities Take? 
We now turn to an explanation of why founders of INVs seek the form of international 
business activities that they do. Here again we draw on the logic of the resource-based view 
of the firm and add to it research on entrepreneurship. At the time that INVs make the decision 
to establish a structure for their international activities, they tend to have different resource 
endowments and historical legacies than do established firms which choose to intemational- 

ize. Key differences between established firms and start-ups lie in the amount of resources 
that the firms have relative to the internal demands for resources and in the way the founders 
go about gathering resources. 

The process of founding a firm demands sufficient resources within a short period of 
time to avoid negative cash flows leading to firm failure. Because start-up activities demand 
relatively large amounts of resources, new ventures often have few resources left over for 

other activities. This means that entrepreneurs are unlikely to make expensive investments in 
the.ownership of assets when alternative governance structures are possible. Thus, start-ups 
tend to internalize a smaller percentage of the resources essential to their survival than do 
mature organizations (Cooper and Dunkelberg 1986), and entrepreneurs must rely on hybrid 
structures for controlling many vital assets (Vesper 1990; Oviatt and McDougall, 1994). 

One of the limitations of hybrid structures is that founders of new ventures face a threat of 

opportunism from their partners that could lead to venture failure (Larson 1992). However, if 
founders of these firms rely on members of their close personal networks as partners in these 
hybrid structures, they can often avoid these problems of opportunism. Founders depend on trust 

developed through repeated interaction over time to diminish opportunistic behavior in hybrid 
partners (Aldrich and Zimmer 1986; Larson 1992). Repeated interaction over time inhibits 
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opportunism because it makes the one-time gain from a single opportunistic action quite low in 

comparison to the damage done to one’s long-term reputation (Larson 1992). 
The actions of the INV founders we studied were consistent with the logic described 

above. For example, the founder of Techmar Jones International Industries indicated that 
because of very limited funds he built his entire company using strategic alliances. 

Similarly, limited funding forced Heartware International to rely on a strategic alliance 

with the University of Maastricht in The Netherlands for R&D and for production of its 
electrophysiology equipment, which is sold to hospitals. Its founder, who had a marketing 

background and no formal technical experience, expressed a clear preference for internalizing 

R&D to both ready the product for the American market and to make continual upgrades. The 
founder had even identified and held discussions with the technical person he wished to hire 

for this function. However, because he had only been able to secure limited funding, he 
concluded that the venture did not have the resources to employ this individual and internalize 
the R&D function. 

In contrast, ventures such as Momenta and Technomed International, which had 
significant capital investments, relied much less on strategic alliances. It appears that INVs 
that engage more in ownership of international operations, rather than in hybrid structures, 

tend to be ones for which resources are relatively more available. Under these circumstances, 
it becomes possible for the firm to make a cost-benefit analysis of the value of the 
internalization decision. However, under conditions of resource poverty, the case common to 

most start-ups, the internalization of transactions is limited. 

CONCLUSIONS 

In this article we show that firms exist that are international from formation. The international 
business activities of these firms appear to be at odds with the predictions of generally 
accepted theories from international business. The cases we investigated appear to follow a 
pattern of international activity that takes the following form: first, the founders of INVs are 
individuals who see opportunities for earning high returns for establishing businesses that 
operate across national borders. These entrepreneurs see opportunities that others do not see 
because of the competencies (networks, knowledge, and background) that are unique to them. 
Second, the founders of these firms engage in international business from the time of firm 
formation so as to create international business competencies and to avoid path-dependence 
on domestic competencies that the firm may not be able to shift out of due to inertial forces. 
Third, the founders of INVs tend to use hybrid governance structures for their international 
activities to preserve resources during the cash-draining formation process. 

One of the limitations of theory development from case studies is that one may be 
developing specific explanations for narrow phenomena that cannot be generalized to a higher 
level (Eisenhardt 1989). We accept the.criticism that our explanation of the formation process 
of INVs may explain the behavior of a much smaller subset of firms than is usually the focus 
of the more general theories from international business. Indeed, we do not claim to provide 
any general explanation of international business, but are seeking to explain only the behavior 
of INVs. Nevertheless, we argue that such micro explanations are necessary because the 
behavior of INVs are at odds with the predictions of existing theories from international 
business. 

This article has important implications for research, teaching, and the practice of 
management. Researchers need to develop a richer explanation for INVs that goes beyond the 
concepts expressed here and by Oviatt and McDougall (1994). For example, a detailed 
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comparison of the networks of INVs and domestic new ventures should offer valuable 

insights. We have demonstrated that existing theories from international business are 

inadequate to the task because they focus on the wrong questions and the wrong level of 

analysis. 

From the pedagogical standpoint, this study suggests that teaching only the existing 

theories of the international operations of firms to students seeking to become international 

entrepreneurs may provide them with an incomplete, and perhaps misleading, guide for 

establishing INVs. Teachers of entrepreneurship may need to design separate international 

entrepreneurship classes that augment traditional international business courses. 

This study also has three implications for the practice of management. First, for venture 

capitalists and other venture financiers, the three questions are relevant in the financing 

decision of INVs. Venture capitalists should seek entrepreneurs who have a global vision, 

international business competence, and an established international network. Second, when 

entrepreneurs start INVs they should create hybrid structures to preserve scarce resources. 

Third, in light of the path-dependence of competence development, new venture founders 

should consider whether establishing a domestic new venture with plans to later 

internationalize will be as successful a strategy as establishing a new venture that is 

international from inception. 

This research followed the direction of Eisenhardt (1989), who showed how to build 

theory using a theoretical sampling process where cases are identified that contradict the 

predictions of existing theory. We have described examples of the phenomenon of INVs that 
behave in ways counter to the predictions of existing theories from international business. 

Thus, although our conclusions are tentative, the topic appears worthy of further 

investigation. 

The next step in the process of understanding the formation process of INVs would be 
to show that the predictive accuracy of our explanation of the behavior of these firms is 

greater than the predictive accuracy of existing theories. This statement can only be made 

after large-sample empirical studies have been conducted to compare the predictive validity 

of different explanations. 
The primary objective of this article was to provoke a discussion of the limitations of 

existing theories from the field of international business in explaining what the business press 

and many investors see as an increasingly important subset of international businesses. It is 
our hope that this article will stimulate other scholars to undertake research on INVs. 
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Abstract
International new ventures (INVs) are a popular mode of entry into foreign

markets. INVs, those companies that enter foreign markets at inception, often
suffer the two liabilities of newness and foreignness, which may increase the

odds of their failure. This paper empirically examines the survival of INVs by

comparing them with other sequential modes of international operations (e.g.,

acquisitions). Data from 275 British firms show that INVs have lower
unconditional survival probabilities than other modes of foreign market entry.

Our analyses also show that differences in survival probabilities disappear when

the firms’ competitive strategies are considered.
Journal of International Business Studies (2007) 38, 333–352.
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Introduction
International new ventures (INVs) play an important role in
today’s global economy (Shrader et al., 2000; Zahra, 2005). An
INV is ‘a business organization that, from inception, seeks to derive
significant competitive advantage from the use of resources and
the sale of outputs in multiple countries’ (Oviatt and McDougall,
1994: 49). An INV quickly establishes an operational presence in
more than one country, becoming multinational rather than
international in its business activities. Given that INVs transfer
technologies and the best managerial processes across interna-
tional boarders, create jobs and contribute to economic and
technological progress, researchers have studied the factors that
promote their emergence (Oviatt and McDougall, 1994) and
influence their performance (Autio et al., 2000; Zahra et al., 2000).

Like other firms that venture into foreign territory, INVs are
disadvantaged relative to their domestic competitors, and suffer a
‘liability of foreignness’ (Zaheer and Mosakowski, 1997). Younger
companies such as INVs also face disadvantages in competing with
established firms, often experiencing a ‘liability of newness’
(Stinchcome, 1965). Consequently, INVs usually suffer two sets of
liabilities (newness and foreignness), challenging their survival
(Zahra, 2005). Research suggests that the probability of failure is
highest in a firm’s early years, but that it usually declines as the
firm ages (Caves, 1998; Klepper, 2002; Zimmerman and Zeitz,
2002). This risk varies by organizational form. Yet, currently, we do
not know much about the survival rates of INVs where the liabi-
lities of newness and foreignness could significantly undermine
their viability and increase the odds of their failure. Moreover, the
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variables that determine INVs’ survival are not well
understood (Zahra and George, 2002). This has led
researchers to call for studies that document the rates
of INVs’ survival and the variables that influence
them (e.g., Zahra et al., 2000; Sapienza et al., 2006).

Several factors suggest that survival, rather than
profitability, is an important question in INV
research. Notably, the start-up stage is rife with
uncertainty (Shepherd and Douglas, 2000), pressur-
ing INVs to focus on building their businesses and
establishing their market positions. Thus profitability
may not be a good indicator of performance (Brüderl
et al., 1992; Baum et al., 2001). This is especially true
for new firms created in emerging industries, where
they have to invest heavily to reach potential
customers and educate them about their products
(Porter, 1980). Further, though the gestation period
before profits accrue is long for new firms in some
industries (Eliasson and Eliasson, 1997; DeCarolis
and Deeds, 1999), there is both theory (Jovanovic,
1982) and empirical evidence supporting a positive
relationship between survival and a firm’s later profit
and market share performance (Evans, 1987a, b).

One way to establish the efficacy of INVs is to
compare their survival odds with other modes of
foreign market entry. For decades, researchers have
adopted a ‘stage’ perspective of international
expansion, positing that the multinational enter-
prise (MNE) is an established, divisionalized com-
pany that initially grows large in its domestic
markets before going multinational. This expansion
starts with exporting, proceeds to licensing, and then
evolves into acquisitions and greenfield investments
(Vernon, 1966; Czinkota et al., 1996). This approach
encourages the accumulation of experience and
valuable knowledge as firms internationalize their
operations (Johanson and Vahlne, 1977); this knowl-
edge and experience improve the odds of organiza-
tional survival and success in foreign markets.

Little evidence currently exists regarding the
likelihood of INVs’ survival relative to firms that
follow the sequential approach to internationaliza-
tion (Zahra, 2005; Sapienza et al., 2006). The
survival of established firms that adopt the sequen-
tial approach has been debated for years (e.g., Li
and Guisinger, 1991; Li, 1995; Mitchell and Singh,
1996; Shaver et al., 1997; Shaver, 1998), generating
contradictory findings. Given that the INVs and
sequential approaches to foreign market entry have
advantages and disadvantages of their own, it is
important to establish how these two approaches
vary in their survival probabilities. This is the issue
addressed in this study.

To accomplish our objective, we use data on
foreign direct investment (FDI) into the UK during
the period 1991–1996. We posit that the choice
between pursuing an INV and the sequential
approach to FDI is a strategic one, reflecting firms’
resources and industry conditions. The results
support our theoretical expectations derived from
the strategic choice approach (Ansoff, 1965;
Andrews, 1971; Porter, 1980) to the selection of
foreign entry mode. Applying a direct cross-sec-
tional estimation, we find that INVs are signifi-
cantly less likely to survive than those units created
by established firms. Our analyses reveal that, once
firms’ strategic choice is explicitly incorporated
into the model (i.e., self-selection is considered in
the analysis), the lower probability of survival
associated with INVs disappears.

The following section of the paper compares the
INV and sequential approaches to internationaliza-
tion. Using the strategic choice model, we conclude
this section with the study’s hypotheses on INVs’
survival. Once this goal is accomplished, we present
the sample used to test the hypotheses and the
analyses we conducted. The final section of the
paper discusses the results and highlights their
managerial and scholarly implications.

Theory and hypotheses
The sequential approach to FDI has dominated the
international business literature throughout the
1970s and 1980s (Johanson and Vahlne, 1977;
Hood and Young, 1979; Dunning, 1981; Hennart,
1982). This approach has suggested that firms first
established themselves in their domestic markets
before venturing internationally and pursuing
multinational activity. With the growing integra-
tion of world markets and global sourcing, how-
ever, some smaller firms have become MNEs
(Kotabe, 1998; Murray and Kotabe, 1999), playing
significant roles in outward investments from
many countries by capitalizing on their relation-
ships and networks in foreign markets (Kohn,
1997). These firms have also established strong
multinational networks, gaining the benefits of
both the firms and networks. By developing a
‘domestic’ presence in several countries, companies
can also overcome the unwillingness of buyers to
source internationally (Thorelli and Glowacka,
1995). This approach can be particularly valuable
when institutional environments do not support
the business activities of foreign firms, as noted by
institutional theorists (Ramamurti, 2001; Doh et al.,
2004). Following institutional theory, those new
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ventures that adopt the traditional sequential
approach are likely to avoid missteps in dealing
with key industry players, and enjoy credibility and
legitimacy.

An INV succeeds by replacing international
market transactions with intra-firm operations that
involve running a foreign subsidiary or division
and undertaking intra-firm exports, rather than
exporting goods or services to a foreign buyer.
Though INVs have recently attracted interest in the
literature (Ray, 1989), the concept itself is not new.
Over a century ago, the free-standing company was
an important form of an MNE. Such a company was
headquartered in a major financial center, main-
taining purely overseas operations while under-
taking no domestic production activities at all.
These firms were INVs that were simultaneously
established in more than one country to conduct
multinational operations as indicated by the export
of technology from their headquarters, and of
product and service outputs from their overseas
operations. These firms also derived substantial
competitive advantages through the linkages
between their headquarters’ country and other host
countries (Casson, 1994). However, this form of
organization declined after the Second World War,
experiencing a resurgence only in the 1980s. Recent
global business conditions have made the INV
form of organization competitive (Oviatt and
McDougall, 1994; Bloodgood et al., 1996).

INVs and the traditional free-standing MNEs have
several common characteristics. Both internalize
some transactions, generate advantage(s) over
domestic rivals, overcome shortfalls of financial
resources by implementing alternative governance
structures, and possess unique defensible assets.
Both types of firm also internalize transactions
involving the flow of information and technology,
leveraging their home country advantages to gain
ascendancy over domestic rivals while using their
networks to reduce the transaction costs involved
in monitoring their operations in foreign markets.
These organizations also control unique assets,
such as location-specific knowledge, that generate
first-mover advantages.1

Strategy Choice
However, the most important aspect of INVs is that
their organizational form is a conscious value-
maximizing strategic choice by their management.
INVs, like their free-standing forebears, are not a
random group of firms. Rather, they are firms for
which the benefits and advantages associated with

their organizational strategy outweigh the joint
liabilities of newness and foreignness. Conse-
quently, the strategy choice of the firm is deter-
mined by its particular set of resources and
competencies, and is therefore endogenous. This
implies that, on average, those firms that choose an
INV strategy do so because it is the best strategy for
their particular situation, and the choice of any
other organizational strategy would have a less
beneficial outcome.

Our discussion suggests that both INVs and free-
standing MNEs have advantages of their own. Still,
INVs may experience unique challenges that help
define the resources that are essential to their
survival. Though multinationality gives INVs a
sustainable advantage, it also strains their commu-
nications and monitoring systems (Casson, 1998).
INVs also have to quickly overcome several cultural
issues that are not amenable to easy technological
solutions (Casson, 1997b). Finally, the problems
that entrepreneurs face in managing their opera-
tions (Busenitz and Barney, 1997) are likely to
appear sooner in INVs, taxing these firms’ ability to
sustain their competitive advantage. Entrepreneurs
frequently experience serious shortages of resources
of different types and find it difficult to break into
established business networks and existing distribu-
tion channels at home or in foreign markets.

Crucial to INVs’ survival is the protection of their
vital assets such as know-how, products and
processes, without which their operations are
impossible. Going beyond the firm’s boundaries
can help in assembling these resources, but it
increases the possibilities for opportunism by the
partners. One way to reduce (though not eliminate)
opportunism would be to internalize the control of
all such vital assets (Williamson, 1975), but such an
approach would require substantial financial assets.
Therefore some INVs attempt to reduce the risks of
opportunism and obtain access to financial
resources by joining networks (Casson, 1997a;
Sanchez and Perez, 1998) and forming alliances
(Coombs et al., 2006) in order to develop unique
assets that are difficult to imitate (e.g., tacit knowl-
edge, relational assets). Reducing the potential for
imitability has been associated with growth in the
international context (Autio et al., 2000).

The sequential approach to FDI has merits and
shortcomings of its own. Strategic choice theorists
suggest that the use of this approach allows the firm
to accumulate the resources necessary for interna-
tional expansion, alleviating pressures on the firm’s
resources. It also enables managers to learn from
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their various international moves and apply
this knowledge in pursuing additional interna-
tional activities. However, the firm can miss
opportunities as it waits to expand its resource
pool. Late entry into foreign markets (e.g.,
after many other foreign firms have entered and
established strong positions) might also raise the
cost of operations and intensify retaliation by
established first movers (Mitchell et al., 1994).
These variables can significantly reduce the odds
of survival for foreign entrants that use the
sequential approach.

The risks associated with the sequential approach
to FDI can be formalized within an options frame-
work (Kim et al., 1993). The sequential approach is
based on the firm pursuing domestic growth until it
reaches a level of maturity that is sufficient to
support multinational activity. During this period
of purely domestic growth the firm does not invest
in the options of multinational diversification that
create value by increasing ‘managerial discretion to
respond profitably to the realization of uncertain
events’ (Kogut and Kulatilaka, 1994; italics in
original). The value of these forgone options there-
fore constitutes a disadvantage borne by firms
adopting the sequential approach to FDI, possibly
offsetting the benefits to be gained from resource
accumulation.

The INV approach is associated with rapid entry
into international operations by a start-up (Autio
et al., 2000), whereas the sequential approach is
associated with a more gradual approach. Our
discussion has outlined the advantages and dis-
advantages of both approaches. While it appears
that INVs might face substantial handicaps, we
have argued that firms with the appropriate
resources and competencies can overcome such
challenges. Further, we expect firms to select the
INV or sequential approach based on their specific
competencies. If this is true, then INVs should not
experience higher rates of failure than other firms.
These observations lead to the following hypoth-
esis:

Hypothesis 1: After endogenizing strategy
choice, an INV strategy has a probability of
failure that is no greater than that for a sequential
FDI strategy.

A rejection of Hypothesis 1 implies that the
probability of an INV’s failure is different from
sequential FDI. If significant differences in survival
probabilities exist, then the INV strategy would

provide a significant competitive advantage (or
disadvantage) for firms using this approach.

Firm survival
The strategic choice approach would suggest that
the use of a given mode of entry depends on a
combination of the external environment and
company characteristics (Hamel and Prahalad,
1994). Given that a firm’s survival in foreign
markets is determined by several factors other than
its competitive strategy, there is a need to control
for industry and firm characteristics (Audretsch and
Mahmood, 1995).

Industry characteristics
Consistent with the strategic choice approach,
research suggests that industry characteristics influ-
ence the performance of all foreign entrants (Yiu
and Makino, 2002). Industry variables also influ-
ence a firm’s success and survival in significant
ways (Porter, 1980; Shepherd and Douglas, 2000;
Zimmerman and Zeitz, 2002). Industry growth,
penetration by foreign firms and seller concentra-
tion can significantly influence a firm’s survival in
international markets (Hennart and Park, 1993;
Driffield and Munday, 1997). Entry of foreign
competitors usually intensifies rivalry in an indus-
try (Porter, 1986), reducing new foreign entrants’
ability to acquire market shares that ensure their
survival.

High industry growth rates create opportunities
for new foreign entrants to position themselves in
chosen niches that have been overlooked by their
rivals (Porter, 1980), possibly increasing foreign
entrants’ odds of survival. High-growth industries
are often resource-rich environments that support
growth and profitability, lowering the probability
of organizational failure. Industry concentration,
however, can limit new entrants’ ability to pene-
trate foreign markets (Porter, 1980), also reducing
the odds of survival for foreign entrants. In a highly
concentrated industry, foreign entrants have to
take market share away from established companies
that have the resources to counter-attack them
(Scherer, 1984), possibly reducing the odds of
survival.

The extent to which the industry is knowledge-
based can also influence survival (Audretsch, 1995).
These industries are characterized by high R&D
investments, and focus on innovation as the source
of competitive advantage (Autio et al., 2000). A
high level of knowledge intensity significantly
increases the environmental uncertainty arising
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from rapid technological innovation and change
(Oviatt and McDougall, 1994), lowering the prob-
ability of foreign entrants’ survival. Foreign
entrants may not have the local complementary
resources needed to develop and commercialize
new products. Foreign entrants that have radically
new products also need to invest heavily in
developing the market and educating potential
customers about their products, raising the odds
of failure.

As our discussion makes clear, industry character-
istics are likely to challenge firms and their
managers. However, the effects of these conditions
frequently impact more heavily on resource-
constrained INVs (Zahra and George, 2002). Con-
sequently, industry characteristics are likely to
moderate the effects of the INV strategy. These
observations suggest the following hypotheses:

Hypothesis 2a: A higher level of industry growth
increases the probability of survival for a new
foreign entrant.

Hypothesis 2b: A higher level of existing foreign
penetration of an industry reduces the probability
of survival for a new foreign entrant.

Hypothesis 2c: A higher level of existing seller
concentration reduces the probability of survival
for a new foreign entrant.

Hypothesis 2d: A higher level of industry knowl-
edge intensity reduces the probability of survival
for a new foreign entrant.

Firm characteristics
The strategic choice approach also suggests that,
besides industry variables, firm characteristics can
also significantly affect the presence of all foreign
entrants and their odds of survival. These char-
acteristics include technological competence, size,
experience in the international arena, the level of
government support received, and the mode of
entry used (e.g., Li, 1995; McCloughan and Stone,
1998; Autio et al., 2000; Lu and Beamish, 2001).

Technological competencies are important for
success in international markets (Cantwell, 1989).
These competencies, which reflect companies’
prowess and well-established strength in given
technologies (Teece, 1998), enable new firms to
develop and introduce new products and capture
significant shares in their markets or join beneficial
alliances that increase the probability of their

survival. Technological competencies are important
intangible assets that are difficult for other compa-
nies to emulate (Lu and Beamish, 2001), signifi-
cantly reducing rivals’ ability to undo firms’
competitive advantage. Therefore strong technolo-
gical competencies increase the odds of firms’
survival. This is more likely to be the case in
international markets where strong technological
competencies could be leveraged in building strong
market presence (Cantwell, 1989; Cantwell and
Mudambi, 2005).

Company size also has important implications for
survival (Audretsch, 1995; Shaver et al., 1997).
Large firm size implies the existence of
slack resources that enable the firm to get over
the early lean period of its operations, increasing
larger firms’ odds of survival. Large firm size also
serves as a positive signal that can allay the fears
and concerns of potential customers, lowering
concerns about companies’ liability of newness
(Zimmerman and Zeitz, 2002). Consequently, these
factors can reduce the risks of new entrants’ failure
in foreign markets.

International experience can also increase a
foreign entrant’s probability of survival. Interna-
tional experience enables managers to learn about
the challenges associated with different strategic
moves in foreign markets (Mitchell, 1994). This
experience increases the chances of success in
international markets (e.g., Smith et al., 1996).
International experience is also useful in identify-
ing and exploiting new opportunities and building
beneficial linkages in foreign markets (Zahra and
George, 2002), improving the odds of survival.

Receiving government assistance also increases
the likelihood that a company gets ‘over the hump’
in entering foreign markets and survives. Several
countries have used subsidies to promote new
ventures’ exporting and other international activ-
ities (Wren, 1996; Mudambi, 1998). Companies
that receive government subsidies and other types
of support are better positioned than their rivals to
overcome the liability of newness, thus improving
the odds of survival (Mudambi, 1998).

The mode of entry also may influence the
likelihood of survival. Some studies report that
greenfield entrants have a higher probability of
survival than acquisition entrants (Li and
Guisinger, 1991; Li, 1995). Acquisitions often
demand the integration of the new business into
the existing organization. Integration efforts are
usually fraught with uncertainties because of the
significant differences that exist in organizational
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cultures, systems and structures; these uncertainties
can lower the odds of success.

This discussion suggests that firm characteristics
are likely to moderate the effects of the INV
strategy, leading to the following hypotheses:

Hypothesis 3a: A foreign entrant with a higher
level of technological competence has a higher
probability of survival.

Hypothesis 3b: A larger foreign entrant has a
higher probability of survival.

Hypothesis 3c: A foreign entrant with a higher
level of international experience has a higher
probability of survival.

Hypothesis 3d: A foreign entrant with a higher
level of government support has a higher prob-
ability of survival.

Hypothesis 3e: A foreign entrant that enters
using a greenfield strategy has a higher prob-
ability of survival.

Method
To test our hypotheses, we used data that covered
both the industry and firm levels of the analysis.
Industry level data were drawn at the three-digit
level based on the UK Standard Industrial Classifica-
tion System (Office for National Statistics, 1992).
They were taken from the Report on the Census of
Production, published by the UK Central Statistical
Office (now part of the Office of National Statistics),
for various years. Firm-level data were derived from a
large 1992 mail survey of FDI into the UK, followed
by telephone and field interviews. The sampling
frame was constructed using a comprehensive list of
investments in the UK by non-UK firms during 1991.
We obtained this information from the Department
of Trade and Industry and its inward investment
agency, the Invest in Britain Bureau (now called
Invest-UK), supplemented with data from Dun &
Bradstreet indexes (Dun & Bradstreet, 1992a,b). The
sampling frame contained 665 firms with contact
information, operating in 28 SIC (1992) three-digit
industries. Portfolio investments were deleted. We
also excluded firms for which separate data for the
parent firm or industry classification were unavail-
able. The final usable sample frame consisted of 616
firms that operated in 23 three-digit industries. The
survival period examined was 1991–1996.

The survey was mailed out in two waves of 311
and 305 in March and April 1992. The maximum
age of the UK unit of these firms was 16 months, as
all sampled units were established in the UK during
1991. The questionnaire was accompanied by a
cover letter that explained the objectives of the
study, guaranteed confidentiality, and urged
response. To ensure a high response rate, the survey
was short, concise and salient to the respondents
(Heberlein and Baumgartner, 1978). Fourteen days
after the initial survey was mailed out, we sent a
reminder to all companies that had not yet
responded. A week later, we sent a second reminder
to companies that had still not responded.

We examined non-response bias using the
approach suggested by Armstrong and Overton
(1977) by comparing early and late respondents.
Two sets of late respondents were defined, corre-
sponding to those who responded after receiving
the first reminder and those who replied after
receiving the second reminder. Each set of late
respondents was compared with the early respon-
dents on six sample measures, using the w2 test of
independence. Responses from early and late
respondents were not statistically different at
Po0.05.

We received 289 responses from the mail survey
(46.91%). Of these, three were UK domestic firms
mistakenly identified as non-UK firms, and 11 were
unusable for various other reasons. This left 275
(44.64%) valid responses for analysis which was a
high response rate for an unsolicited mail survey.
Of the 275 responding firms, 51 were identified as
INVs.

INVs were identified in a two-step manner.
Initially, firms that responded to the question
regarding ‘age of parent firm’ with a figure smaller
than 16 months were identified as potential
candidates. Next, telephone interviews were con-
ducted with these firms’ managers, during which
they described the process of their start-up in detail.
Company prospectuses and other relevant litera-
ture were requested during these interviews, and
obtained for 48 firms. We also interviewed a
corporate officer and/or a member of the entrepre-
neurial team of 36 firms. Senior managers were
interviewed in three additional firms. In most cases,
firms were described, verbally and in company
literature, as ‘instant start-up’, ‘global start-up’, etc.
Specific descriptions of firm operations were also
provided, indicating those business activities that
were performed in multiple countries. For example,
one firm undertook one stage of production in the
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US and another stage in the UK, applying different
production competencies in each country. Overall,
verbal or documentary evidence of INV status was
obtained in 48 of the 51 cases.

Secondary data sources were also used to validate
the classification of INVs. The date of first UK
activity was known to be in 1991. We used
company registration records to confirm that, in
38 of the 51 cases, the date of the first activity in at
least one other country was 1991. Two firms for
which company publications were unavailable were
identified in a similar fashion.

The primary source of non-survival data was the
Dun & Bradstreet Business Failures and Expectations
directory (1992b–1996). In an effort to ascertain a
firm’s survival, we established follow-up contacts
with the survey respondents in March and April
1997. Telephone interviews were conducted with
officers in all survivor firms. In addition, 28 inter-
views were conducted on site.

Estimation method
Our major theoretical position is that strategy
choice (i.e., the choice of an INV vs a sequential
FDI strategy) is made based on the firm’s resources
and capabilities. It is not exogenous. Thus direct
cross-sectional estimates could be contaminated by
problems of endogeneity when the estimated
equation is not a true reduced form (Devereux
and Griffith, 1998; Shaver, 1998). If firms choose
competitive strategies that are optimal based on
their goals and resources, then cross-sectional
models that do not consider this choice are
potentially mis-specified and their conclusions
may be incorrect (Masten, 1993).

We therefore endogenize strategy choice. This
involves estimating a two-equation model, with
strategy choice determined in the first stage and
survival probability determined in the second stage
as an outcome of this strategy choice. Two predic-
tions flow from Hypothesis 1. First, Hypothesis 1
predicts that the two-equation model will outper-
form the single equation cross-sectional estimation
of survival because the latter model is mis-specified.
Second, once strategy choice is endogenized (i.e.,
estimated within a system of equations), it will no
longer be a significant predictor of firm survival
(see Figure A1).

Variables: strategy choice model
Earlier we noted that firms choosing to implement
an INV strategy typically possess advantages that
enable them to overcome their limited financial

resources. These advantages include owning unique
defensible assets (Oviatt and McDougall, 1994),
having a high level of international managerial
experience (McDougall and Oviatt, 1996), using
networks to limit opportunism and protect their
assets (Casson, 1997a; Sanchez and Perez, 1998),
and employing alternative and innovative govern-
ance structures (McDougall et al., 1994). In order to
endogenize the choice of an INV strategy, we
operationalized these constructs as follows:

Possession of a unique intangible asset
A new foreign entrant combines its tangible assets
with specific competencies that cannot be dupli-
cated by the capital market (Mudambi, 1999). These
are the intangible assets valued by investors (Morck
and Yeung, 1991; Teece, 1998). Understandably,
some research links the existence of these intangi-
ble assets to the use of the INV mode of entry and
its subsequent performance (Zahra and George,
2002). Three measures captured this variable. The
various sources of the data for these measures
appear in Table 1.

(1) The first indicator was whether the firm was in a
high-technology industry, as defined by the
OECD (1996). We set the value of this variable
at 1 if the industry was high-technology and 0
otherwise, as stated in Table 1. Firms in high-
technology industries were more likely to have
unique knowledge assets that were intangible in
nature.

(2) The second indicator was the firm’s R&D
intensity (Delios and Beamish, 2001). We used
this measure because the greater the firm’s R&D
intensity, the greater the likelihood that it had
and was exploiting or defending key knowledge
assets as it ventured into foreign markets.

(3) The third indicator was the number of patents it
filed in the UK (Cantwell, 1989). Patents are
well-known measures of intangible knowledge
assets that have been extensively used in the
literature (Pakes, 1985).

The international experience of senior managers
Managerial experience is a key factor in superior
performance (McEnrue, 1988), is conducive to
multinational activity (Sambharya, 1996; Shrader
et al., 2000), and determines INVs’ success (Smith
et al., 1996). This experience is important for
creating effective linkages that facilitate new ven-
tures’ internationalization activities. Two variables
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captured this factor. Sources of the data for the
various measures appear in Table 1.

(1) The average number of years of international
experience of the firm’s top management team
(TMT) captured the firm’s upper management’s
exposure to and involvement in international
business. This measure followed prior research
(e.g., Shrader et al., 2000; Zahra and George,
2002).

(2) The years of international experience the TMT
had as a percentage of total work experience
captured the depth of the team’s international
experience.

International networks

The networks in which the firm’s managers parti-
cipated can significantly influence its access to
resources and information about opportunities in
foreign markets. Participation in these networks
could substantially reduce monitoring costs
(Casson, 1990) and enhance learning (Liebeskind
et al., 1995). We used three measures in this study.
Sources of data for these measures appear in Table 1.

The first was the average number of countries in
which members of the TMT had worked. Broad
international experience would enable managers to
join different social and professional networks that

Table 1 Descriptive statistics

Variable Definition Sources Mean s.d.

INTVEN Set at 1 for an INV approach and 0 for a sequential

approach

Survey 0.186 0.389

Survival Set at 1 if the firm survives and 0 otherwise Survey 0.713 0.453

High-technology

industrya

Firm competes in a high-technology industry¼1,

otherwise 0.

ONSb 0.474 0.152

R&D intensity Total R&D spending divided by firm sales ONSb 0.134 0.207

Patents No. of UK patents filed Survey and ONS 1.715 0.988

TMT international

experience (years)

Average TMT years of international experience Survey 11.420 3.921

TMT international

experience (%)

% TMT years of international experience to total work

experience

Survey 0.327 0.042

TMT no. of countries Average no. of countries in which TMT members worked Survey 3.748 1.409

Large MNE

experience

Average years of experience of TMT in large MNEs Survey 5.493 4.117

Export intensity Firm exports divided by total sales Survey 10.480 8.561

Inputs/sales Purchased inputs as % of total company sales Survey 42.416 15.070

Industry growth rate Industry annual output growth (%), 1991–1996,

calculated at the three-digit SIC

ONSb 5.271 3.662

Concentration ratio Industry five-firm concentration ratio, 1991 ONSb 34.582 12.803

Foreign penetration Industry penetration by foreign firms (%) in 1991 ONSb 44.288 24.931

Electrical dummy Firm’s primary industry is electrical engineering and

related¼1, otherwise¼�0

ONSb 0.385 0.488

Mechanical dummy Firm’s primary industry is mechanical engineering and

related¼1 otherwise¼0

ONSb 0.400 0.491

Chemical dummy Firm’s primary industry is chemical engineering and

related¼1, otherwise¼0

ONSb 0.215 0.411

Non-UK sales Sales outside the UK in 1991–92 (in US$) Survey 52.479 31.478

Duration of MNE

activity

Duration of parent’s multinational activity (zero for INVs) Survey 14.577 4.682

Government aid Value of UK government investment incentives (d million) ONSb 2.306 1.223

Greenfield investment If initial entry into the UK is greenfield¼1, otherwise¼0 ONSb 0.367 0.241

US dummy Firm has a headquarters in the US¼1, otherwise¼0 Survey 0.265 0.442

Japan dummy Firm has a headquarters in Japan¼1, otherwise¼0 Survey 0.153 0.360

aHigh-technology industries, as defined by the OECD (1996), with UK SIC (1992) three-digit codes, are: pharmaceuticals (24.4), office machinery and
computers (30.0 and 72.5), aerospace (35.3), precision instruments (33 except 33.3), and electrical/electronic engineering including telecommunica-
tions (22.1, 22.3, 31.1, 31.2, 31.4, 31.6 and 32).
bONS¼UK Office of National Statistics.
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existed across national borders. The higher the
number of these countries, the greater the prob-
ability that members of the TMT had developed
strong ties to existing networks in those countries.

The second measure was whether managers had
worked with very large, long-standing MNEs. This
experience would allow managers to gain a broad
perspective of international operations while build-
ing strong professional and social ties. Therefore we
used the number of years the members of the TMT
had worked for MNEs with sales in excess of US$10
billion.

The third measure was the firm’s export intensity,
which indicated the firm’s international presence.
Lu and Beamish (2001) explained that, for many
young and smaller companies, exports were the
dominant mode of internationalizing operations.
Exporting helps firms to build an international
presence and gain experience from different world
regions, without incurring the costs or bearing the
risks associated with more challenging modes of
international entry.

Reliance on alternative governance structures
Transaction cost theory suggests that traditional
governance structures tend to be hierarchical
(Williamson, 1975). Cooperation and trust usually
flourish under alternative governance structures
that reduce the influence of hierarchy (Sako, 1992).
Trust can give the firm and its partners a compe-
titive advantage (Barney and Hansen, 1994). The
existence of non-hierarchical (cooperative) supplier
relations is a good indicator of a non-hierarchical
governance structure in the firm as a whole
(Mudambi et al., 2004). Consequently, we used
the total value of inputs as a percentage of sales as a
proxy for the overall level of trust and cooperation
in a firm’s operations (Mudambi and Helper,
1998).2

Variables: survival probability model
Consistent with the strategic choice, industry and
firm characteristics were expected to predict survi-
val probability, as follows.

Industry characteristics
The analyses used five industry characteristics. The
first four variables operationalized, respectively, the
constructs in Hypotheses 2a–d. Sources of data for
the measures appear in Table 1.

(1) Industry growth was measured by the average
output growth during the 1991–1996 period
(Zahra and George, 2002).

(2) Seller concentration was measured by the five-
firm concentration ratio in 1991, following
Audretsch (1995).

(3) Foreign penetration was measured as the per-
centage of industry sales made by non-UK firms
in 1991.

(4) The knowledge-based nature of the industry was
measured as a dummy variable constructed
following the OECD definition of high-technol-
ogy industries (OECD, 1996), as discussed
earlier.

(5) Industry type was used as a control variable, and
was measured by classifying industries repre-
sented in the sample into three groups: elec-
trical, mechanical and chemical. Dummy codes
were used, employing the chemical sample as
the reference group.

Firm characteristics
We also captured six firm characteristics in the
analyses; the first five variables operationalized,
respectively, the constructs in Hypotheses 3a–e.
Table 1 presents the sources of data for these
variables.

(1) Technological competence was measured using
the firm’s R&D intensity and the number of UK
patents it had filed. These measures gauged the
firm’s technological prowess, a variable that can
expedite and intensify internationalization (Lu
and Beamish, 2001).

(2) Company size was measured by the level of
non-UK revenues, employing a logarithmic
transformation to correct for skewness of the
distribution. Larger companies were expected to
have slack resources that allowed them to
expand internationally (Zahra et al., 2000).

(3) International experience was measured by a
firm’s years of multinational experience. This
variable had a value of zero for INVs.

(4) Government support was measured by the total
pecuniary value of government investment
incentives. We expected government support
to reduce managers’ perceptions of the risks
associated with internationalization and encou-
rage companies to venture abroad.

(5) The mode of initial entry (greenfield vs acquisi-
tion) was a dummy variable. Shaver (1998)
proposed that entry mode was not an exogenous
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variable and should be endogenized. However,
since all INVs were greenfield entries, the
correlation between these two strategic choices
was too high to permit the endogenization of
both decisions (e.g., via bivariate probit). Our
estimation approaches were similar to Li (1995)
and McCloughan and Stone (1998).

(6) Two country-of-origin dummies captured the
effect of a firm having significant operations in
one of the world’s two major economies: Japan
and the US. These were the two major markets
that British companies targeted in their opera-
tions. Given the cultural, political, technologi-
cal and economic differences that exist between
Japan and the US, our analyses controlled for
this factor.

Results
The data in Table 1 show that 18% of the
companies in the sample were created as INVs.
About 71% of the total sample survived over the
study period (1991–1996). About 47% of the
companies competed in high-technology indus-
tries. Companies spent about 13% of their sales on
R&D. These companies also competed in industries
that had an average growth rate of 5.3%. Firms
reported that about 10% of their sales came from
exports. Foreign share of industry sales for compa-
nies in the sample was 44.3%.

Table 2 displays the results of two unconditional
tests of the relationship between multinational
strategy (INV or sequential FDI) and survival. The
w2 test of independence shows that the hypothesis
that strategy and survival are independent is
rejected (Po0.05). The failure rate for INVs is about
41%, while this rate for sequential FDI firms is
almost 26%. A difference-of-proportions test sug-
gests that this difference is significant at Po0.055.
Thus the evidence seems to indicate that the
survival rate for INV firms is lower than for
sequential FDI firms. Given these estimates are
unconditional, they do not consider the fact that
INV firms and sequential FDI firms may differ
systematically. This raises two questions: (a) Do
INVs have lower survival rates after conditioning
on the factors that lead to the choice of this
strategy? and (b) Can INVs improve their survival
prospects by adopting a sequential FDI strategy? As
seen in Figure 1, antecedent factors lead to the
choice of both an INV strategy and affect survival
rates. Consequently, the effect of the INV strategy

choice on survival should be disaggregated from
the direct effect of the antecedent variables on
survival. This can only be done with a multivariate
approach that incorporates a company’s strategic
choice.

Table 3 reports the results for the endogenization
of strategy choice model, estimated using binomial
probit. This analysis helps to identify key
factors that lead a firm to adopt an INV, rather
than a sequential strategy. The percentage of senior
managers’ international experience, not the
length of this experience, encourages the use
of an INV strategy probably because most INV
managers in the survey were relatively young.
Greater TMT experience at large MNEs, higher
R&D intensity and high export intensity also
significantly increase the likelihood of following
an INV strategy.

Base-line probit estimates of FDI survival prob-
ability are uncorrected for selectivity bias. These

Table 2 FDI strategy and survival: unconditional results

FDI strategy All firms

INV¼1

(INV strategy)

INV¼0

(Sequential FDI)

Outcome

Survive 30 166 196

Exit 21 58 79

51 224 275

Test of independence

w2 (1) 4.739

w2 (1) Crit. 3.841 (5%) 6.635 (1%)

Failure rate 0.4118 0.2589 0.2873

Difference-of-means test

t (273) 2.1723

t (273) crit. 1.9687 (5%) 2.5940 (1%)

Simplified Choice Set for the Entrepreneurial Firm 

Entrepreneurial Firm 

Multinational Strategy Domestic Strategy

Sequential FDIINV

Figure 1 The effects of strategy endogeneity.
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estimates appear in Table 4 (column A) and are
repeated in Table 5 (column A). Our analysis applies
two approaches to correct for selectivity bias. The
first approach uses the estimated values of the INV
variable from Table 3, along with other exogenous
variables to obtain instrumental variable estimates
of the survival probability. These estimates appear
in Table 4 (column B). Though the selection bias
problem has been addressed so that the coefficient
of the INV dummy variable now represents the
direct effect of an INV strategy, this approach does
not extract the effects of the factors underlying the
INV strategy choice.

The second approach employs the explicit value
of the self-selection parameter, which is estimated
and employed as an ‘independent’ variable. This
approach follows the traditional Heckman (1979)
procedure, modified to utilize all the study’s
observations (both INV and sequential FDI firms).
These estimates appear in Table 5 (column C). The
estimates in column C still suffer from the problem
that the coefficients on the independent variables
are restricted to be the same for INVs and sequential
FDI firms. Dropping this restriction is possible only
by estimating the two groups separately, while still
considering selectivity bias. These estimates appear
in Table 5 (columns D and E). The Appendix provides
technical details of the estimation procedure.

Industry characteristics
The estimates in columns A, B and C are generally
similar in terms of the effects of the moderator
variables. As predicted, industry sales growth
increases the probability of survival, but a higher
foreign penetration of the industry reduces it,
supporting Hypotheses 2a and 2b. Seller concentra-
tion in the industry is not significant, failing to
support Hypothesis 2c, but the results are consis-
tent with some earlier findings (Audretsch, 1991).
The high-technology industry dummy is not
statistically significant, failing to support Hypoth-
esis 2d.

Firm characteristics
The results for the moderating effect of firm char-
acteristics show that technological competence,

Table 3 Estimating FDI strategy choice: probit results (maximum

likelihood estimates)

Variables Coefficient (t-statistic)

Constant �1.8531 (2.031)*

High-technology industry 0.1951 (1.020)

R&D intensity 0.09376 (2.339)*

Patents 0.1265 (1.496)

TMT international experience (years) �0.01813 (0.785)

TMT international experience (%) 0.02177 (2.730)**

TMT no. of countries 0.03116 (0.605)

Large MNE experience 0.09136 (2.478)*

Export intensity 0.03641 (2.990)**

Inputs/sales 0.4379 (1.317)

N 275

Log-likelihood 121.5876

Restricted log-likelihood (b¼0) 131.8802

Likelihood ratio test: w2(9) 20.58518

(P value) (0.01462)

Iterations 10

Dependent variable: INV¼1 (INV strategy) and INV¼0 (sequential FDI
strategy).
Positive coefficients indicate a higher probability of observing an INV
strategy.
*Po0.05; **Po0.01.

Table 4 Estimating survival: the effect of endogenizing strategy

(maximum likelihood estimates)

Variables A B

Base-line probit

estimates

Instrumental variable

estimatesa

Constant 2.636 (2.08)* 1.081 (2.80)**

Industry growth rate 0.537 (2.13)* 0.099 (1.94)

Concentration ratio 0.459 (0.80) 0.149 (0.79)

Foreign penetration 0.002 (2.63)** �0.0005 (2.04)*

High-technology

industry

�0.134 (0.69) �0.026 (0.40)

Electrical dummy 0.495 (2.08)* 0.211 (2.34)*

Mechanical dummy �0.341 (1.24) �0.126 (1.40)

R&D intensity 0.646 (2.47)* 0.160 (2.71)**

Patents �0.0061 (0.07) 0.016 (0.55)

Ln (non-UK sales) 0.241 (3.21)** 0.020 (2.74)**

Duration of MNE

activity

0.0129 (2.69)** 0.036 (2.60)**

Government aid �0.062 (0.74) �0.032 (1.13)

Greenfield 0.129 (0.57) �0.212 (1.11)

US dummy �0.404 (1.95) �0.137 (1.96)

Japan dummy 0.675 (2.72)** 0.153 (2.48)*

INV �0.559 (3.67)** �0.124 (0.19)

N 275 275

Log-likelihood �129.9776 �179.3904

Restricted log-

likelihood (b¼0)

�164.9152 �152.1359

Likelihood ratio test

w2(df);

69.8752 (15) 54.5090 (15)

(P value) (0.000) (0.000)

Dependent variable: SURV¼1 (firm survives) and SURV¼0 (firm does not
survive).
Positive coefficients indicate a higher probability of observing an INV
strategy.
t statistics in brackets.
*Po0.05; **Po0.01.
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captured by R&D intensity, improves a firm’s
survival prospects in foreign markets. The same is
true for the size of the firm measured by global
non-UK sales. These results support Hypotheses 3a
and b. Technological competence, measured by the
number of patents, is not significant, probably
because we used only patents obtained in the UK.
Given that all the firms in our sample are multi-
national, patenting could occur in many countries
(Cantwell, 1989). Further, firm and industry vari-
ables often influence patenting (Pakes, 1985).
DeCarolis and Deeds (1999) report similar findings
to ours.

TMT multinational experience significantly
increases the probability of a firm’s survival in
foreign markets, supporting Hypothesis 3c. How-
ever, the volume of government investment sup-
port does not improve firms’ survival prospects,
contrary to Hypothesis 3d. Finally, the mode of
entry does not significantly affect survival prob-
ability. Hypothesis 3e is not supported by the data,
contradicting the findings of Li (1995) and
McCloughan and Stone (1998).

Firms with US operations have a significantly
lower survival probability. An examination of the
estimates in Table 5 (columns D and E) traces this
effect to those firms pursuing sequential FDI. US
operations do not affect INVs’ survival prospects.
Since the effect is traced to MNE headquarters, the
estimate may be capturing the greater discipline
imposed on companies with US parents by the US
stock market. Conversely, firms with Japanese
operations have significantly higher survival prob-
abilities. The estimates reported in Table 5 (columns D
and E) also indicate that this effect is traced to firms
pursuing sequential FDI. The results also show
that having a Japanese MNE parent reduces the
probability of a firm’s exit.

Examining the estimates of the uncorrected
model in Tables 4 and 5 (column A), an INV
strategy significantly lowers the probability of
survival. Thus firms following a sequential FDI
strategy may have a higher probability of survival.
However, when the estimates are corrected
for selectivity bias (column B in Table 4 and
column C in Table 5), these results disappear. The

Table 5 Estimating survival: the effect of endogenizing strategy (explicitly estimating the self-selection parameter)

Regressors A C D E

Base-line probit estimates Heckman selection estimates INVs Sequential FDI

Constant 2.636 (2.08)* 1.045 (3.23)** �0.891 (1.10) 2.999 (2.39)*

Industry growth rate 0.537 (2.13)* 0.126 (1.95) 0.251 (1.45) 0.002 (2.38)*

Concentration ratio 0.459 (0.80) 0.0988 (0.63) 0.049 (0.12) 0.442 (0.77)

Foreign penetration �0.002 (2.63)** �0.0005 (1.94) 0.007 (0.03) �0.002 (0.49)

High-technology industry �0.134 (0.69) 0.289 (1.55) 0.170 (1.25) �0.188 (0.09)

Electrical industry dummy 0.495 (2.08)* 0.141 (2.19)* 0.201 (1.13) 0.482 (2.04)*

Mechanical industry dummy �0.341 (1.24) �0.105 (1.42) �0.307 (1.68) �0.250 (0.91)

R&D intensity 0.646 (2.47)* 0.206 (2.63)** 0.431 (2.12)* 0.629 (2.40)*

Patents �0.0061 (0.07) 0.0146 (0.58) �0.040 (0.58) 0.056 (0.63)

Ln (non-UK sales) 0.241 (3.21)** 0.048 (3.08)** 0.113 (2.91)** 0.230 (3.15)**

Duration of MNE activity 0.0129 (2.69)** 0.004 (2.78)** — 0.017 (2.92)**

Government aid �0.062 (0.74) �0.212 (0.93) 0.028 (0.49) �0.080 (0.96)

Greenfield 0.129 (0.57) 0.053 (0.83) — 0.132 (0.59)

US dummy �0.404 (1.95) �0.123 (2.12)* 0.013 (0.09) �0.396 (1.91)

Japan dummy 0.675 (2.72)** 0.222 (3.05)** �0.176 (1.12) 0.652 (2.60)**

INV �0.559 (3.67)** �0.547 (1.12) — —

Self-selection parameter — 0.238 (2.64)** �0.118 (0.60) 1.036 (1.90)

N 275 275 51 224

Log-likelihood �129.9776 �126.1506 �20.2327 �130.5230

Restricted log-likelihood (b¼0) �164.9152 �172.1359 �54.5522 �164.9152

Likelihood ratio test: w22(df); 69.8752 (15) 91.9706 (16) 68.6390 (13) 68.7845 (15)

(p value) (0.000) (0.000) (0.000) (0.000)

Regressand: SURV¼1 (firm survives); SURV¼0 (firm does not survive).
t statistics in brackets.
*Coefficient significant at the 5% level (one-tail); **coefficient significant at the 1% level (one-tail).
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magnitude of the estimated coefficient falls only
marginally (in Table 5 column C), and its statistical
significance vanishes. Thus an INV strategy is no
more likely to fail than a sequential approach to
FDI.

The self-selection parameter is statistically sig-
nificant, and the estimated correlation between
INV and the error term is approximately 55%.
Further, observing the separate estimates for INVs
and sequential FDI, we note that the estimates for
the sequential firms roughly mirror those of the full
sample. These three results strongly support the
selection model.

Robustness of results
Selection models are sometimes non-robust
because of the high degree of non-linearity in their
underlying relationships. In this study, we find that
the results of the two separate estimating proce-
dures – the instrumental variables methodology
(Table 4, column B) and the selection methodology
(in Table 5 column C) – correspond quite closely.
Further, the results in Tables 4 and 5 have been
subjected to sensitivity analysis, by successively
dropping older firms from the sample, so that the
sequential FDI group is composed of younger firms.
The only change we observe is that the level of
significance for some of the moderator and control
variables declines and becomes insignificant in
some cases. However, the changeover in the
significance of the INV variable between column
A and columns B and C and the significance of the
self-selection parameter in column C persist, reaf-
firming the results’ robustness.3

Discussion
A growing body of research highlights the promi-
nent role that INVs play in today’s global economy

(Zahra, 2005). Though INVs have several strengths
that enable them to build an enduring competitive
advantage (Oviatt and McDougall, 1994; Autio
et al., 2000), they may also suffer from the liabilities
of newness and foreignness that reduce the odds of
their survival (Sapienza et al., 2006). This study has
sought to determine the survival probability of
INVs relative to sequential modes of international
entry, an issue that has not been thoroughly
examined in prior research (Sapienza et al., 2006).
Given that INVs are becoming a popular mode of
internationalization, we need to document their
riskiness. Our results help to clarify the factors that
influence new venture survival, an issue of interest
in the study of entrepreneurship (Baum et al., 2001;
Zimmerman and Zeitz, 2002). Table 6 summarizes
the support we found for our hypotheses. Our key
findings are discussed next.

Survival odds of INVs vs other modes
As Table 6 shows, Hypothesis 1 is supported. When
compared with FDI undertaken by established
firms, INVs have about the same survival prob-
ability. As a result, INVs would do poorly if they
used a sequential FDI strategy. Similarly, sequential
FDI firms would reduce their survival prospects by
pursuing an INV strategy. These results comple-
ment McDougall and Oviatt (1996) who report that
INVs do not suffer performance penalties when
compared with domestic new ventures.

Examining the data in Table 2 makes clear that
the lower naı̈ve survival rates for INVs arise from
underlying industry conditions. INVs appear to be
more effective in riskier industries or at riskier
stages of an industry’s evolution (Audretsch, 1995),
where the probability of failure for new entrants is
high (Porter, 1980; Zahra and George, 2002). This
supports existing evidence that the liability of

Table 6 Summary of results

Hypotheses Support

1: An INV strategy has a probability of failure that is no greater than that for a sequential FDI strategy. Yes

2a: A higher level of industry growth increases the probability of survival for a new foreign entrant. Yes

2b: A higher level of existing foreign penetration of an industry reduces the probability of survival for a new foreign entrant Yes

2c: A higher level of existing seller concentration reduces the probability of survival for a new foreign entrant. No

2d: A higher level of industry knowledge-intensity reduces the probability of survival for a new foreign entrant. No

3a: A foreign entrant with a higher level of technological competence has a higher probability of survival. Yes

3b: A larger foreign entrant has a higher probability of survival. Yes

3c: A foreign entrant with a higher level of international experience has a higher probability of survival. Yes

3d: A foreign entrant with a higher level of government support has a higher probability of survival. No

3e: A foreign entrant that enters using a greenfield strategy has a higher probability of survival. No

Survival of international new ventures Ram Mudambi and Shaker A Zahra

345

Journal of International Business Studies



newness is sensitive to strategy choice (Henderson,
1999). INVs’ advantages are particularly strong
when industry conditions are uncertain. When
industry conditions are highly volatile, the liabil-
ities of newness and foreignness are relatively less
severe. There may be few large, well-known com-
petitors and domestic firms that may not have
established credibility. Perhaps some managers
view INVs as a viable approach to expediting their
firm’s development while counteracting the nega-
tive influence of uncertain industry conditions.
This finding deserves further examination in future
studies.

Effect of industry variables on survival
(Hypotheses 2a–d)
Derived from the strategic choice approach,
Hypotheses 2a–d focused on the effect of industry
variables on new foreign entrants’ survival. As
Table 6 reports, high industry growth rates improve
the odds of survival, supporting Hypothesis 2a.
These industries are full of opportunities that are
ripe for exploitation, and new firms may capitalize
on emerging niches (Shrader et al., 2000; Zahra
et al., 2000), instead of competing head to head
with established companies. The results also show
that industries with high levels of foreign penetra-
tion reduce the odds of survival, consistent with
Hypothesis 2b. As noted earlier, the entry of foreign
rivals intensifies competition, increases innova-
tions that can undermine newcomers’ positions,
and pre-empts new companies from locating and
developing profitable niches (Porter, 1986).

The analyses also showed that seller concentra-
tion in the industry was not significantly related to
survival probability in foreign markets, contradict-
ing Hypothesis 2c. Though inconsistent with pre-
dictions, the results support some earlier findings
(Audretsch, 1991). Even in highly concentrated
industries, newcomers have been adept at uncover-
ing niches that have been overlooked by the
industries’ key players. Newcomers have been
especially creative in developing these profitable
niches without challenging resource-rich rivals
(Hamel and Prahalad, 1994).

The results do not support Hypothesis 2d.
Specifically, we argued that a high level of knowl-
edge intensity reduces the probability of survival in
foreign markets. Even though these results did not
support our prediction, they can be reconciled with
Audretsch (1995), who found that the likelihood of
new-firm survival is lower in high-technology indus-
tries. Audretsch argues that some high-technology

industries are characterized by ‘routinized’ innova-
tions that are developed mostly by large firms, but
others are characterized by ‘search’-based innova-
tions and small firms. It is in these latter industries
that new firm survival rates are low. The fact that
the high-technology firms we examined are a
mixture of both types of firm might explain the
insignificance of the high-technology variable in
this study.

The results also show that the survival rate in the
electrical industry group is significantly higher
than the referenced chemical group, contradicting
Audretsch (1995). Given that entry and exit rates in
the same industry vary widely across countries
(Geroski and Schwalbach, 1991), our results based
on UK data may be sample-specific. In addition, the
UK has an established competence in pharmaceu-
ticals and biotechnology (Cantwell, 1995), which
might have contributed to a high level of ‘search’-
based innovation in the chemical industry group,
as found in this study.

Effect of firm characteristics on survival
(Hypotheses 3a–e)
As Table 6 shows, and consistent with expectations,
entrants who had high levels of technological
competencies had a higher probability of survival
– which supports Hypothesis 3a. This finding
highlights the role of the firm’s intangibles in
ensuring organizational success (Porter, 1980;
Dunning, 1981; Delios and Beamish, 2001). Tech-
nological competencies allow firms to build strong
market presence, enter viable strategic alliances,
cultivate profitable relationships, and introduce
new products that foreign customers value (Zahra
et al., 2000).

Both size and experience are valuable in ensuring
firm survival, supporting Hypotheses 3b and 3c.
The beneficial effect of size on survival supports
findings for firms in general (e.g., Mata and
Portugal, 1994). However, the literature also docu-
ments that the effect of firm-specific factors such as
size and experience varies by the length of the
period over which we measured survival
(Audretsch, 1991). Industry factors and firm factors
are important in short-term performance windows,
whereas firm-specific factors are more crucial for
superior long-term performance. Our performance
window is of intermediate length. Therefore
firm-specific factors should be relatively more
important, and our empirical results support this
expectation.
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Contrary to expectations, Hypothesis 3d is not
supported. The results in Table 6 show that firms
receiving greater support from the government do
not have a significantly higher rate of survival than
those firms without such support. It is possible that
some ‘loser picking’ is going on, so that government
support goes to those weaker companies that are
struggling with the challenges and high costs of
internationalization and consequently may not
benefit from it. Governments often encourage
companies that do not have an international
presence to consider exporting and other interna-
tional transactions. Alternatively, taxpayers’ money
spent on investment supports may only induce
MNEs to locate in a given country. If this is true,
then an exit might occur soon after government
support expires. Still, even as inducements, govern-
ment support may have only marginal effects on
internationalization (Cantwell and Mudambi, 2000).

Finally, the mode of entry does not significantly
affect survival probability, failing to support
Hypothesis 3e (Table 6). These results contradict
the findings of Li (1995) and McCloughan and
Stone (1998). It might be that the mode of entry per
se is not the critical factor that determines organi-
zational survival. Instead, resources and competen-
cies underlying a firm’s entry mode choice might
make a more significant difference in determining
FDI survival. Indeed, Hennart and Park (1993)
report that the strength of a firm’s competencies
is significant in determining mode choice. Shaver
(1998) also reports that, once the endogeneity of
mode choice is considered, it has no significant
effect on firm survival.

Managerial implications
Finding that INVs and sequential modes of foreign
entry have about the same odds of survival suggests
that entrepreneurs and managers should consider
their firm’s industry conditions and resources
before selecting a mode of entry. Consequently,
while there is much to be learned about INVs, not
every company would benefit from using this
approach. By evaluating the information about a
firm’s resources and industry conditions the entre-
preneur can choose the appropriate mode of entry.
Entrepreneurs need to analyze the conditions of the
industries they intend to enter abroad and the
nature of the competitive forces that dominate
these industries. This is especially important for
young new ventures that do not have much
expertise in conducting competitive analysis.

One of the most striking findings from this
study is the importance of the entrepreneurial
TMTs’ international experience in influencing a
firm’s survival in foreign markets. Knowledge about
the social (Sohn, 1994) and market conditions
(Zahra et al., 2000) clearly improves the odds
of successfully implementing the chosen mode of
entry. Consequently, those CEOs aiming to
internationalize their operations should give spe-
cial attention to, and capitalize on, the interna-
tional experience of other TMT members. Changes
in TMT membership should also be made with
this in mind.

The results also urge managers to effectively
exploit their firms’ intangible resources as they
consider internationalizing their operations. Intan-
gible resources such as technological competencies
are conducive to successful internationalization
(Dunning, 1981; Zahra et al., 2000; Delios and
Beamish, 2001; Lu and Beamish, 2001). Our results
indicate that firms with high levels of technological
competencies are more likely to survive than firms
without such competencies. Therefore it is impor-
tant for the firm to develop these competencies and
exploit them in planning its international expan-
sion by offering innovative products and entering
technology-based alliances, thereby reducing the
odds of failure.

Future research
New ventures’ growing role in the global market-
place demands more research attention to their
survival potential in foreign markets (Sapienza et al.,
2006). Our study presents a first effort at examining
INV success factors and survival in the UK. A more
comprehensive data set using different measures of
firm and industry characteristics would improve
future research. Indeed, a limitation of our study is
its focus on UK businesses. Issues of inter-jurisdic-
tional competition within the European Union
highlight this limitation. In a series of recent
decisions, the European Court of Justice has sup-
ported companies’ attempts to take advantage of
jurisdictional arbitrage to incorporate in countries,
such as the UK, which have relatively lighter
regulatory burdens.4 For this reason, some UK-linked
INVs may derive benefits from internalizing
regulatory advantages across national borders.
Using data on INVs from multiple countries may
provide a more stringent test of INV survival
capabilities.

A second issue with the UK-centric sample
is the observed importance of R&D intensity in
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INVs’ strategy choice and survival. A study of
INVs with a focus on other countries (e.g., China)
may uncover different types of unique asset. For
example, global commodity chains involve firms
that coordinate complex management systems
stretching from raw materials to often rapidly
fluctuating final demand markets. Still, the pro-
ducts and industries involved are low tech, such as
apparel or footwear. In such cases, reconciling cost
pressures with final-market-focused design capabil-
ities compels firms to be ‘literally born global’
(Gereffi, 1999). Unique and defensible assets
include management expertise (e.g., Liz Claiborne)
or relational ties within internationally dispersed
diasporas (e.g., Li and Fung).

Future research would also be improved by
considering country-related variables and how they
may influence a new firm’s survival in foreign
markets, an issue that has not been examined
systematically in the literature. Country-related
variables may influence a new venture’s mode of
entry. The countries represented in a firm’s business
portfolio can also determine the survival rate of
new companies. Countries also vary in their
business and political risks as well as in their
receptivity to foreign companies, an issue we do
not explore in this study. Such variations can
influence the extent to which INVs experience the
liability of foreignness and how this liability might
influence these firms’ survival. Cultural distance
also might magnify the liability of foreignness,
possibly reducing INVs’ survival odds. Indeed, such
country-specific effects could well dominate the
industry- and firm-level variables we emphasized in
our analyses. Finally, though our results suggest
that INVs and other sequential modes of entry have
about the same odds of survival, we need to further
evaluate the long-term implications of these two
approaches for a company’s profitability and
growth.

The data show that failure rates vary for INVs
(41%) and firms that follow sequential FDI (25%)
(Table 2). But failure is only one aspect of
performance. Profitability indicators should also
be integrated into the analysis. Thus a more
complete and informative picture of the implica-
tions of these two modes emerges by considering
what happens after survival. The learning advan-
tages that INVs have relative to others (Autio et al.,
2000; Zahra et al., 2000; Zahra, 2005; Sapienza et al.,
2006) might magnify surviving INVs’ profitability
and other indicators of financial performance. This
issue deserves attention in future research.

Conclusion
INVs are a relatively new but growing form of
international operations. The advantages of this
approach have led some to view INVs as the
archetypal entrepreneurial firm of the future.
Consequently, it is reassuring that our results show
that INVs have similar odds of survival as other
modes of foreign entry. The results also indicate
that INVs are especially useful in riskier industries,
underscoring the importance of understanding a
firm’s resources and industry characteristics and
how they might influence INVs’ survival. Our study
is part of a young but growing body of literature
that suggests, at least in terms of firm survival, that
the liability of foreignness may be a more nuanced
construct than originally proposed. Recent research
proposes that foreign and domestic firms do not
differ in their survival probabilities after controlling
for industry and firm characteristics (Mata and
Portugal, 2002). These results persist even after
considering a firm’s newness. Our results highlight
the crucial importance of including strategy and
choice in models of firm performance in examining
new firm survival in international markets. Entre-
preneurs eager to expand internationally would do
better if they analyzed their markets systematically
and formulated competitive strategies that built on
their firms’ capabilities. These strategies help to
improve the probability of INVs’ survival.
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Notes
1Modern INVs, however, are more diverse in their

goals and business scope than the free-standing
companies of yesteryear. Some INVs coordinate few
activities across countries and take advantage of
arbitrage opportunities and profit from their network
of business associates and competencies in logistics.
Others coordinate many activities, using diverse
competencies in several areas such as R&D, produc-
tion and human resources. Some INVs are geographi-
cally focused while others are not, depending on their
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assets and markets. Free-standing companies, how-
ever, were geographically focused start-ups that
operated in only two countries – home (headquarters)
and host (where they carried out their operations)
(Chapman, 1992).

2In the literature on alliances, it is reported that both
extremely ‘tight’ and extremely ‘loose’ performance
criteria are precursors of failure (Doz, 1997). This
suggests that successful governance structures for INVs
should share these characteristics.

3The estimates are also robust to data set specifica-
tion. The three firms for which primary documentary
and verbal evidence of INV status was unavailable were
excluded without significantly perturbing the esti-
mates.

4Centros Ltd and Inspire Art Ltd, companies wholly
owned by Danish and Dutch citizens respectively,

incorporated in the UK to take advantage of UK
minimum paid-in capital laws (European Court of
Justice, 1999, 2003).

5The notation used here is the standard notation
used in the literature on limited dependent variables
(Maddala, 1983).

6For a technical treatment of the problem of
selectivity bias and its effect on estimation, see Greene
(1993). Shaver (1998) provides a detailed description
of the problem in the context of FDI modal choice.
Rasmusen (1998) analyzes a related problem, noting
that if the effects of the endogeneity are known, the
direction of the bias can be inferred.

7These estimates do have the minimum variance of
all possible estimators (they are not efficient), but they
do get closer to the true values as sample size gets
bigger (consistency).
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Appendix
Once a new firm decides to internationalize its
business operations, it must choose between an INV
strategy and a sequential entry strategy. The strategy
choice is that of a start-up that has already decided to
adopt a multinational strategy and is considering
whether to implement this immediately or in the
future. Thus the decision being examined is a
conditional one, which is the standard approach to
modal choice in the FDI literature (Czinkota et al.,
1996; Devereux and Griffith, 1998). This approach
usually assumes that the decision to adopt an INV
strategy is analogous to an established firm making a
modal strategic choice decision. Firms choose an INV
strategy when the expected value of a multinational
start-up exceeds the expected value of a sequential
approach to multinationality. The variable of interest
is the difference between the expected value of
launching an INV and the expected value of achieving
multinationality sequentially. These two decisions
differ in timing, in that the INV is multinational from
its inception whereas a firm using FDI sequentially
becomes multinational at a later age.

For firm i, the difference between the expected
value of creating an INV and adopting a sequential
approach to FDI is denoted by INV*i. This variable is
a function of firm and industry characteristics,
which can be collected together in a vector, Zi. The
actual outcome also involves an error term, ei,
attributable in part to unobservable factors (e.g.,
Casson, 1996; Buckley and Carter, 1998). INV*i
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itself is a latent variable, but the firm’s choice
of strategy is observable. This generates a binary
choice variable, INVi, (¼1 where an INV is
launched, and¼0 where FDI follows a sequential
approach).5 This is a standard dichotomous choice
model, and for the ith firm it is specified as follows:

INV�
i ¼m0Zi þ ei

INVi ¼
1 if INV�

i 40

0 otherwise

� ðA:1Þ

Firm performance is determined by firm and
industry characteristics, with the binary INVi variable
providing an additive difference. The firm and
industry variables that affect performance can be
gathered together in a vector Xi, while INVi functions
as a dummy variable. Several of the variables, which
affect the strategic choice of INV launch, would also
affect performance after the choice is made. Thus
many variables will enter both Zi and Xi. Denoting
survival, the measure of performance by SURVi, the
following specification is implied:

SURVi ¼ b0Xi þ yINVi þ ui ðA:2Þ

As in Eq. (A.1), the error term in Eq. (A.2), ui, is
attributable partly to unobservable factors, some of
which are the same as those determining ei. This
means that ui and ei are correlated, and that INVi

suffers from problems of endogeneity, because INVi is
not a ‘given’ characteristic but a chosen strategy. Firms
select into the two categories in INVi based on their
respective resources and capabilities. These resources
and capabilities determine the choice of strategy but
also influence the probability of survival (Figure A1).
Treating INVi as a normal exogenous variable leads to
selectivity bias (Heckman, 1979), which appears in
both the mean and the variance of the estimator of y
in Eq. (A.2). The estimate of y is biased in the direction
of the correlation between the errors ui and ei. Also,
the estimated standard error of y is biased downward.
Consequently, the probability that it will appear
significant is increased.6

Testing Hypothesis 1 involves estimating Eqs.
(A.1) and (A.2). The first step involves estimating
Eq. (A.1), and provides a preliminary test of the
variables that affect the choice of an INV strategy.
Next, direct estimates of Eq. (A.2) are generated:
i.e., treating INVi, the INV dummy, as exogenous.
Testing Hypothesis 1 involves comparing these
direct estimates with estimates of Eq. (A.2) after

accounting for selectivity bias (in effect estimating
Eqs. (A.1) and (A.2) simultaneously). Several esti-
mating methodologies for addressing selectivity
bias are available, and two separate approaches are
used here. Eq. (A.2) is estimated separately for INVs
and sequential FDI firms. This is done in a two-step
manner, adding the estimated self-selection para-
meter from the estimation of Eq. (A.1) as a regressor
in separate estimations of Eq. (A.2) for INVs and
sequential FDI firms. While these estimates are not
efficient, they are consistent.7 Finally, Hypotheses 2
and 3 are tested using the estimates of Eq. (A.2).
Given that the correction of selectivity bias is
argued to be the correct specification, the tests
based on these estimates are preferred.
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Abstract
Organizations that are international from inception – international new
ventures – form an increasingly important phenomenon that is incongruent

with traditionally expected characteristics of multinational enterprises. A

framework is presented that explains the phenomenon by integrating

international business, entrepreneurship, and strategic management theory.
That framework describes four necessary and sufficient elements for the

existence of international new ventures: (1) organizational formation through

internalization of some transactions, (2) strong reliance on alternative
governance structures to access resources, (3) establishment of foreign location

advantages, and (4) control over unique resources.
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Introduction
The study of the multinational enterprise (MNE) has focused on
large, mature corporations. Historically, many MNEs developed
from large, mature, domestic firms (Chandler, 1986), and they
commanded attention because they wielded significant economic
power, especially after World War II (Buckley and Casson, 1976;
Dunning, 1981; Hennart, 1982). However, recent technological
innovation and the presence of increasing numbers of people with
international business experience have established new foundations
for MNEs. An internationally experienced person who can attract a
moderate amount of capital can conduct business anywhere in the
time it takes to press the buttons of a telephone, and, when required,
he or she can travel virtually anywhere on the globe in no more than
a day. Such facile use of low-cost communication technology and
transportation means that the ability to discover and take advantage
of business opportunities in multiple countries is not the preserve of
large, mature corporations. New ventures with limited resources
may also compete successfully in the international arena.

Since the late 1980s, the popular business press has been
reporting, as a new and growing phenomenon, the establishment
of new ventures that are international from inception (Brokaw,
1990; The Economist, 1992, 1993b; Gupta, 1989; Mamis, 1989).
These start-ups often raise capital, manufacture, and sell products
on several continents, particularly in advanced technology indus-
tries where many established competitors are already global.

LASA Industries, Inc., which sold an unusually efficient micro-
processor prototyping technology, is representative of these

Journal of International Business Studies (2005) 36, 29–41
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international new ventures formed within the past
decade. As detailed by Jolly et al. (1992), LASA’s
strategy was international in multiple respects. Its
founders were American, Swiss, and French. Its
funding was European. The operational headquar-
ters and R&D were located in the United States,
while marketing was managed from France and
finance from Switzerland. Manufacturing was cen-
tered in Scotland to take advantage of attractive
regional grants, and initial sales were in France and
the United States.

IXI Limited, a British venture which became a
leading supplier of desktop windowing computer
software for UNIX operating systems, violated the
usual expectation that firms begin with sales in
their home country and later sell to foreign
countries. Ray Anderson, the venture’s founder
and chairman, had previously worked for a British
computer company that failed. Through Ander-
son’s work in that company’s Boston and Canadian
operations, he became aware of the needs of the
North American market. While discussing the
failure of his former company, Anderson said,

yit did not succeed because we tried to sell the product by

starting up in England and then selling in the US, and by

that time it was too late. We should have developed our

products first of all for the US market and then sold it back

into England (Anderson, 1992).

When Anderson started IXI, his stated strategy
was to target the United States first, Japan second,
and then move back into the United Kingdom.
Funding for the venture was from the United
Kingdom, Germany, Austria, and Japan. Foreign
subsidiaries were set up in the United States and
Japan. Only after establishing itself in both those
countries did IXI turn its attention to its home
country, and then to mainland Europe. In an
interview 4 years after the product’s introduction,
Anderson estimated that 60 percent of IXI’s reven-
ues came from the United States, 20 percent from
the United Kingdom, 10 percent from Japan, and
10 percent from other countries.

Actually, international new ventures have existed
for centuries. The famous East India Company was
chartered in London in 1600 (Wilkins, 1970). In
early 19th century America, the unprecedented
value of cotton exports gave birth to specialized
cotton traders (Chandler, 1977). The Ford Motor
Company also seems to have been an international
new venture at its founding in 1903 (Wilkins and
Hill, 1964). However, the focus of interest has been
on MNEs that developed over time from large,

mature, integrated enterprises (Chandler, 1986),
and we believe that has obscured the existence of
international new ventures.

As a result, scholars of organization science have
ignored international new ventures until very
recently. Figure 1 depicts our sense of the domain
of scholarly literature on organizations. A substan-
tial body of research has been published on
established firms, both domestic and international,
and on domestic new ventures. However, there is
much less work in the quadrant of international
new ventures. Entrepreneurship research on inter-
national issues has largely concerned itself with (1)
the impact of public policies on small-firm export-
ing (e.g., Rossman, 1984), (2) entrepreneurs and
entrepreneurial activities in various countries (e.g.,
Ohe et al., 1991; Westhead, 1990), and (3) compar-
isons between small-firm exporters and non-expor-
ters (e.g., Kedia and Chhokar, 1985).

The age of an organization when it internationa-
lizes has been considered infrequently. Vozikis and
Mescon (1985) did show that exporters that were
start-ups reported more problems with export
operations than did mature small exporters. More
often, reports of new ventures that were interna-
tional at or near inception have been regarded as
exceptional (e.g., Welch and Loustarinen, 1988). In
addition, the age of small exporters has frequently
been viewed as an unimportant demographic
characteristic (e.g., Malekzadeh and Nahavandi,
1985), or a side issue (e.g., Cooper and Kleinsch-
midt, 1985).

However, since 1989, reports based on case
studies of international new ventures have begun
to appear from scholars of entrepreneurship. Some
have shown that such ventures form because
internationally experienced and alert entrepreneurs
are able to link resources from multiple countries to
meet the demand of markets that are inherently

lll

lll lV

Geographic Scope 

Domestic International 

New

Established

Organization Age 

Significant amounts of literature

Figure 1 The Domain of Academic Literature on Organizations

adapted from the presentation of Candida Brush in McDougall

et al. (1991).
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international (Coviello and Munro, 1992; Hoy et al.,
1992; McDougall and Oviatt, 1991; Oviatt et al.,
1991; Ray, 1989). Other case studies have shown
that the success of international new ventures
seems to depend on having an international vision
of the firm from inception, an innovative product
or service marketed through a strong network, and
a tightly managed organization focused on inter-
national sales growth (Ganitsky, 1989; Jolly et al.,
1992; McDougall and Oviatt, 1992).

Collectively, these case studies indicate that
international new ventures are an important phe-
nomenon. They have identified the formation of
international new ventures in more than 10
countries in all parts of the world, suggesting that
global forces may be promoting their development.
In addition, the studies show that interest in the
topic is recent and has emerged independently and
nearly simultaneously from several groups of
scholars. Finally, while many of the ventures
studied were in high-tech businesses, services and
even aquaculture were represented, suggesting that
international new ventures may appear in a wide
range of industries.

Additional indicators of the emergence of inter-
national new ventures have also appeared. Brush’s
(1992) study of small, internationalized, US manu-
facturers found 17 firms – 13 percent of her random
nation-wide sample – were internationalized during
their first year of operation. Ernst and Young’s
survey of 303 firms in the North American electro-
nics industry (Burrill and Almassy, 1993) showed
that 5 years ago 53 percent of the industry was
operating domestically. In 1992, only 17 percent
were domestic, and by 1997 only 9 percent were
expected to be. A third of the firms surveyed were
still in development, with less than $5 million in
revenue.

The fact that the business press believes the
emerging phenomenon of international new
ventures is important and that some academics
working independently around the world have
described similar organizations indicate a need
for systematic research on these infrequently
studied new ventures. However, the overall purpose
of this paper is not to add to the growing
descriptions of particular international new
ventures. Rather, it is to define and describe the
phenomenon and to present a framework explain-
ing how international new ventures fit within the
theory of the MNE. We hope that a well-delineated,
theoretical framework will unify, stimulate, and
guide research in the area.

The next section provides a formal definition of
international new ventures. Following that, certain
problems are considered regarding the applica-
tion of standard MNE concepts to international
new ventures. Next, a theoretical framework
explaining international new ventures is presented.
It integrates accepted MNE theory with recent
developments in entrepreneurship and strategic
management research. Finally, four types of inter-
national new ventures are described in terms of our
international new venture framework, the number
of value chain activities they coordinate (Porter,
1985), and the number of countries in which they
operate.

A definition of international new ventures
We define an international new venture as a business
organization that, from inception, seeks to derive
significant competitive advantage from the use of
resources and the sale of outputs in multiple countries.
The distinguishing feature of these start-ups is that
their origins are international, as demonstrated by
observable and significant commitments of
resources (e.g., material, people, financing, time)
in more than one nation. The focus here is on the
age of firms when they become international, not
on their size. In contrast to organizations that
evolve gradually from domestic firms to MNEs,
these new ventures begin with a proactive interna-
tional strategy. However, they do not necessarily
own foreign assets; in other words, foreign direct
investment is not a requirement. Strategic alliances
may be arranged for the use of foreign resources
such as manufacturing capacity or marketing. Thus,
consistent with Buckley and Casson’s (1976) defini-
tion of the multinational enterprise, the definition
of the international new venture is concerned with
value added, not assets owned (Casson, 1982).

The fact that international new ventures are
international from inception implies that some
decision must inevitably be made about when
inception occurs. Much has been written in the
entrepreneurship literature concerning the point at
which a new venture is considered to exist as an
organization (e.g., Katz and Gartner, 1988). How-
ever, Vesper argues that there can be no ultimate
resolution, because the emergence of a venture is
‘spread over time in which its existence becomes
progressively more established’ (1990, p. 97). Thus,
empirical studies of international new ventures
must resolve a definitional ambiguity. We believe
researchers should rely on observable resource
commitments to establish a point of venture
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inception. For new ventures that have no sales
because their product or service is under develop-
ment, there must be a demonstrated commitment
to sell the output in multiple countries upon
completion of development.

Problems in the application of MNE theory to
international new ventures
Stage theories of the MNE and the common
emphasis on organizational scale as an important
competitive advantage in the international arena
are inappropriate explanations of multinational
business activity for new ventures that are instantly
international.

The stage theory of MNE evolution
MNEs are believed by many people to evolve only
after a period of domestic maturation and home
market saturation (Caves, 1982; Porter, 1990).
Empirical researchers have in the past found that
large, mature MNEs and small exporters go through
distinct stages in the development of their inter-
national business. They begin perhaps with an
unsolicited foreign order, proceed sometimes
through exporting and the development of an
international division, and occasionally advance
to the establishment of a fully integrated, global
enterprise (Aharoni, 1966; Bilkey and Tesar, 1977;
Czinkota and Johnston, 1981; Stopford and Wells,
1972).

This staged development of firm internationaliza-
tion is described as an incremental, risk-averse, and
reluctant adjustment to changes in a firm or its
environment (Johanson and Vahlne, 1977, 1990).
The process preserves routines that bind organiza-
tional coalitions, and recognizes the difficulty of
gaining knowledge about foreign markets. Differ-
ences in language and culture and, in the past, the
slow speed of communication and transportation
channels between countries have inhibited the
gathering of information about foreign markets
and have increased the perceived risks of foreign
operation.

With a logical explanatory theory and repeated
empirical confirmation, stage models of MNE
development have been transformed from descrip-
tive models, and ‘were soon applied prescriptively
by consultants, academics, and managers alike’
(Bartlett and Ghoshal, 1991, 31). In addition, Caves
indicated that international firms must experience
an extended evolutionary process when he directly
contrasted MNEs with ‘newly organized firms’
(1982, 96). However, recent studies have found

contradictions. For example, Welch and Loustar-
inen (1988) discussed reports of small English firms,
Australian start-ups, and established Swedish firms
that skipped important stages and were involved
with unexpected speed in direct foreign invest-
ments. In addition, Sullivan and Bauerschmidt
(1990) found that a firm’s stage of international
involvement was an unexpectedly poor predictor of
European managers’ knowledge and beliefs. Finally,
Turnbull (1987) presents a strong conceptual and
empirical criticism of the stages theory of inter-
nationalization.

Johanson and Vahlne (1990) dismissed these
concerns as merely indicative of the need for
adjustment to their model of firm internationaliza-
tion. We believe, however, that the emergence of
international new ventures presents a unique
challenge to stage theory. It purportedly best
applies to the early stages of internationalization
with only three exceptions (Johanson and Vahlne,
1990). First, firms with large resources are expected
to take large steps toward internationalization.
Second, when foreign market conditions are stable
and homogeneous, learning about them is easier.
Third, when firms have considerable experience
with markets that are similar to a newly targeted
foreign market, previous experience may be gen-
eralizable to the new arena. Yet, none of the
exceptions seems to apply to international new
ventures. Resources are constrained by their young
age and usually by small size. Their markets are
among the most volatile (indeed, several of the
international new ventures we have studied appear
to contribute to industry volatility). Finally, new
ventures, by definition, have little or no experience
in any market. Therefore, according to Johanson
and Vahlne’s (1990) own standards, stage theory
needs more than a minor adjustment.

Scale and the MNE
In addition to the belief that firms must go through
stages of evolution before venturing into foreign
lands, large size is often thought to be a require-
ment for multinationality. The first modern MNEs
evolved in the 1880s and 1890s and were large,
mature, integrated companies (Chandler, 1986).
They and their descendants have reaped substantial
economies of scale in R&D, production, marketing,
and other areas. An additional advantage of large,
vertically integrated or diversified MNEs has been
their ability to efficiently manage international
communication and transportation and the
exchange of production and market information
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among many countries (Stopford and Wells, 1972).
In addition, their market power in oligopolistic
industries has been highlighted as a source of MNE
advantage (Dunning, 1981; Glickman and Wood-
ward, 1989; Porter, 1990).

Yet, if large size were a requirement for multi-
nationality, international new ventures would sel-
dom form because they are almost always small
organizations. One key to understanding how they
can exist is to recognize that large size may be both
a cause and an effect of multinational competitive
advantage. In some industries, such as pharmaceu-
ticals, the sales volume generated by multinational
operation makes feasible a large-scale R&D effort. In
turn, R&D produces differentiated products, such as
patented drugs, that provide competitive advan-
tages over purely domestic firms in many countries.
Thus, despite the fact that size is the main firm-
specific variable that has explained multinational-
ity (Glickman and Woodward, 1989), large MNE
size may be a concomitant, not a cause, of other
more elemental sources of competitive advantage
(Casson, 1987; Caves, 1982). Those more elemental
sources of advantage make international new
ventures possible.

The changing international environment
Although large size continues to be an important
source of advantage for some MNEs, changing
economic, technological, and social conditions
have in recent years highlighted additional sources.
Dramatic increases in the speed, quality, and
efficiency of international communication and
transportation have reduced the transaction costs
of multinational interchange (Porter, 1990).
Furthermore, the increasing homogenization of
many markets in distant countries has made the
conduct of international business easier to under-
stand for everyone (Hedlund and Kverneland,
1985). The upshot is that increasing numbers of
business executives and entrepreneurs have been
exposed to international business. International
financing opportunities are increasingly available
(Patricof, 1989; Valeriano, 1991) and human capital
is more internationally mobile (Johnston, 1991;
Reich, 1991).

With such conditions, markets now link coun-
tries more efficiently than in the past, and the
hierarchies of large, established firms no longer
have the competitive advantage they once enjoyed
in international communication and trade (The
Economist, 1993a). Internationally sustainable
advantage is increasingly recognized to depend on

the possession of unique assets (Barney, 1991;
Caves, 1982; Hamel and Prahalad, 1990; Stalk
et al., 1992).

A priori, valuable unique assets should permit
organizations with more constrained resources,
such as new ventures, to enter the international
arena. In addition, improved international com-
munication and transportation along with the
homogenization of markets in many countries
should, a priori, simplify and shorten the process
of firm internationalization. Thus, firms may skip
stages of international development that have been
observed in the past, or internationalization may
not occur in stages at all.

We believe that is precisely what has been
observed recently by a number of business journal-
ists and business academicians – firms not follow-
ing the theories of incremental firm inter-
nationalization. However, that does not mean that
established theories are wrong; they still apply to
some firms and industries. Yet, it does mean that
the established theories are less applicable in an
expanding number of situations where technology,
specific industry environments, and firm capabil-
ities have changed as we have described.

Necessary and sufficient elements for
sustainable international new ventures
With many markets internationalizing, fewer new
ventures can escape confrontations with foreign
competition, and more entrepreneurs are adopting
a multinational viewpoint (Drucker, 1991; Ohmae,
1990; Porter, 1986, 1990). Thus, the stage theory of
firm internationalization is increasingly incongru-
ent with recent developments, and large scale has
become one among many ways to compete inter-
nationally. As a result, a new framework is needed
to lead both theoretical development and empirical
investigation toward greater understanding of
international new ventures.

The foundation of the theoretical framework that
we propose is traditional in its reliance on transac-
tion cost analysis, market imperfections, and the
international internalization of essential transac-
tions to explain the existence of the MNE. However,
the framework also incorporates recently developed
ideas from entrepreneurship scholars about how
ventures gain influence over vital resources without
owning them, and from strategic management
scholars about how competitive advantage is
developed and sustained. Together, all these ele-
ments describe the international new venture as a
special kind of MNE.
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Essentially, the theoretical framework is an
elaboration of Figure 1 (shown earlier), which
classifies four types of organizations by age and
geographic scope. Figure 2 depicts the framework.
The boxes show sets of economic transactions that
are of particular interest in this paper. The arrows
represent elements that distinguish a subset from a
larger set of transactions.

The framework begins with the box at the upper
left, which is the set of all types of Economic
Transactions. Four necessary and sufficient ele-
ments, which are enumerated within the large
arrows, progressively distinguish subsets of transac-
tions. ‘Element 1: Internalization of Some Transac-
tions’ distinguishes transactions that take place in
Organizations from those that are governed by
markets. From the set of all Organizations, strong
reliance on ‘Element 2: Alternative Governance
Structures’ separates the subset of transactions
associated with New Ventures from those in estab-
lished firms. Next, ‘Element 3: Foreign Location
Advantage’ distinguishes the subset of transactions
constituting International New Ventures from those
that constitute domestic new ventures. Finally,
‘Element 4: Unique Resources’ differentiates the

subset of Sustainable International New Ventures from
those likely to be short-lived. The dashed con-
centric boxes highlight the fact that the interior
boxes depict the progressively more narrow subsets,
and the shading shows the path of our narrowing
interests. The effects of the four elements are fully
described in the sections below.

Element 1: Internalization of some transactions
The internalization element is most basic and is
clearly part of traditional MNE theory. Organiza-
tions form where economic transactions are ineffi-
ciently governed by market prices (Coase, 1937;
Williamson, 1985); in other words, where market
imperfections exist. It is the defining element of all
organizations, whether new or established, domes-
tic or multinational. When the transaction costs of
constructing and executing a contract and mon-
itoring the performance of the contracting parties
are at their lowest in an organization, its hierarch-
ical authority (not market prices or a hybrid
contract) will be the governance mechanism cho-
sen, and the transaction is said to have been
internalized within an organization (Buckley and
Casson, 1976; Dunning, 1981, 1988).

Economic Transactions Economic Transactions Economic Transactions

Organizations Organizations 

New Ventures

Element 1: 
Internalization 
Of Some
Transactions

Element 2: 
Alternative
Governance 
Structures

Element 4:
Unique
Resourses

Element 3: 
Foreign
Location 
Advantage

Economic Transactions

Organizations

New Ventures

International 
New Ventures

Economic Transactions

Organizations 

New Ventures

Intnl.New Ventures

Sustainable 
International 
New Ventures• • •

• • •

Figure 2 Necessary and Sufficient Elements for Sustainable International New Ventures.
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It should be noted that the internalization
element of MNE theory is often used to explain
foreign direct investment; that is, ownership of
assets located in foreign countries. Indeed, Hymer’s
(1960) seminal work on the internalization of
international transactions was among the first
theoretical presentations to distinguish between
passive portfolio investment and foreign direct
investment, and it focused on explaining the latter.
Nevertheless, ownership of foreign assets is not a
defining characteristic of either MNEs or interna-
tional new ventures (Casson, 1982). Of course, an
organization must own some assets, else it will have
nothing of value to exchange in an economic
transaction.

Element 2: Alternative governance structures
Poverty of resources and power may not be a
defining characteristic of the new venture, but it
is a nearly universal association (Stinchcombe,
1965; Vesper, 1990). Thus, new ventures commonly
lack sufficient resources to control many assets
through ownership. The result is that new ventures
tend to internalize, or own, a smaller percentage of
the resources essential to their survival than do
mature organizations. Entrepreneurs must rely on
alternative modes of controlling many vital assets
(Vesper, 1990), and that fact distinguishes new
ventures from other organizations.

Williamson (1991) noted that under conditions
of moderate asset specificity and low to moderate
disturbance frequency, hybrid structures, such as
licensing, and franchising, are often useful alter-
natives to both internal control and market control
over the exchange of resources. Hybrid partners
share complementary assets to their mutual bene-
fit. However, due to the potential for opportunism,
as evidenced by the elaborate contracts that usually
structure the relationships between the parties and
the frequent reports of hybrid failure (Kanter, 1989;
Porter and Fuller, 1986), new ventures risk appro-
priation by their hybrid partners of the valuable
assets that they do own (Teece, 1987). Large
Japanese firms, for example, have sometimes
appeared to form predatory alliances with Amer-
ican high-technology start-ups.

An even more powerful resource-conserving
alternative to internalization for new ventures is
the network structure (Aldrich and Zimmer, 1986;
Larson, 1992). Networks depend on the social (i.e.,
informal) control of behavior through trust and
moral obligation, not formal contracts. Coopera-
tion dominates opportunism because business and

personal reputations are at stake that may greatly
affect economic rent in and beyond a spot transac-
tion. Larson’s (1992) rich description of the gains in
resources and knowledge of four entrepreneurial
organizations in seven intimate network alliances is
impressive. Yet, risks were also clear. Two of the
seven relationships failed after many years of
successful operation, leaving both partners with
weaknesses. Nevertheless, even after failure, pro-
prietary knowledge was protected and trust was
maintained.

In summary, a major feature that distinguishes
new ventures from established organizations is the
minimal use of internalization and the greater use
of alternative transaction governance structures.
Due to their poverty of resources and power, new
ventures may even use such structures when the
risk of asset appropriation by hybrid partners is
high.

Element 3: Foreign location advantage
The location advantage element of the framework
distinguishes international from domestic organi-
zations. Essentially, firms are international because
they find advantage in transferring some moveable
resources (e.g., raw material, knowledge, intermedi-
ate products) across a national border to be
combined with an immobile, or less mobile,
resource or opportunity (e.g., raw material, a
market) (Dunning, 1988).

However, a firm conducting transactions in a
foreign country has certain disadvantages vis-a-vis
indigenous firms, such as governmentally insti-
tuted barriers to trade and an incomplete under-
standing of laws, language, and business practices
in foreign countries. As noted earlier, MNEs have
often relied on the advantages of scale to overcome
such obstacles. But international new ventures
must usually rely on other resources.

Private knowledge is the most obvious alterna-
tive, and it has some interesting properties (Buckley
and Casson, 1976; Caves, 1982; Rugman, 1982).
The property that provides location advantage for
modern MNEs, including international new ven-
tures, is the great mobility of knowledge once it is
produced. With modern communication infra-
structures, valuable knowledge can be reproduced
and can travel literally with the speed of light at
minimal marginal cost. For example, software often
requires years of development, but once written, it
may be copied and used ad infinitum with insignif-
icant additional costs. Knowledge can then be
combined with less mobile resources in multiple
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countries (e.g. factories where the software is
needed). Thus, private knowledge may create
differentiation or cost advantages for MNEs and
international new ventures that overcome the
advantages of indigenous firms in many countries
simultaneously.

This appears to be why knowledge-intensive
industries have been globalizing at such a rapid
pace (Reich, 1991), and why a new venture with
valuable knowledge is propelled to instant rather
than evolutionary internationalization. When a
firm introduces valuable innovative goods or
services, it signals at least the existence, if not the
essence, of its special knowledge to outsiders.

Competitors, therefore, will try to uncover the
secret or to produce equifinal alternative knowl-
edge, and the recent increased efficiency of inter-
national markets speeds the whole competitive
process. New ventures confronted with such cir-
cumstances must be international from inception
or be at a disadvantage to other organizations that
are international already. Thus, the prevalence of
international new ventures is predicted to accom-
pany the increasing efficiency of international
markets.

Element 4: Unique resources
The first three elements define the necessary
conditions for the existence of an international
new venture: internalization of some transactions,
extensive use of alternative transaction governance
structures, and some advantage over indigenous
firms in foreign locations. However, these are not
sufficient conditions for sustainable competitive
advantage.

Sustainable competitive advantage for any firm
requires that its resources be unique (Barney, 1991).
Unfortunately, for the knowledge-based interna-
tional new venture, knowledge is at least to some
degree a public good. Its easy dissemination
threatens a firm’s rent-earning opportunity because
knowledge may not remain unique for long. Thus,
the ability to reproduce and move knowledge at
nearly zero marginal cost is a simultaneously
beneficial (as noted in Element 3) and troublesome
property. The international new venture must limit
the use of its knowledge by outsiders in many
countries for it to have commercial value. In
general, the use of such knowledge may be limited
by four conditions.

First, if knowledge can be kept proprietary by
direct means, such as patents, copyrights, or trade
secrets, then the possessor of internalized valuable

and rare knowledge may be able to prevent
imitation and slow the development of substitutes.
Yet, patents and copyrights are ignored in some
countries. Even where they are respected, release of
patented knowledge into a market may advance
competitors’ production of alternative or even
improved technology. Knowledge that has poten-
tial commercial value is often best protected with
secrecy.

Imperfect imitability is the second condition that
may keep appropriable knowledge proprietary
(Barney, 1991; Schoemaker, 1990). A unique orga-
nizational history, socially complex knowledge,
and ambiguous causal relationships between
knowledge and the competitive advantage it pro-
vides may all prevent imitation by competitors.
New ventures often claim their unique manage-
ment style and organizational culture provide
advantages, perhaps because they embody all three
characteristics of imperfect imitability. However, it
should be noted that these same characteristics that
block competitors’ imitations may constrain the
spread of such intangible assets as management
style into multiple national cultures within the
same organization. Yet, where it can be accom-
plished, the inimitability of an international new
venture is further reinforced.

Licensing is the third way outside use of a
venture’s knowledge may be limited. When knowl-
edge is expected to retain its value for a lengthy
period, a limit pricing strategy (i.e., low license fees)
may be used to discourage competitors or to
influence the rate and direction of knowledge
dissemination. When demand is strong for appro-
priable knowledge, but its valuable life is believed
to be short (e.g., some personal computer innova-
tions), high fees may be used to extract maximum
rents over a short period.

The fact that new ventures frequently use net-
work governance structures (as discussed under
Element 2) is the fourth condition that may limit
the appropriation of venture knowledge. Although
alliances with complementary organizations, such
as manufacturers and downstream channels, risk
appropriation (Teece, 1987), the network structure
itself tends to control the risk. The relationships
inherent in a network can have high personal and
economic value because network members usually
share rents and the relationships contrast so starkly
with the usual background of economic opportu-
nism (Larson, 1992). Thus, venture network mem-
bers are at least somewhat inhibited from usurping
the venture’s knowledge. For such relationships to
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exist in new ventures that cross national borders,
logic suggests that founding teams must usually
include internationally experienced business per-
sons of various national origins.

Types of international new ventures
The previous section described basic elements for
all sustainable international new ventures, but the
published papers that describe actual cases indicate
that these elements manifest themselves in a
variety of ways. Some ventures actively coordinate
the transformation of resources from many parts of
the world into outputs that are sold wherever they
are most highly valued (McDougall and Oviatt,
1991). Other international new ventures are pri-
marily exporters that add value by moving outputs
from where they are to locations where they are
needed (Ray, 1989). In the sections that follow,
different types of international new ventures will be
identified, some published examples will be briefly
considered, and the variety of ways that the
necessary and sufficient elements are manifested
will be described.

Figure 3 shows that different types of interna-
tional new ventures may be distinguished by the
number of value chain activities that are coordi-
nated and by the number of countries entered. The
figure identifies particular types of firms at the
extremes of the two continua, but mixed types
certainly appear in between, and over time new
ventures may change type by coordinating addi-
tional or fewer activities and by operating in
additional or fewer countries. Although the figure
uses Porter’s (1985) value chain and is similar to
Porter’s (1986) depiction of international strategy
for established MNEs, Figure 3 focuses on interna-
tional new ventures only. In addition, the horizon-
tal dimension of Figure 3 simply concerns the
number of countries in which any value chain
activities occur. Porter’s diagram focuses on the

degree of dispersion among activities when sales are
assumed to be in many countries.

New international market makers (Figure 3,
quadrants I and II)
New International Market Makers are an age-old
type of firm. Importers and exporters profit by
moving goods from nations where they are to
nations where they are demanded. The most
important value chain activities and, therefore,
the ones most likely to be internalized are the
systems and knowledge of inbound and outbound
logistics. Transactions involving other activities
tend to be governed by alternative structures.
Direct investment in any country is typically kept
at a minimum. The location advantage of such new
ventures lies in their ability to discover imbalances
of resources between countries and in creating
markets where none existed. Sustained competitive
advantage depends on (1) unusual abilities to spot
and act on (sometimes by charging high fees)
emerging opportunities before increased competi-
tion reduces profits in markets they had previously
established, (2) knowledge of markets and suppli-
ers, and (3) the ability to attract and maintain a
loyal network of business associates. New Interna-
tional Market Makers may be either Export/Import
Start-ups or Multinational Traders. Export/Import
Start-ups focus on serving a few nations with which
the entrepreneur is familiar. Multinational Traders
serve an array of countries and are constantly
scanning for trading opportunities where their
networks are established or where they can quickly
be set up.

Geographically focused start-ups (Figure 3,
quadrant III)
Geographically focused start-ups derive advantages
by serving well the specialized needs of a particular
region of the world through the use of foreign

lll

lll lV

Export/Import Start-up Multinational Trader

Geographically 
Focused Start-up

Few Activities Coordinated 
Across Countries  
(Primarily Logistics) 

Number of Countries Involved 

Global
Start-up

Coordination of Value Chain
Activities 

Many Activities
Coordinated  
Across Countries  

New International Market Makers 

Figure 3 Types of International New Ventures.
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resources. They differ from the Multinational
Trader in that they are geographically restricted to
the location of the specialized need, and more than
just the activities of inbound and outbound
logistics are coordinated. They differ from the
export/import start-up only in the latter respect.
In other words, competitive advantage is found in
the coordination of multiple value chain activities,
such as technological development, human
resources, and production. Successful coordination
may be inimitable because it is socially complex or
involves tacit knowledge. That advantage may be
further protected by a close and exclusive network
of alliances in the geographical area served.

For example, in recent years, numerous entrepre-
neurs have established firms to profit from the
transfer of Western management and economic
know-how to formerly communist countries. Profit
magazine was formed by two former editors of
Soldier of Fortune magazine who were familiar with
Eastern Europe (McDougall and Oviatt, 1991). It
published practical advice for Eastern European
entrepreneurs, and it was written by or about
successful entrepreneurs in the United States who
came from Eastern Europe. The first issue of the
magazine was printed in the Czech Republic with
English and Czech translations on facing pages and
was distributed by a Czech entrepreneur who
shared the profits. Additional versions were
planned for other European countries emerging
from centrally planned to market-driven econo-
mies. However, there was no strategy to move
beyond that geographic region because their com-
petitive advantage was in their unique knowledge
of the Eastern European culture and their ability to
establish a network there.

Global start-ups (Figure 3, quadrant IV )
The phrase ‘global start-up’ is used because it is a
common term of trade (Mamis, 1989). It is the most
radical manifestation of the international new
venture because it derives significant competitive
advantage from extensive coordination among
multiple organizational activities, the locations of
which are geographically unlimited. Such firms not
only respond to globalizing markets, but also
proactively act on opportunities to acquire
resources and sell outputs wherever in the world
they have the greatest value.

Global start-ups may be the most difficult inter-
national new ventures to develop because they
require skills at both geographic and activity
coordination. However, once successfully estab-

lished, they appear to have the most sustainable
competitive advantages due to a combination of
historically unique, causally ambiguous, and
socially complex inimitability with close network
alliances in multiple countries. One global start-up
we studied identified its ‘proprietary network’ as its
essential competitive advantage.

Another example is Momenta Corporation of
Mountain View, California (Bhide, 1991; McDou-
gall and Oviatt, 1991), a start-up in the emerging
pen-based computer market. Its founders were from
Cuba, Iran, Tanzania, and the United States. From
its beginning in 1989, the founders wanted the
venture to be global in its acquisition of inputs and
in its target market. A global market would permit
rapid growth and was believed to be necessary
because potential competitors were global. Input
acquisition was global because all the highest value
(i.e., high quality to cost ratio) factors of produc-
tion were not to be found in any single country.
Thus, software design was conducted in the United
States, hardware design in Germany, manufactur-
ing in the Pacific Rim, and funding was received
from Taiwan, Singapore, Europe, and the United
States.

Conclusion
This article has identified, defined, and described
the emerging phenomenon of international new
ventures, and has shown that some current theories
of the MNE do not explain it well. Most important,
it has integrated the traditional MNE concepts of
internalization and location advantage with recent
entrepreneurship research on alternative govern-
ance structures and with developments in strategic
management on the requirements for sustainable
competitive advantage. The result is a rich, yet
parsimonious, theoretical framework that explains
the existence of international new ventures, and
appears useful in describing their distinct types.

Our framework describes sustainable interna-
tional new ventures as controlling assets, especially
unique knowledge, that create value in more
than one country. Their internationality occurs at
inception largely because competitive forces
preclude a successful domestic focus. Their empha-
sis on controlling rather than owning assets is due
to resource scarcity that is common among new
organizations.

The framework indicates that empirical investi-
gators interested in international new ventures will
find larger sample sizes in industries where inter-
national competition for unique knowledge is a
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dominant characteristic. The framework also iden-
tifies ways of protecting rents derived from such
knowledge (i.e., direct patent protection, uncertain
imitability, license fees, and network alliances), but
empirical research is needed to understand the
differential success of these mechanisms more
completely.

This article is partially a response to Casson’s
(1985) call to include the role of the entrepreneur
in explaining the dynamics of the MNE. The
defensive role of network formation and, thus, the
importance of social interaction by entrepreneurs is
highlighted. Although networks certainly provide
vital information, their function as a defense
against the appropriation of tenuously defended
valuable and rare knowledge needs more attention.
How unusual are the intimate alliances that Larson
(1992) describes, and what social and economic
processes and conditions promote network build-
ing across national borders? Although entrepre-
neurship scholars have examined some of these
issues within various countries (e.g., Aldrich et al.,
1991), we are unaware of investigations that
explicitly include a sample of international new
ventures.

Considering a wider arena, it may be recognized
that our emphasis on the importance of alternative
governance structures for new ventures is consis-

tent with the advice of some scholars that all
organizations may find advantages in outsourcing
(Quinn et al., 1990) and impartitioning (Barreyre,
1988). The primary advantages are (1) increased
concentration of limited resources on the primary
internal sources of competitive advantage and (2)
the cost, quality, and flexibility benefits that may
be derived from using outside experts to supply all
peripheral resources. However, the risks of dissipat-
ing competitive advantages, losing opportunities
for learning, and becoming a ‘hollow corporation’
are significant (Teece, 1987). The existence of
international new ventures that must outsource
many inputs provides a natural laboratory
from which to gain insight into the results of this
trade-off.
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This article provides a reformulated definition of international entrepreneurship. Consistent
with the new definition, a model is presented of how the speed of entrepreneurial interna-
tionalization is influenced by various forces. The model begins with an entrepreneurial
opportunity and depicts the enabling forces of technology, the motivating forces of com-
petition, the mediating perceptions of entrepreneurs, and the moderating forces of knowl-
edge and networks that collectively determine the speed of internationalization.

According to Zahra and George (2002) the term “international entrepreneurship”
first appeared in a short article by Morrow (1988). It highlighted recent technological
advances and cultural awareness that appeared to open previously untapped foreign
markets to new ventures. Soon after that, McDougall’s (1989) empirical study comparing
domestic and international new ventures paved the way for academic study in international
entrepreneurship. Building on popular business press interest in rapid internationalization
(e.g., Brokaw, 1990; Gupta, 1989; Mamis, 1989; The Economist, 1992, 1993), Oviatt and
McDougall (1994) provided a theoretical base for the study of international new ventures,
which they defined as business organizations “that, from inception, [seek] to derive 
significant competitive advantage from the use of resources and the sale of outputs in 
multiple countries” (p. 49). Thus, international entrepreneurship began with an interest in
new ventures.

As additional studies were conducted and articles published, interest in the arena
increased, and the field of international entrepreneurship broadened from its early studies
of new venture internationalization. For example, insightful studies of differing national
entrepreneurial cultures (McGrath & MacMillan, 1992; Thomas & Mueller, 2000),
alliances, and cooperative strategies (Li & Atuahene-Gima, 2001; Steensma, Marino,
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Weaver, & Dickson, 2000), small and medium sized company internationalization (Lu 
& Beamish, 2001), top management teams (Reuber & Fischer, 1997), entry modes
(Zacharakis, 1997), cognition (Mitchell, Smith, Seawright, & Morse, 2000), country pro-
files (Busenitz, Gomez, & Spencer, 2000), corporate entrepreneurship (Birkinshaw,
1997), exporting (Bilkey & Tesar, 1977), knowledge management (Kuemmerle, 2002),
venture financing (Roure, Keeley, & Keller, 1992), and technological learning (Zahra,
Ireland, & Hitt, 2000) have all helped move the field forward.

Reflective of the multidisciplinary nature of both entrepreneurship and international
business, researchers have drawn upon theories and frameworks from international busi-
ness, entrepreneurship, anthropology, economics, psychology, finance, marketing, and
sociology. It is clear that the domain of international entrepreneurship is rich in oppor-
tunity. Because the field is broad, there are many interesting research questions to be
explored, and many existing theories may be beneficially employed. Opportunities for
both multidisciplinary and multicountry collaboration are clear.

The importance of the field has also been signaled by the appearance of special issues
and forums on international entrepreneurship in various journals, such as Entrepreneur-
ship Theory & Practice in 1996 and Academy of Management Journal in 2000. Journal
of Business Venturing regularly publishes articles in the area. The Journal of Interna-
tional Business Studies has established an editorial area for international entrepreneur-
ship, and the Journal of International Entrepreneurship was recently launched. Both the
Kauffman Foundation and the Strategic Management Society have sponsored edited
volumes that included reviews of international entrepreneurship literature and research
issues (McDougall & Oviatt, 1997; Zahra & George, 2002). In 2004, an edited handbook
of the field was published (Dana, 2004). Academic meetings focused on international
entrepreneurship are held on multiple continents, and doctoral student consortia on the
topic have emerged. In summary, academic interest in international entrepreneurship is
strong.

Our research, however, indicates that the definition of international entrepreneurship
should be updated so it is consistent with a recent emphasis on opportunity recognition
in the broader discipline of entrepreneurship. Thus, this article presents a new definition.

An important topic within international entrepreneurship is the international new
venture, and explaining its accelerated internationalization is an important focus of
research (Hurmerinta-Peltomäki, 2004). However, no model of the forces influencing the
speed of internationalization exists. Therefore, this article presents one. The model is con-
sistent with the revised definition of international entrepreneurship that we provide. It
describes four types of influential forces, and it is intended to guide empirical research
concerning the speed of entrepreneurial internationalization.

Definitions of International Entrepreneurship

International business scholars Wright and Ricks (1994) highlighted international
entrepreneurship as a newly emerging research arena, and it became clear that arena
included: (1) comparisons of entrepreneurial behavior in multiple countries and cultures,
as well as (2) organization behavior that extends across national borders and is entre-
preneurial. While these foci have remained over time, the definition of “international
entrepreneurship” has moved from a very broad one, which avoided prematurely pro-
scribing important nascent interests (Giamartino, McDougall, & Bird, 1993), to exclud-
ing nonprofit and government organizations to be consistent with the commonly accepted

538 ENTREPRENEURSHIP THEORY and PRACTICE



definition of “international business” (McDougall & Oviatt, 1997). However, to be con-
sistent with the interests of entrepreneurship scholars in such issues as social entrepre-
neurship, that exclusion was eliminated:

International entrepreneurship is a combination of innovative, proactive, and risk-
seeking behavior that crosses national borders and is intended to create value in orga-
nizations. (McDougall & Oviatt, 2000)

Individual, group, and organizational levels of behavior and academic study are included.
Thus, international entrepreneurship has evolved from a focus on new ventures to include
corporate entrepreneurship (Birkinshaw, 1997; Zahra et al., 2000; Zahra & George, 
2002).

The definition of entrepreneurship, however, is a matter of continuing debate and
evolution. The idea that entrepreneurship is a combination of innovative, proactive, and
risk-seeking behavior finds its origins in strategic management literature (e.g., Covin &
Slevin, 1989; Miller, 1983), but those are not the only entrepreneurial dimensions that
scholars have identified. Lumpkin and Dess (1996) highlighted a variety of “entrepre-
neurial orientation” dimensions and distinguished them from the definition of entrepre-
neurship itself, which they equated with new entry, or the act of launching a new venture.

Venkataraman (1997) and Shane and Venkataraman (2000) maintain, however, that
the creation of new organizations, while possible, is not a defining condition (cf., Gartner,
1988). Business opportunities may be sold to others, for example. Thus, they define the
study of entrepreneurship as the:

examination of how, by whom, and with what effects opportunities to create 
future goods and services are discovered, evaluated, and exploited. (Shane &
Venkataraman, 2000, p. 218)

The authors emphasize that entrepreneurship has two parts: (1) opportunities; and (2)
individuals who strive to take advantage of them. We agree with these observations.
Increasingly, entrepreneurship is viewed as focusing on opportunities that may be bought
and sold, or they may form the foundation of new organizations. Such a focus leads us
away from an emphasis on entrepreneurial orientations, which McDougall and Oviatt
(2000) relied upon for their definition of international entrepreneurship. That change has
the advantage of obviating the debate over how many dimensions of entrepreneurial ori-
entation are important for definitional purposes (Lumpkin & Dess, 1996).

As with all definitions, however, Shane and Venkataraman’s (2000) definition has
been criticized. Some scholars dislike their definition because it depicts opportunities as
“objective phenomena” that do not require subjective creation among people influenced
by their social milieu (Baker, Gedajlovic, & Lubatkin, 2003). However, we believe the
issue is resolved by noting that opportunities may be enacted (Weick, 1995) as well as
discovered. That is, people act and then interpret what their actions have created, and
sometimes those creations are economic opportunities. Shane (2000), for example,
described how eight new venture opportunities were created from different applications
of a single technology. The patented technology, called three-dimensional printing,
deposited multiple layers of material in a complex manner to produce a component. 
The proposed applications varied from creating architectural models to manufacturing
pharmaceuticals. By the time Shane’s article was written, four entrepreneurial efforts
resulting from those applications had failed and four companies survived. The inventors
of the technology did not discover any of the eight applications, and while the entre-
preneurs may have discovered the technology, it was their idiosyncratic interpretations
of its capabilities that appeared to create the opportunity. While Shane (2000) terms it a
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process of discovery, it seems very much like what Weick (1995) describes as a process
of enactment.

Thus, with an adjustment to include enactment, we believe adopting a new definition
of international entrepreneurship that relies to a large extent on Shane and Venkatara-
man’s (2000) definition of entrepreneurship is appropriate at this time. Our definition: (1)
focuses on opportunities, (2) permits but does not require the formation of new organi-
zations, (3) allows for corporate entrepreneurship, (4) renders unnecessary a debate over
how many dimensions entrepreneurial orientations include; and (5) highlights entre-
preneurial activity across national borders. While definitional changes should be made
only with care, we believe the current potential for improvement warrants a change.
Therefore:

International entrepreneurship is the discovery, enactment, evaluation, and exploita-
tion of opportunities—across national borders—to create future goods and services.

The phrase “across national borders” is highlighted above because it has particular
meaning in this context. Actors (organizations, groups, or individuals) who discover,
enact, evaluate, or exploit opportunities to create future goods or services and who cross
national borders to do so are internationally entrepreneurial actors. Scholars who study
those actors, how they act, and the effects of their actions are studying international entre-
preneurship. So, too, are scholars who compare domestic entrepreneurial systems, cul-
tures, and behavior across national borders. Thus, there are two branches to the study 
of international entrepreneurship, one focusing on the cross-national-border behavior of
entrepreneurial actors, and another focusing on the cross-national-border comparison of
entrepreneurs, their behavior, and the circumstances in which they are imbedded. The
comparison branch is included because it has always been a part of the study of interna-
tional entrepreneurship from the first special issue on the topic to appear in an academic
journal (Hisrich, Honig-Haftel, McDougall, & Oviatt, 1996) to the most recent compre-
hensive handbook on international entrepreneurship (Dana, 2004). However, to provide
focus and to keep this article to a journal-length manuscript, from this point we confine
our attention to the study of cross-national-border entrepreneurial behavior.

A Model of Internationalization Speed

Given our definition, the study of cross-border entrepreneurial behavior focuses on
how actors discover, enact, evaluate, and exploit opportunities to create future goods and
services. Several models inform our understanding of how the process works. Based on
their studies of Swedish manufacturing firms, Johanson and Vahlne (1977, 1990) showed
the initial internationalization activities of many firms were targeted to psychically close
markets and used the less committed modes of entry, such as exporting. They explained
that international actors learn and increase their foreign market knowledge over time pri-
marily through experience, and only then do they start or increase their foreign market
commitments and later expand to more psychically distant markets. Their Uppsala Model
explains how foreign market risks are managed by acquiring tacit knowledge about
foreign markets and incrementally changing their commitments to those markets.
However, the Uppsala Model is focused on traditional cross-border behavior, not on
accelerated internationalization or on entrepreneurial behavior.

Other models highlight how technological advances in transportation, communica-
tion, and computers permit entrepreneurial actors to form new ventures that internation-
alize rapidly (Knight & Cavusgil, 1996; Oviatt & McDougall, 1999). Started by
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individuals or small groups of entrepreneurs, international new ventures are said to own
certain valuable assets, to use alliances and network structures to control a relatively large
percentage of vital assets, and to have a unique resource that provides a sustainable advan-
tage that is transferable to a foreign location (McDougall, Shane, & Oviatt, 1994; Oviatt
& McDougall, 1994).

Environmental influences, industry conditions, and the thinking of entrepreneurial
actors themselves are believed to be prime factors determining the speed of international
involvement. Some scholars see all these influences as mediated by the perceptions and
decision making of the entrepreneurial actors (Oviatt, Shrader, & McDougall, 2004).
Others see organizational factors, including characteristics of the entrepreneurial actors,
directly influencing international entrepreneurial behavior, while being moderated by
environmental and strategic factors (Zahra & George, 2002).

It is important to resolve the form of these relationships among the environment,
industry conditions, and entrepreneurial actors to achieve a better understanding of how
international opportunities are discovered, enacted, evaluated, and exploited in an accel-
erated manner. There may be a performance advantage in rapid internationalization
(Autio, Sapienza, & Almeida, 2000). That is, the earlier in its history that a firm inter-
nationalizes, the faster it seems to grow. Thus, it is fundamental to explain why some
entrepreneurial behavior crosses national borders with greater speed than others. We
propose a model in which mediating, moderating, and other forms of influence determine
the speed of entrepreneurial internationalization.

Figure 1 depicts a model of influences on the speed of entrepreneurial international-
ization. As shown, there are three vital aspects to such speed. First, there is the time
between the discovery or enactment of an opportunity and its first foreign market entry.
Second, is the speed with which country scope is increased. That is, how rapidly do entries
into foreign markets accumulate and how rapidly are countries entered that are psychi-
cally distant from the entrepreneur’s home country? Third, is the speed of international
commitment. That is, how quickly does the percentage of foreign revenue increase? 
Obviously, our model focuses on foreign outputs, not foreign inputs.
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The process of entrepreneurial internationalization in our model begins, as shown in
Figure 1, with a potential entrepreneurial opportunity. For example, a medical journal
publishes an article on how broken bones may be healed faster. We will simply assume
here that an entrepreneurial actor somehow discovers or enacts such an opportunity
because our focus is not on the nature of the discovery or enactment, but on the speed
with which that opportunity is internationalized. Most important, our model shows that
the speed of entrepreneurial internationalization is determined by four types of forces:
(1) enabling, (2) motivating, (3) mediating, and (4) moderating.

The first, or the enabling force, makes accelerated internationalization feasible
(Oviatt & McDougall, 1999). Faster and more efficient transportation among multiple
foreign countries has brought down costs for foreign trade and investment. Airline trans-
portation prices have declined over a very long period, enabling more people to travel
longer distances rapidly at historically lower costs. The containerization of freight has
reduced costs and increased speed in the movement of goods among all countries. In
1970, it cost $10,268 to transport a container via ship from Los Angeles to Hong Kong,
but by 1999 that cost had dropped to a mere $1,900 (in 1999 dollars) (Kuemmerle, 2005).
Improvements and cost reductions in digital technology have also been dramatic over a
long period. Computers, faxes, and wireless technologies have made high quality and
rapid communication feasible in every country in the world. For example, knowledge of
the new bone-healing process mentioned above may be communicated to many countries
simultaneously over the Internet. Experienced physicians may quickly and inexpensively
travel to many countries in order to provide instruction about the complex process, and
any required chemicals can be shipped by UPS within two days to any country. There-
fore, transportation, communication, and digital technology appear to be the foundation
enabling rapid internationalization of such an entrepreneurial opportunity.

The second general force influencing the speed of internationalization is the moti-
vating force of competition. Whereas technology enables faster internationalization, com-
petitors encourage or even force it upon entrepreneurs. Many entrepreneurs have been
motivated to take preemptive advantage of technological opportunities in foreign coun-
tries because they feared competitors would respond quickly to a new product introduc-
tion and prevent them from eventually going international if they initially competed only
in their home country (McDougall et al., 1994; Oviatt & McDougall, 1995). Even with
a patent on the new bone-healing process, an entrepreneurial actor might recognize com-
peting processes could appear unless the actor quickly established his or her process as
a standard in many countries. In other words, technology makes accelerated internation-
alization feasible, while the presence of competitors or potential competitors motivates
or strongly encourages it.

The entrepreneurial actor is the third, the mediating, force. The person or group that
discovers or enacts an opportunity is central to the dynamics of international exploita-
tion. Through the lens of their personal characteristics (e.g., years of international busi-
ness experience) and psychological traits (e.g., risk-taking propensity), entrepreneurs
observe and interpret the potential of the opportunity, the potential of communication,
transportation, and computer technology to enable internationalization, and the degree of
threat from competitors (Oviatt, Shrader, & McDougall, 2004). These influences on per-
ceptions clarify or cloud the entrepreneur’s decision making. Therefore, accelerated or
retarded international entrepreneurial behavior cannot be explained through some objec-
tive measure of technology and competition, but only by understanding how the oppor-
tunity, the enabling forces, and the motivating forces are interpreted, or mediated, by the
entrepreneurial actor.
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There are two types of moderating forces that influence the speed of international-
ization. After an entrepreneurial actor discovers or enacts an opportunity and interprets
the enabling and the motivating forces, then the knowledge-intensity of the opportunity
combined with the know-how already available to the entrepreneurial actor, plus the char-
acteristics of the entrepreneur’s international network largely determine international-
ization speed. Therefore, we view these as two types of moderating forces.

Bell, McNaughton, Young, and Crick (2003) propose that differences in the novelty,
complexity, and sophistication of knowledge used in a firm explain the speed of inter-
nationalization. Three types of firms may be observed that differ in their reliance on
knowledge and subsequent speed of internationalization. Traditional firms adapting well-
understood technologies to new foreign markets usually internationalize incrementally.
The principal entrepreneurial act is apparently the exploitation of an old concept in a new
location. The Uppsala Model may best apply to these kinds of firms. Knowledge-
intensive firms, a second type of firm in the model, use complex knowledge to design a
new product, an improved production method, or more efficient service delivery. These
firms internationalize faster because they usually hold a competitive advantage that can
be exploited in multiple countries. Finally, there is the knowledge-based firm, the exis-
tence of which is totally dependent on some novel complex knowledge. For example, a
knowledge-based firm might exist if the bone-healing process mentioned above involved
some manipulation of human genes and was patented by a new venture. This type of firm
is likely to have the most accelerated internationalization because it has a unique 
sustainable advantage that may be in demand in a number of countries. The characteris-
tics of such firms are further described by Oviatt and McDougall (1994). In summary,
knowledge-type may influence how quickly an entrepreneurial opportunity is exploited.
Furthermore, we propose it is an influence that occurs largely after, albeit perhaps shortly
after, an opportunity is perceived and interpreted by an entrepreneurial actor.

Johanson and Vahlne, the principal authors of the Uppsala Model, recently concluded
that:

we have a situation where old models of internationalization processes are still applied
quite fruitfully at the same time as a number of studies have suggested that there is a
need for new and network-based models of internationalization. We think it might be
worthwhile to reconcile and even integrate the two approaches. (2003, p. 84)

They provide an outline of a proposed integration that uses the interplay of experi-
ential, or tacit, learning and resource commitment in organizations as its driving mech-
anism. These are, of course, concepts from the traditional Uppsala Model, but they
combine them with a new focus on network relationships involving customers and sup-
pliers. They hypothesize that firms learn and benefit from such relationships and, there-
fore, make increasing commitments to them. Those relationships, in turn, sometimes lead
them to enter foreign markets, at times incrementally and at times quite rapidly. Using a
network perspective, Johanson and Vahlne (2003) propose that the establishment and
development of foreign customer and supplier relationships determine much about the
nature of international entry and expansion. We believe cross-national-border networks,
along with knowledge-type, moderate the speed with which international entrepreneur-
ial opportunities are exploited.

Because the moderating influences of knowledge-intensity and networks are more
complex and have received less attention than the other forces highlighted above, we
believe they are fundamental issues worthy of more exploration here. Thus, the remain-
der of the article focuses on the effects of networks and knowledge-intensity.
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Network Influences

Networking is a powerful tool for the entrepreneur (Dubini & Aldrich, 1991), and
network analysis has been a powerful framework for international entrepreneurship
researchers (Bell, 1995; Coviello & Munro, 1995, 1997; Oviatt & McDougall, 1994).

Focusing on the personal and extended networks of the entrepreneur and his/her man-
agement team, several studies challenging traditional models of internationalization have
drawn upon network theory. For example, a comparative study of export behavior among
entrepreneurial software firms in Finland, Ireland, and Norway led Bell (1995) to con-
clude that the network approach was a better explanation of the internationalization
process of these firms. McDougall et al. (1994) explained that networks helped founders
of international new ventures, or born-globals, to identify international business oppor-
tunities, and those networks appeared to have more influence on the founders’ country
choices than did their psychic distance. Oviatt and McDougall (1995) identified strong
international business networks as one of the seven most important characteristics of suc-
cessful global start-ups. Servias and Rasmussen (2000) found that networks were impor-
tant to the majority of the Danish firms in their study, although Rasmussen, Madsen, and
Evangelista’s (2001) case studies of five Danish and Australian born-globals did not find
support for the importance of the founder’s network. Finally, much of Coviello and
Munro’s international entrepreneurship research has used network theory to examine
international market development and marketing-related activities within international
markets. Based on the findings of their study of the internationalization processes of New
Zealand software firms, Coviello and Munro (1995) noted:

Our understanding of the internationalization processes of entrepreneurial firms is
enriched when we expand the analysis beyond the individual firm’s actions and
address the impact of a firm’s role and position within a network of relationships.
From this perspective, foreign market selection and entry initiatives emanate from
opportunities created through network contacts, rather than solely from the strategic
decisions of managers in the firm. . . . it is not surprising that the observed patterns
of international market growth for entrepreneurial high-technology firms differ from
the processes of the larger manufacturing firms outlined in the literature. Their rela-
tively rapid and dispersed involvement in foreign markets creates the impression of
being random and somewhat irrational, when in fact the span of activities can be
linked to opportunities emerging from a network of relationships. (p. 58)

In summary, networks help entrepreneurs identify international opportunities, estab-
lish credibility, and often lead to strategic alliances and other cooperative strategies.

Our model in Figure 1 depicts network relationships as a moderating influence on
the speed of internationalization. After an entrepreneurial actor discovers or enacts an
opportunity and perceives the technologies that enable internationalization and the com-
petitors that motivate it, the entrepreneur uses established network links that cross
national borders to explore where and how quickly the opportunity can be exploited in
foreign locations. We believe there are three key aspects of such networks that moderate
the speed of internationalization: (1) the strength of network ties, (2) the size of the
network; and (3) overall density of the network.

In formal network analysis, the actors are called nodes and the links between them
are called ties. Aldrich (1999) identified two types of ties. Strong ties between nodes, 
or actors, are durable and involve emotional investment, trust, reliability, and a desire 
to negotiate about differences in order to preserve the tie. Entrepreneurs are most 
dependent upon strong ties at start-up, and because strong ties require considerable 
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investment and maintenance, their number for any individual entrepreneur rarely exceeds
20, and is more often in the range of 5 to 10. Because of their small number and the 
investment required, we believe strong ties are not the most important type for 
internationalization.

Weak ties are. They are relationships with customers, suppliers, and others that are
friendly and business-like. Weak ties are far more numerous than strong ties because they
require less investment. Their number can grow relatively quickly, and they are impor-
tant because they are often vital sources of information and know-how. Especially impor-
tant are weak ties with brokers. Brokers are nodes in a network, or actors, who are tied
to nodes that are not tied themselves. In other words, brokers establish ties between actors
who, without the broker, have no link to each other. Thus brokers enable indirect ties. In
international business, brokers often provide links across national borders between actors
who want to conduct international business with each other. For example, suppose a Swiss
consultant handles the sale to a French buyer of equipment produced by an Italian man-
ufacturer. The consultant is, therefore, in the role of a broker establishing an indirect tie
between the Italian manufacturer and the French buyer.

In our model (Figure 1), entrepreneurial actors with an opportunity (enabled by tech-
nology and motivated by competition) and with an existing broker or brokers who can
help tie them indirectly to other actors in a foreign country have the ability to engage in
international business very soon after discovering or enacting the opportunity. Of course,
it is also possible that the entrepreneurial actor has existing direct ties to other actors
across national borders that do not rely on the indirect ties that brokers provide. In either
case, we believe the existence of cross-border weak direct or indirect (i.e., brokered) ties
can positively and significantly moderate the speed of venture internationalization. If an
entrepreneur already has such ties when he or she discovers or enacts an opportunity, the
initial foreign entry may occur with unusual speed. If the ties are yet to be established,
internationalization is likely to be slowed.

Following from the above logic, the more direct or indirect cross border weak ties
that an entrepreneurial actor has established, the greater the potential country scope of
internationalization and the greater possible speed for increasing that scope. Thus, the
size of an entrepreneurial actor’s network is the second key aspect (after tie strength) that
will moderate the speed of internationalization. As depicted in Figure 1, larger entrepre-
neurial networks are associated with faster venture internationalization and more rapid
increases in country scope. Furthermore, with a large network in place, a relatively large
portion of venture revenue comes rapidly from foreign sources, and the venture, there-
fore, has more rapid commitment to internationalization.

The third and final key moderating aspect of entrepreneurial networks is density.
While sparse networks are especially good at gathering new information, dense networks
are useful when trust and reciprocity are vital. Actors are said to have sparse networks
when the nodes to which they are tied are, for the most part, not tied to each other. For
example, if a German new venture has a link to two businesses in the United States, but
those businesses have no ties to each other, then the network of the German venture is
less dense than it would be if the two U.S. businesses were directly linked in some way.
Sparse networks are believed to produce new information better than dense networks
because the sparse networks link disparate nodes while the dense networks link nodes
through redundant ties. For example, if the two U.S. businesses mentioned above sell to
distinctively different product markets and have no ties to each other except their indi-
vidual links to our German venture, the German venture has a chance to learn informa-
tion about both markets. Alternatively, if the two U.S. firms sell to each other in addition
to those distinctive product markets, then the German venture has redundant links through
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which it may get information about both U.S. firms and the markets that they serve. In
summary, the redundant links of a dense network are believed to be inefficient at pro-
ducing unique information. Sparse networks are believed to be more efficient.

The redundant links of dense networks, however, have the advantage that there are
more links and, therefore, more interaction among all the actors in the network. Thus,
monitoring of behavior is more efficiently accomplished and reputations are more quickly
communicated to all actors in the network. Business behavior regarded as illegitimate in
a dense network is quickly detected, widely known, and punished. Thus, trust is stronger
in a dense network than in a sparse one because there are penalties for opportunistic
behavior. Indeed, dense networks can be seen as a partial substitute for strong ties across
national borders. Density engenders trust among network actors linked by weak ties, but
the trust is established by the monitoring potential in a dense network rather than by the
emotional investment present in strong ties. Since successful international business oper-
ations are dependent upon reliable interaction among actors in multiple foreign countries,
dense cross-border networks provide relatively efficient support for internationalization.
Entrepreneurial actors who have already established such networks can internationalize
rapidly.

Knowledge Influences

The knowledge block in our model refers to both market knowledge and the inten-
sity of knowledge in the product or service offering. As highlighted by our model, knowl-
edge moderates the speed at which perceived opportunity is exploited internationally.

Knowledge was at the core of the process models of internationalization developed
by Johanson and Vahlne (1977) and their Uppsala colleagues. Building on the behavioral
view of the firm, they viewed the lack of foreign market knowledge as an impediment
to international expansion as firms tended to confine their operations to the geographical
vicinity of their existing knowledge. Thus, firms remained domestic until they were
pushed or pulled internationally by an event such as an unsolicited export order. Even
after moving into a foreign market, the speed of their internationalization was slow as
internationalization occurred through a process of incremental stages. The firm pro-
gressed to further stages of internationalization as it accumulated foreign market knowl-
edge. As noted by Autio et al. (2000), knowledge has also played an important role in
the new venture theory of internationalization, with knowledge and vision being the keys
to aggressive international opportunity seeking.

The need to acquire foreign market knowledge and the importance of organizational
learning for entering or expanding in the international marketplace has been recognized
by numerous scholars (e.g., Andersen, 1993; Barkema & Vermeulen, 1998; Erramilli,
1991; Inkpen & Beamish, 1997; Lord & Ranft, 2000; Luo, 1997; Zahra et al., 2000). The
development of much of the growing body of research on knowledge management is
closely related to learning theory. Organizational learning is defined by Autio et al. as
“the process of assimilating new knowledge into the organization’s knowledge base”
(2000, p. 911), and Huber notes “an organization learns if any of its units acquires knowl-
edge that it recognizes as potentially useful to the organization” (1991, p. 89). The devel-
opment of knowledge depends on the firm’s absorptive capacity, which is “largely a
function of the firm’s level of prior related knowledge” (Cohen & Levinthal, 1990, 
p. 128). The management of knowledge is particularly challenging in cross-national set-
tings where different cultures, corporate governance systems, time zones, and languages
are involved (Kuemmerle, 2002).

546 ENTREPRENEURSHIP THEORY and PRACTICE



A firm’s ability to learn about a new host country moderates the speed at which the
venture internationalizes to exploit an entrepreneurial opportunity. For entrepreneurial
firms competing in international markets, the learning process is critical in helping 
firms overcome their liabilities of foreignness (Hymer, 1976; Inkpen & Beamish, 1997;
Zaheer, 1995), as much of this liability relates to the foreign firm’s lack of local market
knowledge (Lord & Ranft, 2000). Learning about a new host country is not a smooth and
seamless process that is homogeneous across firms (Lord & Ranft, 2000), and the diffi-
cultly of its acquisition may serve to increase its benefits (Andersen, 1993). The impor-
tance of prior knowledge and learning is well illustrated in the case studies of
international new ventures (Kuemmerle, 2002; McDougall et al., 1994; Simões & 
Dominguinhos, 2001).

When considering the ability of a firm to attain and assimilate new knowledge per-
tinent to internationalization, it is critical to keep in mind the firm’s stock of existing
knowledge. In contrast to multinational firms, knowledge in the entrepreneurial firm tends
to be more individualized to the founder or entrepreneurial team. Firms in which the
founder or entrepreneurial team had lived abroad or had prior work experience in inter-
national markets have exhibited speedier entry and/or commitment to internationaliza-
tion (Almeida & Bloodgood, 1996; Bloodgood, Sapienza, & Almeida, 1996; Reuber &
Fischer, 1997; Shrader, Oviatt, & McDougall, 2000). Thus, entrepreneurial firms led by
founders or management teams who have a greater wealth of personal international
knowledge are more likely to exploit entrepreneurial opportunities earlier. Their greater
absorptive capacity makes these firms able to readily accumulate additional foreign
knowledge, which reduces the uncertainty of operating abroad and increases their likeli-
hood of entering additional countries and increasing their commitment to international-
ization (Autio et al., 2000).

One of the most compelling international entrepreneurship studies using learning
theory is that of Autio et al. (2000) in which the authors introduce the concept of “learn-
ing advantages of newness.” Using panel data from the Finnish electronics industry, they
concluded:

as firms get older, they develop learning impediments that hamper their ability to suc-
cessfully grow in new environments and that the relative flexibility of newer firms
allows them to rapidly learn the competencies necessary to pursue continued growth
in foreign markets. (2000, p. 919)

The learning advantages of newness represent a counterpoint to the widely accepted
concept that there is a “liability of newness” for young organizations (Stinchcombe,
1965). While the concept of learning advantages of newness could apply to all entrepre-
neurial firms, it is particularly valuable for studying entrepreneurial firms that are seeking
accelerated internationalization. The learning advantages of newness deserve additional
empirical testing and conceptual development so that both the advantages and liabilities
of young firms can be understood and compared.

The second dimension of knowledge in our model relates to the use of knowledge
as a key source of competitive advantage for the entrepreneurial firm competing inter-
nationally. Oviatt and McDougall’s (1994) new venture internationalization theory iden-
tified knowledge as a unique resource and one of four necessary and sufficient elements
in their model of sustainable international new ventures. Knowledge intensity has been
identified as a key source of international competitive advantage by several international
entrepreneurship scholars (e.g., Autio et al., 2000; Bell et al., 2003; Coviello & McAuley,
1999; Jones, 1999). In his internationalization studies McNaughton (2001, 2003) found
that knowledge-intense firms served a broader scope of international markets and had a
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more rapid pace of internationalization as they sought to exploit narrow windows of
opportunity and to gain first mover advantage.

In their study on the learning advantages of newness Autio et al. (2000) detailed 
two reasons for what they term the “amplifying” effects of knowledge intensity on 
internationalization:

First, firms focusing on knowledge creation and exploitation as the source of advan-
tage are more likely to develop learning skills useful for adaptation and successful
growth in new environments than are firms more dependent on tangible resources.
. . . Second, because knowledge, explicit knowledge in particular, is a mobile
resource, it provides a flexible platform for international expansion. Knowledge is
inherently mobile in that it can be combined with fixed assets, such as distribu-
tion channels or manufacturing resource, in foreign markets at relatively low costs
(Liebeskind, 1996; McDougall et al., 1994); thus, knowledge-intensive firms can
exploit international growth opportunities more flexibly through such combinations
than can firms dependent on fixed assets alone. Thus, knowledge-intensive firms are
less constrained by distance or national boundaries. (2000, p. 913)

Results of their study showed that the more knowledge-intensive a firm, the more rapidly
the firm grew in international sales, thus increasing its speed of commitment to interna-
tionalization.

As international entrepreneurship researchers continue to explore the role of the
entrepreneurial actor in the relationship between entrepreneurial opportunity and the
speed of internationalization, knowledge offers great promise as a moderating influence.
Foreign market knowledge and the knowledge intensity of the firm are key variables that
merit additional exploration.

Conclusion

The field of international entrepreneurship is rich with possibility and opportunity,
and the full extent of its scope is undefined (Acs, Dana, & Jones, 2003). As the field
moves from infancy to what appears will be a high level of growth, there are many inter-
esting research questions that will surely be asked and investigated. We expect the revised
definition we have provided in this article will help guide researchers to those questions.
We hope that more scholars will focus on explaining the observed differences in the speed
with which entrepreneurial opportunities are taken international. We believe our model
will aid in finding those explanations.

As we reviewed research for this article, it was noteworthy to us that the authors of
the majority of the multiauthored articles were either exclusively international business
scholars or entrepreneurship scholars. Articles that have authors from both disciplines are
unusual. International entrepreneurship researchers have embraced the notion of multi-
country research teams and excellent examples of scholarly work have resulted—we
believe disciplinary diversity would be just as beneficial. As the role of the entrepreneur
is increasingly being explored in international business journals and the international-
ization of the entrepreneurial firm appears in traditional entrepreneurship journals, we
encourage the formation of research teams composed of entrepreneurship and interna-
tional business scholars. Too often, international entrepreneurship articles appearing in
entrepreneurship journals demonstrate a lack of knowledge of international business the-
ories and research. Likewise, international entrepreneurship articles appearing in inter-
national business journals demonstrate a need for greater understanding of the scholarly
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work in entrepreneurship. Although both entrepreneurship and international business are
multidisciplinary, there appears to have been limited collaboration in research between
entrepreneurship and international business scholars. The increased comingling of entre-
preneurship and international business scholars that is evident at research conferences is
encouraging. As entrepreneurship scholars extend their networks to include international
business scholars, and vice versa, we hope that collaborative research projects will be
launched that consider some of the influences highlighted in this article.
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 A Capabilities Perspective on the  

Effects of Early Internationalization on Firm Survival and Growth 
 

Abstract 
 

Recent critiques of internationalization process models question the wisdom of delaying 

internationalization. Internationalizing late allows firms to assemble resources and gain experi-

ence but also allows inertia to develop. We resolve this tension by positing that internationaliza-

tion has differing effects on firm survival and growth.  These effects are moderated by organiza-

tional age, managerial experience, and resource fungibility.  Our framework provides insights 

into the evolution of capabilities across borders and may be tested and built upon by organization 

researchers. 

 

 

 2



 

Early internationalization of start-ups has challenged traditional theories of internation-

alization, prompting researchers to investigate the sources and implications of this phenomenon 

(McDougall, Shane & Oviatt, 1994; Zahra & George, 2002). In particular, the behavior of new 

ventures that commence internationalization at or shortly after their inception has highlighted the 

need for a closer examination of the impact of early internationalization on the probability of 

their survival and growth. The process theory of internationalization considers international en-

try as an incremental process that begins relatively late in a firm’s lifecycle; it warns of poten-

tially negative consequences of early internationalization for firm survival (Eriksson, Johansson, 

Majkgård, & Sharma, 1997; Johanson & Vahlne, 1977, 1990). In contrast, researchers seeking to 

explain determinants of early cross-border activity portray early internationalization as a catalyst 

for growth, particularly in dynamic and technology-intensive sectors (Oviatt & McDougall, 

1994; Zahra, Ireland & Hitt, 2000). While both arguments offer explanations for the timing of 

internationalization, neither fully explores the implications of early internationalization for or-

ganizational survival and growth (Zahra, 2005). Consequently, we seek to show that examining 

the effects of early internationalization on both outcomes can help resolve some of the apparent 

theoretical and empirical contradictions of the recent past. 

In this article, we present a framework for the influence of internationalization on the sur-

vival and growth of firms by building on the emerging literature on the dynamic capabilities 

view of the firm (Helfat & Peteraf, 2003; Teece, Pisano & Shuen, 1997). Dynamic capabilities 

are the organizational and strategic routines by which managers alter their firms’ resource base 

by acquiring, shedding, integrating, and recombining resources to generate new value-creating 

strategies (Eisenhardt & Martin, 2000). Capabilities are configurations of routines and resources 

that allow an organization to achieve its goals (Nelson & Winter, 1982), whereas dynamic capa-
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bilities reflect a firm’s capacity to reconfigure its capabilities to adapt to its environment. We 

build on the idea of organizational ‘imprinting,’ the process by which events occurring at key 

developmental stages have persistent, possibly lifelong consequences (Hannan, 1998; Stinch-

combe, 1965). We argue that the earlier a firm internationalizes, the more deeply imprinted is its 

dynamic capability for exploiting opportunities in foreign markets. By exposing young firms to 

multiple and diverse exogenous (e.g., competitive conditions) and endogenous (e.g., resource 

demands) stimuli, early exposure to internationalization creates an imprint for adaptability to un-

certain environments and an internal receptivity for continual change. While some researchers 

have suggested that capabilities gained by virtue of early internationalization may give new ven-

tures learning advantages that increase the probability of growth (Autio, Sapienza & Almeida, 

2000), the causal logic of this relationship has not been fully articulated (Zahra, 2005).  

The early part of a firm’s internationalization process provides an interesting context in 

which to study the development of organizational capabilities. As young firms venture into for-

eign markets, they face uncertainty and risks which trigger a process of learning and adaptation 

(Lu & Beamish, 2001). Studies that invoke process arguments for internationalization tend to 

depict learning and capability development as causal influences on the speed, scope and effec-

tiveness of internationalization efforts (Barkema, Bell, & Pennings, 1996; Delios & Beamish, 

2001; Luo & Peng, 1999; Zahra et al., 2000). These studies recognize two main constraints to 

organizational learning and capability development during early internationalization: resource 

allocations to foreign market activities and accumulated experience from foreign markets. As the 

firm extends the scope of its activities beyond national borders, it needs to adjust its resource 

configurations to support cross-border activity (Hitt, Hoskisson, & Kim, 1997). Through accu-

mulated experience in the foreign market, the firm gains local market knowledge and develops 
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routines and processes for dealing with the foreign context (Barkema, Shenkar, Vermeulen, & 

Bell, 1997; Chang, 1995). Taken together, the combination of resource reconfiguration and the 

routinization of organizational processes constitute a capability for new market entry (Helfat & 

Lieberman, 2002). Therefore, studying internationalization using a capabilities lens is appropri-

ate and complementary to other resource-based explanations (Westhead, Wright & Ucbasaran, 

2001). This theoretical integration improves our understanding of the sources of competitive ad-

vantage new ventures might develop in international markets, an important concern in the study 

of international entrepreneurship (Zahra, 2005; Zahra & George, 2002).  

We advance two primary arguments in this article. We extend the perspective developed 

by Autio et al. (2000), who posit that early internationalizers are more likely to grow rapidly 

than older entrants because of ‘learning advantages of newness.’ These authors concluded that 

despite significant liabilities of newness, younger firms also enjoy some learning advantages in 

new environments that can spur growth. However, Autio et al. did not assess the potential threats 

to survival induced by early internationalization. We extend their analysis by suggesting that 

early internationalization may decrease the probability of survival but simultaneously increase 

prospects for growth. This is an interesting contrast to the dynamic capabilities literature that 

typically assumes that capability development has only positive effects on firm performance. In 

contrast, we argue that initiation of internationalization activities (activities which eventually 

create new capabilities) is an investment-intensive process that saps a firm’s resources and thus 

may reduce the chances of firm survival in the short term. Thus, we address the timing of capa-

bility development and its performance consequences; this issue is especially important to newer 

firms because they  have to work hard and fast to develop capabilities that allow them to interna-

tionalize operations. 
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An underlying assumption of our model is that the survival and growth of firms do not 

necessarily co-vary. Although firms must survive in order to experience future growth, and 

whereas, at times, growth is necessary to enhance survival, these two key outcomes are concep-

tually distinct and their empirical relationship is complex (Delmar, Davidsson & Gartner, 2003; 

Romanelli, 1989).  Growth and survival are distinct outcomes; survival does not guarantee 

growth and not all growth is profitable (Markman & Gartner, 2002). For example, firms may in-

crease international growth through aggressive pricing strategies, but such actions may lead to 

organizational decline. Alternatively, failure to enact strategies appropriate to rapid industry ex-

pansion can also be associated with increased organizational mortality (Romanelli, 1989). The 

resource demands of growth are challenges that, if survived, may make a young firm stronger; 

yet many will be unable or unwilling to develop the dynamic capabilities required. Dobrev and 

Carroll (2003) found that mortality rates are lowest at the extremes of organizational size relative 

to localized competition, indicating that firm growth does not uniformly increase or decrease the 

probability of survival. Similarly, Romanelli (1989) uncovered a complex relationship between 

industry growth and mortality. She found that industry growth was associated with greater or-

ganizational survival, but that this relationship was moderated by firm strategy: specifically, spe-

cialization induced greater mortality in high growth industries while aggressive expansion in-

duced greater mortality in low growth industries. In short, the relationship between growth and 

survival is neither linear nor simple. In this article, we focus on why early internationalization, as 

a strategic choice, may differentially affect young firms' prospects for survival and growth. 

Building on organizational survival literature, we posit that age at internationalization1, 

                                                 
1  Age should not be confounded with size, although the two correlate strongly in new firms. Our focus is on the 

effects of age, not organizational size, on the capability development process during internationalization. 
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managerial experience, and resource fungibility moderate the impact of internationalization on 

the probability of firm survival and growth. Hannan, Carroll, Dobrev, Han, and Torres's (1998) 

review of the literature suggests that imprinting from founding conditions, experience, resource 

endowments, and capabilities are important predictors of survival. We expand their arguments to 

explain why these predictors are pertinent to the outcomes of young firms’ internationalization.   

First, we hypothesize that the younger the firm at internationalization, the stronger the 

imprinting effect, because internationalizing early develops specialized capabilities for rapid ad-

aptation to the external environment. However, whereas specialized capabilities may provide a 

platform for subsequent growth in young firms, their lack of any positional advantages (i.e., 

status, trust, or reputation emanating from social embeddedness) and the absence of incipient 

routines reduce the likelihood that they can survive the demands of early internationalization.  

Second, we posit that managers’ previous international experience influences the out-

comes of internationalization because it partially substitutes for the lack of organizational ex-

perience with internationalization. Huber (1991) suggests that even new firms do not start with a 

clean slate; they inherit the skills and experiences of their key founders. The capabilities litera-

ture suggests that routines codify the knowledge distributed among an organization’s members 

(Nelson & Winter, 1982). In new firms, the conspicuous lack of organizational experience is 

therefore likely to exacerbate the cost of internationalization. The importation of routines from 

the managerial team’s previous employment experience with international markets serves as the 

embryonic routines to enter new markets, consequently reducing the time and costs of capability 

development.  
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Finally, whereas a large resource endowment is an advantage, we propose that the fungi-

bility of a firm’s resources (i.e., the attributes of the resources which allow or inhibit their de-

ployment for alternative uses) plays a critical role in determining the costs of capability devel-

opment and deployment. We propose that because fungibility reduces the costs of sunk invest-

ments in internationalization, young firms with fungible resources have enhanced prospects for 

survival and growth. We use fungibility also because it is independent of organizational size, and 

we seek to focus on age effects independent of size.   

Our three moderators are conceptually related in that they are expected to alter the devel-

opment of dynamic capabilities and, hence, the impact of internationalization on survival and 

growth. For the most part, we believe them to be empirically independent of one another, though 

some relationships are possible. To the extent that we focus on international managerial experi-

ence prior to the current venture, experience should be independent of venture age. Given the 

need for strategic flexibility in adapting to international markets, it is possible that prior interna-

tional management experience may be systematically related to resource fungibility (e.g., man-

agers with prior international experience become aware of the need for flexibility and therefore 

may prefer fungible resources), but this is speculation at this point. Young firms have to retain 

this flexibility in their operations as they learn about their international markets and redeploy 

their resources in ways that give them an advantage in their chosen niches. Fungibility may be 

related to industry type more than to firm age, as some industries utilize certain types of re-

sources to a greater degree than others.  

Our complete model is shown in Figure 1. The model indicates a direct negative effect of 

internationalization on short-term survival prospects and a direct positive effect of internationali-

zation on short-term growth prospects. It also shows the moderating effects of organizational 
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age, managerial international experience, and resource fungibility. Next, we develop the ration-

ale behind our arguments regarding the influence of internationalization on survival and growth 

by drawing on the dynamic capabilities and international entrepreneurship literatures.  

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

--------------------------------------------- 
 

INTERNATIONALIZATION, SURVIVAL, AND GROWTH 

 Whereas many well-established theories of internationalization exist (e.g., Dunning, 

1988; Vernon, 1979), two frameworks have dominated the study of internationalization of young 

firms: the process theory of internationalization (Johanson & Vahlne, 1977; 1990) and the new 

venture internationalization framework (Oviatt & McDougall, 1994; McDougall et al., 1994). 

The process theory originally sought to explain internationalization patterns across developmen-

tal stages among Swedish manufacturing firms in mid-1970s (Johanson & Vahlne, 1977; 1990). 

Drawing primarily on the behavioral theory of the firm (Cyert & March, 1963), and Penrose’s 

(1959) theory of firm growth, the process theory depicts a gradual process wherein firms respond 

to pressures to internationalize with marginally increasing resource commitments to enter new 

markets. In this view, the incremental nature of the process is due to uncertainty avoidance 

slowly giving way to the exploration of foreign markets by accumulating knowledge/experience 

from prior sequential entries. The process perspective assumes that only direct firm-level inter-

nationalization experience matters for managerial decisions to further internationalize. The 

greater the firm’s accumulation of experience of foreign market activities, the more its manage-

ment can make further resource commitments to cross-border activities. Thus, an interaction ex-

ists between the firm’s exposure to foreign market conditions and its own resource commitments 

to cross-border activities or the resource commitments of close competitors (e.g., Delios & 
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Henisz, 2003; Errammilli, 1991; Luo & Peng, 1999; Martin, Swaminathan & Mitchell, 1998).  

 The ‘new venture internationalization’ framework (McDougall et al., 1994; Oviatt & 

McDougall, 1994) has challenged the process theory for being unable to explain why some firms 

internationalize their activities early in their lives and expand their international activities rapidly 

thereafter. This framework attributes early internationalization to the entrepreneurial competen-

cies of the venture’s management team. Thus, the decision to internationalize is depicted as en-

trepreneurial and proactive, i.e., the new venture initiates internationalization in pursuit of 

growth opportunities. The framework also lists a number of factors that make early internation-

alization possible, including the knowledge-intensity of the firm’s resources, improved infra-

structure for cross-border operation, and the use of alternative governance mechanisms to access 

and mobilize resources across national borders. 

Implicitly, the core of the difference between the two perspectives is that the process the-

ory (Johanson & Vahlne, 1977; 1990) discounts the role of prior experience, knowledge, or per-

sonal resources such as social networks as a mitigating factor of firm-level aversion to entering 

new markets (e.g., Yli-Renko, Autio & Sapienza, 2001). In the process theory of internationali-

zation, the history of firm actions supersedes the relevance of individuals’ prior experience. In 

contrast, the new venture internationalization view (McDougall et al., 1994) describes individu-

als’ skills, experiences, and networks (even if developed in prior ventures) as critical to the deci-

sion to internationalize. As models of the motivations for early internationalization, the two are 

complementary in that the process theory is intended to cover the “general” case, and the new 

venture view explains why some firms initiate international activities early. 

Although the two perspectives both address the process of internationalization, they ap-

pear to assume different fundamental goals for firms. The process theory assumes that survival is 
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of central importance to the firm. It implies that firms see internationalization as a “shock” to the 

organizational knowledge base and fear that premature entry will threaten survival. The process 

view sees firms as seeking to avoid uncertainty while simultaneously seeking growth; they thus 

grow incrementally by gradually entering more distant markets over time.2 In contrast, the new 

venture internationalization view sees growth opportunities as a driver of the choice to interna-

tionalize. This view focuses on the positive outcomes available through early internationalization 

and implies that hesitation means lost opportunity. As yet, few studies have examined the sur-

vival or growth implications of early internationalization, and the empirical findings are incon-

clusive (Brush, 1992; Zahra & George, 2002). Neither framework adequately considers the en-

tire range of performance implications of early versus late internationalization. In our view, both 

perspectives are valid in that they correctly identify key concerns for young firms. Yet, we need 

to consider both survival and growth implications in order to develop normative prescriptions 

regarding the timing of internationalization. 

Our interest centers on examining the consequences of internationalizing for young firms, 

not in explaining the decision to internationalize. A significant amount of research has been con-

ducted within the field of international entrepreneurship on the antecedents of new ventures’ de-

cision to internationalize (for reviews, see Zahra & George, 2002; Zahra, 2005). This extensive 

research highlights the need to examine the effect of internationalization on profitability and 

growth. Our premise is that both survival and growth prospects are affected by the decision to 

internationalize, and they ultimately influence one another as well. Consequently, it is crucial to 

consider both simultaneously. In response, below, we develop propositions for the potential ef-

fects of early internationalization on survival and growth, holding constant such factors as mo-

                                                 
2 We thank an anonymous reviewer for this comment. 
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tive for and mode of internationalization. 

Internationalization and Survival 

When firms enter their first foreign market, they are faced with the tasks of creating en-

tirely new routines and adapting some of their existing routines. Routine generation and adapta-

tion is a resource-intensive process and requires substantial investments (Zott, 2003). For exam-

ple, the CEO and other executives will have to divert their attention to the modalities of entry, 

new personnel may have to be hired, and new relationships must be established and nurtured. 

The cause of lower survival rates following internationalization may fall into two categories: the 

need to develop both internal processes, such as the routines required for coordination of activi-

ties within the organization, and external processes, such as the routines to develop market-

related capabilities or relationships with other organizations (Singh, Tucker, & House 1986). 

New firms also lack the positional advantages that accrue to firms more established and socially 

embedded in an industry (Hannan, 1998; Stinchcombe, 1965). The investments required to gen-

erate new routines for market entry and to build positional advantages add substantively to the 

costs of foreign entry. These costs can be significant and enduring. Indeed, Mitchell, Shaver and 

Yeung (1994) found these factors contribute to the failure of many firms subsequent to foreign 

market entry. 

While our focus is on initial entry, the costs associated with creation of new routines and 

positional advantages are likely to decrease over subsequent entries as organizations learn from 

experience. For example, Vermeulen and Barkema (2001) found that firms going international 

experienced more trial-and-error learning with regard to choice of entry mode (greenfield vs. ac-

quisitions) and tended to leverage similar domain expertise across subsequent entries. These 

costs are likely to decrease over time as fewer new routines have to be developed and fewer re-
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sources have to be re-allocated or acquired. Therefore, we expect that the shock to the organiza-

tion, in terms of investment costs, is highest at the initiation of the international entry process 

and consequently the probability of survival lowest at this time. While our arguments revolve 

primarily around the initial internationalization effort and its deleterious effect on the likelihood 

of survival, they also apply (albeit decreasingly) to later entry events.   

In a study of financial service firms, Zaheer and Mosakowski (1997) found that while 

foreign entrants (subsidiaries of larger firms) failed at a greater rate than domestic incumbents, 

there were time lags before the higher mortality rate became statistically significant. They attrib-

uted the lag in failure to the provision of resources by parent firms, resources they said were pro-

vided by parents to give the subsidiaries adequate time to recover costs associated with interna-

tionalization. In the case of independent firms, no parent exists to provide resources needed to 

sustain the adaptation or generation of routines for market entry.  To summarize, entering foreign 

markets causes a shock to the organization as it seeks to avoid uncertainty and to reconfigure 

routines and resources to adapt to competitive pressures, industry practices, and customer de-

mands. Because such costs are significant, the probability of failure increases following foreign 

market entry. Therefore, as suggested in Figure 1, we posit that:  

Proposition 1: Ceteris paribus, internationalization decreases a firm’s probability of sur-
vival following initial foreign market entry.  
 

Internationalization and Growth 

Though internationalization initially decreases prospects for firm survival, it also exposes 

the firm to opportunities to grow and learn about how to grow. Internationalization exposes a 

firm to uncertainty and risks, contexts that force firms to adapt to their new environment through 

structural changes. Organizations adapt by generating new routines for market entry and recon-

figuring their resource base to support such activities, thereby creating a new a capability for in-
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ternational entry. We suggest that this capability can be leveraged as a platform for expanding 

the scope of their activities, products, and markets, providing an impetus for rapid growth.  

Exposure to early uncertainty and its impact on structural changes is also likely to instill 

openness to change and adeptness at adaptation. The literature on an organization’s founding 

conditions reinforces this argument (Stinchcombe, 1965). For example, events occurring at de-

velopmental stages of an organization tend to have lasting consequences, described as imprinting 

(Hannan, 1998). Such imprinting influences a firm’s decision to invest resources in developing 

one set of capabilities over others; i.e., a self-reinforcing path dependence in capability develop-

ment is set in motion (Helfat, 1997; Rosenbloom, 2000). A firm’s exposure to internationaliza-

tion has the potential to imprint an ability for successful adaptation. Internationalization also ex-

poses the firm to uncertainties arising from new market conditions, requiring the generation of 

new capabilities. In sum, internationalization influences the development of capabilities that give 

the organization the flexibility to pursue opportunities for growth. 

The number of productive opportunities open to a firm also multiply when it enters new 

markets (Brush, 1992; Penrose, 1959). Entry gives the firm first-hand knowledge of the market 

and connects it with competitors, customers, suppliers, and innovation centers outside its domes-

tic market (Birkinshaw, 2000); i.e., it begins to build positional advantages within a new market. 

These contacts give the firm a basis to identify opportunities for growth in foreign markets 

(Zahra et al., 2000), thereby increasing the number of productive applications of the firm's re-

sources. To the extent that the firm can leverage its capabilities across markets, foreign entry will 

improve its ability to expand operations and build a strong revenue base (Birkinshaw, 2000; 

Hamel & Prahalad, 1993). Organizations also develop capabilities in international markets that 

can be leveraged to help their core business in the domestic market. Therefore, we posit that: 
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Proposition 2: Ceteris paribus, internationalization generates new opportunities for the 
firm and increases its probability of growth following foreign market entry. 
 

 Proposition 2, as well as our later propositions on growth, focuses on the likelihood that 

the new venture will grow subsequent to its international entry, but we are predicting neither the 

rate nor the duration of growth. As Delmar et al. (2003) found in their cohort analysis of Swed-

ish firms, the growth patterns of new ventures may vary greatly over time, and these patterns are 

likely influenced by different factors. Here, our focus is on the probability of growth subsequent 

to the initial international entry event. 

It is important to the advancement of international entrepreneurship literature to examine 

factors that explain different effects of internationalization on survival and growth (Zahra, 2005). 

The number of potential moderators is vast (e.g., home and host country economic and cultural 

characteristics, mode of entry, firm size and resource abundance, motivation for entry, and oth-

ers). However, we emphasize organizational age, managerial experience with internationaliza-

tion, and resource fungibility as critical moderators of the outcomes of internationalization. We 

highlight these endogenous variables because they are central to internationalization, organiza-

tional survival, and learning theories. They represent an important set of variables that captures 

emergent dialog on the development and deployment of a new firm’s dynamic capabilities. 

The differences in emphases of the internationalization process theory and the new ven-

ture internationalization framework may be most easily observed in differences in assumptions 

regarding issues of the timing of initiation of the internationalization process. The former theory 

emphasizes the behavioral tendency of firms to avoid uncertainty and thus to delay initiation of 

the process; the latter framework emphasizes the leveraging and developing of advantages that 

may be afforded through early internationalization.  In the sections that follow, we apply learn-

ing and capabilities perspectives to show how a firm’s age at initiation of internationalization 
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activities, its level of managerial experience, and its level of resource fungibility moderate the 

direct effects of internationalization on survival and growth. 

Moderating Effects of Age 

Organizational theorists have systematically examined the relationship between firm age 

and the risk of mortality (Hannan, et al., 1998). Among the most cited arguments is Stinch-

combe’s (1965) liabilities of newness, i.e., young firms are vulnerable to mortality because they 

have yet to develop the routines, relationships, and status necessary to efficiently engage in the 

social and economic exchanges critical to their survival. This argument suggests a simple, linear 

relationship between organizational age and survival: firms are most fragile in infancy and be-

come more viable over time. A review of the literature, however, reveals divergent arguments 

(i.e., the life history dynamics view and the structural inertia view) regarding the effects of aging 

on survival.   

The life history dynamics (or learning) view depicts young firms as especially subject to 

environmental selection (e.g., Stinchcombe, 1965). It posits that as firms age, they build capa-

bilities and positional advantages (arising from the social structure of industries) that make them 

decreasingly subject to mortality. Conversely, the structural inertia view holds that organizations 

have limited capacity to reshape their core structures in response to environmental changes (e.g., 

Hannan et al., 1998). This happens because as environmental conditions continue to change 

while organizations cling to their original structures, firms become increasingly ‘unfit’ for the 

environment and thus increasingly subject to mortality. At this level of abstraction, these contra-

dictory formulations cannot comfortably coexist. It is more likely that age interacts with other 

organizational and environmental conditions to create a complex pattern of effects (Hannan, 

1998: 127). Accordingly, we posit that the effects of internationalization on survival and growth 
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will depend, in part, on the age of the firm when it initiates its internationalization activities.   

In developing Proposition 1, we have argued that the initiation of the internationalization 

process requires the firm to alter many of its core activities or to generate new capabilities, struc-

tures, and routines. While such efforts expand growth opportunities, the high cost of their devel-

opment decreases the probability of survival, at least in the short run. During the initiation of its 

first international entry, young firms face more severe capability and positional disadvantages 

than older firms. That is, younger firms face the dual task of developing new routines and build-

ing key social relationships in their home market and of concurrently developing these capabili-

ties and connections in a foreign market.  

Structural inertia arguments would suggest that younger firms may in fact be more will-

ing than older firms to develop dynamically the capabilities necessary to effectively compete in 

new foreign markets, but they may not be able to survive the efforts to do so. A new venture that 

is also entering a new market must create parallel sets of solutions, relationships, identity, and 

legitimacy both at home and abroad (Pakes & Ericson, 1998; Stinchcombe 1965). Thus, with lit-

tle reputation or history of excellence, a strategic error may destroy a new venture’s chances of 

‘catching on’ in a new market. As firms grow older, they will still be susceptible to failure from 

internationalization but will be able to leverage reputation, brand recognition, sales and distribu-

tion channels, social capital, organization culture, and customer loyalty (Anand & Delios, 2002; 

Hamel & Prahalad, 1993), that help soften the shock of sudden downturns or strategic missteps.  

In summary, we posit that the relationship between the internationalization process and 

firm survival is moderated by the age of the firm. Empirical results support this view. In a study 

of entry and exit patterns using a sample of 649 entries and 441 failures in the personal computer 

industry, Henderson (1999) found that age did not have a simple relationship with survival but 
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interacted with firm strategy. Moreover, the joint effects of age and strategy produced trade-offs 

between growth and survival. Consistent with our above arguments, the implication is that the 

impact of strategy on mortality may be contingent upon the age of the firm. Consequently, we 

contend that the initiation of the internationalization process produces many opportunities for 

young and old firms alike but that older firms will be able to better bear the strain of this pursuit.   

It is also likely that the manner in which older and younger firms try to develop new ca-

pabilities may differ: young firms may adopt an entrepreneurial orientation to internationalizing, 

an approach that involves risk-taking, innovation, and proactivity (Lumpkin & Dess, 1996), all 

of which exacerbate threats to mortality. Consistent with the emphasis in the process theory of 

internationalization, hesitancy to internationalize early is rational in terms of ensuring firm sur-

vival. In new ventures, the ability to bear the costs of developing new dynamic capabilities is 

low. These firms have a shallow stock of reserves; for them, even the slightest misstep may be 

fatal. As they age, however, they have an increasingly fortified base with which to mitigate the 

costs of internationalization. Therefore, we propose that:  

Proposition 1A: Organizational age will moderate the outcomes of internationalization, 
such that the younger the firm at initiation of the internationalization process the greater 
the negative effects of internationalization on the probability of survival. 
 
Autio et al. (2000) proffered that younger firms tend to adopt more novel approaches to 

internationalization than older firms. These authors also hypothesized that in terms of leveraging 

opportunities for growth, younger internationalizers possess some ‘learning advantages of new-

ness’ over older firms. This learning advantage is parallel to the literature on ‘the liability of se-

nescence’ in older firms (Hannan, 1998), where capabilities become increasingly unfit and resis-

tant to change over time. Hesitancy to pursue opportunities vigorously as the firm gets older may 

arise from cognitive, structural, and positional causes. These perspectives suggest that firm age 
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may also moderate the effects of internationalization on firm growth. 

Over time, the effective pursuit of growth can be hampered by competency traps (Cohen 

& Levinthal 1990). Firms can get locked out of certain types of knowledge if they do not acquire 

it early (Hannan, 1998). Competency traps become acute over time because of the path depend-

ent nature of knowledge; competency traps effectively limit firms to the pursuit of a narrow set 

of opportunities suited to their existing capabilities (Ahuja & Lampert, 2001). These traps not 

only constrain what can be effectively pursued, they also limit firms’ ability to recognize and 

exploit new opportunities. Thus, the later the firm internationalizes, the more likely that it pos-

sesses entrenched routines, which may filter and restrict search processes for opportunities 

(Gavetti & Levinthal, 2000). For very young ventures first entering foreign markets, existing 

routines will be few in number and simple in nature. Barkema and Vermeulen (1998) argued that 

internationalizing firms must unlearn routines before new routines are adopted. The difficulty of 

unlearning established routines increases over time because of inertial constraints as the firms 

grow older. New knowledge must contend with embedded approaches to operations (i.e., its 

‘dominant logic’ [Bettis & Prahalad, 1995]) that constrain exploitation of growth opportunities. 

Young firms are likely to possess some cognitive advantages when pursuing opportuni-

ties in international markets. At start-up, managerial roles are relatively undifferentiated and 

lines of authority and responsibility are shared (Miller & Friesen, 1984). For new ventures, this 

lack of differentiation allows executives to share knowledge across and between functional ar-

eas. As the firm matures, managerial roles become increasingly differentiated and may reduce 

shared knowledge content and the intensity of communication across roles. The propensity of 

managers to seek new knowledge also becomes hampered over time as the knowledge becomes 

calcified and stored in increasingly specialized bins (Autio et al., 2000). Therefore, the younger 
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the firm is at first international entry, the greater will be the likelihood that when individuals per-

ceive growth opportunities, they will be shared easily and quickly within the organization. 

Finally, the very positional advantages that older firms possess may inhibit their pursuit 

of new opportunities. Going into new markets is likely to threaten the existing economic and po-

litical exchanges upon which an organization thrives. Commitments to existing relationships 

consume resources that might otherwise be used to gain external knowledge from new partners 

in foreign markets and to develop capabilities and routines for pursuing growth in these markets 

(Autio et al., 2000). Further, managers whose positions depend upon their superior knowledge 

and contacts with regard to the venture’s current markets will resist a shift in the firm’s focus to 

foreign domains that may result in a loss of power and influence. These relationships become 

increasingly embedded over time, so that the incentive and ability to pursue growth outside 

home markets decreases the longer the firm waits to internationalize.  

In summary, internationalization has a positive influence on the expansion of growth 

prospects for all firms,  but this effect is likely to be greater the earlier a firm initiates its interna-

tionalization efforts. Our arguments assume increasing inertial constraints with age that act as 

disincentives to reconfigure routines for pursuing growth opportunities. These inertial disincen-

tives are outcomes of path dependencies in knowledge accumulation, calcification of routines, 

and relational commitments. Lu and Beamish's (2002) finding that firm age negatively moder-

ated the relationship between internationalization and subsequent growth of 164 Japanese SMEs 

provides some empirical support to these arguments. Thus, as shown in Figure 1, we posit that: 

Proposition 2A: Organizational age will moderate the outcomes of internationalization, 
such that the younger the firm at initiation of the internationalization process the greater 
the positive effects of internationalization on the probability of growth. 
 

Moderating Effects of Managerial Experience 
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Given that knowledge is a critical determinant of international expansion in both the 

process and new venture theories of internationalization, experience with foreign market entry 

becomes a key contingency of the internationalization–performance relationship. In Propositions 

1A and 2A, we highlighted the impact of age on the outcomes of internationalization. Now, we 

make a distinction between age of the firm and the experience of the firm and its management 

team. We argue that the knowledge embodied in the prior managerial experience with interna-

tionalization, either individually or jointly, will influence the outcomes of internationalization 

independent of the effects of firm age.  

In the international business literature, researchers often focus on organizational experi-

ence with prior entries on subsequent entries with regard to such outcomes as market selection 

(Errammilli, 1991), choice of entry modes (Barkema et al., 1996), uncertainty reduction (Delios 

& Henisz, 2003; Luo & Peng, 1999), and performance of firms’ subunits (Delios & Beamish, 

2001). As Eriksson et al. (1997: 345) observe, experiential knowledge “exerts an influence on 

the firm’s future internationalization through its influence on the search process.” However, the 

effect of prior managerial experience on the outcomes of the initiation of internationalization 

process remains unclear. 

We propose that managers’ international experience from their previous employment 

moderates the relationship between the initiation of the internationalization process and its out-

comes. A firm’s experience with an event, and the context of that event, triggers the generation 

of new routines (Nelson & Winter, 1982). However, when firms enter international markets for 

the very first time, shared routines and the stock of solutions to produce a collective response are 

absent. In such cases, Helfat and Lieberman (2002) proposed that pre-history resources such as 

experience gained before the creation of the venture are likely to play a key role in entering new 
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product markets. Firms in which the founding team members were exposed to internationaliza-

tion in their previous employment can help guide the start-up’s first foray into foreign markets. 

Even in large diversified multinational firms, the initiation of foreign entry and its attendant rou-

tines, such as plant location and establishing buyer-supplier relationships, is a costly process that 

can threaten firm viability. Firms are more likely to undertake such activities if their managers 

have gained experience from their previous entries into similar uncertain environments (Henisz 

& Delios, 2001; Martin, Mitchell & Swaminathan, 1995).  

Entering a foreign market for the first time is a costly learning process that may decrease 

short-term survival but enhance long-term growth prospects. The lack of prior experience among 

venture managers increases the costs of the internationalization process itself as the firm has few, 

if any, solutions to problems that it might encounter in the foreign market (Eriksson et al., 1997). 

Consequently, only to the extent that managers can draw from their prior internationalization ex-

periences can they incorporate learned routines into their firm’s repertoire of emergent routines.  

The internalization of routines from prior managerial experience benefits the firm in three 

ways. First, importing aspects of previously established routines substantially decreases the costs 

of experimentation with new solutions or trial attempts to arrive at optimal solutions. Second, 

importation can decrease the time taken to enact internationalization plans and reduce the num-

ber of opportunities lost or missed. Finally, prior experience may also provide access to networks 

and positional advantages in the industry social structure based on prior status, trust, and reputa-

tion (Holm, Eriksson & Johanson, 1996; Johanson & Vahlne, 1990). Positional advantages may 

allow access to host country resources such as distribution channels or sourcing supplies and in-

clude market-related knowledge of competition and consumer preferences that help overcome 

international market entry barriers (e.g., Chen & Hennart, 2002). Thus, managers' experience 
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from their previous careers with internationalization reduces the time and costs associated with 

first international entry, increasing both survival and growth prospects (Hannan, 1998).   

Empirical evidence supports the idea that prior managerial experience provides pre-

history endowments or routines. For example, in a study of high-technology start-ups, Gong, 

Baker, and Miner (2004) found that managerial teams selectively import bundles of routines into 

the new venture by sharing their prior contextual experiences, i.e. situation-specific actions and 

its resultant outcomes. Gong et al. (2004) also observed that when managerial experiences were 

dissimilar across operating environments, they were scrutinized carefully before adoption. Thus, 

when internationalization routines are lacking, managers are likely to import and internalize rou-

tines from previous experiences by sharing their contextual experience and its outcomes.  In sub-

sequent entries, however, the firm is likely to develop its own repertoire of routines for market 

entry and rely less on managerial pre-history experience. Studies have found that the speed with 

which firms developed experience-based knowledge positively influenced the subsequent prob-

ability of profitability, survival, and growth (Chang, 1995; Delios & Henisz, 2003; Henisz & De-

lios, 2001; Vermeulen & Barkema, 2001; Zahra et al., 2000).   

In short, theoretical reasoning and empirical evidence suggest that firms' initial attempts 

to enter new foreign markets may be aided by managers' prior experience with internationaliza-

tion. When prior individual experiences are shared within the firm, they can reduce the time and 

expense of learning. Managers' prior experience also provides the firm positional advantages that 

may be leveraged to sustain and grow operations. Therefore, we posit that: 

Proposition 1B: Managerial experience with internationalization gained from previous 
employment will moderate the outcomes of internationalization, such that it decreases the 
negative effects of internationalization on the probability of firm survival. 
 
Proposition 2B: Managerial experience with internationalization gained from previous 
employment will moderate the outcomes of internationalization, such that it increases the 
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positive effects of internationalization on the probability of firm growth. 
 

Moderating Effects of Resource Fungibility 

As suggested by research on liabilities of small size and newness, a firm fails when re-

sources are inadequate to meet the demands of its environment (Schussler, 1990). For the most 

part, discussions of the role of resources in organizational survival and growth focus on the 

quantity and quality of a firm’s endowments. Some argue that high quality resources allow in-

creased investments in capability development, enhancing prospects for survival and growth 

(Helfat, 1997). The majority of prior theorizing has weighed in with the view that resource 

abundance enhances prospects for survival and growth (Hannan, 1998; Stinchcombe, 1965), al-

though some have argued that at times resources can provide constraints and foster problems for 

firms (Autio et al., 2001; Hannan et al., 1998; Mosakowski, 2002). Our focus is not on the ef-

fects of resource abundance or scarcity.  Rather, we examine how the adaptability of the re-

sources possessed moderate the impact of internationalization on a new venture’s survival and 

growth. 

In this section, we present arguments suggesting that resource fungibility (i.e., the extent 

to which the resources may be deployed for alternative uses at a low cost) moderates the effects 

of initiation of internationalization activity on young firms' survival and growth. We make a 

critical distinction between the quantity and the fungibility of a firm’s resource endowments. We 

propose that, irrespective of the quantity of resources, the ability to shift resources is important 

because it bestows discretion in executing strategies and flexibility in developing new routines 

and capabilities. This view is consistent with George (2005) who argued that slack increases 

firms' ability to take on risks and experiment with new solutions. Supporting this view, his longi-

tudinal study of resource slack in privately held firms found that high-discretionary resources 
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were positively related to firm performance. Other studies have also shown that the ability of or-

ganizations to shift resources is important to their responsiveness to environmental pressures 

(e.g., Kraatz & Zajac, 2001). We propose that managerial discretion is in part an outcome of the 

fungibility of the underlying resource endowments.   

Resource fungibility is important to the outcomes of early internationalization for two 

main reasons. First, the ability to shift resources to alternate uses, including even the physical 

transfer of the endowment itself, allows managers to adapt existing practices to the foreign mar-

ket. Entry into international markets is fraught with uncertainty and necessitates trial-and-error 

learning, i.e., executing various routines until successful outcomes are discovered. The ability to 

shift resources between alternate uses increases the adaptability of firm strategies and reduces 

the cost due to failed trial attempts. Second, resource fungibility provides the flexibility to create 

new capabilities with existing resources, for it allows sharing resources across multiple organiza-

tional functions. Thus, fungibility promotes survival and growth during internationalization in 

resource-constrained firms by allowing firms to share or re-allocate resources to generate new 

routines.   

Developing capabilities for the internationalization of a firm’s business is costly. While 

extensive endowments permit large investments in capabilities, failure to make such investments 

at the outset may have irreversible negative consequences for survival (Hannan, 1998). How-

ever, start-ups and privately held firms tend to be undercapitalized and face resource constraints 

(George, 2005; Holtz-Eakin & Joulfaian, 1994). In cases of undercapitalization, resource fungi-

bility assumes added importance as it lowers the costs of failed experiments in internationaliza-

tion routines and allows firms to leverage their limited resources across multiple capabilities. 

Fungible resources also enable the exploitation of growth opportunities (Alvarez & Busenitz, 
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2001) in that they allow a young firm to pursue multiple new paths at comparatively lower cost. 

Thus, resource fungibility provides managers greater degrees of freedom to experiment and capi-

talize upon emergent growth opportunities in the foreign market and reduces the costs of capabil-

ity development that threaten short-term survival. Therefore, as Figure 1 suggests, we posit that: 

Proposition 1C: Fungibility of the firm’s resource endowments will moderate the out-
comes of its internationalization process, such that it decreases the negative effects of in-
ternationalization on the probability of survival. 
 
Proposition 2C: Fungibility of the firm’s resource endowments will moderate the out-
comes of its internationalization process, such that it increases the positive effects of in-
ternationalization on the probability of growth. 
 

DISCUSSION AND IMPLICATIONS 

In this article, we advance a capability-based view of the effects of internationalizing on 

firm survival and growth. The increasing importance of internationalization as a strategic tool, 

even among young firms (McDougall et al.,  1994; Oviatt & McDougall, 1994), has prompted us 

to develop a framework that contributes to the emerging literature in this area.  

Our framework clarifies the normative implications of initiating early international opera-

tions. Consistent with recent work in this area (e.g., Autio et. al., 2000; Zahra et al., 2000), we 

view internationalization as a strategic choice for young firms. Extending the process and new 

venture frameworks of internationalization, we focus not on the rationale for internationalization 

but rather on the likely effects of this choice. We consider the effects of early internationalization 

on organizational processes. Our perspective extends the literature on firm internationalization, 

which has treated internationalization as an outcome of organizational processes and has largely 

neglected the study of the reverse effect, that is, how internationalization impacts the firm. Still, 

our model is not holistic in that does not account for all factors affecting outcomes of interna-

tionalization; such a model would be exceedingly complex (Zaheer & Mosakowski, 1997). In-
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stead, to move the discussion forward, we have incorporated key contingencies in emerging en-

trepreneurship dynamics literature: the effects of age, managerial experience, and resource fun-

gibility (Figure 1). We now discuss the implications of our model for theory development in the 

dynamic capabilities literature. 

Early Internationalization and Dynamic Capabilities  

 A central issue in the dynamic capabilities literature is the relationship between capabili-

ties and performance. Do firm capabilities enhance firm performance and, if so, does this per-

formance effect persist over time? Consistent with existing literature, in this article we view ca-

pabilities as arising from intricate configurations of resources and operating routines (Helfat & 

Peteraf, 2003; Teece et al., 1997). Our arguments articulate how internationalization affects this 

configuration and, consequently, clarify its implications for a firm’s survival and growth. By do-

ing so, we make three important contributions to the capabilities literature.  

First, the assumption that building dynamic capabilities has uniformly positive conse-

quences for firm performance is challenged. For example, Teece et al. (1997) noted that dynamic 

capabilities create value by supporting the firm’s core strategies and are continually reconfigured 

to meet changing environmental conditions, allowing the firm to retain a competitive advantage 

over time. Although some prior research has conceptually challenged the assumption that dy-

namic capabilities inevitably confer sustained performance (Eisenhardt & Martin, 2000; Winter, 

2003), such challenges are rare and undeveloped in the literature. Therefore, we have argued that 

during the early stages of internationalization new ventures develop capabilities that may simul-

taneously decrease the probability of survival while increasing the probability of growth. This 

argument further refines the ongoing dialog in the literature by differentiating the growth and 

survival aspects of organizational performance, both of which are central to entrepreneurship 
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research.  

Second, we identify important contingent factors that moderate the relationship between 

capability development and survival and growth. We propose that, at first internationalization, 

new ventures often enjoy learning advantages that spur growth and provide lower long-term cost 

of capability development. Yet, they may still be unable to bear initial costs associated with en-

try, threatening the very survival of these ventures. We propose that to some degree firms can 

substitute for lack of organizational experience with managerial experience. By importing rou-

tines from prior employment, younger firms whose managers have prior international experience 

can reduce the costs of internationalization. While the dynamic capabilities literature has focused 

on organizational experience and capability development, only limited research has explored 

managers' experience and the formation of organizational capabilities (King & Tucci, 2002). 

 Third, we contribute to the capabilities literature by suggesting that resource fungibility is 

important to capability development. We posit that highly fungible firm resources can buffer 

costs and facilitate the development of capabilities to pursue new market entry opportunities. 

The dynamic capabilities literature has drawn attention to resource reconfiguration as a means to 

shift between capabilities or change existing capabilities (e.g., Karim & Mitchell, 2000; Winter, 

2003), but until now the fugibility dimension of resources has not received attention. Fungibility 

is important for gaining and maintaining strategic flexibility.     

All three contingencies articulated in our model (firm age, prior managerial experience, 

and resource fungibility), hold important implications for theory development in the capabilities 

literature. For instance, future empirical research may explore the pattern of capability develop-

ment and deployment as moderated by the presence of fungible resources in young or old firms. 

Other related questions emerge such as: How does imprinting through internationalization mani-
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fest itself in capability development or redeployment? Does imprinting provide persistent advan-

tages to the firm? Does resource fungibility increase the speed of adaptation, or does it alter the 

timing of capability development and deployment?  

Implications for Internationalization Theories 

Even though the process of internationalization is a widely researched topic, important 

gaps remain concerning learning and experience accumulation as well as the firm-level outcomes 

of this process (Werner, 2002). Existing managerial frameworks of internationalization empha-

size experience, learning, and knowledge accumulation as either constraining or enabling inter-

nationalization. The internationalization process theory exemplifies the constraining influence of 

experience accumulation, depicting internationalization as an interplay among foreign market 

exposure, learning, and capability development (Johanson & Vahlne, 1977; 1990). Rooted in the 

behavioral theory of the firm, the process theory holds that firms typically experience a gradual 

accumulation of international experience which enhances the firm’s awareness of international 

opportunities, its ability to pursue such opportunities, and the willingness of its management to 

commit further resources (Penrose 1959). Key assumptions are that firms initiate their foreign 

activities with no foreign market or foreign organizing knowledge and that this knowledge may 

be acquired only through operating in foreign markets (Johanson & Vahlne, 1977; Barkema et 

al., 1996; Delios & Henisz, 2003). Because managers are risk averse, venturing across borders 

starts late and evolves slowly and cautiously thereafter. Causal influences on survival are not ex-

plicitly discussed in the process theory, but some proponents imply that later initiation of the in-

ternationalization process is associated with greater chances of organizational survival (Eriksson 

et al., 1997). Despite the power of this model for explaining the typical incremental process of 

international expansion, managerial agency is somewhat absent from this picture. 
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A complementary perspective on the internationalization process is provided by the new 

venture internationalization framework. This view emphasizes the enabling qualities of personal- 

and team-level knowledge, experience, and learning on early internationalization (Oviatt & 

McDougall, 1994). This framework complements the process theory by introducing the opportu-

nity-seeking entrepreneur as the key driver of early internationalization. The insight is that indi-

vidual knowledge can substitute for firm-level experience to some extent. Thus, the new venture 

internationalization framework highlights entrepreneurs’ capacities and experiences that allow 

them to pursue successfully an early, proactive mode of internationalization. An early initiation 

of the internationalization process, therefore, is depicted as a necessary strategic move to ensure 

opportunities for organizational growth. Despite its useful insight into the entrepreneurial poten-

tial embedded in the founding team, this model offers little guidance into the limitations or con-

straints facing the young firm.  

In this article, we have sought to reconcile the process and new venture arguments while 

making several important contributions to theories of internationalization. First, we distinguish 

between growth and survival as outcomes of young firms’ internationalization. Whereas the 

process theory emphasizes the firm’s drive to ensure survival, the new venture framework is fo-

cused on internationalization as an enabling mechanism for growth. Yet, neither perspective ex-

plicitly considers the implications of internationalization for firm-level outcomes. We have pro-

posed that in its early stages internationalization threatens firm survival because of the cost of 

developing necessary new capabilities and because of the lack of positional advantages. How-

ever, we also posit that the capabilities developed during the process create an organizational 

imprint for adaptability and growth.    

Second, we bring the two perspectives into relief by highlighting the complex relation-
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ships between levels of experience (manager versus organization) and its implications for inter-

nationalization. Researchers have recognized the need to disentangle the relationship between 

organizational experience, survival, and growth (Barkema et al., 1996; Delios & Beamish, 2001; 

Delios & Henisz, 2003). We reconcile some contradictions by explaining that although posi-

tional liabilities make the probability of survival especially small for young internationalizing 

firms,  early capability development and imprinting create a context for rapid growth. We distin-

guish also between managers' prior international experience and their joint experience in the fo-

cal firm by arguing that in the absence of joint organizational experience, managers use routines 

that they developed in other settings, thereby reducing the time and cost of capability develop-

ment.   

Implications for Managerial Practice 

The process theory of internationalization stresses the fact that firms are behaviorally iner-

tial and do not expand across borders until pushed by external circumstances or pulled by cus-

tomer demands. The new venture internationalization framework contends that young firms may 

see themselves as competent and choose to pursue international opportunities; however, the 

framework is silent on whether such a choice is warranted. Empirical results regarding perform-

ance implications of early internationalization have been mixed (e.g., Bloodgood, Sapienza & 

Almeida 1996; Zahra & George, 2002).  

The descriptive nature of the process and new venture theories of internationalization lim-

its their usefulness to entrepreneurs. Our model suggests that, ceteris paribus, internationaliza-

tion increases risks of failure but also increases opportunities for significant growth. For entre-

preneurs whose goal is to create a venture that provides long-term self-employment, early inter-

nationalization is a risky choice. Of course, as we discuss below under boundary conditions, in-
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ternationalization may at times be the best choice to secure firm survival. We propose that inter-

nationalization improves the chances of building a venture of great potential. For some entrepre-

neurs, failing in one or many ventures before creating the ‘big winner’ is not an impediment and 

may actually provide experience that improves the odds of future success and wealth.  

Key contingencies alter the expected payoff from new venture internationalization. We 

suggest that if survival dominates growth concerns, entrepreneurs should delay internationaliza-

tion until they have developed fungible resources to buffer the costs of internationalization. 

However, if growth goals dominate or if the opportunity window is short, early internationali-

zation may be a risky but rational choice. Firms that are older when they internationalize (per-

haps a new market has opened up or a new technology makes expansion feasible) may be at a 

learning disadvantage in that the costs of capability development may be higher. Older entrants 

need to find ways to overcome the structural inertia and rigidities that could hamper their ability 

to learn about new markets and to respond with changes to routines and resource configurations. 

We propose also that venture growth and survival prospects may be enhanced by the judicious 

selection of managers with prior international experience and by the assemblage and use of fun-

gible resources. 

Boundary Conditions of our Model 

To examine the implications of our model, researchers should recognize its boundaries 

and control for critical factors not considered in it. Critical environmental variables that might 

influence the effects of internationalization on new venture survival and growth include country 

and industry conditions. For example, the general economic conditions and institutional infra-

structure might significantly influence prospects for survival and/or growth (Busenitz, Gomez & 

Spencer, 2000). Countries seeking to encourage foreign investment give entrants special incen-
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tives and guarantees that can significantly mitigate some threats to new venture survival or pro-

mote growth. Conversely, certain tariffs, laws, or cultural customs may preclude an entering 

company from realizing growth. The home country of the internationalizing venture may also 

influence the prospects of the venture, altering the relationships suggested in Figure 1. For ex-

ample, in countries with small domestic markets, internationalization may be necessary for long-

term survival for firms required to achieve size economies in order to survive.  

It is important also for future researachers to distinguish between short- and long-term ef-

fects of early internationalization on survival and growth. Our propositions reflect the potential 

short-term impact of internationalization and the development of dynamic capabilities. The first 

internationalization event generates the most substantive change to existing routines and re-

source allocations. The disruptiveness of entry decreases with experience (Henderson, 1999). 

Our dependent variables (survival and growth) are also likely to influence each other over time. 

For instance, a secondary effect of enhancing short-term growth prospects may be to improve the 

probability of long-term survival – i.e., internationalization at time of first entry (t0) may de-

crease the probability of survival at t0, but may simultaneously increase the probability of subse-

quent survival (t+1 to t+n) relative to those that did not internationalize. The relationship between 

survival and growth, and their interplay over time, are especially important areas for research. 

The studies by Delmar et al. (2003), Dobrev and Carroll (2003), and Romanelli (1989), among 

others, hint at the rich complexity among the fundamental organizational constructs of size, age, 

and growth, a complexity that requires further theoretical and empirical explication.   

We have suggested that managerial experience and resource fungibility heighten the pre-

dicted positive effects of internationalization, but industry factors are likely to play a significant 

role as well. In comparison to ‘domestic’ industries where little advantage accrues to cross-
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border sharing of activities, ‘global’ industries favor firms positioned in several countries simul-

taneously because of scale, scope, and standardization economies (Barkema & Vermeulen, 1998; 

Birkinshaw, 2000). Thus, the competitive dynamics of industries may also moderate the effects 

of internationalization on performance. Since most of the new venture internationalization re-

search relates to high technology industries (Autio et al. 2000; McDougall et al. 1994; Zahra et 

al. 2000), the rate of technological obsolescence might significantly influence the effects of in-

ternationalization on survival and growth.  

Finally, the strategic congruence between the venture and the target country may also be 

critical. When the foreign markets entered are cognitively or culturally distant from the firm’s 

home market, survival prospects are likely lower than usual, and growth prospects are also lim-

ited (Delios & Henisz, 2003; Mitchell et al., 1994). Geographic distance is also important to the 

extent that the costs of entering foreign markets are significant. Relative to nearby countries, en-

tering distant foreign markets is likely to strain resources and coordination routines and increase 

the threats to survival. While our model is intended to identify what might happen for new ven-

tures across a variety of situations, it excludes exogenous factors such as host country and indus-

try dynamics. Researchers interested in testing the propositions presented in this paper should 

keep these factors in mind as they design their empirical tests.  

Suggestions for Future Research  

This article forwards testable propositions that advance entrepreneurship theory in the 

context of internationalizing young firms. Although some evidence exists regarding the effects of 

internationalization on growth and profitability (e.g., Autio et al. 2000; Bloodgood et al. 1996; 

Zahra et al. 2000), such results were subject to issues of survival bias. We highlight the need for 

longitudinal studies that track the survival rates of internationalizing young firms. A recent re-
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view (Zahra, 2005) shows that little research has compared the survival rates of new ventures 

that internationalize their operations to those that do not do so. Future studies may include 

matched-pairs panel data that allow a comparison of survival rates for internationalizing and 

comparable non-internationalizing young firms. 

Several promising avenues for future research are apparent. We encourage researchers to 

consider how, in some circumstances, the development and redeployment of resources and capa-

bilities may actually have negative implications for value creation. Further, the boundary condi-

tions highlighted above indicate many fruitful areas for extension. For example, how do industry 

characteristics, cultural and geographic distance, and motives affect the relationships suggested 

in the model? Our focus on knowledge also suggests that greater attention should be given to the 

different relationships between internationalization and the dimensions of knowledge (e.g., re-

lated vs. unrelated knowledge; foreign market vs. organizing knowledge; managerial vs. entre-

preneurial knowledge; and radical vs. incremental learning). Understanding these relationships 

would contribute to theory in both the knowledge management and new firm internationalization 

arenas.  

Our arguments throughout this article have highlighted the importance of capability 

building as a major driver of new ventures’ internationalization and subsequent survival. Institu-

tional forces might drive firms’ strategic choices (Zucker, 1997), including internationalization.  

With the globalization of the world economy, being part of the international arena has become a 

norm, one that new ventures cannot afford to overlook (Zucker, 1997). In some industries, new 

ventures might have to internationalize to achieve market credibility (Meyer & Rowan, 1977) 

and to reduce the liabilities of newness that can undermine their survival. Future research would 

benefit from exploring the coercive, normative, and mimetic institutional forces (DiMaggio & 
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Powell, 1983) that can shape new ventures’ internationalization. These institutional forces may 

also moderate the relationship between internationalization and survival depicted in Figure 1. 

Understanding these moderating effects can enrich future theory building in this area and pro-

vide guidance to managers as they chart their companies’ international strategies. 

Examining the influence of institutional forces on new ventures’ internationalization 

draws attention to the importance of studying the rich setting in which they compete. Exchange 

theorists (e.g., Emerson, 1976) have highlighted the importance of social structures, both micro 

and macro, in determining the differential powers of actors (Cook & Whitmeyer, 1992). Power 

often translates into differential market positions that can buffer new ventures against failure. 

This power is gained from what new ventures do and the resources they control, including the 

social capital that they and their managers have amassed. We have already highlighted the im-

portance of new venture managers’ experiences as a moderator of the relationship between inter-

nationalization and survival. Investigating how social exchanges help new ventures gain credi-

bility, obtain resources, and enhance the probability of their survival would also be enlightening.  

Burt (2004) suggests that 'better connected' firms will outperform others.  An assumption 

of our model is that internationalizing firms (especially new or young firms) can and should use 

the prior international contacts of managers to mitigate survival threats and to realize growth op-

portunities.  Combined with our model, Burt's theory suggests that young internationalizing 

firms would benefit most from adding managers whose prior experience and contacts are non-

redundant to those in the focal firm. They should be non-redundant in two ways: in terms of 

views held (e.g., managers in different functional areas hold different views) and in terms of hav-

ing connections to different sets of third parties. Burt (2004) also points out that such diversity 

can disrupt coordination but is quite beneficial when communication is effective; thus, the bene-
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fits of non-redundancy would be especially great in young firms who, as we mentioned in our 

learning advantages of newness arguments, can communicate effectively because they have yet 

to develop significant functional differentiation.  An additional advantage of building managerial 

teams with less "constrained" networks according to Burt (1999) is that managers in such teams 

can make better judgments based on "gossip" (i.e., third party assessments) than teams whose 

managers have only strong third party connections.  In short, our model implies that internation-

alizing ventures can enhance their competitiveness by strategically choosing new members 

whose networks bridge key structural holes.   

Our model also has implications for the development of competitive advantage. Received 

theories on internationalization have tended to attribute the benefits of internationalization 

mainly to market expansion and positional advantages. Our model suggests that internationaliza-

tion may also boost the firm’s dynamic capabilities, thereby making them more nimble and dy-

namic. Thus, the effects of internationalization on firm competitive ability may be more varied 

than hitherto recognized. More theoretical work is required to create a more comprehensive un-

derstanding of the sources and mechanisms of ‘internationalization competitive advantage.’ 

Conclusion 

Recent research documents the rapid internationalization of new firms in the pursuit of sur-

vival and growth. This article improves our understanding of this phenomenon, contributing to 

entrepreneurship, internationalization, and capability development literatures. The article for-

wards a model of the direct effects of internationalization on new ventures’ survival and growth 

prospects as well as the moderating effects of age, managerial experience, and resource fungibil-

ity. The nexus of entrepreneurship-internationalization and the entrepreneurship-capabilities lit-

eratures hold substantial promise for future enquiry. This article provides a starting point for 
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such theoretical refinement and advancement. 
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Figure 1 
A Model of Internationalization, Survival, and Growth  
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