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ABSTRACT

The internationalisation of emerging market small, medium enterprises (“SMEs “) by
access to global networks and institutional changes has allowed them to compete with
large multinational enterprises (“MNESs”). Historically, focus has concentrated on studies
predominantly of developed economy MNEs who expanded from emerging markets and
with transfer of knowledge from head office to subsidiaries. This culminated in a lack of
focus on the internationalisation on emerging market SMEs and on the reverse

knowledge transfer from subsidiary to parent company of these firms.

SMEs make up the majority of businesses globally and employ more people than MNEs
thus justifying the need for further research. A qualitative study was conducted following
an interpretive and inductive research approach to gather participant insights and to
develop a greater understanding by exploring how and what knowledge SMEs gain from
internationalisation into other emerging markets. This provided an analytical lens to
explore how it was adopted and exploited back in their country of origin for commercial
or sustainable benefits. Data analysis was conducted from the transcripts to develop
codes which were then divided into categories and key themes aligned to the research
questions. The findings were then compared and contrasted against available academic
literature, which evolved into the development of a conceptual model of the key

constructs.

The research outcomes contribute to IB literature with practical suggestions for

managers to adopt in practice.
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Internationalisation, reverse knowledge transfer, absorptive capacity, reverse innovation,

knowledge management
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CHAPTER 1: INTRODUCTION TO THE RESEARCH

1.1 Introduction

Research on internationalisation typically focuses on larger firms but the case of small
and medium enterprises (SMEs) is arguably far more interesting because of their need
to be agile, their lack of internal support for knowledge acquisition, and barriers to entry
to expand. The process of internationalisation poses challenges which may include
overcoming the liability of foreignness in the host country, as well as integration between
the parent company and subsidiary with knowledge acquisition and application playing
a significant role in these processes. This has been understudied and often applied to
much larger firms. This chapter provides an introduction to the research which is aimed
at studying the process of how SMEs utilise and exploit knowledge gained from their
internationalisation into other emerging markets. It is then followed by a background to
the research problem which provides the context to justify the need for the research. The
next section focuses on the practical and academic aspect of the research focus. The
research aims and contribution are then presented along with the underlying research
question that defined the scope of this research study. The central themes of the study

along with its basic design elements then follows in the next chapters.
1.2 Background to the research problem

The internationalisation of the firm/enterprise to create multinational enterprises (MNEs)
has garnered much attention over recent decades. This has been supported by the firms
of today having significantly more access to global networks and global expansion,
supported by institutional changes facilitated by the ease of movement of capital, people
and goods between national borders (Mainela, 2018; Matysiak et al., 2018). The
Organisation for Economic Co-operation and Development (OECD) defines MNEs as
those firms that are established in more than one country and with common linkages that

they may co-ordinate and manage operations between each other (Ruggie, 2018).

SMEs are unique and not like the large multinationals, with different characteristics and
traits that influence decisions to diversify and go international (Dabic et al., 2020). SMEs
in South Africa are defined as those firms with an employee count of less than 200
permanent staff and with a turnover of less than R64 million per annum (Zulu, 2019).
SMEs exhibit entrepreneurial motivation, agility, speed and decisiveness, whilst the
larger multilateral firms tend to have a larger established footprint of strong networks and
greater capacity due to the economies of scale with greater financial, technical,

innovation and intellectual internal resources (Goncalves & Smith, 2017; Steinhauser et
1



al., 2020). These larger multinationals can thus manage more effectively with trade and
regulatory hurdles as well as the liability of foreignness, as they have more developed
resources and capabilities (Pillay et al., 2021; Yilmaz et al., 2015). Despite these barriers
to entry, SMEs have increasingly pursued globalisation with the intent to either increase
access to new markets or to seek opportunities for acquisition of new technology and
assets that they can exploit either back in their home country, or abroad (Child et al.,
2017; Hashim, 2015; Nair et al., 2018; Steinhauser et al., 2020).

International entrepreneurship research has focused on entrepreneurship across
national borders, evaluating the dynamics at national level such as cultural and language
barriers, compliance and regulatory, geo-political relationships and other trade matters
as well as entrepreneur behavioural traits which drive the pursuit of internationalisation
(e.g., product diversification, rent seeking, risk appetite, social or impact investment,
family ties, etc.) in pursuit of growth and internationalisation (Oviatt & McDougall, 2018).
Internationalisation of SMEs has been facilitated through increased global connectivity,
advancements in technology, reduction in cross border trade barriers imposed by
governments through deregulation of markets, and more liberal national and regional

economic cooperation agreements (Dimitratos et al., 2016; Reuber et al., 2018).

The entry modes into foreign markets (Alvarez et al., 2020; Barney, 1991; Bruneel &
Cock, 2016; Lux & Astbury, 2017) and the adoption of the business models and strategy
for foreign markets, compared to what would apply to domestic markets (Child et al.,
2017; Maier & Peinl, 2017), has previously focused on the internationalisation mainly
from developed markets into emerging markets and of the transfer of knowledge thereof
from parent company head office to the subsidiaries (Pillay et al., 2021). Researchers
now tend to focus their studies on the opposite, i.e., from emerging markets into
developed markets due to the growing trend of growth and internationalisation of these
emerging market firms (Ramamurti, 2012). Research has also historically focused more
on internationalisation of large MNEs with less focus on small and medium enterprises
(SMEs), particularly from emerging markets (Rahman et al., 2017), who internationalise
into other emerging markets. There is thus a gap in the research of knowledge transfer
from emerging market firms into other emerging markets firms (Chandra et al., 2020),
particularly with a focus on SMEs and in the reverse knowledge transfer from subsidiary

to head office.

Emerging markets present many challenges to firms, especially the skills deficiency
which impacts on the ability of the firm to acquire and assimilate knowledge across the

organisation. In emerging markets such as sub-Saharan Africa, only 22% of eligible
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children are in primary school and only about 60% of adults are literate (Wang & Cuervo-
Cazurra, 2017). In South Africa, only 48.6% of individuals have completed secondary
schooling and only 20.2% have completed some form of tertiary education, thus

emphasising the challenge in terms of firms sourcing employees with the right skills sets.

In addition, SMEs are generally faced with typical internal restraints that inhibit expansion
such as: no formal or documented policies and procedures in place (financial policy,
corporate governance policy, performance management plans, no strategic planning);
operating more than one business (funds commonly transferred from one company to
the next with no proper financial accounting and reporting); and weak management
teams (OECD, 2018). According to Santoro et al. (2018), other limitations that inhibit
growth for SMEs include:

e Multi-tasking by the founders who act as any combination of the CEO, director,

marketing manager, technical director, production manager.

e Poor financial management which includes financial statements not audited or
reviewed, as it is not legally binding to do so and the SME doesn’t have the

resources and capability to do so.

¢ No formal document control system or learning and development programme to

capture knowledge.

Despite the restraints mentioned above, SMEs still endeavour to expand their footprint
across national borders to remain competitive by competing against both other foreign
SMEs and multinationals, to expand and to increase profitability (Ali et al., 2020). They
are facilitated by factors such as technological advancements, ease of global internet
connectivity, improved access to infrastructure, greater access to networks though
adoption of digital technology and social media as well as trade facilitation programmes
to enhance free trade or a more conducive environment for global exchange (Magni et
al., 2021).

Even though they have competencies and routines developed to be successful in home
markets, SMEs must be agile and form strategic alliances with local partners, enter into
joint ventures, engage in mergers and acquisitions or other similar arrangements when
internationalising, to overcome the barriers to entry they would be faced with. This can
be achieved by adapting their products and/or services to meet the requirements of those
target markets or opportunities based on the knowledge gained and utilised (Blesa &
Ripollés, 2021; Child et al., 2017).



Research on SMEs also suggests how SMEs may use exporting as the initial mode of
entry into foreign markets (Ferreras-Méndez et al., 2019) to gauge the market appetite
for the product and also to understand other market dynamics whilst slowly building up
market and institutional knowledge (Yilmaz et al., 2015). The local market dynamics in
emerging markets are particularly important as much of that information and knowledge
exists and is shared on an informal basis due to the lack of more formal or rigid regulatory
certainty or less established value chains and infrastructure to support businesses,
compared to that of developed markets (Chourides et al., 2016; Santoro et al., 2018b).
This exporting type of entry mode is thus generally taken due to the limited resources,
capabilities and networks that SMEs possess in comparison to established MNEs or local

players in the host market (Ferreras-Méndez et al., 2019).

The experiences and knowledge gained by emerging market SMEs who expand into
other emerging markets versus developed markets has not received much attention in
international business research (Chandra et al., 2020; Dabi¢ et al., 2020; Liu & Giroud,
2016; Ramamurti, 2012; Yilmaz et al., 2015). The basis for this research study was thus
aimed at exploring how emerging market SMEs who internationalise into other emerging
markets absorb and assimilate the knowledge gained and beneficially transfer it into their
country of origin, with the intention of exploiting it to achieve competitive advantages both

in home country as well as in foreign host markets.
1.3 The research problem

1.3.1 Practical problem

It is estimated that over 95% of enterprises globally are SMEs and they contribute to
almost 60% of formal employment and up to 40% of gross domestic product (GDP)
(Dabi¢ et al., 2020). The impact of internationalisation of these emerging market SME’s
performance in domestic markets and their ultimate long-term sustainability warrants
further research (Castagna et al., 2020; Child et al., 2017; Yilmaz et al., 2015). Focus
has mainly been on reasons for selection of differing modes of entry as that has varying
impacts on the SME compared to MNEs. SMEs may tend to launch in smaller countries
first to manage risk of both success and failure as well as to learn and thus obtain
knowledge such as market insight in their pursuit of global internationalisation, as
originally presented by Johanson and Vahine (1977) when the Uppsala model was first
proposed (Dow et al., 2018; Johanson & Vahine, 1986; Tan et al., 2020).

These SMEs or newly created firms initially have limited resources, limited knowledge

and/or internal resources and have dynamically different management structures and
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approaches compared to the more structured MNEs (Christofi et al., 2021; Hashim,
2015; Lu & Beamish, 2001). The success of their international endeavours is dependent
upon various factors in their business environment (see Figure 1 below) which increases
their knowledge. These include internal and external networks established and the firm’s
ability to absorb that knowledge gained and adapt to local conditions, customers,
suppliers and regulatory requirements in these foreign markets (Efrat & Qyna, 2020;
Kaplan & Schenkel, 2001a; Steinhauser et al., 2020) as well as remain competitive in

their domestic market.

Figure 1: The influence of the business environment on SME performance (OECD, 2018,

p. 17).
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South Africa, the second largest but most industrialised economy in Africa, has the
world’s largest unemployment levels at 44.4% as at August 2021, as reported by
Bloomberg through a poll of 82 countries (Figure 2) (Naidoo et al., 2021; Statistics SA,
2021). SMEs make up the most of the employment with total employment provided by
SMEs measured at 9.8 million (64% of economy-wide employment which was 15.2
million) as at September 2021 (Statistics SA, 2021). Therefore, SMEs are the largest

contributors of employment in the economy warrant further investigation.



Figure 2: South Africa’s unemployment level compared to 82 other countries (Naidoo et
al., 2021, p3).
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Even though the country is burdened with these high unemployment levels and barriers
to entry, South Africa does present other benefits to support SMEs. These include the
fact that the country has stable and rigid regulatory, legal and financial institutions
comparable to many of the developed countries, as well as serves as the hub to rest of
Africa due to its relatively better infrastructure (roads, rail, ports, digital infrastructure
such as the span of cellphone and internet networks across the country), and geographic

location.

Owners of SMEs made up 2.33 million (24%) of this SME employment, with the balance
of 7.4 million jobs (or 76%) made up by their employees. A slight majority of these (52%)
are in the formal sector (SEDA, 2021). Approximately 49% of these SMEs are owned by
individuals with minimum secondary levels of education or higher. Research has shown
that SMEs tend to have a higher resilience to compete when its owners have higher
levels of education. Studies have generally found that owners of SMEs who have higher
levels of education, managerial, sector or prior experience as owner or manager tend to
correlate with higher levels of growth and sustainability (Amarteifio & Agbeblewu, 2017;
Zahra, Neubaum et al., 2007). The studies suggest a growing recognition of the
importance of ownership and governance systems for SMEs in their pursuit of
internationalisation. These higher levels of education can result in the ability to absorb
and assimilate knowledge from its experiences as well as the ability to transfer and share
that knowledge across the organisation in order to ensure competitiveness and

sustainability.

In South Africa, the failure rate of SMEs after the first five years from start-up varies
6



between 70 to 80% (Fatoki, 2014; Kalidas et al., 2020), with approximately three quarters
of them not becoming established firms, which is one of the highest failure rates in the
world. The likelihood of a new SME surviving beyond 42 months is less likely than in any
other Global Entrepreneurship Monitor (GEM) sampled countries (GEM, 2021). South
Africa ranked second lowest globally, 41 out of 43 countries, in the survival rate for
established businesses implying a high failure rate among start-ups.(Naidoo et al., 2021).
These failure rates can be associated with the barriers to entry as previously mentioned,
or with the fact that SMEs generally lack formal knowledge management policies and
procedures to capture and assimilate the knowledge that they obtain when they expand

internationally.

Due to relative firm size and resources, SMEs’ inherent knowledge base is smaller than
that of multinationals (Child et al., 2017). Because of resources and financial constraints,
the option for SMEs to exploit their resources out of their domestic market is stifled.
These challenges are further exacerbated for emerging market SMEs who have to
manage the additional burdens of poorer institutional support (for example, non-tariff
barriers such as corrupt or lengthy customs control procedures which impact on
movement of good and people, poor enforcement of intellectual property, trademarks
and patents, regulatory hurdles, and more). The collaboration with established host
country or local partners and the subsequent focus on knowledge management and
innovation for SMEs is of vital importance in their internationalisation efforts and
ultimately their long-term profitability and sustainability (Ali et al., 2020; Lu & Beamish,
2001)

1.3.2 Academic

The knowledge-based theory which has evolved from the work done on the resource-
based theory (Castagna et al., 2020; Hashim, 2015; Stenholm et al., 2013), looks at
knowledge as a standalone resource that is broader than individual knowledge or know-
how, but rather the collective of firm institutional know-how that has been gained over
time through experience (Chourides et al., 2016; Kaplan & Schenkel, 2001).
Jasimuddin’s and Nagshbandi’'s (2019) research emphasised how knowledge
management in an open innovation paradigm has received greater focus from
academics and practioners who argue that it is needed to allow knowledge flows
internally from external sources for improved innovation performance, growth and
sustainability (Jasimuddin & Nagshbandi, 2019). These open innovation concepts are
particularly more important and applicable for SMEs as they generally do not have the
resources to have an in-house research and development or innovation division to

develop or create their own knowledge.



Some researchers have found that the motivation for emerging market venturing into
developed markets appears to be motivated more for the acquistion of knowledge from
those developed markets (e.g. technology acquisition due to skilled internal resource
constraints to perform own research and devlopment). On the other hand, entry into other
emerging markets appears to be more for expansion or diversification (Luiz, 2011; Nair
et al., 2016; Piperopoulos et al., 2018). Another motivation could be to escape the
internal barriers in home country, hence the goal to seek greener pastures abroad (Mejri
& Umemoto, 2010), particularly in the case of SMEs who generally tend to follow the
more cautious and risk-averse approach of a single market, geographically closer to the
home country, or that shares a similar business environment and ways of work (Dabic¢ et
al., 2020; Steinhauser et al., 2020). In whichever case, the successful acquisition and
assimilation of knowledge from the entry into new markets can be attributed to the firm’s
capability for innovation and dynamic capabilities being increased (Chourides et al.,
2016; Lichtenthaler & Lichtenthaler, 2009; Teece, 2007).

The knowledge-based theory of the firm views the knowledge gained as a key resource
that can be exploited through knowledge spillovers or knowledge transfers which can be
used to maintain a competitive advantage (Guerini & Rossi-lamastra, 2015; Stenholm et
al., 2013). Absorptive capacity has been defined as a dynamic capability related to the
acquisition and subsequent use of that knowledge gained (Bailey, 2017; Cohen &
Levinthal, 1990; Zahra & George, 2002). In summary, absorptive capacity can be
interpreted as the process used by a firm or individual to gather new knowledge or
information (acquisition), interpreting and decoding the information (assimilation),
transforming that new knowledge and incorporating with existing knowledge pool and
thereby expanding their knowledge base (transformation) and ultimately adapting by
making use of the new knowledge gained in search of exploiting it towards the firm’s

entrepeneurial ambitions and new business opportunities (exploitation).

Prior research has focused more on the absorptive capacity of multinational firms,
particularly from developed countries, who enter emerging markets with the intention of
expansion and then utilising the lessons learned back in their country of origin (Dabic et
al., 2020; Nair et al., 2016; Pillay et al., 2021). Barriers to entry such as the liability of
smallness results in owners of SMEs multi-tasking and serving in multiple roles within
the firm with the result that much of the knowledge resides in the minds of the
entrepeneur and is not formlly captured and documented or shared with the rest of the
team within the organisation (Chandra et al., 2020; Piqueras, 2020). Dabic et al. (2020)
argued that for firms to benefit from absorptive capacity of knowledge acquisition, it is
imperative that they adopt a systematic knowledge management system which captures

8



and stores information that can be shared amongst all within the organisation.

The antecedent to effective absorptive capacity is prior knowledge which, in the case of
SMEs, is largely dependant upon the prior knowledge of the founders or management
(Chourides et al., 2016; Kogut & Zander, 1992; Lichtenthaler & Lichtenthaler, 2009;
Muhammed & Zaim, 2020) with generally few formal processes for the sharing across
the organisation. This prior knowledge and the transfer thereof can also be a factor of
the mode of entry by the parent company into the host country. When the mode of entry
is via a greenfield subsidary creation in the host country, this may result in higher levels
of reverse knowledge transfer compared to entering the host country via mergers and
acquisitions (M&A) (Borini et al., 2012; Goncalves & Smith, 2017). This is because
reverse knowledge transfer for the latter may be hampered by the need for additional
resources required by the merger or acquisition to integrate into the parent company’s
internal network and knowledge pool, as well as through the negative impact due to
incompatibilities based on their respective history (Child et al., 2017; Mudambi et al.,
2014; Nair et al., 2018).

This study thus focused on SMEs from emerging markets who have expanded into other
foreign emerging markets. The research explored how emerging market SMEs use
absorptive capacity to capture and assimilate knowledge gained in emerging market host

countries and then transfer that knowledge for exploitation by the parent company.

1.4 Aims

The research study aimed to provide deeper insights into how emerging market SMEs
acquire knowledge when expanding into other new emerging markets and then
commercially exploiting that knowledge which is transferred back into home country. The

precise objectives were to:

e Objective 1: Determine what kind of knowledge SMEs acquire externally from

internationalisation exposure and the process used to obtain that knowledge.

e Objective 2: Investigate how that knowledge gained is assimilated and

transformed within the parent company.

e Objective 3: Identify how SMEs exploit the new transformed knowledge in the

parent company for commercial benefits.



1.5 Research question

This study was based on knowledge management theory as it looks at a firm’s knowledge
as a strategic resource that may provide competitive advantage, and absorptive capacity
theory which focuses on the ability of a firm to acquire, assimilate and exploit the
knowledge gained for commercial benefit. In so doing, the study’s broad overarching
research question was: “How do emerging market SMEs who have internationalised
apply knowledge gained using absorptive capacity in country of origin and exploit for

beneficial use?”. Three sub-questions were derived:

1. What knowledge do emerging market SME firms acquire from their experience in

other foreign emerging markets?

2. How do emerging market SMEs adopt the knowledge gained from

internationalisation into their country of origin?

3. What are the outcomes of adopting the knowledge acquired in country of origin

for emerging market SMEs?
1.6 Research contribution

The results of the study intend to complement the existing field of international business
studies by providing a greater understanding of how emerging market SMEs who
internationalise into other emerging markets adopt processes and procedures to acquire
knowledge. Findings may provide some practical guidelines for prospective new entrants

considering internationalisation into emerging markets.

The research contributes to the literature on international business and international
entrepreneurship by addressing a research gap as identified by Chandra et al. (2020)
and adding to the body of knowledge of reverse knowledge transfer from emerging
market SMEs into their parent country of origin which is also in an emerging market. The
study entailed exploring what knowledge they gain from international experience in other
emerging markets, and how they then transfer and exploit the knowledge gained into
their country of origin to maintain competitive advantages and ultimately ensure

sustainability or growth for the future.

From a practical perspective, the study intended to provide greater insights into the
processes adopted by SMEs to acquire knowledge when considering market entry into
new territories. The value of social networks and prior knowledge as positive contributors
to the SMEs’ knowledge base, which helps in the success of the firm to gather new
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knowledge via absorptive capacity, serves as an important factor for leaders to consider
when developing a systemic knowledge base. Although the value of knowledge as a
strategic resource is well accepted, the successful assimilation of that knowledge is
imperative if the firm wishes to capitalise on it. The individuals and the firm therefore
must promote the absorption thereof by ensuring that there is willingness and capability
by the individuals providing and receiving the knowledge to ensure successful knowledge
transfer occurs. A knowledge management tool can serve as an important investment
for SMEs to ensure that the knowledge is captured and shared amongst all within the
organisation to ensure effective utilisation. This will ensure continuity in the business and
also serve as a means of standardisation through incorporating lessons learned and
change management methodologies to capture and record the new knowledge acquired

and developed.

Due to resources constraints, SMEs must also learn to review knowledge gained and
decipher ifitis of value to be integrated within the firm or not. Failure to screen knowledge
and sources may result in diversion of focus and additional sunk cost expenses being
experienced by the SME in its effort to absorb all new knowledge, irrespective of the

potential benefits.

Attractive investment opportunities have been presented by the significant global
opportunities available to SMEs through favourable institutional and investment support
structures enabled by greater access to infrastructure, resources and technology. Due
to these lower barriers to entry, there has been an increasing number of emerging market
SMEs who have exploited these opportunities and expanded their footprint beyond their

home country.
1.7 Scope of research

The scope of this research was to explore what knowledge emerging market SMEs
acquire from their internationalisation into other emerging markets, and how they do this.
The study further explored how this newly acquired knowledge from the host country is

transferred back to the home country and is beneficially exploited.

South Africa is the second largest economy in Africa and is considered as a gateway into
Africa due to its geographic location and stable legal and financial institutions. With
Johannesburg being the economic hub of South Africa, in the province with the greatest
employment opportunities, the focus of the study was restricted to South African firms
based in Johannesburg. This emerging market provided the researcher with easy access
to these firms that agreed to participate in the interviews as they are also based in the
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same town. Twelve participants were initially selected, coming from nine firms whose
head office is based in Johannesburg, with interviews held over a period of 14 days at

participants’b convenience during October and November 2021.
1.8 Structural outline of the research report

The research report is structured into seven chapters. A brief introduction of the main

elements of each chapter is provided below.

Chapter one provided an overview of the introduction to the research report and set the
context for the research by providing an overview of the practical need for the research
and a summary of the research problem with associated research questions. Chapter
two provides an overview of the existing literature as it relates to the knowledge-based
theory and absorptive capacity. Chapter three provides a short summary of the three
primary research questions and the relevant sub-questions that were derived for this
research. Chapter four follows next with the detailed research methodology. Chapter five
provides a detailed set of research findings presented after data analysis. Chapter six
then follows with a discussion of the findings presented in Chapter five and in context of
the literature presented in Chapter two. Finally, Chapter seven concludes the research
with consolidated findings, research contribution and limitations, implications for

management and potential areas and topics for future research.
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CHAPTER 2: LITERATURE REVIEW

2.1 Introduction

Chapter one of this research report provided an introduction which included the problem
statement, research questions, aims, scope of research and the research contribution.
This chapter provides a review of existing literature in support of the research question

and design.

The literature review provides an assessment of previous academic studies with regards
to a selected purview of knowledge. It identifies and formulates associations between
earlier academic studies and the current research by providing a critical analysis of the
studies in relation to the research focused questions. The literature review
compartmentalises the problem statement strategically in the context of the research by
identifying the disparities and limitations in past studies that may be closed through

conducting the new research (Khoza, 2018)

Google Scholar and the GIBS Info Centre online portal were used as the primary
mediums for sourcing of material relevant to topic, with some of the key search words,
theories and constructs including: “internationalisation”, “absorptive capacity’,
‘knowledge-based theory”, “knowledge spillover”, “SME internationalisation” and

“reverse knowledge diffusion”.

International business (IB) scholarly research and theories have mainly focused on the
expansion of established MNEs across borders, initially from developed markets into
emerging markets and more recently from emerging markets into developed markets
(Chandra et al., 2020; Steinhauser et al., 2020; Pillay et al., 2021; Steinberg et al., 2021).
The literature highlights two primary constructs as the motivation for the globalisation of
firms: motivation to expand a firm’s existing know-how by transferring its knowledge of
technology, resources, production or other dynamic capabilities into entities in target
markets; or motivation to increase its current knowledge base by acquiring knowledge
from target market to understand local conditions, customer behaviours and preferences
with the aim to absorb and develop new innovations and hence new knowledge (Chittoor
et al., 2015; Mudambi et al., 2014, Yilmaz et al., 2015). Whatever the motivation, key to
the success of the firm in its internationalisation endeavours is its ability to either exploit
its existing knowledge pool or to acquire and assimilate external knowledge for use within

the firm.

In many aspects, the challenges faced by SMEs when venturing into international
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markets are similar to that experienced by large firms. To be successful in these markets,
firms need to account for risks and opportunities presented by the foreign competition.
As a result, a brief discussion of the internationalisation theories is presented below with
aspects of general internationalisation of both SMEs and MNEs, whilst focusing

specifically on the internationalisation of SMEs.

Despite barriers to entry in emerging markets as well as constraints associated with
being a SME, the number of SMEs established annually continues to grow (OECD, 2018;
SEDA, 2021). These can be attributed to some positive institutional changes over the
past two decades such as advancements in global connectivity and technology through
Al (artificial intelligence) and 4IR (fourth industrial revolution) technologies which have
reduced costs of production, improved access to internet and digital payment solutions
as well as reduced costs of doing business due to electronic channels for networking
and data management, amongst others (Dabic et al., 2020; Oviatt & McDougall, 2018;
Zander, 2015).

Globalisation in emerging markets results in transformational processes and adaptions
in these firms. The introduction of both vertical and horizontal foreign direct investment
(FDI) in these emerging markets is often associated with transformations in the local
economy in addition to the local firm (Johanson & Vahlne, 1977; Nair et al., 2018; Vahine,
2021). When investment is through an acquisition, new management methods, skills and
techniques are introduced typically with the acquirer, in this case the parent company,
introducing its policies and procedures into the subsidiary (Pillay et al., 2021). This may
result in the review and restructure of the operational assets and the ways of work to
maximise profits by creating synergies across subsidiaries (Chittoor et al., 2015;
Marikina, 2015).

However, knowledge flow is not unidirectional from parent to subsidiary, as effective
knowledge management occurs with the exchange of knowledge in both directions
between the parties, and remains an ongoing process. Reverse knowledge transfer
occurs when the knowledge flows from the subsidiary back to the parent company
(Hamida, 2017; Mudambi et al., 2014; Nair et al., 2016). However, in the case of SMEs
who tend to lack formal policies and procedures for knowledge management and
learning and development, the reverse knowledge transfer process is not structured, well
documented nor formalised (Mudambi et al., 2014; Nair et al., 2018). This presents a
challenge when attempting to understand the process or to measure the effectiveness
of the application of absorptive capacity, whereby knowledge flows from the subsidiary

to the emerging market parent SME company.
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The focus of this study was to conduct an exploratory case study with a particular focus
on SMEs from emerging markets and to investigate how they obtain knowledge when
they internationalise into other emerging markets. The study also focused on how these
SMEs then transfer and ultimately exploit, using absorptive capacity, the new knowledge
acquired from internationalisation into its parent country in country of origin. The chapter
has been divided and presented into five sections. It commences with a brief introduction
of the theoretical background of internationalisation theories. It is then followed up with
a discussion on the definition of knowledge as a strategic resource and how knowledge
is gained from internationalisation through the discussion on knowledge management
theory and the resource-based theory. The next section follows with a description of
absorptive capacity theory which provides an explanation of how firms acquire and
assimilate knowledge and then exploit it for commercial benefit. The next section
addresses the benefits of competitive advantages and dynamic capabilities that firms
acquire from adoption of new knowledge acquired whilst the last section provides a

conclusion to the chapter.

2.2 Theorising SME internationalisation and the role of knowledge in their

development

The role of SMEs in the global economy is well recognised as being the leader in the
creation of jobs and contributions to GDP of the country that they operate in. The
business model, as defined by Child et al. (2017), denotes the process through policies
and procedures which a firm adopts to create value. They argue that the business models
adopted by SMEs in foreign markets are different to their business model in local
markets, as firms have to adopt their model to suit the host market and adapt to the
different competitive and institutional environments. This process of adapting the
business model to suit local conditions requires the acquisition of knowledge which may
include developing an understanding of the local market conditions and identifying key
local actors. This knowledge, as described by Penrose (1966), can be defined as
‘objective knowledge’ which is knowledge that can be taught and the other is ‘experiential
knowledge’, which cannot be easily acquired or transmitted and is largely based on

individual know-how and experiences.(Johanson & Vahine, 1977).

The acquisition of knowledge and its successful assimilation within the firm increases the
firm’s knowledge base, which is important for the SME when making decisions on its
internationalisation strategy such as market entry for future markets (Bruneel & Cock,
2016). The lack of resources of an SME compared to MNEs also limits their choice of

market entry and they may be forced to adopt collaborative market entry into dynamic
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markets compared to an MNE that may prefer an independent self-driven entry mode (Li
et al., 2008). Some of the most well-accepted and recognised theories on international

business are discussed below.

2.2.1 Eclectic theory

John Dunnings’ eclectic theory (Dunning & Lundan, 2008), based on internationalisation
theory, is a tool used when considering entry into foreign markets. It uses the eclectic
paradigm model as proposed by Dunning and follows the OLI framework of the three
tiers of ownership, location and internalisation (OLI) of a firm’s strengths or competitive
advantages as the basis for motivation of the SME for internationalisation. Ownership,
as defined by Dunning, originally considered ownership advantages from a technological
perspective which includes factors such as intellectual property, patent rights and

copyrights as examples.

Despite the barriers to entry faced by emerging market firms and lack of technology
ownership advantages, they are still able to develop other intangible ownership
advantages which may include their deep understanding of customer needs in emerging
markets, the capability and adaptability to operate in challenging business environments,
their ability to offer services and manufacture products at competitively lower costs, and
their ability to develop products adapted with the right price-features mix to suit its
customers’ needs (Piperopoulos et al., 2018). However, in the case of SMEs, much of
that knowledge remains as tacit knowledge in the minds of the entrepreneur, not codified
and difficult to replicate. Therefore, the sharing of knowledge internally within the firm, as
well as with external networks, becomes difficult to interpret and assimilate resulting in

the SME not being able to fully exploit its competitive advantages at times.

2.2.2 Product life cycle theory

As postulated by the economist Raymond Vernon in 1966 (Vernon, 2017), the product
life cycle theory explains the various stages of growth that a product goes through, from
growth to maturity and then decline. In the product life cycle theory, five phases are
outlined showing how a firm’s product starts off being developed locally, then goes
through maturation phase where it becomes known to market, and then the market for
sale or production of the product is expanded into other countries and decline as a result
of internationalisation. A firm thus needs to ensure there is constant knowledge transfer
throughout the product life cycle phases and innovate to ensure it remains competitive
(Castagna et al., 2020). However, to remain competitive and up to date with the most
relevant technology or applicable International Organisation of Standards (ISO)

standards, SMEs may need to acquire knowledge externally and assimilate and transfer
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within the firm to maintain its competitive advantage as its product progresses along its
life cycle growth process. During the maturation phase, the product may need to be
adapted to suit local market customer needs and regulatory requirements as stipulated
in local markets. It is therefore important that the firm acquires knowledge of the new

market and the local actors to ensure a successful growth phase.

2.2.3 Uppsala Internationalisation model

Introduced by Johanson and Vahle (1977) and later adapted in 2009 and 2021
(Johanson & Vahlne, 1986; Vahine, 2021), this model suggests that firms proceed with
a staged and incremental approach to internationalisation by entering markets closest to
home initially, or markets with similar characteristics to their home country as a means
of managing inherent risks in the process (Dunning, 2009). The later models by
Johansson and Vahine (2009) introduced factors such as liability of foreignness (barriers
to entry) with the key emphasis that firms don’t work in silos but rather as part of a
collaborative network amongst all stakeholders (Blesa & Ripollés, 2021). These social
networks allow the building of trust and market commitment with local customers. The
changing global landscape and emergence of born globals, which are firms designed to
globalise from start up (Baum et al., 2015; Tanev, 2012) or international new ventures
(INVs), however, contradicts the phased approach to market entry (Hagen & Zucchella,
2014; Kaur & Singh, 2013; Lux & Astbury, 2017). This is postulated by Johanson and
Vahlne (1986) in the Uppsala model whereby these young companies with less than two
years of existence expand exponentially into the global market in pursuit of growth

opportunities (Kaur & Singh, 2013).

2.2.4 Theory of the growth of the firm with knowledge as a key resource

This theory was first proposed by acclaimed researcher and author Edith Penrose in
1959 in her book, The Theory of the Growth of the Firm (Penrose, 1959; Tan et al., 2020)
which provides a description of causal links amongst the resources, capabilities, and
competitive advantages which contributes to a resource-based theory of competitive
advantage. The theory of the growth of the firms as postulated by Penrose (1959) can
aptly be applied when considering the various growth stages of an SME. It provides at
least three key arguments concerning linkages among a firm’s resources, productive

opportunities, and profitable firm growth (Kor & Mahoney, 2004; Tan et al., 2020).

When a firm enters any new market, it must consider not only the rate of return it expects
on the investment but also if its knowledge resources may be sufficient for the
maintenance of the rate of investment that will be required to keep up with market

dynamics such as changing customer needs and the introduction of new competitors as
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well as expansion in its existing markets as well and in the new one (Penrose, 1959).
Even though the firm may have a novel process and patented or intellectual property
protection, when it enters a new market it must continuously maintain its efforts to ward
off competition and it must acknowledge that it can be overtaken in time if it fails to

continue to develop and maintain its competitive advantage with up to date knowledge.

Penrose (1959) also further discusses the need for significant capital investment, impact
of brand loyalty, firm reputation, and favourable relationships with distributors that protect
the firms position in the market (Chourides et al., 2016). In the case of SMEs, these all
represent hurdles and barriers to entry as SMEs generally lack financial resources
(SEDA, 2021) for capital investment in research and development, acquisition of skilled
personnel, and don'’t have big budgets to spend on marketing and business development
(Chandra et al., 2020; Dabi¢ et al., 2020).

The benefits of partnering with local partners who have local knowledge of customer
needs and the general local business landscape is of particular importance to SMEs who
do not have the necessary financial and human capital resources to invest in these
business development and business management ongoing exercises (Blesa & Ripollés,
2021; Costa et al.,, 2016; Lu & Beamish, 2001). The importance of continuous
maintenance of firms’ existing capabilities and knowledge bases in protecting
competitive advantage is also emphasised by Penrose (1959). The continuous
maintenance includes the transfer and sharing of knowledge gained from these external
networks or through innovation across subsidiaries and the parent company, what
scholars commonly refer to as knowledge transfers and knowledge spillovers
(Audretsch, 2021; Nair et al., 2016).

The modern view of on an organisation suggests that the firm cannot be considered as
an independent unit as was previously proposed by academic scholars. Instead, all firms
including both the MNEs and SMEs can be viewed as a collaborative network of parties
seen as embedded in networks with stakeholders with whom they may be cooperating
or competing (Vahlne, 2021). This is especially true for SMEs who need to overcome the
barriers of trade associated with them, such as limited resources and capabilities to
innovate, raising funding for operations and expansion, and exploitation of knowledge
flows both from internal and external partners (Amarteifio & Agbeblewu, 2017; Fatoki,
2014; Steinhauser et al., 2020). They are reliant on their own networks to enter the
market and then on the new networks and partnerships formed after entry into new

markets.

In the past two decades, the expansion through advances in technology has opened up
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access to the global marketplace (Banga, 2021; Piqueras, 2020). The attractiveness of
global markets to create standardised markets on a larger scale with increased benefits
of economies of scales and value chains leads to access of new networks and
collaborations (Levitt, 1983). The phenomenal growth in digital technologies such as the
adoption of mobile devices, especially cellphones and tablets with smartphone
capabilities, have expanded access and reduced costs to the internet which has
facilitated growth in emerging market such as in Africa. Latest technologies in this age
of 4IR such as Al, automation, robotics, augmented reality (AR) and big data analysis,
have also facilitated increased efficiencies and optimisation, and created new

opportunities for these firms.

These reduced barriers to trade have assisted SMEs to embrace the global landscape
by seeking internationalisation opportunities out of their home countries (Dabi¢ et al.,
2020). As SMEs internationalise, they need to ensure that they develop the capabilities
to absorb the experiences and learnings (knowledge) from these endeavours and then
assimilate it to be successfully transferred back to its parent company so that it can be
successfully adopted (dynamic capability) and exploited for beneficial use (competitive
advantage). These new opportunities for expansion have opened up the global
landscape with many emerging market MNEs not following the conventional modes of
internationalisation such as through slower phased approaches as postulated by
Penrose (1959) or in closer proximity to home country, but rather though horizontal FDI

creation of subsidiaries in the host country (Ramamurti, 2012).

2.2.5 Conclusion on internationalisation theory

Currently, the global economy faces a new milieu of structural reforms. These reforms
are challenging the conventional rules and norms which have informed past research to
date. This changing ecosystem — particularly with the plethora of born globals, especially
in the digital technology sector, springboard MNEs who rent seek opportunities into
foreign markets, or MNEs who are now reconsidering the global value chains after
experiencing global supply shortages during the Covid-19 pandemic — is directing
scholars to re-analyse existing international business frameworks and motivations for
internationalisation (Petricevic & Teece, 2019). Furthermore, nationalisation and
government protectionist policies are further driving new approaches to
internationalisation strategies of firms. Petrivec and Teec (2019) argued that firms still
recognise that physical distance and national boundaries still do matter despite open
access to global opportunities whereby even large MNEs are never able to replicate
country of origin or home country success in foreign markets. The importance of

knowledge absorption and assimilation between parent and subsidiary therefore
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becomes paramount to ensure successful transfer of useful knowledge between the

firms and the individuals within them.

2.3 Knowledge-based theory and absorptive capacity: A framework for

understanding SME growth and innovation

The study’s theoretical underpinnings are focused on two international business theories;
the knowledge-based theory and absorptive capacity which are further discussed below.
The knowledge-based theory was chosen as it recognises knowledge resource to be the
most valuable resource of the firm and thus one of the main factors of its economic
competitive advantage (Pezeshkan et al., 2016). This approach impacts the relevance
of the absorptive capacity theory as it is the foundation to building and expanding a firm’s
knowledge base (Dabi¢ et al., 2020) Absorptive capacity involves learning processes
and interfaces between employees and strategic partners (Martinkenaite & Breunig,
2016). People are involved with recognition and transfer of knowledge amongst each
other whilst, at the firm level, documentation or data management, processes and
procedures are important in creating overall knowledge at a firm level (Barney, 1991;
Barney & Mackey, 2016; Robert & Grant, 1991).

2.3.1 A theoretical framework for understanding knowledge in

internationalising SMEs in emerging markets: Knowledge-based theory

The knowledge-based view emanates from the resource-based view (Kaplan &
Schenkel, 2001; Kogut & Zander, 1992) identified by Penrose (1959). It is supported by
acclaimed business scholars such as Wernefelt (1984) who introduced the concept of
resources being specific upon the strategic action for which it was required and Barney
(1991) who stated that knowledge is a resource on its own and equal right. The
knowledge-based view asserts that human capital is one of the dynamic resources of a
firm that provides a competitive advantage (Barney, 1991; Prahalad & Hamel, 2009;
Wang & Cuervo-Cazurra, 2017).

Knowledge includes information, technology, skills and know-how acquired though
education, learning or practise. It is regarded as a finite resource that needs to be
continuously developed and one of the main assets that enables both management and
staff to obtain and utilise both tangible and intangibles assets. The success of firms’
performance is attributed to their pool of knowledge, how it is utilised and how it is
increased (Kaplan & Schenkel, 2001). Kaplan and Schenkel (2001), however, in their
critique of all knowledge-based views and theories, stated that the knowledge-based

view does not extend broad enough to cover the relationship between knowledge and
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firm performance and thus presented their integrated knowledge-based view of the firm
wherein knowledge and resources are recognised as two separate constructs that can
reside both within and out of the firm. They further argued that knowledge is not merely
just a finite resource that is recognisable and available immediately, but a resource that
needs constant investment with costs associated to the rigidity or the failure to
appropriate it, with changes that are not easily visible and more closely linked to social
ties (Fig.3). Factors that increase the knowledge base of SMEs during the
internationalisation process includes the acquisition of local knowledge from the host
market and the integration thereof into the parent company to create new knowledge
(Child et al., 2017; Kaplan & Schenkel, 2001b). The success of the acquisition of
knowledge is also dependent upon the firm’s existing knowledge base which is made up

of prior knowledge of its founders or management team.

Figure 3: Integrated knowledge-based view of the firm (Kaplan & Schenkel, 2001, p. 46).
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The combination of knowledge and resources allows the firm to further and continuously
develop new capability which can result in the new knowledge offering better or improved
services and products, or improving performance and operational efficiencies. This is the
process for developing competitive advantage. The knowledge-based theory states that
knowledge-based firms achieve capabilities or competitive advantage by developing
mutually supportive interactions or networks (both formal and informal) with other firms
or actors in host country. These knowledge spillovers created by these new relationships
(Garavan et al., 2016) are particularly more important for SMEs who have limited
resources and other constraints which impede their entry into foreign markets and are
thus more reliant on the local networks established in foreign markets (Bruneel & Cock,
2016). The networks formed through these local social partnerships contribute to both
the employee and firm institutional knowledge base. By this, the host country local

knowledge can be assimilated and transferred into the parent company to increase its
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overall knowledge base by incorporating the knowledge and adapting its own processes,
where applicable, to improve company performance and sustainability, thereby creating

new knowledge.

In the case of emerging markets such as in Africa, social networks and engagement are
an important part of the business development approach, with the success of SMEs
being attributed in part to their understanding and adaption to the local market and ways
of work through local networks. The ability of the SMEs to be agile (Dabi¢ et al., 2020),
responsive and flexible to customer and market demands (Mejri & Umemoto, 2010;
Ramamurti, 2012) are proved to be some of the keys to their success in foreign markets.
Johanson and Vahine (2009) argued that firms don’t work as islands and rather as part
of a network of actors along the value chain whereby both parties in a successful
partnership benefit from mutual commitment and collaboration. They suggested that joint
knowledge development is beneficial for innovation and a firm’s competitiveness in the

market.

The building and fostering of these relationships takes time and effort, which then
become dynamic capabilities of the firm with these established local partner relationships
in host markets (Teece et al., 2016). They may acquire this knowledge from a multitude
of external sources within its network which may include clients, suppliers, distributors,
third-party contractors and consultants, industry associations, various government
entities and places of research and development (Costa et al., 2016; Vahine, 2021).
These various sources can contribute to contrasting degrees of impact on the firm’s
absorptive capacity potential which can impact the SMEs performance. Not all
partnerships end up with positive outcomes such as in the case where a local partner
may not understand the ways of work of the parent head office company and rules and
regulations, which may lead to miscommunication or undesired performance (Efrat &
Jdyna, 2020; Petricevic & Teece, 2019; Wang & Cuervo-Cazurra, 2017). This
emphasises the importance of the parent company ensuring it does its own background
checks and referencing of local actors and the local landscape prior to going into

partnerships with local entities in foreign markets (Hamida, 2017; Nair et al., 2018).

Social capital interactions and collaborations are vital to the successive sharing and
transfer of intra-firm knowledge (Chandra et al., 2020; Nair et al., 2018). Collaboration
amongst individual members as well as between different divisions within the firm creates
shared and mutual understanding of tacit knowledge amongst each other, i.e. ‘who
knows what’ within the organisation. This could lead to the opportunity of creating

specialists by sector or by division to foster a relationship whereby these champions of
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the identified knowledge may be utilised as custodians for ensuring successful sharing
and transfer of knowledge amongst other members and the firm at large. In the case of
SMEs operating in emerging markets, management plays a key role in the development
and fostering of relationships with local partners. This may include creating personal
connections with local actors, inter-firm linkages including strategic collaborations with
domestic and foreign partners, as well as relationships and links with government and
industry associations. These networks may compensate for the institutional
underdevelopment in emerging economies to reduce the uncertainties in transaction

costs.

Recent literature proposes that the knowledge-based view of organisations is a suitable
theoretical framework to explain open innovation processes (Kaplan & Schenkel, 2001b;
Santoro et al., 2018b), where firms attempt to have the proper internal and external
resources in place to create or develop new innovations with the development of new
products and services. The open innovation concept can be applied to emerging market
SMEs as they are generally reliant on external sources of knowledge due to the financial

and skills capacity constraints (Jasimuddin & Nagshbandi, 2019).

2.3.2 Research on the process of knowledge acquisition and assimilation
pertaining to internationalising SMEs in emerging markets: Absorptive

capacity

The absorptive capacity construct involves learning processes and interactions between
individuals, groups, and organisations to acquire and share knowledge (Cohen &
Levinthal, 1990; Pillay et al., 2021; Vasconcelos et al., 2019). Firms with an adequate
degree of absorptive capacity can internalise knowledge acquired from both internal and
external networks. This knowledge, achieved through strategic partnerships, can
increase opportunities for product enhancements, diversification and innovation (Nair et
al., 2016; Pillay et al., 2021; Steinberg et al., 2021b). However, SMEs in general, and
specifically those in emerging markets such as South Africa, tend to have infamously low
rates of collaboration — particularly with government authorities and amongst other
similar organisations when compared to other OECD countries (OECD, 2018).
Collaboration amongst SMEs on innovation is generally also low due to internal resource
and capacity constraints as well as external constraints such as perceived coordinated
lack of support from government and private organisations, including development
finance and commercial finance institutions, to support SME growth (Ferreira &
Steenkamp, 2020; SEDA, 2021). These low levels of collaboration between the various

actors thus reduce the available potential of new knowledge to be acquired.
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In the case of SMEs who are restrained by limited resources, the successful transfer of
knowledge appears to be dependent on firm age and firm size (Valentim et al., 2016; J.
Yang & Rui, 2009). It also depends on whether the individuals and firm at large have the
capability and willingness to absorb the information (Kalidas et al., 2020; Wang &
Cuervo-Cazurra, 2017). Other factors include language and cultural barriers as well as
time to share and transfer the knowledge. The smaller and younger firms generally will
lack any formal adopted procedures and processes compared to the more established
counterparts who may have adopted formal learning and development and knowledge
management systems, with some form of document control system to capture the

sources of knowledge (Autio & Sapienza, 2000).

For SMEs, a further challenge also relates to the human capital voids such as the
relatively low skills base of employees and lack of support from the firm to promote any
formal learning and development programmes to encourage educational and upskilling
of general workers within the organisation (Amarteifio & Agbeblewu, 2017; Hashim,
2015; Wang & Cuervo-Cazurra, 2017). Cuervo-Cazzara and Wang (2017) also provided
an example of how firms can avoid institutional voids due to human capital deficiencies
such as low employee skillset by leveraging of external mechanisms such as joint

ventures to increase their knowledge base and thus improve productivity.

Competitive advantages of firms may be derived by the supplementing of internal
knowledge with the acquisition of knowledge from external sources and stakeholders like
the customers, suppliers, contractors and other strategic alliance partners to develop
dynamic capabilities (Petricevic & Teece, 2019; Vahlne, 2021). To do so, the knowledge-
based theory of the firm suggests that firms should continuously develop the requisite
absorptive capacity to capture and exploit external knowledge and use it to create value.
By not continuously investing in development of knowledge and innovation, firms lose
the capability to catch up with latest trends and thus may never be able to catch up and
remain competitive (Ali et al., 2020). Absorptive capacity was introduced to international
business theory by Cohen and Levinthal (1990), when they asserted that the ability of a
firm to recognise the value of new external knowledge, and then to assimilate it and apply
it to commercial ends is critical to its innovative capabilities. The absorptive capacity of
the firm is highly dependent on the prior institutional knowledge of the firm. They
proposed that a firm’s continuous investment in research and development or innovation
contributed to its absorptive capacity, and therefore firms must remain competitive
through investment in innovation. The focus was on the cognitive behaviour of individuals
and their absorptive capacity based on prior related knowledge and their diversity in
background and the impact on the firm’s absorptive capacity based on these individuals
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and their diversity. The theory was broadened by Zahra and George (2002) by
introducing two subsets of potential and realised absorptive capacity as highlighted in

Figure 4 below.

Figure 4: The four divisions of absorptive capacity (Zahra & George, 2002, p. 192).

Absorptive capacity

Knowledge source and Potential Realized Competitive advantage
| complementarity [ o F | » |
‘ Acquisition Transformation Strateaic flexibility
| Experience
|

Assimilation Exploitation

Activation triggers
Social integration

Regimes of appropriability
mechanisms

Absorptive capacity has four separate dimensions divided into acquisition, assimilation,
transformation and exploitation of knowledge (Zahra & George, 2002; Zahra et al., 2007)
(Table 1). Zahra and George (2002) recognised these complementary divisions as a
subset of absorptive capacity split into potential absorptive capacity and realised
absorptive capacity, which contributed to the firm’s dynamic capability and building of
competitive advantages and their sustainability thereof. By doing so, Zahra and George
(2002) were able to explore the different antecedents as well as the consequences of
absorptive capacity. These differences between potential and realised absorptive
capacity determines what is classified as organisational performance (Currie et al.,
2020). To progress from potential absorptive capacity to realised absorptive capacity,
both the firm and its stakeholders need dynamic capabilities to help bridge the gap.

These are classified under three types of what is called combinative capabilities:

e Systems capabilities: This refers to formal knowledge sharing mechanisms, like
written policies and procedures and manuals instituted to facilitate transfer of

collated knowledge, and also broader environmental strategies.

e Socialisation: This refers to cultural approaches which promote a shared new

way of doing things collaboratively.

e Coordination capabilities: This pertains to lateral forms of interaction such as

collaborative learning and development, leadership facilitation, management of
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interfaces between cross- functional units, and distinct liaison or change

management or implementation roles.

Dimensions/capabilities

Components

Role and importance

Acquisition Prior investments Scope of search
Prior knowledge Perceptual schema
Intensity New connections
Speed Speed of learning
Direction Quality of learning
Assimilation Understanding Interpretation
Comprehension
Learning
Transformation Internalisation Synergy
Conversion Recodification
Bisociation
Exploitation Use Core competencies

Implementation

Harvesting resources

Table 1: Dimensions of absorptive capacity — a reconceptualisation and corresponding
roles (Zahra & George, 2002, p. 189).

The research of Zahra and George (2002) focused on both the potential absorptive
capacity constructs of knowledge acquisition and assimilation, as well as on the realised
absorptive capacity of transformation and exploitation. Acquisition and assimilation
focused on what knowledge individuals and the firm acquire from their exploits in foreign
markets and the process of how they do it, whilst transformation and exploitation focused
on how the knowledge gained was then absorbed within the firm at large and exploited

in the country of origin to retain competitive advantage or sustainability.
2.4 Internationalising SME knowledge growth: Acquired knowledge

Knowledge is a strategic resource of a firm and can provide competitive advantages.
(Teece, 2018a; Zahra, Neubaum et al., 2007). Knowledge can broadly be classified into

three categories of explicit, tacit and implied knowledge that works in providing a
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complete organisational view of a firm’s knowledge (Teece, 2018a). Explicit knowledge
is complementary to tacit knowledge and refers to the knowledge that can be verbalised,
measured and codified and which can be acquired through reading documents and

databases. Explicit knowledge can easily be transferred and shared.

Tacit knowledge refers to the intangible, personal and un-documented experiences or
know-how. It cannot be codified and can be acquired primarily through visual and hands-
on experience. This presents the biggest challenge when entering into foreign markets
via mergers and acquisitions as not all tacit knowledge between the parent and
subsidiary company can be shared easily (Nair et al., 2016, 2018; Tan et al., 2020;
Teece, 2018). Implied knowledge is the application of explicit knowledge (Nair et al.,
2018).

Petricevic and Teece (2019) stated that the conventional proposition of emerging market
motivation for internationalisation as a means to acquire new innovations and technology
(knowledge resources) from more developed markets may not be as applicable in recent
times compared to the past. BRICS countries (Brazil, Russia, India, China, South Africa)
are rapidly speeding up innovation capabilities and migrating from a previous production-
focus (due to lower cost base) to more of an innovation-focus. China, for example, is
investing heavily in research and development with the support of the national
government and is becoming a technical and scientific global leader, possibly overtaking
developed countries such as superpower the USA in scientific research output in some
key fields (Petricevic & Teece, 2019). Petricevic and Teece (2019) conclude by re-
iterating that national and regional boundaries do still matter with national identity of firms
remaining an important factor for SMEs to consider. Alvarez (2001) further contributed
that entrepreneurial alertness and knowledge, market insight and the ability to manage
resources, are resources in their own right and must also be considered, particularly in
the case of SMEs. Entering a new market via acquisitions could be motivated by
increasing the knowledge base of the SME which is otherwise constrained by its own
internal resources and capability, including home market barriers to entry (Pillay et al.,
2021).

2.5 Internationalising emerging market SMEs: Process of knowledge

acquisition

The absorption and assimilation of tacit knowledge remains one of the biggest
challenges to firms, especially SMEs. That knowledge remains with a few key individuals

of the organisation and the knowledge transfer to others within the firm or to the parent
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company depends on the willingness of the individual to share the information as well as

of the recipient to absorb and assimilate it (Matysiak et al., 2018).

The successful exploitation of this knowledge leads to new knowledge being created
which may be exploited in product diversification, market expansion or innovation which
develops competitive advantages for the firm (Barney & Mackey, 2016; Lifan et al.,
2019). This study aimed to identify those processes which SMEs use to gain knowledge
from the host country in which they have entered. The theories are further discussed

below.

IB studies have postulated that the motivation for emerging market enterprises seeking
international opportunities could be for expansion of its inherent resources and
capabilities (expansion) or for acquisition of new knowledge from more developed
markets (asset seeking). The process of how the parent firm obtains this knowledge from
the firm in host country is less studied and understood, especially when both parent and
subsidiary are SMEs and operate in emerging markets. The restrictions imposed upon
SMEs due to scarcity of resources and barriers to entry are well known with some of

them including (Valentim et al., 2016):

e The liability of small size (creates barriers to sourcing of specialist skills and

talent).

e |nability to secure financing due to strict requirements from commercial lenders
such as audited financial statements, signed offtake agreements, and minimum

equity contribution.
o Difficulty in forging of partnerships with larger MNEs.
¢ The liability of foreignness (lack of acceptance by locals and cultural naivety).

e Lack of knowledge of local regulatory environment and ways of work of those in

host country.

Despite these disadvantages, SMEs do possess other ownership advantages and
dynamic capabilities such as their strengths in the ability to respond and to be flexible to
customer and market needs, as well as in their ability to absorb tacit knowledge through
informal engagements with its partners, suppliers and others in its network through their
social networks and cultures.(Linton & Kask, 2017; Mainela, 2018; Tan et al., 2020).

The resource-based theory (RBT) (Alvarez, 2001; Alvarez et al., 2020) focuses on the
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tangible and intangible resources and how these strategic resources (such as
knowledge) of a firm can be exploited as a competitive advantage to pursue
internationalisation. It is based on the proclamation that a firm derives a competitive
advantage based on the resource base it possesses and how that resource base is
exploited for commercial benefit (Barney & Mackey, 2016; Garavan et al., 2016; Lawson
& Samson, 2001). In the resource-based view, both tangible and intangible firm
resources (knowledge, skills set, IP/patents, data and internal unique processes,
location) are considered and analysed. The resource-based view therefore looks
internally at the knowledge that a firm possesses and at how those can be exploited
when developing a strategy to enter foreign markets or of the knowledge or resource it

does not possess and developing a strategy of how it will acquire those resources.

According to Lawson and Samson (2001), the resource-based view and dynamic
capabilities theory present some limitations. They stated that it is difficult within the firm
to distinguish which resources can account for effective performance, either on an
individual or collective basis and posited that it is a set of resources in combination that
matter and not necessarily individual resources. This combination of resources is what
makes up the knowledge pool. Also, as time progresses, the value of the resource to the
firm may change, even though the resource itself may not change, hence focus should
rather be on the value of the resource and not just the resource itself. For example, a
firm may hold the patent for a particular technology which affords it a dynamic capability
and hence a competitive advantage. However, this resource value changes over time as
competitors may come up with competing products, the patent expires or the market

demand for which the knowledge exists has no value.
2.6 SMEs’ adoption of the knowledge gained from internationalisation

Even though the resource-based view acknowledges the importance and role of
knowledge in firms to achieve a competitive advantage, it does not recognise the
dynamic capabilities that can emanate from knowledge. Dabic et al. (2020) highlighted
in their research of pathways to SME internationalisation the increasing amount of
interest in research in the field of knowledge management and human capital needs.
They also noted that much of the research on human capital for SMEs has focused
primarily on the entrepreneur and less on the employees themselves and this remains
one of the challenges within SMEs to ensure that knowledge from individual employees
is shared openly and willingly for the benefit of the organisation at large. In the case of
SMEs who have internationalised, the importance of superior human capital is critical to

success. To maintain that level of superiority, investment must be made in education and
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learning (Amarteifio & Agbeblewu, 2017) and in the knowledge management process for
employees and the firm at large to be agile and learn from the lessons it gains when they
venture into foreign markets. This knowledge management process may include the
formalisation of a learning and development plan to train employees and improve their
skills to match or complement the new knowledge created, as well as investment in an
internal communication platform to engage with employees on an open basis at all

hierarchal levels within the organisation.

2.6.1 Absorptive capacity

The concept of absorptive capacity is recognised as a firm’s dynamic capability to
recognise the importance of external knowledge and its use to enhance the innovation
output of a firm (Blesa & Ripollés, 2021; Flor et al., 2018). However, most prior research
has focused on technology as the main knowledge source when looking at the
acquisition and assimilation of knowledge with no studies on the time lag between the
four phases as defined in the absorption capacity theory. Dabic et al. (2020) argued that
knowledge acquisition is a ‘knowledge-replenishing’ activity such that the effective
acquisition of external knowledge will replenish its knowledge base which therefore
increases the firm’s innovation capabilities through exploitation of the knowledge base.
SMEs who place a higher emphasis on the absorptive capacity to acquire knowledge
would likely have the employees exposed to a higher level of new knowledge and non-
routine information which increases the potential for new tacit knowledge to be obtained,
that can then be assimilated and transferred within the organisation. It was also argued
by them that indiscriminate assimilation of irrelevant knowledge has the potential to
cause internal conflict due to the strain it imposes on individuals and on the systems and
procedures within the firm. This is because the process involves a significant effort in
time and commitment which, for SMEs in particular, can be distracting due to the

resource constraints.

An interesting gap for future research is to explore the time lag from the acquisition of
knowledge to the exploitation of the knowledge. Furthermore, the exploitation of the
knowledge is usually referenced to the firm acquiring initial knowledge and assimilating
it by combining it with their own internal knowledge and then exploiting by way of creating
new knowledge. That new knowledge can be new innovation with no commercial benefit
to the firm, and so a measure of the effectiveness of the new knowledge would also make

for a good topic for future research (Kaplan & Schenkel, 2001b).

Advancements due to rapid growth of disruptive digital solutions which influence the daily
lives of both individuals and firms has resulted in organisations adapting smart
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technologies to become more efficient and innovative in their business processes
through data capturing and subsequent knowledge flows (Santoro et al., 2018b). When
operating in the knowledge and technology-driven 4IR economy, successful firms use
customised tools to manage knowledge. The process of organising, managing and
exploiting the collective knowledge of a firm is referred to as a knowledge management
system which is usually a digital platform for capturing, documenting and storage of a
firm’s knowledge for effective use by users (Teece, 2007). With reduced barriers to entry,
including the cheaper costs of these digital platforms and tools, SMEs can utilise the
benefits of adopting a knowledge management system to capture knowledge from
individual employees for the greater benefit of the firm and to develop competitive

advantages.

2.6.2 Knowledge spillovers and reverse knowledge transfer

Previous IB literature refers to knowledge flows from parent company into the subsidiary
based on the premise that the parent company was coming from a developed market
and therefore possessed superior technological know-how. These flows of knowledge
were more from a market expansion strategy with the parent company supposedly
imparting its more efficient processes and procedures and lower cost of production to
the subsidiary, whilst the growth of emerging market SMEs through internationalisation
was focused more on technology and asset acquisition motives. In the case of SMEs
where both the parent and subsidiary are both from emerging markets, this presents a

unique new set of variables that require additional research.
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Figure 5: Knowledge transfer vs knowledge spillover (Fallah & Ibrahim, 2004, p. 9).
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Figure 5 above outlines the flow of knowledge from the owner to recipients. When tacit
knowledge is transmitted, the individual must begin with articulating and making that
knowledge explicit (externalisation). Knowledge transfer then occurs when the individual
intentionally shares the knowledge with others (Fallah & Ibrahim, 2004; Nair et al., 2018).
This knowledge may also be shared with the others unintentionally through knowledge
spillovers. At times, occasions may arise whereby the individual does not have control
over this knowledge sharing process, for example, if an individual withesses another
person performing a task merely by being in their presence and observing them execute

the task. This is a form of learning through tacit knowledge.

The transfer of knowledge is however also dependent upon the recipient’s capability to
assimilate by understanding and interpreting the knowledge, as defined in the absorptive
capacity theory above. Without further investment in education and learning, emerging
market SMEs will be unable to impart and uplift the skills base of its workforce. Cho and
Honorati (2014) stated that the effectiveness of learning programmes in emerging
markets are improved when vocational and business training and not financial training is
implemented. They argued that vocational or technical skills training is closer to the real-
world business operations of SMEs and would be more important than academic- and
classroom-focused training. However, with the adoption of digital technologies and

investment in more innovative technologies, this may not be applicable with the focus
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rather being steered towards entrepreneurship, business and higher skills-based training
to equip SMEs with latest technological and business acumen to thrive in current

markets.

As outlined by Nair et al. (2018), the success of the parent company’s absorptive capacity
to absorb and assimilate knowledge from subsidiaries is dependent upon successful
collaboration between the parent company and the subsidiary. Literature suggests that
emerging market firms pursue knowledge acquisition via reverse knowledge transfer
(Child et al., 2017). However, when the investment from the parent company is into other
emerging markets which are less developed than that of the parent but still in an
emerging market, this presents a different dynamic that has not be sufficiently

researched and therefore warrants further investigation.

2.7 Outcomes of emerging market SMEs adopting the knowledge
acquired in country of origin

SMEs are recognised as significant contributors to any country’s development due to
their ability to be the largest contributors to sources of employment and significant
contribution to the GDP of a country. However, at times of economic uncertainty as
evidenced with the impact of the recent Covid-19 global pandemic, SMEs are the ones
who bear the brunt of it (Hartwich & Larsen, 2021). The ability of SMEs to build
competitive advantages when competing on a global scale is vital to their success.
Despite their capacity constraints which limits producing at economies of scale
comparable to large MNEs, SMEs do retain competitive advantages due to their
manageable size, such as their ability to be flexible and more decisive compared to
MNEs (LiAan et al., 2019). Other competitive advantages are also in the SMEs abilities
to leverage of their social networks for collaborations when operating in local markets
(Pezeshkan et al., 2016), and in their ability to compete with the large MNEs through

specialisation and adaption with these networks.

2.7.1 Overcoming barriers to entry

In spite of the significant contribution made by SMEs to their national and global economy
at large, they face many internal and external hurdles which impacts their
internationalisation endeavours. These problems are not always the same for SMEs from
developed economies versus those from emerging markets (Steinhauser et al., 2020).
Some of them include internal barriers such as: resources and capacity (due to firm size)
constraints, human resources skills deficiency, difficulty to access new networks with

MNEs, managerial incompetence, export procedure barriers, internal organisation and
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external operating environmental barriers; and external barriers such as import-export
restrictions, institutional and regulatory barriers and lack of support from government and
financial institutes (Chandra et al., 2020; Dabic¢ et al., 2020; OECD, 2009, 2018).

According to Chandra (2020), MNEs from larger developing countries perform better in
exports then SMEs, implying that the size of a firm influences its exports and
internationalisation. Various other factors have been shown to be instrumental in the
internationalisation endeavours of SMEs. Some of these include factors such as previous
international experience of the firm, relationship with partners based on trust,
collaboration through forging of social networks, entrepreneurial motives of founders,
company strategic goals, host country local language and cultural understanding. These
factors help to overcome internal and external barriers faced by SMEs when
internationalising (OECD, 2013; Rahman et al., 2017).

2.7.2 Developing competitive advantages

Porter (1980) defined competitive advantage as the strategic benefit which a firm
possesses over rival firms or competitors in the industry in which it operates. In essence,
it relates to the beneficial factors that distinguishes a firm over its competitors or which
provides it with a unique and distinguishable advantage over others (Anwar, 2018).
Some of the value proposition attributable with competitive advantages include the ability
of emerging market SMEs to be flexible to market and customer demands and

decisiveness in decision making due to flat organisation structure.

The competitiveness of a firm can be related to its ability to develop and retain core
competencies (Prahalad & Hamel, 2009). Core competencies are those attributes related
to a firm’s specific set of skills or know how they enable it to deliver a value proposition
to its clients. These core competencies refer to a firm'’s ability to ‘do what it does’ in a
sustainable matter whilst offering value to its customers. When a core competence is
distinguishable compared to its competitors, then the firm possesses a competitive

advantage.

Porter’s Five Forces, shown in Figure 6 below, is a strategic management tool utilised
by a firm to analyse the competitive environment in which it plans to operate (Dess &
Davis, 1984). This tool can be used by SMEs when performing a market scan of the

target market or opportunity to determine business feasibility.
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Figure 6: Porters Five Forces Model (De Bruin, 2017, p. 1).
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Whilst the model is one of the most recognised management tools, Narayanan and
Fahey (2005) disputed the applicability of Porter's Five Forces framework when
analysing a firm’s entry into emerging markets. In their research, they conducted a
Toulmin analysis of Porter’s Five Forces framework, which revealed that in emerging
economies, firms undertake strategic decisions to manage the key uncertainties relating
to foreign exchange, sourcing of funds and unrestricted rivalry. They concluded that
many of those actions were not derivable from Porter's Five Forces framework and
suggested that a better approach may be to consider the network type strategy
(Narayanan & Fahey, 2005). It was suggested that network strategy be adopted when
establishing partnerships with individuals or firms since emerging markets rely on
informal rules and personal associations amongst socio-political networks. They argued
that this would allow the emerging market firms to manage the uncertainties of
transaction costs and foreign exchange in other markets as well as the rivalry from

competitors.

2.7.3 Understanding local markets

Leaders from developing economies acknowledge that sustainability and globalisation
are some of the biggest concerns they currently are faced with (Khanna et al., 2015).
Whilst aware of the difficulties to distinguish the right internationalisation strategies and
to select which countries to consider investing in, Khanna et al. (2015) have continued
with the standardisation approach strategies they’'ve traditionally deployed, with a few
alterations for local needs. Therefore, these MNEs are grappling to implement successful

strategies in emerging markets (Ruggie, 2018; Tan et al., 2020). The strategy of
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developed country MNEs who have wholly-owned subsidiaries in local emerging
countries reporting to the head office is not suitable for emerging markets as they require
flexibility, faster responses and adaptability which is difficult for the subsidiary as all
decisions are escalated to the parent head office. SMEs by very nature are small and
not stifled by red tape and bureaucracy in decision making and can adapt to suit local
customer needs, thereby offering a dynamic capability that MNEs cannot replicate with
their more formal corporate governance procedures. These institutional voids have
hindered MNEs from succeeding in emerging markets, thus many of them have resisted
directly investing in them or, in cases where they did, taking phased approaches or

through mergers and acquisitions (Tan et al., 2020).

In a recent study of institutional voids faced by SMEs, it was argued that SMEs face
similar challenges of institutional voids when venturing into emerging markets. They use
cooperation and competition at the same time in their internationalisation process
(Galdeano-Gomez et al., 2016). Due to capability and resource constraints, SMEs are
forced to go into relationships with suppliers and buyers which can create healthy
relationships. Khanna et al. (2015) suggested that firms need to develop an
understanding of the relationships in emerging markets SMEs; these relationship
dividers may be based on ethnicity, regional location and the various linguistics groups

and cultures in emerging markets.

Levitt (1983) appeared to confirm the work of Ruggie (2018) by stating that successful
and well-managed firms have transitioned from the emphasis on customising items
according to customer needs, into offering globally standardised products which are
advanced, meet basic needs and are affordable. He suggested that firms that
concentrated on individual customer requirements have become stifled and strangled by
attempting to meet every single wish and need of the customers. Bruneel and Cock
(2016), however, disagree with this view of a standardisation process that developed
MNEs adopt when entering into emerging markets (Khanna et al., 2015) for the case of
SMEs. They argue that SMEs do not follow pre-determined strategic planning when
venturing into foreign markets but rather do so by uncontrollable events that appear to
be more on a reactive opportune basis. Due to this approach, the knowledge acquisition
process becomes a unique process for each new endeavour, with no fixed set of

guidelines and rules of which the firm can use to gain knowledge.
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2.8 Conclusion

Whilst there is a growing interest in scholarly research on reverse knowledge transfer
and knowledge spillovers, there appears to be limited research on the impacts of reverse
knowledge transfer from emerging market subsidiaries back to their parent companies
who are also based in emerging markets. The barriers to entry for SMEs expanding
abroad is well documented, with focus recently being placed specifically on developing
or emerging market SMEs. Despite these barriers to entry, there number of SMEs
globally continues to grow, having increased from approximately 121 million in 2000 to
approximately 212 million in 2020 (D.Clark, 2021). However, despite the growing number
of SMEs globally, the success rate of SMEs in industry presents a more worrying statistic
with between 70 to 80% of SMEs failing within the first five years since start-up (SEDA,
2021).

The process of gathering the knowledge from internationalisation as well as how it is
transferred back to the parent company in emerging markets is less studied and
therefore formed the basis of this study. Furthermore, the research on reverse
knowledge transfer has primarily focused on transfer of knowledge at firm level and not
internally within the firm, across divisions or within the organisational hierarchy from
management down to the employees as lower levels. The key constructs of the research

therefore focused on:

1. The knowledge-based theory with knowledge being recognised as a strategic
resource of the firm (Alvarez et al., 2020; Kogut & Zander, 1992) that can be

expanded with internationalisation

2. Absorptive capacity theory which explored how SMEs gather and transfer this
knowledge (Cohen & Levinthal, 1990) from subsidiary to parent company

(reverse knowledge transfer) (Nair et al., 2016).

Recognising that knowledge is a key strategic resource, this research focused on the
processes that emerging market SMEs utilise to acquire knowledge from the host country
in which they operate. The literature review was undertaken and revealed key constructs
within the knowledge acquisition process related to the knowledge management theory
and the resource-based view. This led to the development of research question one —
“What knowledge do emerging market SME firms acquire from its experience in other
foreign emerging markets and how do they acquire it?” The research question aims to
identify how reverse knowledge transfer is undertaken by emerging market SMEs as well

as to get a broader understanding of the new knowledge that the parent company
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achieved from its internationalisation experience which could be added to its knowledge

pool.

The absorptive capacity theory and reverse knowledge transfer concepts were then
reviewed, providing insights into how acquired knowledge can be transferred across the
organisation from subsidiary through to the parent company. The organisational features
of a firm such as its structure, procedures and processes as well as knowledge
accumulated all influence the knowledge building within a firm and its absorptive capacity
(Pillay et al., 2021). The successful integration of new knowledge through absorptive
capacity may result in the parent firm, who has acquired the knowledge from the
subsidiary, adapting accordingly with innovation based on new knowledge. The success
of absorptive capacity can be attributed to factors such as willingness of the parties to
share knowledge, intellectual capacity to transfer and absorb the information, as well as
the process of communicating and transferring the knowledge flows between the parties.
This then led to the development of research question two — “How do emerging market

SMEs adopt the knowledge gained from internationalisation into its country of origin?”

With the global landscape evolving and changing at a fast pace, new opportunities and
threats are presented to SMEs when they internationalise. Reduced barriers to entry due
to technological advancements, improving infrastructure, evolution of fintech and mobile
payment solutions present attractive opportunities for SMEs to compete on a global
scale. Participating in the international market, however, also presents threats to these
firms such as increased costs of doing business in foreign markets (geographic distance
hurdles), diversion of focus in home markets or country of origin, and increased
competition due to new entrants also exploiting global ambitions. In order to succeed
and remain competitive, the core competencies and competitive advantage factors were
considered to review how SMEs can set themselves apart from their competitors and
continue to maintain or foster new relations with its customers. The exploitation of new
knowledge and innovation thereof created was addressed in the development of
research question three —“What are the outcomes of adopting the knowledge acquired

in country of origin for emerging market SMEs?”

From the literature review presented in this chapter, a conceptual model was
hypothesised combining the key constructs that were presented as antecedents,
enablers or promoters and barriers to the acquisition, assimilation and exploitation of

knowledge using absorptive capacity by SMEs. This is presented below in Figure 7.
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Figure 7: Conceptual model: SME knowledge management process (author’s own).
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Chapter three presents the three research questions as derived from the literature
review. Chapter four then follows with a discussion of the research methodology that was
applied for this study.
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CHAPTER 3: RESEARCH QUESTION

3.1 Research questions

Even though there are synergies between innovation and learning activities when firms
pursue diversification or growth through internationalisation, there may also be trade-
offs. The measure of how these synergies are acquired, absorbed and exploited awaits
research attention (Wang & Cuervo-Cazurra, 2017). Due to the limited amount of
research and understanding on how SMEs develop their absorptive capacity, the key
research question meant to address the identified research gap is: “How do SME’s from
emerging markets beneficially exploit knowledge of their international experiences in
country of origin?” The main research focus was further sub-divided into the following

sub-questions.

3.3.1 Research question 1

What knowledge do emerging market SME firms acquire from its experience
in other foreign emerging markets and how do they acquire it (knowledge-

based theory)?

The process of learning can be attributed to the works defined in the absorptive capacity
theory (Child et al., 2017; Tsai, 2001). Knowledge management and other learning
activities are key constructs in the innovation process (Castagna et al., 2020; Chourides
et al,, 2016). The identification and integration of external knowledge with internal
knowledge increases the knowledge base of the firm through various forms of
acquisition. Whatever the source of knowledge, the capacity to absorb it is essential for
creating a knowledge-based competitive advantage (Cohen & Levinthal, 1990, Tsai,
2001). Acquisition refers to the process of identifying, assessing and acquiring externally
generated knowledge that is beneficial to a firm’s operations (Zahra et al., 2007).
Assimilation is about the processes and procedures that individuals and a firm uses to
allow it to analyse, process, decipher and interpret the information obtained from external
sources. These two processes comprise what is labelled as the potential absorptive
capacity (Zahra & George, 2002) and was investigated by this research question which
looked at how and what knowledge SMEs acquire from their exposure to host countries

in other emerging markets.
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3.3.2 Research question 2

How do emerging market SMEs adopt the knowledge gained from

internationalisation into its country of origin (absorptive capacity theory)?

The literature about SME internationalisation highlights four factors which have been
found to be influential on the internationalisation process — market knowledge and
experiential knowledge, which is composed of network, cultural, regional and
entrepreneurial knowledge (Mejri & Umemoto, 2010). Transformation forms part of the
realised absorptive capacity of a firm’s process to develop and refine those processes
and procedures that facilitate combining existing knowledge with the newly acquired and
assimilated knowledge (Zahra et al., 2007). SMEs generally lack the resources and skills
to adopt a formal innovation research and development programme and knowledge
management process compared to the larger multinationals. Hence, this question looked
to identify what tools and procedures or processes these SMEs adopt to capture the
knowledge that has been acquired from internationalisation into other emerging markets

and adopted back into its country of origin.

3.3.3 Research question 3

What are the outcomes of adopting the knowledge acquired in country of

origin for emerging market SMEs?

The exploitation process in absorptive capacity theory refers to the firm’s processes and
procedures that creates new competencies or broadens, refines and leverages existing
ones by incorporating the acquired, assimilated and transformed knowledge into its
business (Zahra & George, 2002). It forms part of the realised absorptive capacity
category relating to how the firm extracts the potential value within its own knowledge
base and then commercially exploiting it. The bigger the knowledge base that a firm
acquires and assimilates over time, the greater is its ability to compete in globally
competitive world. The outcome of a firm’s knowledge acquired and assimilated can be
measured by the firm’s success in adopting the knowledge for commercial benefits
through the dynamic capabilities and the competitive advantages gained (Barney &
Mackey, 2016; Castagna et al., 2020; Matysiak et al., 2018).
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CHAPTER 4: RESEARCH DESIGN AND METHODOLOGY

4.1 Introduction

This chapter focuses on the research design methods and choice of research
philosophy (Fig. 8) that was applied in this study. The research aimed to complement
the existing literature in the field of international business and international
entrepreneurship by exploring some new insights into how emerging market SMEs
acquire knowledge from their internationalisation experience in other emerging markets
and then exploit that dynamic capability for commercial benefit through the lens of the
absorptive capacity theory. The study of absorptive capacity (Cohen & Levinthal, 1990)
was based on an empirical exploratory approach, grounded in the knowledge-based
view (Robert & Grant, 1991) of the firm to highlight knowledge as a strategic resource,
and contributor of innovation. This was done so by recognising that acquisition of
knowledge from subsidiaries can add to the existing knowledge base of the firm, and
once assimilated could become a firm specific dynamic capability (Teece, 2018)
resulting in new knowledge or innovation within the firm. The research design was the

general plan that the researcher applied to answer the research question.

Figure 8: The research onion (Saunders et al. 2011, p.108).
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4.2 Research philosophy

The study adopted the interpretivism research philosophy approach aimed at
articulating the value of participants personal views and reconstructions of their
perceived reality to provide a valuable source of individual subjective meanings
(Budden, 2016; Saunders et al., 2009). As SMEs generally do not have formalised
document control and knowledge management systems in place, a lot of the information
resides as tacit knowledge being intangible, in the minds of the entrepreneur or
management team (Nair et al., 2018; Valentim et al., 2016). The interpretive approach
therefore enhances the data extraction approach taking an emphatic approach during
the interview process to allow participants to share their experiences and learnings from
a personal point of view. This approach enabled the researcher to develop the
constructs aligned to the research focus by performing a detailed explorations of the

participants points of view.
4.3 Research methodology

The research methodology described the process for the collection and analysis of the
relevant data. Qualitative research design was adopted for this research proposal to
allow the researcher to gather and analyse the subjective views of the interviewees due
to the general inconsistent and lack of formal structures within SMEs for knowledge
management (Lewis & Thornhill, 2019) This chapter will expand on the justification of
the chosen approach in consideration of the research objectives. Since the study
adopted the interpretive philosophy for data gathering, an exploratory, qualitative study
was selected as the depth of information solicited from participants could not be
obtained from a quantitative approach, which is focused more on statistical data
gathering. Narration and interviews are two of the techniques (Creswell & Creswell,
2018) that was used to gather insights on the knowledge acquisition process of
emerging market SMEs, hence fitting in with the exploratory qualitative approach. This
exploratory approach enabled the researcher to obtain new ideas and insights on the
research topic thus generating fresh data that would complement the available IB
literature (Weick & van Orden, 1990).

This qualitative approach allowed the researcher to develop questions and adapt
insights for use that provided a combination of external public and internal firm
documentary analysis, interviews with key stakeholders and application of observational
techniques to gain an in-depth understanding of how the different findings provided

insights into the research topic (Travers, 2011). Qualitative case study methods are
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used to investigate in depth and intensively to gain insight and understandings of
phenomena that are new, not-understood, or unexamined. (Travers, 2001). In the field
of international entrepreneurship and small business, the use of qualitative research
methods has been applied across a variety of contexts such as family businesses,
entrepreneurial networking, and innovation. Qualitative case studies specifically provide
a broad and rich source of information that can effectively give more in depth and
exploratory accounts of business activities. In summary, this research took on a
qualitative research approach to enable in-depth appreciation of the participants
responses and a detailed understanding of the lessons learned by these SMEs from

their experience in other emerging markets.
4.4 Population and research settings case selection

The research study was focused on gathering information from a heterogeneous set of
conveniently chosen South African SMEs whose head offices are based in
Johannesburg. The sampling technigue was mixed between purposive and
convenience sampling with some snowballing. The criteria for selection was that the
firms selected must have at least two years of internationalisation experience from a
minimum of two different countries (excluding country of origin). The selected
companies were identified through the following methods; starting with the researcher’s
own personal business networks and then via professional business links such as
LinkedIn® for the study with interviews seeking participation from senior managers or
founding partners within the organisation. This was helpful based on the data needed
to be collected as they would have particular knowledge/experience of those strategic
decisions and involvement in knowledge acquisition/exploitation processes due to their

intimate operational experience and strategic planning within the firm.

A cross-sectional approach was adopted as research was done on the firm over a
specific moment of time due to time constraints imposed on this research project. The
cross-sectional approach would also be better aligned with the research aims, which was
to capture the reverse knowledge process of the firm. A longitudinal study would be better
suited when analysing the timeline from knowledge acquisition through to exploitation of
the firm and measured against impact on firm performance, which is suggested as a

future study.
4.5 Unit of analysis

The level of analysis is the absorptive capacity of the different heterogeneous sample

of SMEs selected. The unit of analysis are the selected individuals/participants
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appointed to represent their respective firms. These individuals are senior leaders
and/or founding members of the firm and have strategic involvement in its

internationalisation process.
4.6 Data collection

Qualitative research is based on an in-depth knowledge of the research topic.
Interviewees are the source of the data and due to each individual own personality and
traits, they recorded different experiences from the questions asked and their
experiences thereof (Yin, 2008). Interviews provided a method to collect data through
conducting of a semi-structured interview held virtually over Microsoft Teams using a
set of pre-planned interview guides (Appendix 6). comprising of the three main research
questions followed up with sub-questions to elicit further responses from the
participants. Some key advantages of using interviews in a case study include, that it
allowed the researcher to engage directly with participants ,which led to specific and
constructive suggestions, it was good for obtaining in depth information, and only a few
participants were needed to gather rich and detailed data (Schneiderman & Plaisant,
2009). The study adopted an open interview style, with semi-structured conversations
framed by the three research questions. A pilot test run of the interview questions was
first held amongst two senior colleagues who are employed in the knowledge
management and innovation department at the researcher’s current employer. They are
experienced knowledge management professionals with post graduate qualifications.
They performed a peer review allowing the researcher to have a dry-run of the interview
process and facilitating minor adjustments to the research questions and approach for
the interviews as it was the first time the researcher was conducting this type of

interview.

Due to the impact of Covid-19 and risks associated with face-to-face meetings, all
interviews were changed from in-person meetings to being held virtually on pre-
arranged dates and times convenient to the participants. This enabled the researcher
to adopt a schedule that could be pre-planned and organised, thus allowing for impactful
engagements between the researcher and the participant. Interviews were held on an
individual one-on-one basis to enable participant comfortability with open and
transparent engagement with allowance made for a duration of 60 minutes to cater for
the amount of information the participant would be willing to share. Secondary statistical
data on SMEs was gathered from existing databases and publicly available data. All
interviews were recorded and transcribed using the MS Teams software. As the

transcription software does not provide a 100% accurate transcript of the actual
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interview, the recordings and MS Teams transcripts were then sent on to a contracted
professional transcriber to rectify errors and provide an accurate account of the actual
interview. A confidentiality agreement has been signed with the professional service
provider. A de-naturalistic approach was undertaken to aid data analysis. Time stamps
were included in the transcripts allowing for the researcher to easily cross-check that
the transcript provided a true reflection of the interview and that the transcriber did not

alter the meanings.

All participants were reassured at the commencement of interviews of confidentiality
and that they were free at any stage to withdraw from the interview process. Consent
letters were received by all participants as well as from their respective firms. The
interview process was conducted over a period of 4 weeks to cater for the availability of
the targeted interviewees. All data was stored on an external hard drive and backed up
on a USB memory stick and provided to the GIBS faculty to be stored for a period of 10

years.
4.7 Data analysis

An inductive approach was followed to develop a conceptual model from these multiple
perceptions received by participants during the interview process. Following the capture
of data, thematic transcription took place using a Atlast.ti. Version 9.0 coding software
programme (www.atlasti.com) obtained and used under the license of the University
of Pretoria. The coding software was used to organise the raw data so that it can link
and compare thematic issues within and across all data. Two distinct types of coding
were used as outlined in the thematic analysis. The first was descriptive coding, which
describes the cases in the study by the coding of information in categories and the
subsequent creation of attributes to clarify them. The second type of coding was
analytical coding, which was done by selecting the source content to interpret and reflect
on the meaning of the data to arrive at new ideas and categories. (Creswell & Creswell,
2018; Nowell et al., 2017). Using thematic analysis (Anderson et al., 2014) all transcripts
were thus analysed and coded. These codes were then reviewed and were common
terminology or reference were made, codes were then merged into the dataset. The
codes were then further divided into categories per research question with nine key

themes that were then eventually identified.

A further peer review was again done by one of the researcher’s colleagues who has
completed a PhD in curriculum studies. This was done after data collection to validate

data integrity and quality before detailed analysis was performed. Braun and
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Clarke (2006) defined used thematic analysis as a qualitative method for identifying,
analyzing and reporting trustworthy patterns within data (Nowell et al., 2017). Thematic
analysis is a commonly used method of analysis in qualitative research as it is a
systematic approach the data so that bias does not creep into the analysis. The method
helps to understand higher order meaning in the gathered perceptions, accentuating
themes from the descriptive narratives provided. The inductive reasoning process was
undertaken to develop an understanding of the significance of the results by working
from the generated data itself rather than relying on established theory about what is

happening.
4.8 Reliability

Reliability in qualitative research derives from the validity of the data being gathered, in
other words whether the measures being applied are appropriate for the intended
purpose. (Saunders, 2016). For the purpose of this study, Google Scholar and the GIBS
info centre portal were used to access academic articles of interest and related to the
research topic. The journal rating was checked as well as number of citations of the
journal articles were also used as guidelines to ensure quality journals were referenced

from acclaimed authors well recognised in the IB field.
4.9 Ethical considerations

As part of the interview scheduling with identified participants, they were emailed the
consent letter in advance and informed of the need to sign a the letter confirming that
their participation was done on a voluntary basis and that they were not coerced. The
researcher disclosed to all participants that all information would be kept confidential with
no disclosure of actual participant or company names and that they were free to withdraw

at any stage during the interview process.
4.10 Limitations

The targeted number of firms or interviewees was adequate to obtain a representative
homogenous data set for analysis, however in some instances (e.g., SMEs) many of the
roles were fulfilled by the entrepreneur themselves due to small company size and
resource constraints, hence limiting the number of interviewees from the identified
company. The researcher is a novice in the field of academic research which may have
impacted on the design of the research study and methodology deployed. Whilst the data
set of 12 interviews may be sufficient for the research study, future studies of a larger

data set from other emerging markets apart from South African head-office based SMEs
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should be selected to validate and test similarities in the findings. The interview process
was also delayed due to the researcher having to obtain signed company consent letters
in advance to obtain ethics approval. After ethics approval, many of the participants were
also unavailable due to the interview period occurring at a time when firms where dealing
with the impact of South African riots that occurred earlier in the year, impact of Covid-
19 on the firm, and also with it being close to year end, so they were pre-occupied with
fulfilling work obligations prior to closure. The researcher was able to arrange interviews
to occur over weekends or after normal work hours at dates and times that where then

suitable for participants.
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CHAPTER 5: RESULTS/FINDINGS

5.1 Introduction

In Chapter 4, a coherent and logical account was presented of the research design and
methodology approach conducted in this study. A qualitative research study approach
was chosen and enclosed within the interpretive paradigm. This allowed the researcher
to select a case study style of research, using the purposive and convenience sampling
methods to identify the most suitable participants that provided rich, in-depth reports of
their experiences of gaining knowledge from internationalisation, assimilating it internally
within the organisation and then exploiting it for commercial uses. Data generation was
obtained from of semi-structured interviews conducted via virtual meetings, transcribed

and followed by document analysis.

As Braun and Clarke (2006) postulate, data analysis begins with the researcher
becoming familiar with the data. The researcher should absorb one’s self with the data
to fully grasp the extent of the content (Anderson et al., 2014). This may help overcome
any preconceptions or researcher bias from prior analytical interests. A thematic analysis
approach was undertaken. The first phase was the generation of initial codes/categories.
Categories are used to identify relevant features of the raw data and were generated
during the first stages of reading the data, which were then collated into themes.
Categories are groups of common ideas that the researcher finds unique to the
phenomenon of the study. Categories additionally entail classifying these ideas into
themes. The process involves repeated reading of the transcripts to identify patterns and
trends for the coding and construction of relevant categories and themes from the
codebook derived from the data analysis. The themes were then named following
ongoing analysis and refinement of the specifics of each related theme that tied back to

the underlying research questions.

This chapter articulates the data analysis through participants’ response to these three
research questions. The key findings of the analysis are organised and presented by
research question and themes that were identified during the data analysis. The results
are set out to align with the research questions as discussed in Chapter 3. The interview
guide used in data collection was aligned to the research questions with findings further
elaborated. Table 2 provides a coding description for each participant as well as the

sector that their firm operates in.
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Code Company sector itclalE R Position in company
name
Information and
Communication Participant 1 Managing Director
P1 Technology (ICT)
. Founder, Managing
P2 Recruitment process Participant 2 Director
outsourcing
P3 Participant 3 General Manager
P4 Manufacturing Participant 4 Managing Director
P5 Consulting engineering Participant 5 Marketing Director
and manufacturing . _
P6 Participant 6 Snr Projects Manager
. Participant 7 Technical Director-co -
P7 Animal healthcare, owner
consulting and
manufacturing - Managing Director -
P8 Participant 8 owner
Information and owner - Manadin
Communication Participant 9 Director ging
P9 Technology (ICT)
. - Shareholder - Technical
P10 Infrastructure, consulting Participant 10 Director
, - Shareholder - Managing
P11 Manufacturing Participant 11 Director
P12 Manufacturing Participant 12 Managing Director

Table 2: Participant code list (author’s own).

50



5.2 Analysis of transcripts

5.2.1 Data saturation test

Data saturation across the sample of 12 interviews was conducted by performing an
assessment of all new codes generated from analysing the data for each interview upon

completion. Figure 9 presents the results of the data saturation test.

Figure 9: Data saturation analysis.
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Multiple codes were initially generated during the review of the transcripts in Atlas.ti.
Upon further analysis, common codes were merged to end with a combined data set of
new codes applicable to the three research questions. Data saturation was achieved on
completion of the tenth interview as no further new codes were conceived thereafter. It
was therefore predicted that no new data would be derived by continuing with further
interviews with the limited number of participant firms that had agreed to participate in

the study.

The spike in new codes introduced by participant one could be due to the fact that they
operate in a niche ICT sector that differed from the previous interviews, which were from
the manufacturing and services sector. As the ICT sector operates on a fast-changing

environment with different dynamics, this result was not unexpected. This new
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knowledge presented new and insightful data for analysis. The fact that there was not a
straight-line reduction from initial to final interview can be attributed to the uniqueness of
each SME and the environment that they operate in. This confirmed trustworthiness of

the results.

5.2.2 Word cruncher analysis

All recordings were transcribed with confidential participant and company details
redacted as per the confidentiality agreement and consent forms signed with the

participants and the firms.

These transcripts were then imported into Atlas.ti, a software programme used for
qualitative data analysis and used to execute a thematic analysis. Initial evaluation of the
dataset was done using the wordcruncher tool in Atlas.ti programme. A stop list with
exclusive words that were not relevant to the study was set with non-relevant nouns and
verbs removed while ensuring that the integrity of the data was not compromised. This
information is visually presented below in Figure 11 as a word cloud generated from
Atlas.ti:

Figure 10: Wordcloud generated from findings as captured by Atlas ti software (author’s

own).
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Some of the keywords identified are:
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Knowledge, business, Africa, experience, terms, people, technology, partner,

markets

5.3 Research questions

The tables presented below for each research question describes how the data was
structured and then analysed. Codes, categories and themes that emerged from the data
is pitched against the three research questions of this study. The findings are presented
under each theme and category by virtue of direct quotations from the participants
responses and then substantiated with discussions on the findings. In approaching
responses from the various participants, many of them began by providing some context
in terms of a brief background of their company and the individual participants

background and experience.

5.3.1 Research question 1 (RQ1): What knowledge do SMEs obtain from

international markets and how do they acquire it?

This research question was introduced to explore the process that these SMEs used to
gather information when they venture into other emerging markets, as well as to
understand what knowledge they obtain from the process. Three themes emanated out
of the participants responses and are presented and discussed. These key themes on

what knowledge is acquired and how it is obtained is explained in Table 3.
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Researc1h a?uestlon Codes Categories Themes

Poor Infrastructure in Africa

No local standards

Perceived negative bias of

SA as home country

Corruption in public sector Non-tariff barriers

Understanding logistics

Structural barriers

Lack of commercial and

contractual acumen Theme 1:
Hedging payments
Banking System in Africa is
not sophisticated compared
to SA
Cannot repatriate funds to
home country in SA
Differences in costs of
labour
Productivity versus labour
costs
Payment uncertainty

Overcoming barriers to
entry

Managing forex
risks in
international
trade

Difference in ways of work

Host country client wants

\évl\l;;t know[edgge do inclusion Customer needs

int sa?.ch;llr.zatr_om’? The client wants what the Theme 2:

internationalisation? .0 +\vants :
Understanding and
adapting to market
preferences and

Preference for needs

local solution

Manufactured in Africa for
Africa

US and EU forcing their
products and standards into
market

Africa as a dumping ground
for western markets

Direct Engagement

Face to face and informal

interactions

Relationships based on Informal
social engagements relationships
Personal connection

Contracts based on verbal or

handshake

Theme 3:

Understanding and
integrating cultural

. . differences
Male dominance in Arab

speaking countries
Cultural norms and
differences

Lacks sense of urgency

Difference in
culture

Table 3: Authors own compilation of codes and categories for themes 1 to 3 for research

question 1 from data analysis.
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5.3.1.1 Theme 1 — Overcoming Barriers to entry

The limited resources, capabilities and internal capacity constraints within a SME
presents hurdles in their ambitions to expand. A common theme identified relates to how
these SMEs can develop knowledge when faced with barriers to entry into other foreign
emerging markets. These themes have been categorised into non-tariff barriers and

managing forex risks in international trade.

Barriers to entry may include typical challenges faced by any organisation operating in
an emerging market such as poor state or lack of adequate infrastructure, limited internal
research and development (R&D), inefficiencies and lack of accountability in government
organisations, stifling labour issues such as low productivity and high costs, lack of
suitable skills and high levels of crime and corruption. Furthermore, non-tariff barriers
can include things such as the perceived lack of government or institutional support to
these emerging market SMEs compared to that offered by the more developed markets
and other government regulatory hurdles such as product certification, work permits,

forex payments, receipts and repatriation, such as corruption at border posts, etc.).

Other aspects such as lack of financial resources to expand and internal financial
acumen to understand the complexities when dealing in foreign and less regulated
financial markets, challenges in managing forex fluctuations and repatriation of funds
back to head office have been grouped under the category of managing forex in

international markets.

Non-tariff barriers

Participant P7 expressed some of the challenges that their firm experienced when they
first ventured abroad. Even though they operate in a regulated industry of animal
healthcare and have owners with over 40 years of experience, they still had experienced
challenges in understanding the new market regulatory process and procedures. Having
grown organically and having expertise in technical skills, they also highlighted their
internal shortcomings in terms of interpreting commercial and legal documentation. They
then required the use of external experts initially before they started to upskill themselves
internally and then standardise some of the commercial documentation such as

distribution agreements with foreign partners.

“They require extensive documentation and extensive testing of your product
before it actually gets registered. | think understanding the regulatory environment

has been the biggest learning from a business point of view”
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Interestingly, Participant P7 shared their learnings of bias placed by foreign markets and
regulatory authorities when they deal with emerging market firms, such as theirs, whose

head office is based in South Africa.

“As soon as they see that the products now wanted is coming out of South Africa,
they will try and put as many hurdles as possible in your way because they don't

seem to think that South Africa can produce quality products”

Similarly, in the case of Participant P10 who operates in the railways infrastructure
sector, the participant explains how corruption in the South African railways sector
negatively impacted on their ability to do business locally and abroad. They were forced
to internationalise and exploit their expertise into other emerging markets in Africa where
they had prior experience. However, even though they had existing networks in those
regions, they were at times negatively affected due to the association of being a South

African firm in the railways sectors where all are tainted by corruption.

“It was just an untenable market to for us to navigate, there was too much of
corruption. There was too much of a spiders web of things that was going on, a lot

of big players that we're including, OEMs that were involved in that.”

Participant P5 also highlights why their company has made a strategic decision to stay
out of certain sectors in their host country. This was due to non-tariff barriers such as
managing logistics for transport of product into markets where road, rail and port
infrastructure is inferior to the developed markets and where border posts are tainted by
some corrupt officials or agents who elicit bribes to facilitate movement of people and
goods. The participant further discussed their challenges when dealing with the host

country’s government authorities in their sector.

“The infrastructure sector, which is more government related was complete
disaster and still is a complete disaster in terms of corruption. So we don't even

venture there and we'd be focusing primarily on the private sector.”

Managing forex risks in international trade

Participant P1 spoke of their barriers to entry and the challenges they experienced with
being able to get funds out of the country. They realised that dealing in that country, the
main challenge was contracting in United States dollar currency (USD) ,which is the most
accepted global trade currency, and which was in short supply in the local banks. They

were then able to renegotiate repayment plans using local South African currency,
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renegotiated contract terms and dealt with the host country’s firm that had local presence
in South Africa.

“And then when we went across to Angola, and tried to replicate a similar model.
Our biggest challenge in Angola was obviously connectivity, where we have access
to reliable networks. Also, reliability of electricity. Just as South Africa is struggling
with load reduction or load sharing, that's more prevalent in the rest of our African
countries. And the critical issue that we experienced in Angola, when we are
conducting our surveys and research was that we struggled to get our cash out of
the country. So you can do a million dollars in sales. That's fantastic in Angola. The
problem is to get your Forex out of the country because they don't have a lot of
dollars in circulation. And to obtain Reserve Bank approval can take anything from

a couple of weeks to a couple of months.”

Participant P5 mentioned how they had to learn first-hand of the experiences when
venturing in foreign countries. For them it initially proved to be a costly exercise as they
experienced delays in execution of their contract due to them not understanding the local
tax implications and challenges in receiving payments from the subsidiary in the host

country.

“I think its hard experiences. | mean if you work in a foreign country, it's the issues
that you have, the challenges you have, work permits, you know local offices, tax
implications, withholding taxes, there is such a list of those sort of things out there.

If you're not aware, they burn you bad.”

Participant P4 also shared their insights of the challenges when working in an emerging
economy versus a developed economy when they spoke of imbalance between

productivity and labour costs.

“So you find that internationally depending on where you are the challenges are
not the same as in an Emerging economy and | will use a simple thing like
productivity. | worked with companies in Asia where in Asia there is a different
problem where their labour costs are low, but their productivity is high. In Germany
| work with a lot of companies in Germany in this role and in that role before, you
find that they have a matching of both productivity and labour costs, and in South
Africa you find that your productivity is very low, but the salary costs in South Africa
are high. So you have an inverse triangle, it is not a position you want to be in it,
but I think the labour laws and the labour dispensation in this country has created
that.”
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5.3.1.2 Theme 2 — Understanding and adapting to market preferences and client

needs

There appears to be a general consensus amongst participants that clients, particularly
in emerging African markets, have a preference for local solutions. Their experience
indicates that their clients perceive Western or developed markets solutions as being

“dumped” upon them with no consideration of the local needs.

Customer needs

Participant P10 highlighted his experience from working with a large client in Africa. They
stated that their customers, especially in Africa, are forced to accept product
specifications as per the suppliers and not per their own needs. These suppliers tend to
be major Original Equipment Manufacturers (OEM’s) with large factories in their own
home countries that they wish to keep at capacity. Therefore, there is little inclination
from these suppliers to offer customised products to meet client needs, nor are these
suppliers willing to offer refurbishments or upgrades as their preference is to supply new

orders, generally with much larger offtake than actual requirements from customers.

“The knowledge that we gain with the big corporate, and where we saw a niche, is
that big factories or big OEM's, they don't have the flexibility to address issues in
African States for that matter. Generally, orders have to be very large and it's
predominantly procurement of new, because major OEM's in Europe, USA, and

China for example need to feed their factories back home.”

Participant P5 also talks of the need to be agile and quick to respond. Unlike the
experience of MNEs who have entered into these same emerging markets, clients get
frustrated in the bureaucracy of having these MNEs with local presence taking too long
to make decisions, having to revert to head office in Europe for responses or feedback
to the detriment of the client who needs prompt and decisive responses. Their Board of

Directors meet often and are decisive.

“The clients got very frustrated working with those companies because the
turnaround time on decisions was far too long, going back to the UK or going back
to Holland or going back to Canada or wherever it was where their parent company,
it takes too long. It takes weeks sometimes to get answers. We can take days to

take to make answer or to take decisions, do reviews and give feedback to client”
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Participant P6 is a Senior employee in his firm. When the participant had to undertake
their first international assignment in Sudan through their subsidiary based in Kenya, the
participant explains that they had no prior knowledge of the cultural dynamics in the host
country as they were born in South Africa and have always worked only in South Africa

prior to that.

‘I had to watch, observe and see how others are coping in the market and how
others are dealing with the business in that environment and take some learnings
from those individuals and then try to apply it in my own context. So | found that
being able to observe and watch, and being able to have, casual discussions with
other players in the market or maybe even other companies that are doing
business in their environment. One begins to learn how things work and what's the

best way to move in those environments and to do business successfully.”

Preference for local solutions

Whilst these emerging market clients or customers do, to some extent, perceive the
technology coming from the developed economies as superior or more trustworthy, there
is a growing demand for the solutions to be customised to their own specific needs and
requirements; unlike in the past where these international suppliers forced down
specifications and solutions based on their factories production capacity or constraints.
African emerging market customers’ demands indicate a growing need for localisation;
localisation in the form of being manufactured in the home country and also for a
preference for a solution based on their particular needs using local technology.
Participant P11 elaborates in the interview of how this adaption to local needs can also
lead to the development of new knowledge within the firm. This then leads to potential
new opportunities which can result in the company expanding or diversifying into other

products or territories or pivoting into a new line of business based on user needs.

“They want the Africa connection, Africa especially wants the African connection
and they really love African manufactured stuff. They really like if it is built in Africa
for Africa.So you have to tailor make something for Africa. It's not a one size fits
all. Once you can prove that, then you can say that I've actually invested the time,
and I've looked at your market and this is what you need because this will work for

you and then they would prefer you over the European or American products.”

Participant P11 then goes on to eloquently elaborate on their experiences in Africa and
China and how they have adopted the knowledge gained when they enter new markets.
They use industry accepted global standards as a benchmark and then customise it to

suit local markets.
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“You have to take the European approach because that is the world standard or
the American approach and you have to adopt it to the Africa, because Europeans’
solution will never work in Africa, because the mentality is different, the education
is different, the languages are different. So you have to take the European and
American and let us call it solutions and adopt it more to the African solution and

like | said, for each country it’s different.”

The need for adapting to local needs is also expressed by Participant P9 who speaks of
how their mobile payment solution was largely standardised but with a portion
customised to local needs. They also stressed the fact that they learned that in the mobile
app sector, one has to be quick to market, hence one cannot spend time in continuous
developments and refinements and thus delay market entry. They make the solution
eighty percent standard and the remainder they allow for individual customer

customisation.

“A lot of our solutions had to be then adapted or local market conditions. So about
80% of our solutions are exactly the same, it is standard, but there's 20% which
we had to adopt for local nuances. So if you take Saudi as a good example, often
Saudis would sit in their vehicles and the driver would go into the store and
purchase on behalf of the owner. So we had to adapt our app that says the owner
of the vehicle can enable a driver with third party with consent to transact for and
on their behalf. In South Africa that will never happen, nobody let's their phone out
of the hands, let alone allow somebody else to transact, taking into account the

high levels of fraud in the country.”

5.3.1.3 Theme 3 — Understanding and integration of cultural differences

Another interesting dynamic is the difference in cultural and social norms when operating
in an emerging market like in Africa compared to the ways in which business is conducted
in developed markets. In emerging markets, SMEs tend to leverage of their networks to
gain local knowledge. They tend to do so through informal channels which appears to be

a preferred method of engagement with their clients.

Informal relationships

Participant P7 emphasises the preference in emerging markets for direct face to face

engagement. They share how they have experienced the benefits of engaging directly in

60



person with their clients and how these relationships are built based on personal

interactions.

“One of the things | noticed, especially in the Middle East, in fact around the world,
is that face to face is what your potential customer wants. They want to see your
body language. They want to see whether you're genuine etc. so that's important

to build up relationships. Secondly, it’s business after relationships.”

Participant P6 also tells of how these emerging markets place greater emphasis on the
personal relationships and verbal engagements rather than the Western or developed

markets who place greater emphasis on written, formal contracts.

“Your word and your handshake, mean more to them than anything else. Whereas
if you go to certain other countries like in the West, like in France and Britain, we

found that contracts take precedence over those verbal contracts.”

Participant P12 highlight that their firm has garnered more business through the informal
business relationships and casual relationships building initiatives they undertake. These
include engaging with their customers over lunch dinners or joining them out on a social

event.

“It is very different, you don't close deals by just calling someone, you actually have
to sit down there and have a couple of meetings and make it more personalised,
have lunch, those things that that we don't do that much this side. | still have
adopted that and | find that that actually works better than just a zoom meeting.
Taking out clients. Our chairman, for example, he owns a soccer team, so some of
our clients we invite to the soccer matches and then I'm telling you the business

that we we've gotten just because of that it is amazing.”

The general consensus and experiences highlighted by the majority of participants
indicate the benefits of direct and face to face engagements to foster good business
relationships. However, Participant P9 who operates in the fast-changing technology and
app development space, shares their views whereby in their firms case, they have
fostered and maintained business relationships through electronic channels without the
frequent need for direct face to face engagement. They are a relatively new company
with a new and novel product that was only implemented abroad just before the onset of
the global Covid-19 pandemic. Various country lockdowns and restrictions imposed on
travel have forced many companies to adopt the use of electronic channels for engaging
with customers and may have positively impacted on their firms ability to retain and
capture new customers. They are able to have more frequent and direct engagement
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with their international clients and suppliers through these electronic channels such as
videoconference calls using tools like Microsoft teams and Zoom to communicate and

share information.

“The one positive thing abput COVID is that it means | can do business from South
Africa anywhere in the world or actually | can do business from anywhere,
anywhere in the world. | think that's been a huge benefit for SMEs like ourselves,
If | think about just the cost of getting on a plane let alone the time commitment of
just going to meet people and understand the market. A lot of that can be done
from a desktop research. So it reduces our cost of acquisition from a marketing
and market perspective, but it also speeds up our ability to enter into different

geographical markets very quickly and very easily and at a very low cost.”

Participant P10 emphasises the importance of direct face to face engagements but
highlights how for a small SME this can also pose as a barrier to entry as it requires
financial commitment to continuously travel to these host countries to develop new
business by engaging with prospective clients in emerging markets versus developed

markets.

“One of the other things from experience that we've gained, working in Africa,
especially with the African states. Face to face, is very critical in terms of
negotiating a deal. You could do a lot of things via WhatsApp and email and video
conferencing and so forth, but it takes a long time if you do it this way, as opposed
fo face to face meetings. This is a key thing and it is a bit of a challenge in the
sense because when developing a project, it is developmental cost. For a smaller
company it is a fairly high cost to constantly travel and be available to a potential
customer. But this is something that we found is quite critical in Africa. We have
travelled quite a bit in this regard. Like | said, DRC, Ethiopia, Madagascar, and so
forth, because the personal contact is quite important when it comes to African
countries. In Europe and the US and so forth, digital channels seem to work and

it's quite accepted.”
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Difference in culture

Participant P5 is the Managing Director of a successful firm that has vast international
experience having partnered with a leading international European based (MNE) life
sciences and chemicals company. Their internationalisation has expanded into Africa,

Asia, Europe and America. The participant shares their experience in the interview.

“Being a female CEO or MD, it is not easy interacting in such markets, especially
in the Middle Eastern markets where it is a very male dominated and there are not
many women in business. When we got into those markets and started having
meetings, | had to take the back-seat and let [redaction of name] who is the
technical director lead those meetings, because there is a certain level of respect
given to the male and even if me being a female being in those meetings and when
I do speak | am not acknowledged and it is like | really have to get out there, put
my voice out there, stamp my feet if | need to be heard. They are very dismissive

of a female”

Cultural differences working in Islamic based emerging markets also proved to be a

challenge for Participant P6 who said,

“Saudi was a huge eye opener for us in a number of respects like culturally, and
language substantially different to South Africa and how South African corporates
make decisions on how they behave. But culturally also you know being sensitive
to Islamic traditions and just the slow pace at which you know the Saudis operate

was a significant adjustment.”

The second part of research question 1 deals with the processes and procedures that
these SMEs utilises to obtain the knowledge from the foreign emerging markets. These
key themes on How some of that knowledge gained as highlighted above in Themes 1,

2 and 3 is explained in Table 4 below.

63



Research question 1b

How do SMEs obtain
knowledge from
internationalisation

Codes

Market Industry Reports
Desktop Scanning of Market
Use of external experts

Through owners own prior and
hands on experience

Through company expertise in
sector

Phased approach to test
market

Apply Manager Prior
Experience

Use of management/owner
personal networks

Connect via Social Networks
e.g. Linkedin

MNE partnership and support

Host country government trade
unit support

Home country DTIC, InvestSA
support

Industry Association support
Host country client support

Partner with a local company
Host country partner

Local agent

Understands local conditions

Inside knowledge

Customer recommended
partners

In-country knowledge

Knows the market
Distribution partner in country

Categories Themes

Background
research

Theme 4:

Managers
sharing own
experience

Diligence

Personal or firm
connections
Theme 5:

Leveraging
support from

networks
Government and

Industry support

Local partner
benefits

Theme 6:

Conducting Due

Partnering with a

local entity
Local Knowledge

Table 4: Authors own compilation of codes and categories for themes 4 to 6 for research

question 1 from data analysis.
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5.3.1.4 Theme 4 — Conducting due diligence

Conducting as much background research on new a market and product is vital to the
success of the new endeavour. Due to financial and resources constraint, SMEs are
reliant on the exploitation of external knowledge sources as sources of information for
their new venture. These external sources can be in the form of industry reports available
in public domains on the internet or through purchases from specialist research agencies
or industry experts who provide market and country intelligence. Other sources of
knowledge also include owners or managers own experience and expertise in the market
as well as the use of own personal or professional business networks in home and host
country and then also adopting phased market entry approached by exporting first or

through spring boarding with acquisition of local partners.

Background research

Participant P5 sums up the knowledge gained from their firms personal challenges
experienced when they ventured into their first foreign subsidiary by talking of how they
have had to learn of the local environment and did so by seeking local and expert
advisors. The participant then talks of their experience when venturing into East Africa
and exploring what they considered to be guaranteed new work opportunities in the

cement industry in that country,

“You got to do that research very thoroughly. If you go there and you think you are
going get all at work, it is not there. It looks as if it's there, but the opportunity is not
actually there cause it's already stitched up and you need to assess that right up
front what is a real opportunity. Just sourcing information we work quite closely
with [redacted company name]. So we get a lot of information from them, they are

very good in terms of market intel.”

Participant P11 talks of their approach when considering new markets and suggests how
as a SME you can start by doing basic internet searches of the market and customers
and then follow up with phone calls and emails or connecting via Linkedin® to make
initial enquiries and then proceeding to direct in-person, in-country and on the ground

research.

“Do research in your field and find out who's the players in that area in that country,
and you try to make contact with them and you set up friendly conversations and
then from there you raise meetings and then you go there and then you actually
get the lay of the land, let us put it that way. Because what you always read on the

Internet is not actually what happens in the country”
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Participant P6 further explains how they conducted their own due diligence internally and
with the help of outside parties to understand the market dynamics and business

motivation for the entry into those markets.

“We actually conducted full research around it and we noticed that there are less
than three companies globally that actually offer unique service.... First we
conducted research to understand how the current market operates from a buy-
sell perspective.... So what we were doing was frying to understand how the
market works. We partnered with [names redacted] to understand who are their
target markets, how are they marketing at the moment, is it going directly to

pharmaceutical companies or retails?

Management sharing own experience

Participant P10 states how their firm is a small enterprise reliant on the core skills of the
individual founding shareholders and directors. As they are a small team and mainly work
remotely, they use videoconferencing and online cloud based software to communicate
and share information in their weekly management calls. They have no formal document
control system to capture the knowledge as it resides within each individual but they

regularly share their information and knowledge across their core team.

“All of us that are in the company, have worked for corporates in the railway sector
around the world. So it's a combined and we sit with probably about 150 years’
worth of railway experience amongst the core members that has done projects in
many countries, many continents and so forth. It was founded to basically operate
in a niche market.... That is the general way, the information is from experiences,
lessons learned, and so forth, not necessarily documented, but it is within the core
team...Because we're small enough to do that, we don't have a mass number of
employees. It is easier for us to share the information that way rather than to
document it in some kind of process or procedure. It has been a learning curve for

us in all these years and we have adopted these lessons as we as we go along.”

Participant P9 also recognises the inherent risk to their firm by a lot of the information
residing in his head and how they have now implemented new IT software programmes
to monitor their activities and share information as well as how they have now
implemented policies to state that a minimum of two employees must be present in every
client engagement. They too have regular team calls where they share knowledge with

the app development team and the business development teams.
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“Unfortunately when you are a small team in SME knowledge systems and so forth,
it all sits in my brain in my head at the moment, which is dangerous because if
something happens it's to some extent lost. The one thing that we have started to
do now is include more than one person in customer engagements. So that

somebody else is aware of what's happening.”

Participant P7 is one of the founding partner of their company started about 15 years
ago. The participant is a United Kingdom (UK) citizen and is a qualified pharmacist with
over 40 years of experience and considered a competent person in their field. Their
company was able to establish long term partnership with a multinational globally due to
the initial work done by the participant as an expert consultant. Their company is well

known in their industry due to the participants expert knowledge.

“So they have asked me to come in as a consultant to help and to see what the
problem is, and | sorted that problem out and we started to get a relationship going
with [redacted company name] that way... and then just by passing | introduced
them to our range of products and that's when the relationship started. So now I'm
15 years on. | think most of the [industry name redacted] companies in South Africa
know [redacted company name] as a company to go to when they have formulation

problems.”

5.3.1.5 Theme 5 — Gather support from networks

Due to limited resources and financial constraints, many of the participants have
highlighted the success of their firms from partnering with a MNE who has local presence
in the host market. They do so by exploiting existing relationships with the MNE in the

home country and then expand into territories where the MNE has local presence.

Personal or firm connections

Participant P9 shares insights into their beneficial experience of partnering with a MNE
who have provided them with local knowledge of host country and introduced them to

local partners.

“So without a shadow of a doubt, having Microsoft there having the networks and
access that Microsoft creates for us has significantly eased our ability to access

the right people in the right clients at the right time at the right levels.”

Participant P10 is the Technical Director and founding partner of their organisation. They
have a small core team and then build up additional resources on a project-by-project

basis so that they don't sit with big, fixed overheads. Most of their work is based on
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referrals from past clients or through the expertise of the core staff who are industry
experts with many years of experience and existing networks from prior employers.
These networks provide the company with additional sources of knowledge and

expertise.

“A lot of the requests we get are basically by word of mouth. The work that we do
get involved with is actually by request. The core personnel within [redacted
company name] is actually well known, they have been around, so their experience

is valued and that's how we get involved.”

Participant P8 stated why their company’s preferred entry mode is to partner with a MNE

who has a local presence in the target market.

“The guidance from the multinationals, because they're already present there, and
they know how to do business there, what to do and what not to do, who to go to,
who not to go to, and that's one of our reasons why our first preferred route to
market is always through the multinational, because that way you're protected on

your payments, you protected with the IP as much as possible.”

Government and industry support

Participant P9 also shares experience of having government support to assist SMEs
through financial support to attend trade shows internationally, or to assist with
overcoming host country regulatory hurdles by connecting with relevant in-country
personnel and other networks. However, being a SME with limited resources, the
participant highlights how their firm was fortunate to get the information due to a personal
contact/network with a senior manager at Invest SA, a trade promotion entity under the

control of the Department of Trade, Industry and Competition (“DTIC”)

“Some of the other things we also did was DTIC, so we contacted Invest SA that
gave us a whole document on customs and norms, size of market, key industries,
like a doing business guide. but again, it's just like pulling teeth right, you have to
find that right person, so we were lucky because | know [name redacted] and he
put me in touch with the guy that was stationed in Saudi Arabia for six years. If you

don't find that right person, you'll just go around in circles in DTIC.”

Participant P7 also highlights some support received from local distribution partners or

directly from client in the host country who provide market insights.

“We often get requests on product enhancements and things and what the

marketplace needs or wants and so we will work on those things.”
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Participant P8, however, states from his own experience, having worked abroad and now
competing with some foreign companies in the same sector, that the South African
government authorities do not do enough to support local SMEs and compares the case

to those of his competitors in Europe.

“The difference between the DTI, IDC we have here compared to for example take
Commune island, is that the Irish government absolutely support exports to the n’th
degree. So if | look at competitor in Ireland of mine who's really starting to copy our
products, they're in almost every country because they their government supports
them financially with everything they do for exporting. So they're in Saudi Arabia,
they are around the world because they've got stands, pavilions they are there all
the time. So every time a rep goes up from there from company to Saudi or
whatever it is the majority of their costs are paid by government. Now we don't do
that, so it becomes for small company like us to send somebody out to go and look
for potential around the world, very difficult. if you look at the Irish unemployment
rate. | think if | remember right there its 1%, compared to what we have here. What
the Irish Government does is to support manufacturing, but they then have taxes
which are almost at 50% of their salary, which is fine, because what that does, is
by having manufacturing employment goes up, as employment goes up the return
on investment which you invested in manufacturing has come back to government

to invest. That's why they've got 1% compared to ours.”

5.3.1.6 Theme 6 — Partner with a local

Exporting is usually one of the easiest market entry modes adopted by SMEs to venture
into international market as it affords them with the lowest barriers to entry, considering
their constraints of limited resources (financial, personnel, knowledge and skills).The
benefits of identifying a suitable local partner who has relevant expertise, understands
the regulatory environment in country and has other relevant local networks is of strategic

importance to SMEs as evident from the data gathered in this study.

Local partner benefits

The benefits of networks have partly been captured above where firms have highlighted
the benefits of entering new markets in partnership with MNEs who have local presence.
The MNEs bring capacity and local knowledge to the partnership. Selection of the correct
local partner is also critical to the success of the firm in the host country. Not only do they

bring benefit from local knowledge, they also provide the firm with the relevant networks.
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These networks extend into the supply value chain, as well as in both public and private

sectors. Participant P10 explains,

“Another key factor that we realise in a lot of African countries you require a local
partner and it has a large influence. The right local partner can open up doors and

the wrong one, closes them”

Participant P11 discusses how their firm’s strategy takes advantage of this need for a
local partner by partnering in joint ventures with MNEs from developed markets who don’t
have local African emerging market experience or exposure. They then act as their local

partner for entry into smaller African countries.

“Key thing is to know obviously your industry and to start strategic JV’s with
international companies, because one thing about international companies, they
don't like dealing up in Africa. They like the big countries like South Africa, Kenya
and Ethiopia and Nigeria obviously, but that's where they stop. They don't like the
Mozambique's, they don't like the Botswana’s, they don't like the smaller

countries.”

Local knowledge

Participant P5 is a director and shareholder of an engineering consulting business that
has set up subsidiaries from scratch in Brazil and Kenya as well as acquired a firm in the
UK that serves over 100 clients internationally. He shared his lessons of starting up new
ventures in Brazil and Kenya versus the strategy of buying an existing local company in

target market which was UK in this instance.

“They understand the country, the politics and understand their business. A local
company that understands the local regulations, understands the local business,
has local contacts, that to me is absolutely critical. | would strongly recommend
from a strategic market penetration, buy local or join up with a local company. You
don’t have to go through all those learning phases and expenses and you might

say it is cheaper in the long run.”

5.3.1.7 Conclusion of findings of research question 1

The findings presented by analysis of the data captured have been grouped into six major
themes which focuses on what knowledge South African SMEs gain from their
international experience in other emerging markets and then also delves into the process
these SMEs adopt to acquire this knowledge. Most participants affirm the restrictions

imposed upon the firm due to limited resources and hence the need to do proper and
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detailed background research and due diligence before entering into new markets or
product diversification. They elaborate by discussing the knowledge the SMEs gain by
leveraging the use of their personal networks and of support from government regulatory
or trade facilitation entities or large MNEs who have local presence in the host country.
These are done to beneficially exploit their local knowledge and understanding of the

environment of the host country in which the SME operates.

5.3.2 Research question 2 (RQ2): How do emerging market SMEs adopt

the knowledge gained from internationalisation into its country of origin?

This research question was intended to conduct a content analysis of how these SMEs
incorporate the learnings and knowledge gained from international exposure back into
their home country. Participants were asked questions of the collective understanding of
the acquired knowledge by employees and firm. This was to determine how has the
integration of the new knowledge into the firm’s knowledge base taken place in the home
country. Participants were also asked what knowledge was disseminated across the firm
and to explain what tools were used to do so. The participants were then asked if any
new knowledge has been created based on the acquired knowledge or if there was any

reconstructing and/or addition of new knowledge to the acquired knowledge for own use.

Data analysis of the participants feedback highlight two main themes that have been

identified. The findings are shown in Table 5 below and discussed below.

71



Research

question 2

How do emerging
market SMEs
adopt the
knowledge gained
from
internationalisation

into home country

Categorie
Codes
s

Open door policy

Reliance on management to share information

across firm Knowledg
Internal Communication e sharing
Internal Monthly CEO Communiqué

Communication between management and staff

Engagement Forums at different organisational
levels
Employ staff with high skills base
) ) ) Change
Staff understanding of drivers of business and
managem
purpose
ent
Internal resistance to change
Managing change

Apply changes from learnings to optimise

Establish trends based on others and own
international experiences
Applying European and Western standards
) ) Research
Adapting to client needs
Client feedback

Use of Industry experts

and

innovation

Alliance with industry associations

Benchmarking

Upskilling
Learning from informal social interactions or

those with experience
Staff

Use of external experts
upskilling

Efficiencies and automation
Training

Ongoing on the job learning and development

Implement ISO quality standard

Systems
Use of technology to store and share q

an
information

) ) procedure

Create commercial documentation templates

s
Standardisation of documentation and process

Themes

Theme 7:

Internal
stakeholder

engagemen

Theme 8:

Upskilling
people and
adapting

process

t

Table 5: Authors own compilation of codes and categories for themes 7 and 8 for

research question 2 from data analysis.
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5.3.2.1 Theme 7 — Internal stakeholder engagement

The process of knowledge capturing and sharing appears to be done on more of an
informal process for the smaller firms or those with a shorter operating history whereas
the more established firms with a long track history appear to have adopted more formal

document management systems, and learning and development programmes.

Knowledge sharing

Participant P8 indicates that their firm remains a small firm with less than forty full time
staff in their South African operations. This is despite them having a relatively long
operating history with experience in multiple countries. Due to the small size of the
business and the hands-on involvement of the founding members in the management of
the company, they maintain a simple company organogram structure. This enables open
sharing of knowledge across the team and enables the organisation to be responsive,

faster and agile in decision making versus larger firms.

“We are a small company and we have a flat structure, there is no bureaucracy,
there are no hierarchies, we also have open door policies, so people can walk in
and no need to schedule formal meetings and bog yourself down with all of that

red-tape.”

Participant P5 shares the benefits of having a relatively small board of directors that
meets regularly and is agile and decisive in decision making. When the company wants
to introduce new knowledge, the decisions are made soon by the management team and
they have processes and procedures in place for that information to cascade down
across the organisation, both through formal channels such as closeout reports on past
projects, through informal knowledge sharing from other individuals or from project

documentation based on the experience in that particular country, product or process.

“Our other strong points are that, that sort of information and experience does flow
down the ranks in the sort of move from the board to the OPS team. We don't lose
that sort of information in our system, there's a lot of intel and knowledge
experience in our minds as to how we should approach things. Is it written down,

yes we do closeout reports, we do all that sort of stuff, but a lot of it is top of mind.”
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Change management

Participant P4 is the Managing Director of a company that has been in existence for over
90 years. The participant was appointed in this role less than two years ago and in the
interview they outline some of the change in management processes and engagement
that they have introduced since the participant joined and has taken up leadership of the
organisation. The participant goes on to express how this change management process
has been adopted at various levels within the organisation to manage changes brought
about by innovations and/or efficiency or best practice exercises. These stakeholder
forms were introduced to manage change resistance amongst employees, some of
whom have been with the company for over 40 years. They have a management forum
where new a process, procedure or product that is to be introduced is presented at that
strategic level first. Then they have a second level called a Leadership Council and it
extends to as far as a supervisors forum. For the general workers they have what is
called a voice forum that allows staff on the ground to highlight things that will be
implemented that may not be working as intended and this allows them to reverse or

backward engineer it to then improve on or customise it to their needs.

“We've got different forums at different levels. So, change-ready and resistant to
change was seen as a big impediment to technological advances or any other
changes that we bring, a challenge is around the rate at which the readiness for
people to accept technological change, and a company like ours where it has
existed for more than 90 years and certainly the people that are on site most of
them have worked for 40 years plus. So what we found is that sometimes when we
have these technological advances, there's a challenge in people accepting new
ways. We've recently created a change management department because we've
realised that yes, while we have all these nice things and the people on the ground,

their readiness to change may not be as open.”

Participant P1 also introduced the concept of having subject matter experts available to
their team to assist with the rollout of the changes they were implementing. These subject
matter experts played the role of custodians of the knowledge gained and therefore were
the allocated individuals that the others employees could go to if they required any

information about that subject.

“So what we did straight away was that within a week of us deciding we are happy
to go on, from a due diligence and adoption perspective, we quickly got all the
senior and junior developers on board to understand how the technology works,

how is it utilised, and how we can scale it within the group on other projects as well.
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Thereafter we made it part of our standard operating procedures, and we had
monthly calls with the team from a training perspective. We also appointed a
subject matter expert internally, along with actually having a local partner. Microsoft
in South Africa have a dedicated team for us in the event we required assistance.
So that helped a lot. Also, if there were any questions or issues they didn't
understand from the knowledge, we made sure that we had FAQ sessions quite
frequently, because it was obviously new technology that they were utilising within
the group, and a new methodology of development and creating unique selling

propositions for our clients.

5.3.2.2 Theme 8 — Adapting people and processes

One of the advantages of being a small SME is the ability to be agile in responses to
different situations and fast to react accordingly. This is in contrast to the MNEs who are
generally burdened with the red tape around ensuring certain delegation matrix
approvals are obtained or consulting parent company abroad amongst others. To
achieve competitive advantage, it is therefore important the firm can adapt to customer
or market needs by being able to make decisions promptly to adapt processes and upskill

their employees to introduce the new knowledge.

Research and innovation

Research and information looks at the group of categories including benchmarking
against competitors and/or industry best practices, utilising expertise to identify and
produce products that address a market need/gap as well as ability to adapt products
and services to suit host country needs. As mentioned previously, SMEs are generally
restricted in their growth due to the inability to secure finance. They therefore do not
necessarily have the budgets and resources to commit to internal research and
development and therefore look at expanding abroad as a means of springboarding into
other developed markets for knowledge acquisition or into other emerging markets to
expand or escape home country barriers. The development of new product and process
innovations act as creators of new knowledge that are adopted in the home country.
Participant P9’s firm has an innovative in-house developed mobile payment app. The
participant emphasised how they ensure that they do not spend too much time and effort
in innovation trying to meet every one of the customer or market demands and rather
focusing on implementing a solution that meets common needs first since they are active
in the technology sector and need the benefit of first mover advantage to gain new market

share.
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“So one thing we've realised is customers have such different or varying needs and
if you are not focused on which are the common needs and building those common
needs first, you will never ever launch your product because you'll always be

building and that's not helpful.”

Participant P12 is the Managing Director of a firm that has been in existence for over 30
years and which the participant, along with a group of partners, purchased less than
three years ago. The participant did not have prior industry knowledge and relies on
expertise of current staff. Their plant is old and inefficient and cannot compete against
competitors, however, being a small company with limited resources to perform in-house
research and development, they have employed external experts in the sector to provide

solutions and benchmark against their competitors.

“So we've had professionals come and we've had a look at what’s out there on the
market with professional advice. We've benchmarked against some of our

competitors.”

Staff upskilling

Staff upskilling and development incorporates measures taken by the firm to upskill, train
and develop staff with the new knowledge. Participant P11 said that the introduction of
an international quality management system forced them to introduce standardised and

formal education processes for knowledge transfer,

“The ISO system has also and since we started documenting everything and
literally writing everything down, keeping files, training manuals and all those nice
things in the company, it actually decreased the training time for people because
they can actually go and read up. It's now not that one on one time that used to be
in the past, that is literally been passed on through experience and now they can

go and read it up.”

The participant P11, however, did also highlight the challenges experienced when an
SME tries to institute the training. The company is not a registered training authority and
there are no sufficient external training providers to teach new employees. Everything

that the staff know they have learned through experience.

“We collect a lot of knowledge and we do have JVs with American and European
partners as well. We collect the knowledge there and then we tailor make in South
Africa for the African solutions and that gets passed down through our technical

arm in our company which we obviously set up training programs to teach the
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people. The problem is in South Africa there is especially in our industry, there is
not really tailor made or not really courses that you can run on it. Because we run
in a fairly specialised field. It is not accounting that you can go and study and you
pick up accountants left right and centre, you have to train the people. That is
another big problem in our field, because to train these people up takes up between
three and six months. You run a big risk of training people and then six months

later they found a better opportunity”

Participant P4 spoke of the role of management or leadership in motivating staff and in
empowering employees to take ownership and accountability in their roles and
understand what the impact of their role is to the firm who provides a service or products

to its customers.

“Il ask five questions to the people when we engage in these focus teams: Why are
you doing what you are doing? Why did you choose to do it here in this company?
What is your value add to our internal and external customers and value is in the
eyes of the receiver, so have you asked your partners internally, what value they
derived from you and make it your job to deliver that value? What impacts have

you had in the business or are you having and what will be your legacy?

Participant P6 stated how their firm adopts a mentorship programme for younger or
newer employees to share knowledge whereby the more senior or skilled employees
would serve as the mentors to the mentees. They have adopted a formal training
mentorship programme which serves a means of ensuring that new employees or those
on a management succession plan have the proper training and guidance from those

with more experience thus ensuring successful transfer of knowledge.

“So for the young people that are coming in, the best way would be to take them
through that process. As far as a as an experiential type of opportunity. So give
them the exposure, let them see it for themselves, and grow and develop their own

unique ways of addressing those demands.”

Systems and procedures

Focuses on standardisation of processes and documentation based on experience
abroad as well as implementation of tools for capturing and sharing of information.
Participant P11 spoke of their adoption of a formal quality management ISO system
which has helped the company to share and document knowledge internally and which

has also reduced the time which was previously spent on verbal and experiential hand-
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on training since employees now have training manuals that are readily available to learn

at their own time and pace, but also regulated to a set of minimum applicable standards.

“We have adopted an ISO system, so we are ISO accredited and that means
everything gets documented. Now it is a much more formal process, and the ISO
system really helps in that point since we started documenting everything and
literally writing everything down, keeping files, training manuals and all those nice
thing. It actually decreased the training time for people because they can actually
go and read up. It's now not that one on one time that used to be in the past, that

is literally been passed on through experience and now they can go and read it

up.

7

Participant P7 has over 40 years of experience having qualified initially and practised in
the UK prior to relocating to South Africa and starting up their company. In so doing, the
participant has been able to transfer their knowledge of industry standards such as
European Good Manufacturing Practise (EU GMP) into South Africa, where the South
African GMP conditions are not as stringent. The company has thus been able to adopt
EU accepted standards in its local operations which has assisted them in their
internationalisation as their products and processes are accepted to confirming with

globally accepted standards.

“It also brings into the country here is that we are giving European (standards)
because | used to be what you call a qualified person and as far as GMP goes, is
training all our staff to the European GMP values and systems and training in
everything else and we cross it over with the pharmacists we have on board who

bring the knowledge from GMP from South Africa.”

5.3.2.3 Conclusion on research question 2

SMEs are constrained by limited resources and thus generally do not have formal
document control systems or formal knowledge management systems. These appear to
be factors of the company age, size and the industry it operates in which impacts on how
knowledge is transferred and absorbed into home country. Smaller companies that are
also younger appear to rely on informal means to share the knowledge gained from
internationalisation across the organisation, with most of the knowledge retained by the
owner/founder/manager whilst more established and slightly larger firms who have
grown organically tend to adopt more formal knowledge transfer, document control

systems and learning and development systems. Where resources are limited, some of
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these firms appoint the services of external consultants to advise on best practise or they

hire skilled staff to meet the company’s needs.

Whilst the firm may be exposed to a myriad of new networks and opportunities from its
global experience, adoption in home country however is not always an easy process.
For firms that have been in operation for a long time and with older staff who have been
in the service of the company for a similarly long time, the firm is likely to face resistance
internally from those members of staff. For the firm to successfully implement these
learnings, it is therefore evident that some of them have adopted a change management
process that is consultative and engaging across all levels of the organisation to embrace

and get buy in of the proposed changes amongst its employees.

5.3.3 Research question 3 (RQ3): What are the outcomes of adopting the

knowledge acquired in country of origin for emerging market SMEs?

This question was aimed at identifying how South African SMEs exploit the knowledge
gained from internationalisation for commercial benefit and thus retaining competitive

advantages. Table 6 below highlights key themes derived from the data analysis.
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Research

question 3

How do emerging
market SMEs
exploit the
knowledge gained
from
internationalisation
for commercial
benefit in home

country

Codes Categories

Adapt based on client needs
Develop to market needs
Innovation based on new learnings
Product diversification
) New products
Solutions to address market gaps
Cost efficiencies across subsidiaries
Use cheaper or more skilled labour from

host country in home country

Market diversification

Customer retention

Highly regulated environment Operate in niche

Resistance by home country to adopt

change

Opportunity for remote engagements
Commercial or contractual acumen
enhanced
Upskilling of staff
o New skills
Standardisation of processes and
procedures
Use of technology to capture and share

information

Local distribution partner provides new
contacts
Host country client refers to local
New networks
partners
MNE provides support with local

knowledge

Theme

Competitive

advantage

Table 6: Authors own compilation of codes and categories for themes 9 for research

question 3 from data analysis.

5.3.3.1 Theme 9 — Competitive advantages

Studies conducted recently highlight substantial variations in the performance of these

SMEs who have internationalised. The factors depend on their ability to meet the

challenges associated with external partnerships. Some of the factors also identified are
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product or process complexity, high costs of utilising external agents, management of
multi-language, multi-currency and diverse cultural risks coupled with limited research
capabilities of the firm. The internationalisation process of an organisation is shaped by
entrepreneurship and the search for business opportunities in the larger global market.
Whilst the above risks may always exist, the ability of the firm to capture the knowledge
gained from its international endeavours, dynamic capabilities, and to exploit them for

commercial benefit remains a motivating factor to retain its competitive advantage.

New products

Participant P2 is the founding partner of a recruitment processing organisation that
specialises in talent acquisition of key personnel for their clients. The participant has over
15 years of industry experience. The company, through its partnerships with its clients
across Europe, Middle East and Africa (EMEA), has been able to adopt latest technology
such as Atrtificial Intelligence and cloud-based data management systems for screening of

candidates and storing of information.

“We have been able to adopt through the use of Robots and Al in the interview and
screening process as well as utilise cloud based tools to access databases of

potential candidates.”

Participant P7 emphasised that they own the intellectual property around their product
formulation which is developed in-house; but their products are sold in international
markets under the brand name of the MNE. Through the experience working with the
MNE as well as the local partners in the host country they have developed new
knowledge based on optimised ways to produce packaging, how to source alternate
suppliers from the new networks as well as how to expand their product range to suit

customer needs.

“Driving around with vets and they said “we wish we could have something that
can hydrate chicks during the transport because we lose a lot of chicks doing that”
and again that is how [product name redacted] came around. So it is partly market
driven. | would say 80% market driven and 20% driven by our “know how” and our
knowledge of what we could do. So we came up with [product name redacted]
which doesn’t produce algae growth and it means that all the ingredients are

available in every drop of drinking water to every chicken in the poultry house.”

Operate in a niche
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Participant P5 talks about how firms have had to adapt based on the recent impact of
Covid-19, which fast-tracked remote working, brought about new ways of work for staff
through home-based working and the impact it has had internally. This has lowered costs
of new market acquisitions as less funds are used in travelling abroad in trying to get

new business since these are now done remotely through virtual engagements.

“The only future companies that are going to succeed are companies that can kind
of adapt to that sort of new environment that we are operating in, no matter if you
are in engineering or education or whatever, it is the same story for everybody and
the companies that can get around that and can get their brain around it quickly

are the ones that are going to succeed.”

Participant P10 mentioned that they were able to identify a market gap in the sector that
they operate in. They focus on rail infrastructure projects in emerging markets, primarily
focused in Africa, through their many years of prior experience. They had identified the

gap that many major original equipment manufacturers (OEMs)

“The knowledge that we gain with the big corporate, is that and where we saw a
niche is that big factories or big OEMSs, they don't have the flexibility to address
issues in African States for that matter. Generally orders have to be very large and
it's predominantly procurement of new, because major OEMSs in Europe, USA, and
China for example need to feed their factories back home. There's no intent for
rehabilitation of locomotives. And from our experience on the African continent
when working with corporates, was that there's a huge market for rehabilitation of
locomotives in these African countries and that’s where our [redacted company

name] was formed, and that is where our focus has been.”
New skills

Participant P1 tells of how their company adopted Microsoft Azure and Microsoft
Sharepoint tools to code and collaborate. They learned of its enhanced usage from work
done in Australia and Angola and were able to adopt it for one of their large clients in
South Africa. They built their clients inventory control system which ran their entire
import, exports and management of virtual and physical warehouses. It was the first time
this so-called code or technology was used to build a control system for a warehouse on
the continent. This allowed their firm to develop competitive advantage by operating in a
niche market as well as using the opportunity to diversify their own product offerings and

markets. They were able to retain a large home country base client whilst also utilising
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the opportunity to make further product modifications and improvements and thus open

a larger client base.

“Then we looked at utilising the same technology to diversify within our group and
try to create additional unique selling propositions for our clients to become more

relevant and prevalent in the markets and industries that they’re operating in.”

Participant P5 discussed how through their internationalisation, they were able to bring
in the use of the pooled resources from their subsidiaries in Brazil and especially Kenya
to work on other projects across the world. In Kenya, they have found that some technical
services such as draughtsman are highly skilled and are at a cheaper labour rate, so
they are able to exploit that benefit from those countries for work they do in UK for
example. Similarly, as Brazil is one of the leading sugar producers in the world, the
company was able to bring in the expertise of the skills from their subsidiary in that
country into their head office in South Africa. The new skills in equipment process design

and products have been transferred to head office.

“The quality engineers that comes out it's very good. Your engineers in Kenya are
just payed slightly lower than in South Africa and much to my surprise but your
draftsman or about half the rate, so we got a competitive advantage there in terms
of using Kenya resources on Kenyan projects and on international projects. The
same can be said for Brazil, is that the Brazilian rates are a lot lower than South
African rates, so part of our strategy is to use Brazilian and Kenyan resources in

not just South African work, but in our international work.”

New networks

Participant P7 also shared how their partnership with a MNE provided local knowledge
and opportunities to interact with other local partners. These new networks along with
direct, face to face engagements, have brought about opportunities for new products to
be introduced into those markets as well as for the adoption in home country of the best

practices adopted in those foreign markets.

“We believe that we (are) teaching the marketplace here of what's available around
the world, so we're bringing back to the market here was what other people around
the world are thinking. We often get requests on product enhancements and things

and what the marketplace needs or wants and so we will work on those things too.”
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Participant P2 mentioned that how their firm is able to exploit opportunities for new work
based on the candidates they place in country. As part of the screening process they
engage and network with many potential applicants. They connect with them via social
media such as Linkedin® and remain in contact. Sometimes, senior leaders in those
respective companies then contact the participants’ company due to referrals by the

applicants.

“We are fortunate to be able to network with many individuals through various
social media and electronic channels. We then add them to our database that we
maintain of individuals by expertise, skill set and industry. Then if we have a new
position to fill, we are able to exploit our own internal networks before having to

utilise external agents or in country firms for assistance”

5.3.3.2 Conclusion on research question 3

The keys to the success and ongoing sustainability of the firm can be linked to the
strategic ability of the firm to meet the needs and expectations of its customers. This can
be achieved by successful exploitation of knowledge gained from its experiences in the
global market through the use of existing and new networks and partnerships formed
and the opportunities thereof presented in product, process and/or market diversification.
All of these ultimately result in the firm maintaining or developing competitive advantages
to compete on an international scale. These opportunities that emanate are through the
exploitation of new networks formed who bring in knowledge of global or industry best
practices and efficiencies, new product or market opportunities as well as benefits such
as utilisation of resources from lower cost base territories and upskilling of staff in home

country.

5.4 Conclusion on Chapter 5

The findings from the data analysis reveals that SMEs are faced with many barriers to
entry when first entering into new markets and the success and sustainability of the firm
depends on how well they are able to adapt and navigate through these hurdles. The
companies have highlighted what knowledge they have gained from internationalisation,
which includes; overcoming barriers to entry, how to manage multi-currency and multi-
language risks as well as how to understand client cultural preferences for direct
engagement and fostering of personal relationships to build up business relationships.
These firms are able to gain this new knowledge by leveraging partnership support from
their internal and external networks especially when it comes to understanding local

market dynamics. The firms then follow change management processes to adopt the
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knowledge from the host country back into the home country to upskill their staff to bring
in new technologies or processes. However, it is evident, based on the findings, that the
adoption of a formalised and documented knowledge management system within the
SMEs is not something that is adopted initially. As the firm grows in size and matures
over time, then do they begin adopting and formalising these systems and procedures
internally for knowledge transfer. Through this process the firms can achieve innovation
through the creation of new knowledge and thus achieve or maintain a competitive

advantage.
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CHAPTER 6: DISCUSSION

6.1 Introduction

This chapter will present a discussion of the findings of the study as presented in Chapter
5, with a comparison of the data analysed from the semi-structured interviews conducted
and the insights obtained from the literature review presented in Chapter 2. The results
are discussed separately in relation to each of the three research questions. It is
organised by the themes that were derived from categories obtained when the data
analysis was performed. The method outlined above is designed to address the main
research topic, "Application of knowledge gained from internationalisation using country
of origin absorptive capacity among emerging market SMEs”. The research findings will
assist to provide greater insights to the antecedents, obstacles and promoters that
determine how reverse knowledge transfer using absorptive capacity can be exploited
by SMEs.

The rest of the chapter follows the same structure by using the themes as outlined in
chapter 5. The themes are discussed separately below with comparisons and contrasts
against the literature review to provide point of tri-angulation of data to confirm
trustworthiness and validity (Noble & Heale, 2019).

6.2 Description of the sample

The research data sample was made up of 12 participants who were individuals that
were either founding members and active directors of the firm or other senior managers
with vast knowledge of the company and its experience in their internationalisation
journey. A purposive sampling method was applied to identify SMEs within the
researchers’ business network that were willing to participate in the study and that were
based in same location as the researcher. All 12 participants identified their

understanding of the three research questions as presented during the interviews.

Analysis of the sample

All of the participants had more than three years of experience within their respective
firm with most of them having significant prior knowledge with previous employers or
through other own entrepreneurial endeavours and were thus considered adequate
subject matter experts to be able to participate in the study. This data helped classify the
context of the participants responses as provided to be provide rich contextualised data

for further analysis.

86



6.3 Research question 1 (RQ1): What knowledge do SMEs obtain from

international markets and how do they acquire it?

The aim of this research question was to gather an understanding of the process (‘how’)
that SMEs use to gather knowledge from their internationalisation experience as well as
to identify what the actual knowledge that was gained from the experience. The data was
analysed, and the findings presented in two parts, addressing the two key constructs
arising from the research question; ‘What’ referring to the actual knowledge gained and
‘how’ seeking to explore an understanding of the actual processes utilised to gather the

knowledge. Table 7 below shows the six main themes developed for RQ1.

Theme 1: | Overcoming barriers to entry

Understanding and adapting to market preferences and

Theme 2: | needs

Understanding and integrating cultural differences in host

Theme 3: | country

Theme 4: | Industry scoping and knowledge exchange

Theme 5: | Creating and exploiting external networks

Theme 6: | Partner with a local

Table 7: An outline of the key themes for research question 1 (author’s own).

6.3.1 Discussion of results for theme 1: Overcoming barriers to entry

Findings

A common theme emanating from the findings related to the new knowledge gained by
the participants when they entered into new foreign markets. This knowledge was gained
from first-hand experiences and not through knowledge that was acquired from external
market. These personal experiences that defined the theme were broadly classified into
the two categories; non-tariff barriers and managing forex risks. The findings indicate
that for the success of an SME it is crucial to understand the host country and market
dynamics and there must be a willingness to be flexible to adapt to local needs.
Partnering with credible, local entities or with trusted MNEs and communities is critical

for long term success. The inability to raise funding to meet international expansion goals
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and limited cross-border connectedness remains obstacles or barriers to entry for SMEs.
Weak supply chains result in higher investment and trade-related costs relative to other
markets. The relatively low industrial manufacturing base increases dependence on
imports and thus makes these markets more susceptible to external shocks compared
to that of developed markets. Even though there is a dependance on imports to meet
their own needs, these emerging markets still have a preference for localisation. Forex
risks in host emerging markets such as liquidity constraints and currency convertibility
remain a challenge due to some firms being unable to repatriate funds from the revenue
collected in host countries. These include, for example, the costs associated with
obtaining political risk insurance, if available, which may also add further burden on
returns as well as additional costs imposed upon SMEs due to liability of smallness
(cannot achieve economies of scale), higher cost of capital due to firm weaker set of
financial records and lack of bargaining power to negotiate favorable pricing as
compared to that of MNEs. Language, ethnic and other social barriers were a common
theme emanating out of the findings. They add an additional complexity to the
institutional voids mentioned above that must be understood and managed for the
individuals and the firm at large to successfully compete in host markets. Finally,
inefficiencies in national border control, along with corrupt practices by officials, present
further non-tariff barriers to the firm. As an example, Participant P11 spoke of the
challenges experienced by their firm when they were transporting raw materials (batch
formulations of raw material produced at head office in South Africa to protect the
confidentiality of the formulation of their product) to be filled and finished at the joint
venture in Zambia. Having to freight product through multiple land borders and
experience the inefficiencies due to the poor state of roads as well as the manual
processing of paperwork for movement of people and goods at borders resulted in them

being unable to fulfil local customer existing orders as well as cancel future orders.

Literature comparison and contrasts

Stender and Vogel (2021) highlight the impact of infrastructure deficiencies and lack of
export competitiveness which stifles growth of SMEs. These may include inadequate and
unreliable physical infrastructure (Ehizuelen, 2021; Hashim, 2015), including rail, roads,
communications and electricity; poor quality of infrastructure services (e.g. quality of
roads), which are important to the competitiveness of moving African goods; regular
power outages, which result in the use of expensive, fuel back-up generators being used
for baseload supply, thus limiting the possibility of achieving economies of scale; and
high inefficiencies due to the inconsistent supply and hence lower productivity and

associated costs.
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Further infrastructure inefficiencies also include slow and costly border posts which
includes red tape and burdensome trade documentation requirements; inefficiency of
border procedures such as poor coordination in the inspection of goods between different
actors and breakdown of the electronic system for document lodging; and corruption
practices such as forcing irregular payments, whether at border posts or at roadblocks
(A. et al., 2019; Abrego et al., 2019; Dabi¢ et al., 2020). Khanna and Palepu (1997)
introduced the theme of institutional voids which they argue are more prevalent in
emerging markets. These voids occur due to the lack of or absence of formal institutions
to support business and obstacles and the imposition NTB'’s by other countries in the
form of price regulations, inconsistent product standards, discriminatory foreign
exchange policy and regulations, quotas and local designation of specified goods, non-
automatic licensing, cumbersome administrative burdens (Dijk, 2018), excessive
unnecessary duplicate documentation requirements across multiple departments with no
common shared database and unnecessary delays, poor protection of investments,
intellectual property and competition policy to provide the firm with any confidence. The
extraction of value from resources and higher transaction costs due to institutional voids
makes the opportunity costs of doing business more complex due to the additional costs
and thus lower attraction for FDI (Christofi et al., 2021; Khanna & Palepu, 2010)

Conclusion and recommendations

Whilst institutional voids and non-tariff barriers present barriers to entry for SMEs due to
their resource and capability constraints, it also presents opportunities for growth or
expansion which SMEs can embrace. MNEs are rigid in their business strategies and
tend to adopt standardisation of products and in their approach into new emerging
markets. SMEs, however, are not stifled with corporate bureaucracy and decision making
and can therefore respond quicker and more decisively to address market gaps and new
opportunities to meet market need (Ferreras-Méndez et al., 2019; Mejri & Umemoto,
2010). As one of the participants of this study indicated, they seize the opportunity to
partner with MNEs who do not have the appetite to invest in smaller African markets
compared to the developed markets. Their firm pro-actively approaches these MNEs and
sign up strategic alliances with these MNEs to act as their local partner when they choose
to invest in Africa. The firm uses its existing internal knowledge and networks to forge
new partnerships in host country and also assists the MNE with adapting their product

and services to suit local needs
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6.3.2 Discussion of results for theme 2: Understanding and adapting to

market preferences and needs

Findings

The findings reveal a growing demand and preference from emerging market clients for
local solutions. This local solution could be locally manufactured and/or local technology
adapted to meet market demands. African markets perceive western or developed
market solutions as being “dumped” upon them with no consideration of their own needs.
An example was when one of the participants spoke of their experience in the railways
infrastructure market and stated how these in these developed markets the original
equipment manufacturers (OEMs) have invested heavily in huge factories back in their
home countries and therefore need to keep these manufacturing plants busy, hence they
end up forcing product based on manufacturing capacity and capability of those specific
plants and not on client requirements. Institutional voids such as a lack of a regulatory
authority or local standards results in these developed market MNEs imposing their
technology and solutions on the emerging market client as they sell their solution
proposing it as the benchmark and best technology. The participants’ firm was able to
recognise the market gaps in this case as the MNEs were not offering alternate solutions
such as smaller minimum order quantities or options to do modifications and upgrade to
existing fleet preferring to offer only larger order values of new stock which was

unaffordable by the client.

Literature comparison and contrasts

Changing market dynamics in the global scale is such that MNEs can now no longer look
at merely trying to take advantage of economies of scale in their home market by offering
standardised products to the host market. Petricevic and Teece (2019) state in their
research that there is a structural reshaping in globalisation occurring currently that is
promoting nationalist and protectionist policies as well as trade tariffs favouring
designation of specific products to be locally manufactured. They further argue that this
new IB landscape requires the creation and and deployment of the large multinational
firms capabilities that are context-specific, thereby implying the need for the product to
be suited to the local needs. Luo (2000) talks of these attributes of a firm to adapt and
develop new knowledge (capability upgrading) as the development of firm-specific
advantages (Narula, 2017) or dynamic capabilities. This capability upgrading comes from
the knowledge gained through social networks with local partners who provide the firm
with local knowledge which would include local customer needs. The exploitation of
these dynamic capabilities is what gives firms a competitive advantage when dealing in

host foreign emerging market. This relates to the knowledge management theory
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whereby knowledge is recognised as a resource in its own right (Vahine, 2021). This
knowledge of the local market can be obtained from outside enquiries and the firm
conducting its own market intelligence (Chebbi, 2017; Dabic et al., 2020). For SMEs in
particular, the IB approach as outlined by Johanson and Vahine (1986) in their Upsalla
model also mentions a phased approach to internationalisation which appears to be a
common strategy amongst SMEs who do so due to capacity and resource constraints
(Jasimuddin & Nagshbandi, 2019; Yilmaz et al., 2015). This more cautious approach
could afford the firm with the opportunity to learn about local needs of the customers and

adapt accordingly.

With the increasing adoption of digital platforms and advancements in technology, firms
are realising the importance of data as a resource that can be exploited. For example,
firms are using social media platforms such as Twitter, Facebook and TikTok to gather
a better understanding of consumer needs and preferences and can therefore adapt their
product or offerings to meet with local needs (Kaur & Singh, 2013). Whilst previous IB
scholars argued that globalisation would reduce the importance of local contexts, Meyer
et al. (2011) state this is not the case as national identity and local embeddedness
remains a key factor. Market fit has been described as a key element of the innovation
process whereby firms must ensure that their product is relevant and meets consumer
demands. (Yang & Rui, 2009), therefore by addressing this need during the innovation

process, firms can ensure that they are able to adapt to local needs or requirements.

Conclusion and recommendations

Scholars now recognise the changes occurring in global IB landscape with a drive
towards countries focusing on serving on needs first, such as ex US President Donald
Trump’s campaign for the promotion of US local manufacturing and for diversion of
manufacturing of US consumed products from foreign markets such as China and
Mexico through the imposition of massive and restrictive import and export tariffs.
Similarly, India’s “Made in India” or South Africa’s “Made in SA” campaigns seek to also
encourage a growing awareness and consumer preference for locally produced goods
and services. SMEs stand to benefit from this as their firms are generally small in size
implying that they can adapt quickly to local demands as they are not bound with huge,
fixed costs and overheads in parent company to confine operations to be restricted to
the home market. SMEs are also reliant on social networks for collaboration and
expansion. They can use these social networks to get a better understanding of local
market preferences as well as utilise their local partner for driving the localisation
agenda. Another opportunity for SMEs would be to utilise the experience and knowledge

gained in host country and look for synergies to improve financial return. This could be
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through the offshoring of some services to subsidiaries which have a lower cost base

either from a production point of view or from a labour cost view.

6.3.3 Discussion of results for theme 3: Understanding and integrating

cultural differences in host country
Findings

The differences in local culture and in local ways of doing things was the most important
knowledge resource obtained by the SMEs as evident in the findings. Participants
emphasised the importance of understanding the differences in local cultures and local
languages and shared their experiences of how they had to learn about the subtle
differences in each market. They emphasised that no two emerging markets are the
same, and participants also shared how they initially focused on markets where the
culture and language was similar to their home market and where they understood the
local regulatory environment. Another interesting finding from a participant was the role
of internal politics in market and how that impacted the effective performance of their
work. In that case, they had been awarded work in an African country but the client in
this case, a regional authority, was from a different tribe compared to that of the national
ruling party, so the internal tribal conflicts with African emerging markets also plays an
important role in the execution of work in those markets, and participants shared how

their firms had to learn how to navigate and manage internal conflicts within market.

Literature comparison and contrasts

With the increasing number of firms having access to global markets, the need for
corporate planning for fundamental national differences such as differences in culture
becomes of strategic importance. (Hofstede et al.,1980). Their research showed that
differences in the cultural values of a country were causes of human association and
conduct which had an impact on economic growth rather than structural and material
factors. Understanding and adapting to differences in culture when venturing into new
markets is a form of tacit knowledge acquisition. Tacit knowledge refers to knowledge
that is intangible and difficult to replicate (Maier & Peinl, 2017; Danchi; Tan et al., 2020;
Teece, 2018) and which resides in the minds of individuals with learning occurring by
observing and doing rather than through formal education (Jasimuddin & Nagshbandi,
2019).

Learning of local cultural dynamics clearly fits into this form of knowledge, with the
absorption of this knowledge being gained from first-hand firm or individual experience

and by use of social interaction with relevant local actors. Yang and Chen (2007) argue
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that knowledge sharing must be the most important factor for a firm to measure the
effectiveness of knowledge management. The knowledge infrastructure capability is
derived from the resource based view and the knowledge based view of a firm (Yang &
Chen, 2007; Yang & Rui, 2009) who researched the link between knowledge sharing
and knowledge capabilities. Their findings show a positive relationship between
organisational knowledge capabilities (structural, technical and cultural) and knowledge
sharing. Jasimuddin and Nagshbandi (2019) also found that absorptive capacity can play
a mediating role between knowledge infrastructure capability and inbound open
innovation where their research found that greater levels of knowledge infrastructure

capabilities may lead to enhanced absorptive capacity.

Despite resource constraints, SMEs do possess other forms of ownership advantages
and dynamic capabilities. These include their strengths in the ability to respond quickly
and to be flexible to customer and market needs as well as in their ability to absorb tacit
knowledge through informal engagements with their partners, suppliers and others in
their network through their social networks and cultures (Linton & Kask, 2017; Mainela,
2018; Danchi; Tan et al., 2020). However, firms must be cautious when trying to adapt
to local market needs when matching their strategy to the local context (Dodd & Favaro,
2006). By doing so, they take advantage of the location’s unique identity and its strengths
and weaknesses (Dunning & Lundan, 2008). Dodd and Favaro (2006) caution that firms
need to conduct a due diligence and weigh out the pros and cons and perform a cost
benefit analysis. They advise that if the costs of adaption are too high, then they must

either change the context or leave the opportunity and steer away (Khanna et al., 2015).

Conclusion and recommendations

In emerging markets, a great emphasis on business relationships is based on social
engagements and trust. This trust with the locals can be gained by the firm performing
relevant background checks and due diligence on the market. This can be done initially
by utilising technology such as the internet and social media channels for obtaining
market intelligence and to identify strategic local partners. However, participants have
also shared their emergent strategy (Dijk, 2018) of taking a deep dive and entering the
market blindly and then acquiring and assimilating knowledge and networks based on
their experience in market. Literature confirms the importance of social networks to
establish local knowledge and capabilities and for building trust. In emerging markets, a
greater emphasis is placed on personal relationships and direct face to face engagement
with less regards to formal contracts. Cultural values and norms are important factors to
consider when trying to navigate the rules of engagement in emerging markets to

overcome institutional voids. For SMEs it is therefore recommended that they do the
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necessary due diligence on the host market which would include obtaining a greater
understanding of local cultural dynamics. As much of knowledge is tacit, it is therefore
recommended that SMEs partner with a suitable local partner who can provide insights
into the local culture and ways of work. The firm must, however, ensure that the
identification of the suitable partner process is properly conducted as misalignment with
the wrong demographic or political actors could prove to be obstacles in the path of the

firm’s internationalisation endeavours.

6.3.4 Discussion of results for theme 4: Industry scoping and market

intelligence
Findings

The updated Upsalla model (Vahlne, 2021) recognises that the motives for
internationalisation is no more restricted to risk aversion from home markets but more
from an opportunity development by recognising the entrepreneurial role played by the
firms founders in devising the firm strategy. It is evident from the findings that the motives
for internationilising supports both propositions. In some instances, the SMEs expanded
into new markets based on existing relationships that they had with MNE clients in home
country. As these MNEs expand their global footprint into other emerging markets, they
request the SME to tag along to continue the same type of relationship in host market.
Here the firm had an existing portfolio of products that their MNE client believed could
do well in new markets where the MNE had established a presence. The MNE was then
able to assist with providing all background information about the market such as
regulatory processes, pricing strategy, managing local culture, etc. In another case, the
participants firm had developed product that was a premium priced product aimed at a
different target audience not available in their home country, hence their motivation to
expand beyond their home borders. The third differentiator case was where the
participant claimed the reason for going abroad was taken as a risk avoidance from local
market due to the South African railways sector being tainted by corruption and lack of
opportunities. The associated stigma of being a South African company in the railways

sector also unfortunately negatively impacted on the business prospects abroad.

Whatever the motives for expanding beyond home country, it was evident from the
findings that the SMEs do conduct prior background and due diligence checks on the
opportunity. SMEs embrace the value of technology which brings cheaper costs to obtain
explicit knowledge of the market opportunity. They use internet search engines and
social media platforms to gather knowledge and to connect with relevant actors in the

network. This serves as the primary information gathering step. In the case of those who
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have the support of a large MNE, which has experience and knowledge of the sector,
the SME then relies heavily upon them for navigating the path upon market entry. The
more developed SMEs who have prior interests in other markets confirm that their
approach now is to utilise industry experts preferably with host market experience to
provide information about the host market. These advisors would provide information
about the legal and regulatory framework in host country as well as advising on location
and sector specific information such as labour and environmental laws and also of the
socio-economic dynamics in market. All of these background and prior checks are
followed up with physical on-site engagements with relevant actors to validate and
enhance the knowledge acquired. That knowledge disseminates across through to the

senior management team who then makes informed decisions thereof.

Literature comparison and contrasts

The resources and capacity constraints of SMEs is well known and documented by 1B
scholars. Particularly, in the case of innovation, SMEs tend to be restricted by lack of
capital and skills to develop innovation in-house and therefore resort to open innovation
methods to acquire knowledge (Hutton et al., 2021; Jasimuddin & Nagshbandi, 2019).
The absorption capacity theory, as postulated by Cohen and Levinthal (1990), describes
the process of knowledge acquisition, assimilation and application for commercial
benefits. They showed that absorption capacity is related to the prior knowledge of the
firm and its individuals (Chen et al., 2017), and highlighted the positive effect that it has

on firms’ performance (Flor et al., 2018; Germanos, 2018; Vasconcelos et al., 2019).

Zahra and George (2002) differentiated absorptive capacity into two key concepts of
potential and realised absorptive capacity. The potential capacity relates to the process
of identifying, acquiring and assimilating the knowledge from external networks which as
shown from the findings is achieved by making use of digital platforms and social
networks. Some of the sources of knowledge acquisition include; trial and error, intuition,
experience and job rotation. Cohen and Levinthal (1990) also suggest that research and
development (R&D) expenditure is a good measure of a firms’ effectiveness in absorptive
capacity, however more recent scholars say it should be related to performance and the
productive R&D efforts instead as not all R&D may have commercial benefits (Yang &
Chen, 2007). Moreover, the assimilation process doesn’t depend upon the knowledge
resource itself, but also on the willingness of the partners to share the knowledge as well
as of the capability of those sending and those receiving the knowledge (Spila et al.,
2010; Vasconcelos et al., 2019; S. Zahra & George, 2002).

Conclusion and recommendations
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Strategic management tools such as Porters five forces assessment is a common tool
that can be used by SMEs when evaluating the potential business opportunity in new
markets. However, tacit knowledge such as local cultural dynamics are not considered
in the model even though it has a significant impact on the ways of work in the host
market and has been proven that cultural differences impact on a firm’s performance as
outlined in theme 3 above. Face to face interactions and direct engagement is an
important factor in emerging markets who place greater emphasis of personal and social
relationships than on formal written contracts. The developed markets approach of risk
avoidance and protection by signing of formal commercial contracts is perceived as
forceful and dictating whereas greater emphasis should be placed on the establishment
of relationships, which is seen as more important than contracts (Bond, Hofstede, 1980).
Emerging market nations such as in Malaysia also appear to have a preference in some
instances to conduct business and have commercial contracts in native language even
though English may be the preferred and most common language used in the country
(Hashim, 2015) and SMEs need to factor this in. Although the SME may not have the
resources and capability to conduct business in the native language, they would be
encouraged to source the expertise and skills of a reputable, local partner to assist with

guidance in this regards.

6.3.5 Discussion of results for theme 5: Leveraging support from

networks
Findings

The findings reveal a positive correlation with support from external social and political
networks on firm performance. Participants highlighted how partnerships with MNEs
assisted with their own market entry. The liability of smallness and liability of foreignness
of the SME was also overcome by having the MNE as a strategic partner in the new host
market. The clients were able to get confidence in the quality of the product merely by
being vetted by the MNE who also provided the firm with inside knowledge of the local
market. The importance of forming alliances or partnerships with local actors was also
emphasised as social networks with these local actors can create value with the
introduction of new knowledge for the SME, and when successfully assimilated and

transferred, could contribute towards the firm achieving a commercial benefit.

Apart from the support offered by private local actors, the participants also mentioned
the importance of leveraging the support from home country government authorities and
industry association bodies representing the sector in which the firm operated. This

support came through a combination of financial and non-financial benefits, such as
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costs to attend international tradeshow events abroad, reduced tax rates for SMEs , trade
protection to protect against foreign dumping of goods, as well as preferential
procurement policies being implemented in favour of SMEs. Three of the participants
also indicated that they were able to develop new opportunities and new products based
on the relationships they had established with a local distribution partner. In one case,
that local distribution partner was referred by the client but after working with the local
distribution partner, the firm realised that the partner had other networks in country which
opened up the door to obtain new customers and new products. The distribution partner
had on the ground knowledge (tacit) of consumer preferences as well as of other actors
in the value chain. In four participant responses, participant spoke of the value of their
partner connecting them to local regulators and other government authorities for which
approvals were required. The local insights managed to reduce a lot of the associated
red tape and delays that would ordinarily have occurred if the firm had to attempt to follow
through on their own. Similarly, nine of the participants mentioned that they were able to
utilise the prior knowledge and prior networks when considering the new market entry or
when in the new market. They were able to leverage of these prior networks of experts
or individuals who had similar experience and were this able to get a lessons learned

knowledge from the sharing of the knowledge.

Literature comparison and contrasts

The benefits of a firm leveraging of networking with local businesses are that it provides
access to new firm knowledge that can be acquired. This knowledge, once assimilated
and transferred to the parent company, can create value which would result in a
competitive advantage (Baum et al., 2015b; Pezeshkan et al., 2016; Vahlne, 2021).
Gupta and Gupta (2019) suggest that firms must either establish their own value chain
networks in the local context or they must create strategic partnerships with local entities.
The new knowledge created by these networks provides a valuable source of existing
knowledge of the new host market as well as the potential for the co-creation of new

knowledge, thereby creating innovation for the firm (Johanson & Vahine, 2009).

Association with a network lets SMEs have the opportunity to continuously engage with
its partners, understand local market dynamics and find the most appropriate, efficient
and innovative ways to foray into other markets (Magni et al., 2021). These networks
afford SMEs the opportunity to establish new relationships and access complementary
skills and knowledge for the SME to compete in the international market. (Costa et al.,
2016; Vahlne, 2021) as well as assist in overcoming liability of foreignness (Magni et al.,
2021) This supports the integrated knowledge based view as presented by Kaplan and

Schenkel (2001) which state that whilst the literature is abundant with the benefits of
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SMEs utilising networks for access to new knowledge and new markets, little information

is available on the impact of association with the wrong networks.

Conclusion and recommendations

Whilst the South African government does have various programmes and support
structures in place to assist SMEs such as country and industry sector reports,
participants also highlighted either the challenge in accessing that information or their
complete ignorance of these incentives. As the managers or leaders of these SMEs are
generally very operational and take a hands-on approach in their relevant businesses,
they do not have the time and resources to go out and navigate through these various
silo channels in government to obtain the required support and assistance. SMEs are
therefore encouraged to take a pro-active approach and leverage internal and external
networks to connect with relevant government or industry bodies to take advantage of
the benefits that are available. Due to capacity and resource constraints (Petricevic &
Teece, 2019; Danchi Tan et al., 2020). SMEs are, however, cautioned to exercise due
care when selecting the partner with whom they will collaborate and also carefully
consider the information being shared. Not all knowledge being shared is beneficial to
the organisation to the extent that these SMEs need to prioritise what and how the
knowledge will assimilate and transfer internally. The assimilation process is resource
and time intensive and can distract the owners from their ordinary course of business,
hence the firm must ensure that there is minimal disruptions to its operations in home

country.
6.3.6 Discussion of results for theme 6: Partnering with a local entity

Findings

SMEs are dependent upon host country local partner collaborations to obtain local
knowledge. From the findings, all of the participants expressed the benefits of local
partnership collaborations and associations and the positive effect it had on company
performance. One participant did however state that in one instance they had partnered
with a local firm which they believed would complement their offering to the local
customer. Unfortunately, they were not aware of impact of tribal differences between the
client and the local partner where the relationship deteriorated to the extent where the
client was uncooperative with the local partner and that impacted on the ability of the firm

to execute its tasks.

As highlighted in theme 5 above, the local partner brings in the benefit of tacit local
knowledge which would otherwise take a considerable amount of time, effort, and

financial strain for the SME to acquire on its own.
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Literature comparison and contrasts

Johansson and Vahine (2021) state in their Upsalla model that firms would tend to take
a phased approach to internationalisation, which may mean commencing with exporting
as the initial means to market entry. This lower risk entry mode would afford the SME
with the opportunity to develop new knowledge by networking with local partners. As the
SME develops greater knowledge of the market or gains more confidence in market
potential, they may then opt into an international joint venture with a local partner
(Dunning & Lundan, 2008).The benefits of a local partnership are that it affords the SME
with access to complementary sources of resources and capabilities as well as access
to the local partners network-based resource and capabilities (Kim & Kim, 2018).This is
supported by Zaheer (1995) who states that foreign firms have a preference to
collaborate with local entities that possess distinctive structural, technological or cultural

advantages when they invest in emerging economies due to the liability of foreignness.

Conclusion and recommendations

Whilst following a phased market entry approach may de-risk the opportunity, this may
not always be the best option as market entry may be dependent upon several other
factors, as evident from the findings. In the fast-evolving digital technology and app
development sector, participants confirmed that they have learned that one cannot
overcommit to innovating to meet every individual need at the expense of delaying in
going to market. The lost opportunity cost would be too significant as other competitors
could enter the market or market opportunity may decline. An international joint venture
approach with a local partner or acquisition of a local entity would afford the firm with
quick access to local knowledge and networks to exploit to the market opportunity. Whilst
there are many benefits associated with a local partnership, SMEs do however need to
exercise proper due diligence in selecting the correct partner to ensure there is synergies
between the two parties but also to ensure that the local partner does not negatively
impact on the relationship with customers in local market, as presented in the case above

of cultural differences.

6.3.7 Conclusion of research question 1: What knowledge do SMEs

obtain from international markets and how do they acquire it?

The analysis of data from the findings revealed six major themes which focused on the
knowledge gained as well as the identification process for knowledge acquisition.
Literature research revealed the value placed on knowledge as a resource which, in the
case of SMEs, is reliant on open innovation processes for acquisition due to capacity

and resource constraints. The knowledge-based theory was cited as it recognised the
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significance of the sources of knowledge and how it can positively affect firm
performance. SMEs have inherent prior knowledge from the management team which
can be utilised to establish new networks in local market as with private actors as well
as the support from government authorities. These are done to beneficially exploit their
local knowledge and understanding of the environment of the host country in which the
SME operates. Figure 11 below depicts the researcher findings which support the 1B
literature, showing that conduct background research on market, leveraging of networks

and collaborating with local partners have a positive effect on the knowledge pool.
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Figure 11: Research question1 conceptual model, process of knowledge identification

and acquisition.

Background
Research
h\h
™ .
HHHH
e
"-\.\H
N'-
+ KNOWLEDGE a—
T PDD[ quisition
(Tacit & Explicit)
+
.-"/
o~
-

6.4 Research question 2 (RQ2): How do emerging market SMEs adopt the

knowledge gained from internationalisation into its country of origin?

The aim of this research question was to gather an understanding of how the SMEs
transfer the knowledge gained from hist country back into their home country of origin.
The data was analysed and categorised into two main themes; internal stakeholder

management, and upskilling people and adapting processes, illustrated in Table 8.

Theme 7 Internal stakeholder management

Theme 8 Upskilling people and adapting processes

Table 8: An outline of the key themes for research question 2 (author’s own).
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6.4.1 Discussion of results for theme 7: Stakeholder management

Findings

The findings reveal that SMEs generally follow a top-down approach with regards to the
transfer of knowledge internally. As management are very operational with hands on
involvement in the day-to-day operations, most of the tacit knowledge remains in the
minds of the entrepreneur and their leadership team. Therefore, it becomes their
responsibility to then assimilate and transform the acquired knowledge into new
knowledge within the firm, and then transfer that knowledge across the firm.
Communication remains vital to get buy in across all employees within the group with
one participant from a medium size company stating how their firm initially experienced
resistance to change from the staff with longer length of service. The company adopted
a formalised change management system with champions allocated in each respective
division and subsidiary to ensure a consistent, clear message was conveyed across all
levels within the organisation. They allowed a two-way, open engagement and
collaboration process to unfold when they were introducing new technological knowledge
into the business. As part of the stakeholder engagement process, workers are regularly
kept abreast of changes and are made aware of the impacts. Open forums between
management and all levels of staff generally occurs in the more mature firms with some
form of formalised change management system. In the younger and smaller firms, the
findings revealed that the firms adopt an informal open-door policy to openly engage with
their staff. Blue collar workers however do not feel empowered to share their knowledge
or to question the management team resulting in the firm not being able to capture some
potential positive and beneficial contributions. In firms that are more technically
advanced, the skills base is higher. This fosters a higher level of collaboration between
the staff across all levels within the organisation as well as with the subsidiary or

international joint venture partner.

Literature comparison and contrasts

The literature review focused on absorptive capacity and resource-based theory when
considering the reverse knowledge transfer from subsidiary to parent company. Previous
IB literature had focused on the knowledge transfer from head office to subsidiary or on
reverse knowledge transfer from subsidiary in emerging market to parent in developed
market (Dellermann, 2017; Nair et al., 2018; Pillay et al., 2021), with little research
available on reverse knowledge transfer between two emerging market SMEs. Open
innovation is recognised as a source for gathering of new knowledge as they are
restricted to innovate internally due to capacity and resources constraints (Dabic et al.,

2020; Jasimuddin & Nagshbandi, 2019; Teece, 2007). After new knowledge is identified,
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the process of assimilation would include the screening of pertinence and usefulness
before being incorporated and transferred across to other divisions of the business. As
the resources are limited, the pre-screening to ascertain usefulness is an important step
as the SME cannot afford to commit time and other resources that will have no potential
to improve productivity or to provide a competitive advantage. Little is mentioned in the
literature about the screening process of identified information as well as on the time
between acquiring information, assimilating it and then realising a commercial benefit
from exploitation, and this warrants further research. Furthermore, in the case of SMEs,
most of the new knowledge is tacit knowledge (Nair et al., 2018; Valentim et al., 2016)
which results in knowledge being shared via practical hands on training. Tacit knowledge
is recognised as being of higher value to firms as its intangible and lies in the minds of
individuals. It is thus recognised as a dynamic capability of the firm (Amarteifio &
Agbeblewu, 2017; Petricevic & Teece, 2019) and SMEs must ensure that the knowledge

can be captured and maintained.

Conclusion and recommendations

The absorption and assimilation of tacit knowledge remains one of the biggest
challenges to firms, especially SMEs, as that knowledge remains with a few key
individuals of the organisation and the transfer of it from these individuals to others
within the firm or to the parent company depends upon the willingness of the individual
to share the information as well as of the recipient to absorb and assimilate it (Matysiak
et al,, 2018). In the case of reverse knowledge transfer from subsidiaries in other
markets, the parent company must ensure that synergy is created between the
individuals from both the parent and subsidiary to ensure motivation and willingness to
share knowledge for the greater benefit of the firm. A change management process with
change champions across all levels of the firm would allow for transparent and regular

engagement and knowledge exchange between the parties.

6.4.2 Discussion of results for theme 8: Upskilling people and adapting

processes

Findings

During early stages of the firms’ growth and size, most of the knowledge is passed in
through informal, practical hand-on training. As these firms then internationalise and
expand, they then begin to adopt more formal knowledge management and
internationally accredited quality management systems such as the adoption of 1ISO
standards. As these firms generally operate from a low skills base amongst the lower

levels of workers and with little support from the sector training authorities, the training
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of staff is conducted on an informal in-house developed system. The resultant impact is
that the employees don’t get any external recognition as the training is not officially
recognised in industry which could lead to a lack of willingness to learn or share
knowledge as well as low levels of loyalty to the firm (employees would easily move on
to the next higher paying job if they don’t get meaning or feel valued in their jobs). To
ensure knowledge is retained within the firm, five of the participants mentioned that they
use lessons learned to register or close out a project to share tacit knowledge of
experiences. In the case of newer employees, job shadowing, secondments to
subsidiaries, apprenticeships and mentorships are offered for sharing of knowledge
between individuals as well as to increase collaboration between employees and to build

up their social networks.

Literature comparison and contrasts

The literature review revealed that many of the IB scholars agree that for knowledge
transfer to be successful, it is important that both the receiving party and the one
imparting the knowledge are willing participants as well as have the capability to
effectively transfer and receive the acquired knowledge (Child et al., 2017). Whilst some
argued that vocational training in emerging markets would be more applicable form of
training in current business environment (Cho & Honorati, 2014) others argued that
entrepreneurship and business skills would be more applicable considering the
significant role played by SMEs in the global economy and recognising what their hurdles
were (Luiz, 2011; Morris et al., 2020). The realised absorptive capacity as postulated by
Zahra and George (2002). Amarteifo and Agbeblewu (2017) states that a knowledge
management system must be adopted to capture all forms of knowledge within the firm.
The knowledge management tool serves a repository and data source for the firm at
large to capture all knowledge. The lower cost of digital technologies and focus on big
data has opened up new opportunities for SMEs to use big data to assimilate the

knowledge and transform it into new data for which it can be commercially exploited.

Conclusion and recommendations

Continuous training and experiential learning are important strategies to ensure knowledge
absorption with the firm is successful. As new knowledge is absorbed into the business and
transformed it is important that employees are kept abreast of the changes as highlighted in
theme 7 above to ensure the firm gets the buy in and support of their employees. This change
management process would require adaption to existing processes and re-training of existing
employees or recruitment of specialised skills to exploit the new knowledge. Some of the
ways for tacit knowledge to be shared by SMEs could be through job rotation or job

shadowing, as well as for secondments between subsidiary and parent company or even
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internally within divisions. Other suggestions would be to provide a rewards-based system

and a formal training programme. The conceptual model is expanded to show the positive

effect on absorptive capacity of a firm by assimilating acquired knowledge through following

a stakeholder engagement programme, and the transfer of knowledge to parent company by

upskilling people and adapting internal processes and ways of work to exploit the new

knowledge (Fig. 12).

Figure 12: Absorptive capacity of SME
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6.5 Research question 3 (RQ3): What are the outcomes of adopting the

knowledge acquired in country of origin for emerging market SMEs?

The aim of this research question was to gather an understanding of the outcomes of

exploiting adopted new knowledge in the SME’s country of origin. The data was analysed

and broadly categorised into one core theme 9 which was classified as ‘competitive

advantages’.
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6.5.1 Discussion of results for theme 9: Competitive advantages

Findings

Despite the several factors acting as barriers to entry such as lack of financial resources
to expand and lack of support from external networks, the findings reveal that SMEs still
continue with internationalisation strategy due to the entrepreneurial spirit of the
management team or founder. As the participant pool comprises relatively small firms,
the agility to react quickly and adapt to market needs is a competitive advantage that has
worked in their favour. Other competitive advantages identified included the formation of
new networks due to the collaboration with local partners. In four of the responses,
participants stated that they were able to leverage of their local partners network and
diversify their market or product offerings which improved firm performance. In two
cases, participants stated that they were forced to implement internationally accepted
quality management systems to confirm to host country requirements. Whilst proving to
be a costly and time-consuming exercise, their firms were able to benefit from the
accreditation of being ISO certified or EU GMP certified by getting consumer satisfaction
through their confidence in the SME. The liability of foreignness or liability of smallness
was overcome by entering these new markets with products that met internal quality
management criteria. Another benefit recognised was that the firm was able to adopt
some of the international best practises by learning from their counterparts or
competitors through their internationalisation exposure. This benchmarking and adoption
of best practises in country of origin with the parent company afforded them a competitive
advantage in the local market. It also brought about an upskilling of the staff who were

now trained on latest international standards.

Literature comparison and contrasts

The dynamic capabilities framework as proposed by Teece (2007) classifies the activities
of the entrepreneur into three main groups; sensing prospects, grasping them and
transforming the technological, structural and/or cultural systems to address the
opportunity identified (Matysiak et al., 2018). These exploited opportunities which results
from the new knowledge is affirmed by the knowledge based theory of the firm (Robert
& Grant, 1991) which recognised knowledge as a strategic resource of the firm. Whilst
there is a vast amount of literature available acknowledging the importance of knowledge
as a strategic resource as well as of how absorptive capacity of a firm can enhance the
knowledge acquisition process, little is mentioned about the exploitation factor for
commercial benefit. In two instances from the findings, the participants mentioned that
their parent firm had successfully acquired and absorbed knowledge from external

market. They were able to offer latest technology, better quality product at cheaper prices
106



to their customers, but the opportunity never materialised as there was resistance to
change from the local customer. The current available scholarly research therefore falls
short of addressing the conversion factor of adopting new knowledge for commercial

benefit.

Conclusion and recommendations

The findings and literature review suggest that the SME may achieve competitive
advantages by leveraging networks and prior knowledge to obtain new knowledge. The
successful reverse knowledge transfer of knowledge could result in the development of
new networks for the firm, new skills for the parent company, adoption of latest
technology and product enhancements or diversification. All of these would provide
competitive advantages to the firm, but the SME must ensure there is constant
maintenance and investment that is required for that knowledge to be considered a firm
specific advantage or a dynamic capability. The conceptual model is thus presented in
entirety (Fig 13) after addressing research question three which suggests that successful
adoption of parent company reverse knowledge transfer through absorptive capacity can

result in competitive advantages

Figure 13: Conceptual SME reverse knowledge transfer model
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6.5.2 Conclusion on discussion of results

The findings presented is supported by the literature review. SMEs are restrained by lack
of capabilities and resources in their internationalisation endeavours, however their
entrepreneurial spirit motivates them to persist with their strategy. To achieve success,

SMEs leverage the entrepreneur’s prior knowledge and professional networks to obtain
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knowledge about the new market opportunity. Local partners provide access to local
knowledge and local networks, thereby speeding up the process for own generation of
knowledge. SMEs must conduct prior due diligence to understand the background of the
market opportunity. This must include a due diligence on the local partner — not just on
competence, but also on cultural fit with the firm and with its target host market as well.
In order for knowledge to be successfully transferred across the firm, it must ensure that
there is constant training and communication so that employees are regularly made
aware of the changes and have the opportunity to participate in the dissemination of
knowledge across the organisation. Not all knowledge transferred to the parent company
will result in successful commercial exploitation. Thus, SMEs must ensure that when
knowledge is identified, it is carefully screened to determine if it will be useful and can be

commercially exploited.

Chapter seven concludes this study by producing a summary of the results of the findings
and highlighting the research contribution, limitations of the study and prospects for

future studies.
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CHAPTER 7: CONCLUSION

71 Introduction

Chapter seven concludes the research study with a fusion of the main findings. The SME
reverse knowledge transfer conceptual model that was developed in chapter six is
considered with regards to its academic relevance and the implications it has for SME
owners when management look to diffuse new knowledge from subsidiaries into parent
company. The limitations of the study and suggestions for future research are also
presented in this chapter. The research study set out to understand how emerging
market SMEs acquire knowledge from subsidiaries abroad using absorptive capacity to

commercially exploit in country of origin.

7.2 Principal theoretical conclusions

The two key theoretical underpinnings for this study were based on the knowledge
management theory (Kaplan & Schenkel, 2001b) and the absorptive capacity theory
(Zahra & George, 2002). The research considered the knowledge management theory
as it recognises knowledge as a strategic resource that may provide competitive
advantage to the firm, as well as absorptive capacity theory which focuses on the ability
of a firm to acquire, assimilate and exploit the knowledge gained for commercial benefit.
Through this lens, the researcher was able to explore participants contributions through
an interpretive inductive methodology to gather data. This data was then compared to
the existing international business literature and any research gaps were identified for
future research. This approach enabled the researcher to address the main aim of the
study, which was to explore the application of knowledge gained from internationalisation

using country of origin absorptive capacity among emerging market SMEs.

The studies findings supported literature that a firm’s prior knowledge had a positive
effect on a firm’s performance. This knowledge pool could be complemented by the SME
leveraging of networks, collaborating with local partners and performing due diligence on
the host market prior to entry. The prior knowledge of the firm includes entrepreneurs’
prior professional and other work experiences as well as access to their personal and
professional networks. The findings confirmed that access to these networks assists the
firm with a point of entry towards the host market internationalisation opportunity. The
capacity and resource constraints of SMEs is well documented and acknowledged as
barriers to entry in the internationalisation and growth journey. The findings revealed how
these firms overcome these barriers to pursue their entrepreneurial aims of

internationalisation such as the utilisation of open innovation for knowledge identification
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and acquisition. The embracement and adoption of digital technologies (Piqueras, 2020)
and social media for access to market insights such as through internet searches for
industry reports and country risk reports or social media platforms such as Linkedin ® or
Facebook to identify and connect with others. These tools enable the SME to acquire
open knowledge and conduct due diligence and background research on potential
market opportunities. The impact of this would be that it would add to the knowledge pool
of the firm, which could use this new knowledge obtained using the absorptive capacity
approach of identifying knowledge first, then assimilating and transferring it back to

parent company to develop competitive advantages.

The collaboration with identified local partners provides the SME with quicker access to
local knowledge and access to that partner’s’ network (Efrat & @yna, 2020; Lu &
Beamish, 2001), however the firm needs to ensure that there is a cultural fit with the local
firm as well as between the local partner and the client to achieve success in their
endeavours. In the case of SMEs, it is common to find the founder actively involved in
the day-to-day operations and driving corporate strategic vision of the firm. The
consequence of this is that they may not allocate time and resources to screen and
assimilate, therefore impacting on them being unable to benefit from the new knowledge
sources. Due to these resource and time constraints, it is imperative that the firm
selectively screens the knowledge to filter out redundant or irrelevant knowledge.
Furthermore, when diffusing knowledge across to the parent company it is imperative
that the firm ensures there is transparency across the group and willingness amongst
the individuals imparting and those receiving knowledge (Ambos et al., 2006; Rabbiosi
& Santangelo, 2013). The findings provided evidence that supports literature to reveal
the positive correlation between the adoption of a change management process (Hutton
et al., 2021; Santoro et al., 2018), which includes communication across the group of
changes, by allowing employees to engage and become part of the process, as well as
on the benefits of upskilling employees to absorb and maintain the new knowledge (Nair
et al., 2018).

Competitive advantages (Teece et al., 2016; Teece, 2007) could emanate from the new
networks established during the internationalisation process. The findings revealed that
this included the firm’s dynamic capability expanded by developing an understanding of
how to overcome barriers to entry in these emerging markets as well as the new
knowledge gained in understanding and adapting to cultural differences and ways of

work.
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7.3 Research contribution

7.3.1 Introduction

The claims made in this research study remain tentative and unsubstantiated against
other emerging market SMEs as the scope was limited to South African based head
office companies and was limited to 12 firms. Furthermore, the study provided a cross-
sectional approach over a specific time of the study period only due to the constraints of

time imposed by the due date for this research project.

7.3.2 Contribution and refinement to the literature

The research outcomes contribute to the existing IB literature on reverse knowledge
diffusion by complementing the available literature with the view from the experiences of

emerging market SMEs.
7.4 Recommendations for management and/or other stakeholders

Despite resource and time constraints, SMEs should adopt a formal knowledge
management process to capture knowledge acquired and to ensure that it can be
successfully transferred across the organisation. When identifying new knowledge
sources, the firm must selectively screen new information and remove redundant or
irrelevant information to ensure valuable time and funds are not wasted in attempting to
decipher and integrate the new knowledge. Care must also be taken to ensure that
integration with the existing knowledge base is seamless through the adoption of the
knowledge management system as well as through the facilitation of a change
management process. This process must be transparent and open across all levels of
the organisation to ensure that employees are embraced and feel a part of the change
process as well as to gather their tacit knowledge and opinions of how best the new
knowledge can be transferred and transformed across the organisation. By permitting
this process, employees feel more involved and are likely to offer new ideas which may

contribute to further innovation.

In order to benefit from the acquisition of tacit knowledge, the firm must promote
practical, on the job training to impart new knowledge, adopt job shadowing, mentorship
programs for aspiring and new employees and job rotation across divisions and between
subsidiary and parent company. This would allow for the merger and better

understanding of cultural values between individuals.
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7.5 Limitations of the research

The primary limitations of the research have been outlined in Chapter 4. The data set
was restricted to South African SMEs as a representation of emerging market SMEs.
However, as the South African economy is relatively more developed than other
emerging markets like in Africa, which have significantly more institutional voids, it would
be advisable to extend the scope of the study to include a broader geographic
representative base of emerging market SMEs. Also, the study was restricted to a
heterogeneous mix of manufacturing and services firms, the scope of the study could
also be extended to include other sectors including retail sectors which has undertaken
significant internationalisation journeys. The findings were also based on the interviews
with participants based at head office due to convenience as well as the fact that the
senior management and founding shareholders were based there, and did not consider

the input of participants from the subsidiaries.
7.6 Suggestions for future research

A suggestion for future research would be to perform a longitudinal case study to explore
the time taken from knowledge acquisition through to exploitation and a measure of
impact on firm performance as the variable. A further potential research study could
consider increasing the participant pool to include input from individuals in the subsidiary

businesses as well as with the host country local partners.
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Appendix 5: Interview Guide

1.

Research Question 1- What knowledge have you firm acquired from your
firms experience in other foreign emerging markets (on an individual as
well as firm basis)?
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external knowledge sources?

1.2 Does the company engage in joint knowledge-creation projects with strategic
and alliance partners?

1.3 How frequent are meetings and information sharing internally and externally
done?

1.4 How are new external knowledge sources identified/sourced and engaged
and captured?

1.5 What new information has the firm gathered from host country experience?

Research Question 2 - How do emerging market SME’s adopt the
knowledge gained from internationalisation into its country of origin.

2.1 Is there a collective understanding of the acquired knowledge by employees
and firm?

2.2 How has the integration of new knowledge into firm’s knowledge base taken
place?

2.3 Is there any dissemination of new knowledge throughout the firm?
2.4 What tools are used to disseminate knowledge across the firm?
2.5 What new knowledge has been created based on the acquired knowledge?

2.6 Is there any reconstructing and/or addition of new knowledge to the acquired
knowledge for own use?

3. Research Question 3 - What are the outcomes of adopting the
knowledge acquired in country of origin for emerging market SME’s.

3.1 How do employees and the firm apply knowledge for commercial purposes?
3.2 has the firm launched any new innovations to the in-house or to external
market base don acquired or new knowledge created?

3.3 How does the firm convert new knowledge or lessons learned into

commercial applications?
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Appendix 6: NDA used with service providers

CONFIDENTIALLY AND NON-DISCLOSURE AGREEMENT

It is a condition of engagement that students shall aid in preserving all confidential
information, ideas and plans; any confidential information or any information in
respect of any data gathered in respect of their research work. The parties under this

agreement agree to the following:

1. The parties of this agreement shall use its best endeavours to keep any
information confidential which it has acquired or may acquire pursuant to the
research initiative. For the purposes of this clause, confidential information

excludes information which:

1.1 is publicly available or becomes publicly available through no act

or default of any Party;

1.2 was in the possession of a Party prior to its disclosure otherwise
than as a result of a breach by any party of any obligation of

confidentiality to which it is subject;

1.3 is disclosed to the student by a person which did not acquire the

information under an obligation of confidentiality; and

1.4 is independently acquired by a student and as a result of work
carried out by a person to whom no disclosure of such information has

been made;

2. No party shall use or disclose confidential information except with the prior
written consent of GIBS or in accordance with an order of a court of competent
jurisdiction or in order to comply with any law or governmental regulations by

which any Party concerned is bound or as may be lawfully requested in writing
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by any governmental authority.

3. The party undertakes to permanently delete any electronic copies of
confidential information received and destroy any confidential printed
documentation or similar material in their possession promptly once they are

no longer required on completion of the contracted service by the student.

4. On completion of the contracted service by the student, the party is to
confirm to the student that they are not in possession of any confidential

information.

Signed at on this day of 20

On behalf of:

Name:

Signature:

duly authorised and warranting such authority

Witness:
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