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Research Question

To what extent does the international
orientation of KIBS, as captured by the extent
and breath of their international activities and

their time lag to internationalisation, differ
across different regional contexts?

— John Molson



Presenter
Presentation Notes
Studies pertaining to the internationalisation of SMEs have focused mainly on understanding the international activities of firms as they extend their activities to foreign markets.  In other words, scholars have been interested in ‘how firms internationalise.’  

Attention has generally been attributed to factors internal to the firm or to those particular to host markets.  As a result, our understanding of the effect of the firm’s local external environment on its internationalisation is limited (Freeman & Styles, 2014; Fernhaber & Li, 2013; Freeman, Styles, & Lawley, 2012; Zahra & George, 2002). 

It has been suggested, however, that new venture internationalisation is linked to the resource endowment of the local environment (Cainelli, Di Maria, & Ganau, 2014; Herstad & Ebersberger, 2013; Becchetti & Rossi, 2000).  

Surprisingly, few empirical studies have focused on the internationalisation of firms embedded in different geographical contexts.  Still fewer studies have examined variations in internationalisation activities across firms, and analysed how different geographical contexts influence their ability to internationalise.



Measuring Internationalisation

» |nternationalisation defined as “expanding (activities) across
country borders into geographical locations that are new to the

firm” (Hitt et al., 1994: 298)

1. Extent: firm’s level of commitment to its internationalisation process

(Casillas & Acedo, 2013)

2. Breadth: firm’s range of countries in which it develops its business

(Zahra & George, 2002)

3. Time lag: lag between the firm’s creation and its first international
aCt|V|ty (Kuivalainen et al., 2012)
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Presenter
Presentation Notes
Internationalisation defined as “expanding (activities) across country borders into geographical locations that are new to the firm” (Hitt et al., 1994: 298)
Internationalisation “may be captured as patterns of behavior, formed by an accumulation of evidence manifested as events at specific reference points in time” (Jones & Coviello, 2005, p. 292).  Patterns are created as firms have recurrent responses to similar situations.  Together, these patterns form a distinct internationalisation path (Kuivalainen, Saarenketo, & Puumalainen, 2012). 

Conceptualised using multiple measures:
Extent: firm’s level of commitment to its internationalisation process (Casillas & Acedo, 2013)
Breadth: firm’s range of countries in which it develops its business (Zahra & George, 2002)
Time lag: lag between the firm’s creation and its first international activity (Kuivalainen et al., 2012)



Knowledge-Intensive Business Service Firms
and their Internationalisation

= KIBS combine highly specialised knowledge to develop and co-create
solutions to respond to their clients’ problems (muker & boloreux, 2009)
= Proximity is critical to sharing tacit knowledge (mveliciani & Savona, 2014; Antonietti & Cainelli, 2011)

» Need for co-location may be reduced due to the use of electronic communication
technologies to foster intermittent face-to-face contact (shearmur & Doloreux, 2014)

» |nternationalisation of interest as it is viewed as a strategic choice (sapienza
et al., 2006)

= Allows for greater exposure to knowledge diversity (Fletcher et al., 2013)
» Impetus for rapid growth (sapenza et al., 2006)

» Yet only a minority percentage of firms internationalise:

» [nternationalisation requires resource and capability endowments linked to both

founder and firm that are heterogeneously distributed among firms (Freeman & Styles 2013;
Sui & Baum, 2014)
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Presenter
Presentation Notes
KIBS combine highly specialised knowledge to develop and co-create solutions to respond to their clients’ problems (Muller & Doloreux, 2009)
Importance of knowledge as the firm’s primary production factor and at the core of the services if offers
Knowledge as primary input and output
Services are rendered through the co-creation of value with clients

Proximity is critical to sharing tacit knowledge (Meliciani & Savona, 2014; Antonietti & Cainelli, 2011)
Ties t local knowledge stocks create relationships in the form of networks
Greater propensity for KIBS to collaborate with local partners in areas where their clients are likely found (Herstad & Ebersberger, 2013)

Need for co-location may be reduced due to the use of electronic communication technologies to foster intermittent face-to-face contact (Shearmur & Doloreux, 2014)
With this in mind, firms often thought to be bound to their domestic market are no longer under such constraints. Service firms may utilise lower cost transportation methods to commute to clients, and foster rich relationships with clients beyond their domestic market via ICTs and through intermittent face-to-face contact.
KIBS firms are no longer under severe internationalisation constraints tied to the intangibility, perishability and dissociation of consumption and production processes of their services.

Internationalisation of interest as it is viewed as a strategic choice (Sapienza et al., 2006)
Allows for greater exposure to knowledge diversity (Fletcher et al., 2013)
Impetus for rapid growth (Sapenza et al., 2006)
Firms are required to ‘learn how to grow’ and to generate routines to support entry into foreign markets

Yet only a minority percentage of firms internationalise: 
Internationalisation requires resource and capability endowments linked to both founder and firm that are heterogeneously distributed among firms (Freeman & Styles 2013; Sui & Baum, 2014)
It is also assumed that firms of all sizes are rational and efficient in choosing a path to internationalisation that best fits their resource endowment (Sui & Baum, 2014; Mudambi & Zahra, 2007). 



Knowledge-Intensive Business Service Firms
and their Internationalisation (Con't)

Nature of KIBS and its relationship with clients has an effect on its
internationalisation (Malhotra & Hinings, 2009; Ball et al., 2008)

= Service production and delivery is dependent of intangible and highly mobile
resources, and subject to the availability of human and relational resources it et al., 2006)

» Firm’s geographic location is an antecedent to firm resources and capabilities (Freeman &
Styles, 2014; Freeman et al., 2012)

= Gives way to two important constraints on firm internationalisation

» KIBS require a certain proximity to skilled and specialised talent pools in their domestic
market which may vary by region

= Firm’s internationalisation depends primarily on the development of its network(s) and
position within these structures

» Studies pertaining to internationalisation and networks assume that
business and social networks do not differ by regional context

= However, indicators exist to suggest the contrary

— _ John Molson
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Presenter
Presentation Notes
Nature of KIBS and its relationship with clients has an effect on its internationalisation (Malhotra & Hinings, 2009; Ball et al., 2008)
KIBS are produced and delivered either on the basis of projects such as in engineering and architecture or on an ongoing basis such as in law and accounting firms. 
KIBS internationalisation must therefore consider the level of involvement with clients and the need for physical proximity necessary for service production and delivery. 

Service production and delivery is dependent of intangible and highly mobile resources, and subject to the availability of human and relational resources (Hitt et al., 2006)
However, these resources are intangible and highly mobile, and most often sourced from the firm’s proximate local environment.

Firm’s geographic location is an antecedent to firm resources and capabilities (Freeman & Styles, 2014; Freeman et al., 2012)

Gives way to two important constraints on firm internationalisation
KIBS require a certain proximity to skilled and specialised talent pools in their domestic market which may vary by region

Firm’s internationalisation depends primarily on the development of its network(s) and position within these structures
It is suggested that network theory best explains service firm internationalisation (Coviello, 2006).  
Networks play an important role in the internationalisation of new ventures by opening doors and providing market access, financing, distribution channels, referrals and a pool of contacts (Coviello, 2006; Oviatt & McDougall, 1994).  
Relationships formed at the firm’s creation stage may provide increased social capital, which includes access to resources and international opportunities (Coviello & Munro, 1995; Coviello, 2006; Coviello & Munro, 1997).  They also act as a means to overcome liabilities of newness and foreignness (Coviello, 2006). 
Network ties are a source of knowledge to support internationalisation (Fletcher & Harris, 2012).  

Studies pertaining to internationalisation and networks assume that business and social networks do not differ by regional context
Recent empirical studies in the field of international business and international entrepreneurship that have examined internationalisation from a network perspective (e.g., Hohenthal, Johanson, & Johanson, 2014; Ellis, 2011; Musteen, Francis, & Datta, 2010) do not explicitly acknowledge the geographical location of firms within their domestic market,  nor is this variable expected to influence the network structure of the firm. 
These studies generally assume that business and social networks do not differ by regional context, and that a firm’s access to networks in a metropolitan region is similar to a firm’s access in a remote peripheral region.  
It should also be noted that few observations are drawn from remote regions, making the study of these different contexts problematic.

Importantly, indicators exist to suggest the contrary
As firms must either build new networks or buy into them by hiring staff (Loane & Bell, 2006), firms located in urban economies like metropolitan regions may have an advantage.  
The highly skilled professionals required by KIBS are often located in urban centres, and concentrations of KIBS firms are characterised by inter-firm labour mobility (Aslesen, Isaksen, & Stambol, 2008). Conversely, firms located in peripheral regions encounter more limited knowledge supply bases in the form of available human capital (O’Farrell, Zheng, & Wood, 1996). 
Location near a metropolitan area allows for geographical proximity to network ties that may play a determining role in defining a KIBS firm’s network at the time of its creation.  
Moreover, geographical proximity to knowledge partners such as universities and research centers is important to KIBS when establishing a collaborative relationship (Johnston & Huggins, 2015).  As such, firms located in peripheral regions may find themselves restricted by the lower number of potential network partners (Tödtling & Trippl, 2005).  
However, this assumption is beginning to garner some attention, as scholars are finding firms in peripheral regions can acquire knowledge and counter resource deficiencies associated to their location (Mudambi & Santangelo, 2015; Virkkala, 2007).  
Extant literature in economic geography and international business – exceptions such as Shearmur & Doloreux (2014) and MacPherson, (2008) notwithstanding – suggests a KIBS firm’s location in a metropolitan region will increase its likelihood of establishing network connections that improve its probability for internationalisation. 
Further, we suggest that the regional context in which a firm originates influences its internationalisation. 



Regional Context, Internationalisation, and
KIBS

= Why would regions matter with respect to internationalisation?

A firm’s local domestic market has an impact on its access to resources prior to its
internationalisation (Becchetti, De Panizza, & Oropallo, 2007; Hervas-Oliver & Albors-Garrigés, 2007)

Certain locations are more conductive to knowledge spillovers than others (cainelii et al., 2014)

Metropolitan regions are considered high-points of interaction and provide access to
global markets (Mccann, 2007; Shearmur, 2010)

Metropolitan regions also provide better access to markets and suppliers, to a
gualified and diverse labour force, to specialised business services, and to a
developed technological and transport infrastructure (todtiing & Trippl, 2005)

Proximity to various types of support from regional institutions which differ by region
promotes exporting (Lejpras, 2015)

» How does this relate specifically to KIBS?

Resources that comprise each region affect growth potentials of KIBS establishments,

such that KIBS are inherently dependant on their surrounding local conditions (Herstad and
Ebersberger, 2013)
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Regional Context, Internationalisation, and
KIBS (Con’t)

Relationship between domestic location and internationalisation remains unclear

1. Increased competition in urban regions (rorter, 2003y May hamper internationalisation

by constraining a firm’s ability to gather or access resources (rerhaber et al., 2008;
Shearmur & Doloreux, 2009)

2. Globalisation may be eroding the influence exerted by industrial districts on
internationalisation activities (pla-Barger & Puig, 2009), and KIBS may gravitate towards
regions outside metropolitans (romero et al., 2014)

3. ICTs are decreasing the need for physical proximity to clients (Macpherson, 2008; Doloreux &
shearmur, 2012), and knowledge is becoming ‘ubiquitous’ and ‘geographically
accessible’ (Howells, 2012)

Can KIBS overcome constraints imposed by their region?

To what extent does the international orientation of KIBS differ by
region?

— _ John Molson
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Data Set

Data collected via an original survey between Feb. and Sept. 2014

» Part of a wider original survey on strategies adopted by KIBS firms in the province of
Quebec, Canada

Survey is divided into four sections:

1. Innovations outputs (service, HR practice, management, marketing and
commercialisation) and the use of other KIBS services in support of innovation

2. Information and knowledge activities and inputs
Internationalisation activities (extent, breadth, time lag)
4. Characteristics of KIBS establishments

w

Data collection strategy

» Total population of 2511 firms identified from the business directory of the Centre de
Recherche Industrielle du Quebec

= Random sample of 502 establishments participated (response rate of 20.1%)
= Sub-sample of KIBS with some international activities of 156 firms

—— John Molson
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Variables

1. Regions

Types of

region

Size Distance criteria
criteria

Cities/regions

Metropolitan
areas

Central cities

Peripheral
cities

Population over 500,000

Population  Located within or

50 000 to beyond an hour’s

200 000 drive of a
metropolitan area

Population  Located beyond an
15 000 to hour’s drive of a
150 000 metropolitan area

Montreal, Quebec city

Drummondville, Granby

Saint-Hyacinthe, Saint-Jean-sur-
Richelieu, Victoriaville, Sherbrooke,

Shawinigan, Trois-Rivieres

Amos, Rimouski, Rouyn-Noranda,

Saguenay, Val d’Or

John Molson
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Variables (Con’t)

2. Internationalisation
= Extent

a) % Sales abroad: i) firms with no international sales (0%); ii) firms with ad hoc

international sales (1-24%); and, iii) firms with established international sales
(25%-100)

b) Entry mode commitment: i) low commitment (intra-firm sales, export,
licensing, contracts, franchises); and ii) high commitment (joint-ventures,
partial acquisition, total acquisition, subsidiary)

= Breadth: i) limited international breadth (1 country); ii) moderate international
breadth (2-4 countries); and, iii) high international breadth (5 and more countries)

= Time lag: i) 0-3 years; and ii) more than 3 years

John Molson
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Data Analysis

= Series of chi-square analyses are performed
= Exploratory methodology

» Objective: ascertain whether there are systematic differences
between different types of region in the international orientation
of KIBS firms

» These differences are examined with respect to (a) extent, (b)
breadth, and (c) time lag to internationalisation

= John Molson
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Descriptive Statistics

Location of the KIBS firims

MMontreal Quebec  Central Peripheral  Total
{(n=79) (n=36) regions TEZI00s (n=126)
{n=21) {n=207
Number of internationalised KIES (n=156)
Architectural, engineering and related services 16 10 3 9 40
Management scientific and technical conzultants 17 5 3 5 33
Computer systems design and related services 29 5 9 4 50
Others professional KIBS 10 4 1 1 16
Others creative KIBS 7 ] 3 1 17
As ¥ of sampled KIBES (n=504)
Architectural, engineering and related services 340 57.0 19.2 391 325
Management, scientific and technical consultants 314 26.6 214 357 284
Computer systems design and related services 403 258 428 50.0 35.1
Others professional KIBS 312 235 83 125 231
Others creative KIBS 200 285 37.3 333 253

% John Molson *
— — School of Business



Empirical Findings:
Extent of Internationalisation (% Foreign Sales)

= The percentage of domestic firms does not statistically differ between regions

= Of the firms that reported international sales, most have modest international
sales: Ad hoc activity is quite evenly distributed across regions

= Although not statistically significant, Montreal and peripheral regions have a
larger share of internationalised KIBS firms than Quebec City and central regions.

» This result does provide partial support the idea that location in a metropolitan area, and
thus proximity to dense networks, results in a greater likelihood of internationalisation

» The higher percentage of internationalised firms in peripheral regions may reflect their
inherent need to look for sales beyond their domestic market. It may also be the case
that these firms have developed expertise related to resource extraction and
transformation which can readily find international clients.

Location of the KIES firms

Montreal Quebec Central Peripheral  Total
regions regions
Numbers of KIBS 203 10 64 30 428
0% - Domestic 60.5 65.5 68.8 60.0 63.0
1-24% - Ad hoc international 229 236 203 24.0 228
= 25% - Internationalized 16.6 10.9 10.9 16.0 14.2

*  8ig. =0.1;** Sig =005 *** Sig <001,

— _ John Molson
e — =] = School of Business



Empirical Findings:
Extent of Internationalisation (Level of Commitment)

= Across all regions, we see a preponderance of low commitment, low control entry
modes such as export, licensing, and contracts.

» This supports the idea that KIBS firms encounter fewer barriers to internationalisation
than more capital intensive services, and make do with low control entry modes

= Slight tendency for firms in peripheral and central region to favor high control
modes. We question whether the firm’s ease of access to its foreign partners
influences whether it believes contractual modes of entry are sufficient

Location of the KIBS firms

Montreal Quebec Central Peripheral  Total
TEZI005 TEZI0NS

Numbers of KIBS 7 35 19 20 157

Low resource Intra-firm zales 143 20.0 211 15.0 16.6
commitment, low Exportation 66.2 514 654 5350 61.6
control mode Licencing 26.6 257 158 20.0 238
Contracts 19.5 257 10.5 200 199

Franchizes 2.6 0.0 0.0 5.0 2.0

High resource Joint-venture 104 2.6 105 3.0 03
commitment, high Partial acquisition 0.0 5.7 5.3 0.0 2.0
control mode Total acquisition 39 5.7 158 3.0 6.0
Subsidiary 15.6 2.6 158 200 14.6

*  Sig. =0.1;%** Sig <0035 *** Sig <001
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Empirical Findings:
Breadth of Internationalisation

» There are no significant differences across the regions, although a weak pattern
emerges

= A greater proportion of firms in metropolitan regions have a small breadth of
internationalisation. As we move away from these regions the share of firms with
greater breadth of internationalisation increases

» This observation is counter-intuitive; we would have expected location in a
metropolitan region to increase the breadth of internationalisation

Location of the KIBS firms

Montreal Quebec Central Peripheral  Total
TEZ100% TEZ100%
Numbers of KIBS 79 36 21 20 156
1 countryv 26.6 19.4 143 10.0 212
2 to 4 countries 481 61.1 571 60.0 538
5 or more countries 253 15.4 286 300 23.0

*  Big. £01;** Sig. €003 *** 8ig <001

E = _ John Molson
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Empirical Findings:
Time Lag to Internationalisation

= There are no systematic regional differences.

= Firms from all regions generally internationalised within three years of their
creation.

= Although not statistically significant, it is noteworthy that firms located in central
and peripheral regions internationalise slightly earlier than firms in metropolitan

regions
Location of the KIBS firms
MMontreal Quebec Central Peripheral  Total
[EZ100s [EZ10ns
Numbers of KIBS 47 28 16 17 108
Early international (0-3 years) 1.7 65.6 513 8.5 72.0
Traditional international (more than 3 vears) 283 344 15.8 235 258.0

*  8ig. £0.1;** Sig. <003 *** Sig. 001

John Molson

School of Business




Empirical Findings:
Sources of Knowledge Used by KIBS

Location of the KIBS firms

Montreal Quebec Central Peripheral  Total
[EZ100s [EZ100s
Numbers of XIBS 79 36 21 20 156
Internal staff o7.5 100.0 1000 1000 98.7
Client 03.7 100.0 1000 95.0 262
Supplier 709 66.7 66.7 535.0 673
Consultant 608 35.6 619 40.0 371
Commercial laboratory 3.1 8.3 143 10.0 7.7
University 278 389 478 30.0 333
Technical insztitute 3 194 19.0 25.0 135
Government laboratory 10.1 11.1 23.8 20.0 13.5
Private research institute 3 3.6 0.5 20 6.4
Conference or tradeshow 30.6 69 4 524 70.0 37.7
Internet 024 2.1 952 1000 923
Investor 15.2 194 288 30.0 199
Other firm within group 213 194 238 30.0 224

*  Big. £01;** Sig 005 *** Sig. <001

a John Molson *
- — School of Business



Empirical Findings:
Sources of Knowledge Used by KIBS

= Across all regions, use of several knowledge sources
= Greatest importance: internal staff, clients and the Internet
= No systematic differences across regions

» Fostering network relationships to overcome limits or barriers related to
local knowledge providers

= Examples from our sample:

» Greater use of conferences and tradeshows by KIBS in Quebec City and in
peripheral regions

» |nvestors as knowledge sources in central and peripheral firms

» These knowledge sources are not necessarily in the same geographic
local as the firms, and may act as nodes connecting firms irrespective of
their regional domestic market

— John Molson
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Conclusion & Discussion

1. No statistically significant difference in the international activities of
firms across different types of regions

= Contrary to recent empirical findings

= Areasonable explanation may come from the interaction between firm-
level and regional-level factors.

= KIBS must develop relational capabilities which allow them to create temporary

proximity with their clients (Bettiol, Di Maria, & Grandinetti, 2011; Bettiol, De Marchi, Di Maria, &
Grandinetti, 2013)

= However, degree of service standardisation and client interaction is an important
source of heterogeneity between KIBS firms (Tether, Hipp, & Miles, 2001). This may
influence how firms support their activities within and beyond their regional
markets

» Rather than differing on the basis of location, firms may differ on the basis of
these capabilities. On this basis, differences may exist in how these capabilities
are developed and used by firms between regions.

— John Molson
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Conclusion & Discussion

2. Since there are no systematic regional differences when examining
international activities, other factors may explain how the local
environment affects a firm’s internationalisation

= There may be equifinality in how firms access resources and transform
their capabilities to enact international opportunities

» Firms embedded in a specific type of local environment may develop firm-level
capabilities that allow them to overcome regional barriers and resource
deficiencies associated with their environment, and to capitalize on the unique
resources endowments proper to their regional profile

= Resources related to the regional endowment may influence the capabilities
developed at the firm level

= Region-specific resources, particularly with respect to knowledge, may influence
the international orientation of firms embedded in them

=  Other determining factors of interest are those related to the (regional, national,
or supra-national) innovation system within which the firm operates

—— John Molson
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Limitations & Directions for Future Research

1. Limitations associated with cross-sectional data

2. Sample is representative of the province of Quebec with respect to
sector and geography, but does not represent all KIBS industries
equally

3. External validity of this study needs to be examined in other industries
and in other contexts, especially given the high heterogeneity in
internationalisation activities and strategies

4. Study is necessarily exploratory

= _ John Molson
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