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Abstract

This paper investigates theoretically the importance and impact of the international entrepreneurial firms' (IEFs) social
networks on selected firms' strategies. We focus specifically on some core attributes of IEFs and the impact of social
networks on such strategies as the choice of the foreign markets to operate and the foreign entry modes. The social
networks are a major driver of the internationalization from inception and help in overcoming a variety of physical and
social resource limitations as well as transactional hazards. We conclude that it is likely that both some fundamental
characteristics of the IEFs and those of the foreign markets entered account for these firms reliance on their social
networks.
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Introduction

International entrepreneurial firms (IEFs) have been an emerging phenomenon since the beginning of the
1990s. The opening of national boundaries and markets to foreign products, finance and labor has led many
firms across a variety of geographic and product markets and industries to search for international expansion.
Some of these firms seek foreign markets since inception. The upsurge of born-international firms, or born-
globals as the phenomenon is often referred to has contributed to the increasing attention from the management
scholars. This attention has further increased after the 1996 Special Issue on IEFs in the journal
Entrepreneurship Theory and Practice. In fact, studying IEFs is important (McDougall, 1989; Oviatt &
McDougall, 1994) even to better understand why and how some firms expand and compete internationally with
large established firms (see also Mathews & Zander, 2007). For instance, the Australia’s high-value-added
manufacturing exporters have witnessed the rise of numerous small and medium-sized companies that
successfully compete against large established multinationals in the global business arena (Rennie, 1993).

As scholars have sought to tap into the phenomenon by examining the internationalization of IEFs, inconsistent
findings have been reported in prior research. The foreign direct investment (FDI) theories and the evolutionary
models of internationalization that were constructed on the basis of the internationalization of large
multinational corporations (e.g., Dunning, 1981), have not provided coherent explanations regarding the
internationalization activities and progress of IEFs (Coviello & McAuley, 1999). For instance, while some
studies indicate that IEFs follow an incremental internationalization (Dalli, 1994; Chetty & Hamilton, 1996)
much like the large multinational corporations, other studies suggest that IEF are capable of leapfrogging stages
in their internationalization (Bell, 1995; Gankema, Snuit & Van Dijken, 1997). Moreover, other studies indicate
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that the internationalization process of the born-globals is remarkably different from that of large corporations
(Carrier, 1994; Oviatt & McDougall, 1994).

The extant research on social networks has contributed to the understanding of how entrepreneurs expand their
businesses. For instance, some studies using a social networks perspective documented that IEFs are dependent,
or at least highly influenced, by the informal social ties of the entrepreneurs themselves (e.g., Bell, 1995;
Coviello & Munro, 1995; Fontes & Coombs, 1997). The effects of the social ties influence the firms’
performance (Stuart & Poldony, 1996; Lu & Beamish, 2001) and play a critical role in the internationalization
of IEFs (Jarillo, 1988). These observations lead Coviello and McAuley (1999) to suggest that the networking
activities are a promising avenue of research in the context of international business (IB). It is further likely that
a social networks perspective supplements traditional IB theories in explaining IEFs’ internationalization
processes in such a wide array of decisions as the host market selection, entry modes adopted, post-entry
adaptation, and so forth.

The extant research on IEFs using a social networks perspective has noted that these firms depend on the social
relationships but has not yet explained how the IEFs’ social networks evolve or why they are so important. It is
likely that the IEFs dependence on the social relationships is due to a limited pool of resources to exploit abroad
and the lack of capabilities and international experience (e.g., Jarillo, 1989; Beamish, 1999; Lu & Beamish,
2001) that allow them to explore for new knowledge or novel foreign business opportunities (Knight &
Cavusgil, 2004; Mathews & Zander, 2007). That is, IEFs seem to suffer cumulatively from the liabilities of
smallness (cfr. Hannan & Freeman, 1989; Baum, 1996), newness (Stinchcombe, 1965; Carroll, 1983), and
foreignness (Hymer, 1976). The existing research has failed to tap into the unique factors inherent to IEFs that
may explain both the importance of the social networks and the mode of operation of the IEFs in foreign
markets.

This paper draws on the entrepreneurship literature (e.g., Miller, 1983; Lumpkin & Dess, 1996) and the
international business research (e.g., Johanson & Vahlne, 1977; Bell, 1995; Gankema et al., 1997), to explore
the factors that lead IEFs to rely on social relationships. In pursuing this goal, we discuss theoretically some
characteristics of the IEFs themselves, the selection of foreign markets and the foreign entry modes. Our stated
objective is to understand why and how are social networks important for the internationalization of IEFs. In
particular analyzing a set of factors specific to the IEFs and their choices, such as market and entry modes
selected. As such, this paper also contributes to better understand how firms may use their social networks to
foster internationalization. This is particularly valuable for small and medium-sized firms that are
comparatively inexperienced in international operations.

The remainder of this paper is organized as follows. First, we briefly review the extant social network literature
on international entrepreneurial ventures, focusing on selected characteristics of the firms themselves, the
markets selected and the mode of operating in those markets. Inherent to the discussion is the reliance of IEFs
on their social networks. We conclude with a broad discussion and present avenues for future inquiry.

Theory review and development

What is an international entrepreneurial firm (IEF)? In this paper we refer to an IEF as a business organization
that takes from inception or very shortly thereafter an innovative, proactive, and risk-taking and risk-sharing
behavior to create value by growing and managing its business in multiple countries (Oviatt & McDougall,
1994). This is a behavior that, as we will discuss, challenges the traditional evolutionary models of
internationalization both in respect to the markets selected and the entry modes that are chosen. To further
distinguish the IEFs from the established large multinational firms, we focus specifically on those IEFs that
have been recently created (that is, that are fairly new), that are small or medium-sized and that are at least
reasonably inexperienced in the foreign markets. Hence, pivotal to this conceptualization of what an IEF is, is
the crossing of national legal boundaries by relatively new and small firms.
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Organizations are intertwined with their environment, from which they depend to obtain resources (Pfeffer &
Salancik, 1978; Scott, 1998) that are critical for the firms’ survival and growth. The organizations’ networks
provide access to physical resources (Mizruchi & Galaskiewicz, 1994) and contribute to augment legitimacy
(Stuart & Podolny, 1999). Moreover, firms operating internationally face a wider variety of challenges and
agents, needing to learn about the business environment and to adjust to the host foreign markets where they
operate (see, for example, Hymer, 1976). To overcome possible liabilities, the IEFs may seek to participate in a
network of connected firms to buffer from market uncertainties, resist failure and facilitate growth. Indeed,
several studies have shown the importance of international networks for the firms’ international expansion
(e.g., Majkgard & Sharma, 1998).

Why are Social Networks Important for International Entrepreneurial Firms?

The social networks are important for IEFs for a number of reasons. IEFs tend to obtain valuable host country
information through their social ties to either local partner firms or other firms operating in those markets (e.g.,
third-country partners that have specific knowledge on the host country), more often so than established
multinational corporations (MNCs). These are relationships with suppliers, customers, financial organizations,
industry/commerce associations, and so forth (Oviatt & McDougall, 1995). The host country knowledge
captured from the partners may refer to environmental dimensions on such issues as political, economic, social,
cultural, or technological issues. It is not only the international networks that are important but also local,
regional and home country networks matter for the international expansion of IEFs. By contrast, the established
MNCs are able to rely on their expertise accumulated internally through their own experience in the host
country or the region.

A wealth of studies has documented the influence of social networks for IEFs for overcoming resource
constraints. By connecting with other organizations, the IEFs gain access to the physical (Bonaccorsi, 1992;
Welch, 1992) and informational resources (Larson & Starr, 1993; Coviello & Munro, 1995) needed. For
instance, Coviello and Munro (1995) showed that foreign market selection and entry initiatives are originated in
opportunities created through the network contacts, suggesting the networks’ ability to convey information.
Hansen (1999) noted that the IEFs may benefit from the transfer of explicit and tacit knowledge within a
network. It is possible that within a network it is easier to identify new relevant knowledge and its transfer is
subjected to lower transaction costs (Gulati & Singh, 1998). Moreover, the participation in a network may
improve the IEFs’ innovation capabilities. For instance, Stuart and Podolny (1996) observed that small firms
connected to large firms perform better in innovations than otherwise. Nonetheless, some IEFs are created
without the entrepreneur having established ties to foreign agents or being embedded in any international
network. However, it seems reasonable that the international social networks do matter and are frequent drivers
of an entrepreneurial push towards creating an initial foreign operation.

The IEFs are more likely to seek to develop host-country-based ties — that is business relationships with local
partners. These ties are important vehicles for information, market selection and also ease foreign market entry,
while hedging against political hazards. Coviello and Munro (1995, 1997) suggested that born-globals
frequently emerge due to the rich relationships they have with host markets’ agents. For instance, studying the
internationalization of Japanese entrepreneurial firms, Lu and Beamish (2001) found that these firms had
multiple relationships with local partners and that these connections were positively related to performance. In
contrast, MNCs often expand by acquiring existing firms or by establishing their own greenfield foreign
subsidiaries. That is, MNCs tend to rely more on self-acquired knowledge and experience, although, in some
cases, MNCs may use contractual models to govern a partnership (e.g., alliances or joint ventures with a local
or a third-country firm).

The advantages accruing from participating in a network may be sustainable in the long run due to the trust
bonds among partners (Bromiley & Cummings, 1995) and invite the IEFs to build their networks of
relationships in both home and host countries. Hence, the network acts as a buffering mechanism against
environmental uncertainties by providing access to the physical, financial and social resources needed. In
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proposition form: the international success of an IEF is at least partly determined by its participation in an
international network.

In sum, prior literature on IEFs’ networks differentiate the social networks held by large MNCs from those of
IEFs, their internationalization processes (e.g., Beamish, 1990, 1999; Oviatt & McDougall, 1994; Lu &
Beamish, 2001), and the strategic role that the social networks play for each type of firm. Specifically, the
extant research has shown that IEFs tend to rely more on social networks for accessing various resources,
information, and opportunities than established multinationals. That is not to say that networks do not matter
for established MNCs. Comparing IEFs with MNCs, we acknowledge that a number of studies indicate that
large firms also rely on social networks (see, for example, Jones, Hesterly & Borgatti, 1997; Mizruchi &
Galaskiewicz, 1994). Notwithstanding, from a strategy standpoint, networking with other organizations is not
the only option for large MNCs. The MNCs hold the resources, large manufacturing capacity, their own
intelligence systems, and may set up their fully-owned subsidiaries in the host countries. In stark contrast,
networking is the only, or at least it is often the best, strategy available for IEFs to explore opportunities in the
foreign markets given their resource pool, capabilities, informational constraints and the complexity imposed
on operating in international markets (Guisinger, 2001).

The Characteristics of International Entrepreneurial Firms

The phenomenon we refer as IEF has been coined with different expressions, such as international new
ventures (McDougall, Shane & Oviatt, 1994, 1999; Bloodgood, Sapienza & Almeida, 1996; Zahra & George,
2002; Fernhaber, McDougall & Oviatt, 2007), born globals (Knight & Cavusgil, 1996, 2004; Madsen &
Servais, 1997; Moen, 2002), global startups (Jolly, Alahuhda & Jeannet, 1992; Oviatt & McDougall, 1994,
1995), instant exporters (McAuley, 1999; Preece, Miles & Baetz, 1999), and micro multinationals (Dimitratos,
Johnson, Slow & Young, 2003). Regardless of the terminology employed, the concept is the outcome of a trend
towards the globalization of markets and production that is fuelled by the developments in information systems
and technology, transportation, marketing and diminishing tariff and non-tariff barriers. These developments
contribute to the birth of entrepreneurial firms with an international orientation from inception, that hold the
flexibility to identify and take advantage of the emerging foreign opportunities (Andersson, 2000; Mathews &
Zander, 2007).

The IEFs hold unique characteristics that heighten their need to integrate and rely on social networks. These
attributes include their international orientation from inception, the limited pool of physical and social resources
from where to draw due to their small size and lack of a track record of achievements, and the entrepreneurial
orientation. It may be true that to some extent these traits are also observable in purely domestic entrepreneurial
firms, but because IEFs operate in foreign markets they are more salient. We will briefly review three of the
main characteristics.

International orientation from inception. The 1IEFs differ from domestic firms for their international orientation
since very early on. For instance, Oviatt and McDougall (1994) and Jantunen, Puumalainen, Saarenketo and
Kylédheiko (2005) noted that IEFs often have an international vision from inception, promoting the firms’ fast
internationalization. At least to some extent, IEFs differ from the traditional large MNCs given that these often
rely on accumulated knowledge about the foreign markets to proceed in their internationalization path
(Johanson & Vahlne, 1977; Mathews & Zander, 2007). The faster internationalization pace of the IEFs is
facilitated by their social ties to home and especially host partners — as we noted, these relationships pass on
emerging opportunities in the foreign markets. The ties to local networks decrease dramatically the IEFs’
perceived risks of operating internationally. The IEFs conceive from inception their marketplace as the world,
which is at odds with the traditional approach whereby firms are established and grow within their national
boundaries and only later they start looking at proximate countries to expand.

The international orientation may be fuelled by the entrepreneur. Often the entrepreneur has some international
experience (Oviatt & McDougall, 1995; Madsen & Servais, 1997). A common denominator in IEFs is the
importance of the entrepreneur himself (McDougall et al., 1994; Knight & Cavusgil, 1996; Madsen & Servais,
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1997) and for the born-international entrepreneurs, the rapid internationalization is the entrepreneurial action
that characterizes them. The global vision right from inception is the most important characteristic associated to
IEFs (Oviatt & McDougall, 1995) and that vision may be acquired from prior business experiences of the
entrepreneur, or perhaps from a holidays experience or even a spurious contact. In these instances, the IEFs is
likely to start operating in those foreign markets about which the entrepreneur has some knowledge and
relationships, perhaps in virtue of prior work-related (or holidays) experiences, regardless of whether the
markets are more proximate or distant in terms of the psychic distance to the home market. A general
proposition reads as follows: form: the early and accelerated internationalization of IEFs is positively related
to the social network in which the IEFs’ are embedded.

Entrepreneurial Behaviour. International new ventures are characterized by their strong entrepreneurial
orientation (Oviatt & McDougall, 1994; Li & Ferreira, 2006). The essence of entrepreneurship is entry into a
new product/geographic market (Burgelman, 1983), or new (re)combinations of resources (Schumpeter, 1950).
To operate in evolving industries collaborative efforts may be required. Usually, the market power of the new
firms stems from the intangible assets derived from the possession of advanced technology, marketing skills, or
efficient organizational structures (Barney, 1991). The technological capabilities are the IEFs’ foundation of
sustainable competitive advantages because they are valuable and difficult to imitate (Barney, 1991). However,
technologies and corresponding valuable capabilities evolve fast and IEFs have to search for possible
collaborations across the globe to keep abreast with the advancements at relatively low cost. This posture is
driven by the entrepreneurial orientation that encompasses innovativeness, risk taking and proactiveness.
Innovativeness reflects the tendency towards new ideas, novelty, experimentation, and creative processes, while
departing from established practices (Lumpkin & Dess, 1996); proactiveness is the propensity to anticipate and
act on future market needs (Lumpkin & Dess, 1996); risk-taking is the willingness to commit large amounts of
resources to projects characterized by highly uncertain outcomes (Miller & Friesen, 1982).

The entrepreneurial orientation may be related to innovativeness, whether the innovations are related to
products, markets or both products and markets. Often the products sold abroad by IEFs are based on some
technological development or a new way of doing business. The product-market innovations and technological
innovations are an important component of the IEFs’ competitive capability and success (Hulsink, Elfring &
Stam, 2008), and it is a fundamental way for the IEFs to pursue new opportunities (Lumpkin & Dess, 1996).
For instance, the IEFs’ ability to seize and act on opportunities (i.e., proactiveness) has a positive performance
implication in capturing, for instance, first mover advantages (Barringer & Bluedorn, 1999). There is extensive
research documenting how firms benefit from cooperative ties to promote innovativeness, and for small
entrepreneurial firms these ties are even more crucial to pool together the required resources for R&D or even
to obtain access to knowledge developed externally.

The IEFs have a tendency to engage in and support new ideas, novelty, experimentation, and creative processes
that may result in new products, services, processes or technologies. According to Schumpeter (1950) an
innovation may be simply a recombination of existing technologies or skills. According to Kimberly (1981),
innovation often leads small firms to depart from their original business or practice and venture beyond the
current state of art. It has been long argued that social networks are an important vehicle for organizational
innovation (Ibarra, 1993; Knight & Cavusgil, 2004; Lamieri e letri, 2006). The IEFs build networks that
expand their information channels and market exploration abilities, to discover new demands or special
customer groups. In proposition form: the IEFs are likely to resort to their social networks to capture novel
knowledge and innovations that they may explore both domestically and in foreign markets.

The Small Scale Operations of IEFs. The firms in contemporary business landscape are operating in an
environment that is characterized by increased risk and uncertainty, decreased ability to forecast, and shifting
industry boundaries (Hitt & Reed, 2000). In this scenario, the IEFs, compared to large MNCs, face the
challenge of maintaining strategic flexibility to compete given resource constraints (Jarillo, 1989; Beamish,
1999). IEFs are not able to compete in the exploitation of scale economies, rather they compete by developing
the capability of identifying quickly novel niche markets around the world and establishing cooperative ties to
explore and exploit them. In fact, a comparison between IEFs and other internationalized firms (even if these
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are limited to exporting operations) is likely to show that the IEFs are specialized and niche market players
(Madsen & Servais, 1997).

The relatively small size of IEFs implies that these firms have a limited pool of managerial, financial,
informational, and human resources (Jarillo, 1989; Beamish, 1999; Coviello & McAuley, 1999; Lu & Beamish,
2001). Therefore, the dependence on social networks for resources seems the intrinsic response of IEFs to
overcome resource constraints through resource sharing and enhance the likelihood of success. The extant
research supports this argument. For example, Fontes and Coombs (1997) observed that firms established
relationships with other organizations to complement their activities or compensate for deficiencies (e.g., use
local intermediaries or develop relationship with larger firms). In the same vein, Holmlund and Kock (1998)
found that business networks allowed IEFs to access information and other resources.

The IEFs’ flexibility is facilitated by networks partially because of the easier and more abundant access to
information (Granovetter, 1985; Dyer & Singh, 1998) that leads to better chances to detect new opportunities in
international markets. Simultaneously, as Zahra, Ireland and Hitt (2000) noted, the IEFs can benefit from
learning novel technologies from their partners and speed their internationalization. Operational flexibility is
essential to take advantage and explore-exploit the emerging opportunities. Through the collaborative ties
among independent firms, the IEFs reduce the investment requirements in fixed assets, and maintain enough
flexibility to switch to new businesses. A general proposition may be formulated as follows: the small scale of
operations of IEFs (and their pursuit for maintaining flexibility) requires a social network of relationships to
identify and explore market-related opportunities.

The above discussed characteristics may, at least partially, contribute to disentangle the conflict between the
traditional internationalization theories that highlight an incremental internationalization process (cfr. Johanson
& Vahlne, 1977), and those based on the observation that the internationalization process is faster for small
entrepreneurial firms (Knight & Cavusgil, 1996; McDougall et al., 1994; Shrader, Oviatt, & McDougall, 2000).
These two disparate internationalization patterns highlight the role of social networks with international
partners, as we discuss below.

The Markets Where IEFs Operate

In this section of the paper we suggest that the foreign markets sought by the IEFs influence the extent to which
the social networks are important for IEFs. These firms seek, from inception, to gain a competitive advantage
from using their resources or capturing sales in multiple countries (Oviatt & McDougall, 1994). For instance, it
seems reasonable to suggest that the geographic location of the IEFs is at least influenced by the entrepreneurs’
prior foreign experiences, or by the economic capacity and demand conditions of the recipient market. Possibly,
the international expansion of the IEFs is related to the ability to access R&D, distribution channels or some
innovative skill, probably in partnership with other firms across product and geographic markets. Moreover, it
is likely that IEFs need to rely more often than large firms on strategic outsourcing ties to other firms through
networks ties that may entail the formation of a joint venture or a strategic alliance (Madsen & Servais, 1997).

Looking at the country of origin of the IEFs it is further reasonable to draw from the well established
international business literature on the internationalization processes of firms. Firms in small domestic markets
tend to have a higher propensity to be born-globals since the domestic market may not suffice to absorb their
production. That is, the new entrepreneurial endeavours may need to be international from inception to have a
viable market demand potential. Note that this rationale was explored by the Uppsala School (see, for example,
Johanson & Vahlne, 1977, 1990). An implicit proposition is thus that: the IEFs are more likely to emerge in
smaller countries, in comparison to large countries. The internationalization of the IEFs is further likely to be
promoted through network ties to other domestic and foreign firms.

The IEFs are generally oriented towards relatively small market segments — the international niche markets —
where they are able to avoid direct competition with the MNCs (Davis & Austerberry, 1999) and generate a
profit. Although new IEFs are at a disadvantage when competing with large MNC:s - note that the MNCs tend

CADERNOS EBAPE. BR, v. 8, n° 1, artigo 8, Rio de Janeiro, Mar. 2010 p- 138-145



Manuel Portugal Ferreira
Joao Carvalho Santos

The international entrepreneurial firms' social networks Fernando A. Ribeiro Serra

to concentrate in activities that favor the exploitation of scale and scope economies - the MNCs still tend to
raise entry barriers to prevent new entrants (Caves & Porter, 1977). By focusing in market niches (Baum &
Singh. 1994), the IEFs avoid direct competition. The market niches the IEFs serve are reasonably delimited
and, unlike information about mass markets, information about niche markets, and particularly about foreign
niches, is often hideous, tacit, and hard to obtain (Schwart, McCorkle & Anderson, 2000). Acquiring
informationabout niche markets requires information channels closer to customers, and is best obtained through
collaboration to host country partners (Lu & Beamish, 2001). Moreover, a market niche usually consists of a
narrow group of customers that is difficult to detect and track (Schwart et al., 2000). Therefore, social networks
with local players composed of customers, suppliers, family and friends (Larson, 1992) function as a bridge to
foreign markets (Coviello & Munro, 1997). In proposition form: the IEFs rely on their social networks to
identify and access foreign market niches.

The international business environment is highly diverse. The markets sought by IEFs have differences across
countries, such as customer tastes and preferences, resource endowments, technologies, demand pressures,
political environments, legal systems, cultures, income profiles, etc. A firm knowledgeable of these differences
can take advantage of opportunities for entrepreneurial behaviors (Dalgic, Li & Li, 2004). McDougall and
Oviatt (1991) suggested that IEF are formed because internationally experienced and alert entrepreneurs are
able to link resources from multiple countries to meet the demand of markets that are essentially international.
Therefore, the highly fragmented markets that emerge from inter-country differences create unmet demand and
international arbitrage opportunities for IEFs.

The IEFs are influenced by the environmental heterogeneity in that, each country has its own culturally
determined entrepreneurial propensity (i.e., propensity for innovation, risk-taking behaviours, etc.). Each
environment will pose different challenges and opportunities, and is a source of ideas for new product
development. While these opportunities may in some instances derive from changes in the social, political,
technological, and economic environment, their identification and finding out manners to exploit them require a
pool of network ties. That is, the diversity of markets and the differing host markets’ characteristics require
IEFs do develop distinctive capabilities in acquiring information, or in alternative distinctive ties that provide
access to the information. The complexity of operating in international environments (Guisinger, 2001)
increases the difficulties for the small IEF, partly due to their limited resource endowment, in building an
information system. Hence, the identification of markets’ idiosyncrasies, and emerging demand for certain
products and services across countries, benefits from social interfaces with local information sources. Based on
the above observations, a general proposition is formulated as: the IEFs are likely to use their social networks
of relationships to adjust to the specific characteristics of the foreign markets entered.

Modes of Foreign Operation by IEFs

How small and new firms grow into MNCs has deserved some research attention (Cavusgil, 1980; Johanson &
Vahlne, 1977, 1990; Omar, Nwankwo & Richards, 2008). The Uppsala model of the firms’ internationalization
developed by Johanson and Vahlne (1977) focuses on internationalization as a gradual, incremental and
evolutionary process of accumulating experience and knowledge over time. This model focuses specially on the
entry modes firms select for entering new markets, and posits that firms enter gradually more psychically
distant countries (e.g., differences in languages, culture, political and legal systems, etc.). However, this model
is not likely to be deterministic and firms may indeed leapfrog stages, as the internationalization paths of IEFs
demonstrate (Knight & Cavusgil, 1996; Madsen & Servais, 1997). That is IEFs are able to develop a strategy
that allows them to internationalize faster than MNCs and shortly after inception.

Some of the best growth opportunities are found in the foreign markets, and that is true also for entrepreneurial
firms (Clercq, Sapienza & Crijus, 2005; Mathews & Zander, 2007. However, the IEFs face resource constraints
(Stinchcombe, 1965; Jarillo, 1989) and do not reasonably hold a broad set of alternative entry modes into the
foreign markets as do the larger MNCs. For instance, the IEFs do not have the capacity to acquire established
firms in the host markets neither to invest in greenfield start-ups in those markets. The traditional bias towards
foreign direct investment operations seems to be far beyond the possibilities of at least most IEFs. In addition, it
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is difficult for entrepreneurs that are unfamiliar with a new country to identify the buyers, suppliers and agents,
hence rendering solutions such as the resort to pure market mechanisms (e.g., outsourcing or buy-off-the-shelf
exchanges) unattractive.

Foreign market entry modes through pure market transactions is not likely, but entry with governance forms
supported in pure hierarchy is also unlikely in IEFs. Given the stereotypical small size of most IEFs compared
to established MNC:s, they need to access a resource base not yet held. The IEFs must leverage their resources
to increase the odds of success when entering the international arena (Jantunen, Puumalainen, Saarenketo &
Kylédheiko, 2005). This is the context that lends itself to search for an hybrid entry strategy (McDougall et al.,
1994). The hybrid forms rely on a relationship with another partner(s) (Powell, 1990). In particular, utilizing a
partner with some knowledge of the target market by deploying some form of hybrid entry strategies (e.g.,
licensing, joint ventures, strategic alliances, etc.), is likely to help leveraging the existing IEFs’ resources
(Oviatt & McDougall, 1994). However, entering an alliance lends itself to transaction costs hazards —
particularly those related to the threat of opportunism, adverse selection and moral hazard (Williamson, 1985).
The foreign entry mode selected should minimize the transaction costs.

The IEFs’ partnerships with other firms may aim at a variety of resources - capital, factories, experiences and
expertise, knowledge and even human resources of the partners. For example, Coviello and Munro (1995)
found that successful small New Zealand-based software firms are actively involved in international networks,
and outsource to network partners several of the manufacturing or market development activities. As such, IEFs
seek to ally themselves with other parties that are familiar with the risks of operating in the target market that
hold the resources and assets needed but also that offer a solution that minimizes transaction costs. Hence, in
this context, it seems reasonable to suggest that by engaging with previously known partners (i.e., prior
partners) or firms integrated in the same network promotes these benefits. In proposition form: the IEFs are
likely to select partnership-based foreign entry modes, such as strategic alliances with prior partners or other
firm in the network.

Discussion and concluding remarks

In this paper we explore a set of factors that lead IEFs to rely on their social relationships for
internationalization, which we accomplish through a theoretical discussion on the IEFs’ characteristics, the
foreign markets they select and the foreign entry modes chosen. By drawing on the literature on social networks
and on international entrepreneurial ventures, we were able to reveal some theory-driven propositions on how
social network should influence the likelihood of foreign market opportunity selection and foreign entry modes.

It is now well recognized that expanding internationally poses many threats and exposes firms to a variety of
hazards and difficulties (e.g., acquiring needed resources, understanding target market differences, etc.).
Although research into international entrepreneurship has been sparse (e.g., Zahra & George, 2002; Freeman,
Edwards & Schroder, 2006), it is clear that international opportunities for smaller entrepreneurial firms are
important. However, entrepreneurial firms face unique problems related to their resource-constrained position
(e.g., Karlsen et al., 2003), compared to large established MNCs. Moreover, to take advantage of the emerging
opportunities in international markets the IEFs need to maintain strategic flexibility and the capability to act
swiftly, which is rather contrary to the traditional strategic planning models of large MNCs. This is the scenario
we have when studying international entrepreneurial firms. This paper contributes to our understanding of how
can small firms successfully expand internationally. Moreover, it helps our understanding of the capabilities
required from IEFs to enter foreign markets.

The social networks are an important vehicle for the IEFs’ identification of market-related opportunities, but
also to access knowledge, innovations, and physical resources. Moreover, social ties to local agents facilitate
local embeddeness. Indeed, it is likely that participating in a social network accelerates the IEFs’
internationalization (Mathews & Zander, 2007).
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The IEFs are born with an entrepreneurial mindset that is internationally oriented (e.g., Oviatt & McDougall,
1995; De Clercq, Sapienza & Crijus, 2005). The small size and resource limitations require that the IEFs to
avoid direct competition with the large MNCs which they do by focusing on reasonably tight international
market niches, as indicated previously. This is an effort that is supported, at least partly, on the identification of
new opportunities and differences across national markets. The resource and capability constraints derived from
small size and the requirements for early internationalization necessitate the IEFs to deploy their social
networks to gain access to the partners’ resources. For instance, to spot and explore niche markets and country
differences the IEFS need to utilize their social networks as information channels. Moreover, the IEFs must
maintain flexibility and a structurally flexible governance form with the partners for each foreign operation. In
fact, the small scale of operations of the IEFs is both an incentive to maintain flexibility as is an incentive to be
a member of a network of complementary firms through which additional market-related opportunities may
emerge. The hybrid form - social network — has been suggested as the best mechanism (in comparison to the
hierarchy or the market) given the constraints faced by the IEFs (Powell, 1990). The implications are far
reaching and include basic international business decisions. In this paper we delved broadly into two main: the
markets where the IEFs operate and the foreign entry modes, but future studies may extend this analysis.

Moreover, we discussed how IEFs are likely to select certain types of markets, and in particular how their focus
on foreign market niches is better adjusted to the resource constraints faced. It seems further reasonable our
assertion that by deploying their networks of relationships, the IEFs are better able to adapt to the host market
niches idiosincrasies. Nonetheless, the IEFs will benefit from selecting the entry modes in each foreign market
based on partnerships.

There are multiple possible avenues for future research. We did not consider how specifically the influence of
the IEFs’ ability to build their networks, but a clear identification how each environmental dimension fosters or
constrains the building up of a network is important. Moreover, there are likely industry variations that warrant
additional study. For instance, the different requirements that entry into each industry entail (e.g., capital
intensity, technology intensity, labor intensity) is likely to influence not only the building of the network but
also the composition of the network at each stage of the IEFs life cycle (Li & Ferreira, 2006). Still focusing on
the environment, it has already been acknowledged that culture (national culture) plays a role in the propensity
of entrepreneurs to integrate and cooperate within a network of ties. Notwithstanding, several doubts remain
unanswered. For instance, how does national culture impact on the formation of a network? We may expect
that in more collectivist countries (see Hofstede, 1980) entrepreneurs will tend to rely more often in their
informal relationships and it is likely that their networks are composed mainly of informal ties, than in
countries such as the US or Germany.

Future research should delve deeper into the understanding of how the IEFs networks evolve over time. We
understand that differing resource needs are likely to require an adjustment in the network of ties (e.g. Hite &
Hesterly, 2001), but we do not truly understand how firms add and discard previous ties. An exploration
through the lenses of transaction costs theory may be fruitful in this area and helpful in explaining how the
IEFs’ networks matter for conducting international business. Another future research possibility relies on
understanding how the nature of the ties and the position of the IEF in the social network may concede an
advantage when entering foreign markets.

To conclude, in this paper we focused on the social networks of international entrepreneurial firms. The social
networks are crucial for survival and growth, namely in international markets and more importantly for small
firms. The characteristics of the firms and of their operations influence such decisions as market selection and
foreign market entry strategies. Social networks’ concepts seem to adjust fairly well to the explanation of
international entrepreneurial firms. While entrepreneurial actions and strategies seem to be facilitated by prior
relationships, the prior ties provide a “safety net” by decreasing general resource dependence constraints and
risks, fuelling international expansion by IEFs.
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