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Theinternational businessincubator asaforeign market entry mode

Giles D. Blackburne and Peter J. Buckley, Centre format@nal Business at the University of Leeds (CIBUL)

Abstract:

Foreign market entry for the firm is often a mooenplex process than suggested by theoretical models
which can often benefit from re-contextualising &xtension in order to retain their explanatory pow

In this article, case study research shows howni@nriational business incubator in China, operhjed
British export promotion organisation is able toilitate the foreign market entry of firms. Thedings
provide an opportunity to highlight a hitherto undesearched method of foreign market entry, explor
the synergies between the foreign market entrybarsthess incubation literatures and dtsextend

theory by integrating the role of the business lratar as a method of foreign market entry intotegs

models and frameworks.

INTRODUCTION

As the western world continues to recover from gsimn, national governments are encouraging fioms t
export their products and services in order toterg#s and boost the economy. However, the chggdlen

associated with entering new foreign markets, knowthe academic literatues ‘liabilities of

foreignness’, (Denk et al., 201fHymer, 197¢Zaheer, 1995), remain significant for new-comandekd,

such impediments can stand in the way fitm’s successful foreign market entry.

An innovatoryphenomenon which aims to ease a firm’s entry into a foreign market is an ‘international
business incubator’- a shared office-space facility located in a fgnetountry that provides temporary

accommodation and assistance to newly arrivingsfiomtil such time as they feel able‘f@aduate’ or



leave to set up a permanent presence of their Bxamnples include, the Danish Business Centre imaInd

Ministry of Foreign Affairs of Denmark, 201.6ThinaBritain Business Council’s Launchpad scheme in

China|(CBBC, 201p)the UK India Business Council’s Launchpad scheme in Ind|ia (UKIBC, 2016) and

also the Business Support Centres in Thailand lested by The Japanese External Trade Organization

JETRO, 2018)While the phenomenon of the international busimessbator has become more

widespread, the benefits of business incubatianrasthod of foreign market entry has remained parel

understood from an academic perspective.

In this paper we first discuss thencept of business incubation and introduce thetlkegries that
explain the foreign market entry behaviour of firdée then explain the research context and single ca
study approach adopted in this paper, before priegeour empirical findings. Finally, we offer

theoretical discussion on the functioning of busgncubators as a method of foreign market entry.

Businessincubators— the concept

First of all, what is a business incubator? Taking account a variety of perspectives and staimipn

a review of the early literature, Hackett and Dj604 defined the business incubator thus:

“A business incubator is a shared office-space facility that seeks to provide its incubsitge.
“portfolio-" or “client-" or “tenant-companies™) with a strategic, value-adding intervention
system (i.e. business incubation) of monitoring business assistance. This system controls and

links resources with the objective of facilitatitige successful venture development, while

simultaneously containing the cost of their potential failure.” (Hackett and Dilts, 2004: %7)

This paper broadly follows this definition of busss incubation asrisk reducing intervention, within a

foreign market entry scenario. However, in the acad literature business incubators have mainly been

considered within the context of promoting compgrgwth in domestic market settings (Allen and

Rahman, 198"33ampbe|l and Allen, 19T|Fry, 1987) for example in nurturing new businesses in local
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economieq (Sherman, 1999), commercialising unityeositputs| (Vedovello and Godinho, 2003)

stimulating and commercialising technological invens|(Mian, 199nScheirer et al., 1985) or creating

business networks at a local leyel (Hansen e2@Q() A number of typologies for business incubators

have been described (¢.g. Allen and McCluskey, [IB86ker and Gassmann, Z(H(DBimaIdi and Grandi

2005|Von Zedtwitz, 2008), but business incubation assams for facilitating foreign market entry has

not featured amongst them.

The use of business incubation to support intesnatientrepreneurship is a recent phenomenon (Li,

2009). Li (2009) distinguishes between two kintighoubator that support international entrepresbigpr

at the national level, namely Inward InternatioBakiness Development (IIBD) incubators, where the
objective of stakeholders such as local governriseiot create jobs, facilitate technology transfed a
attract inward foreign direct investment, and OutiMaternational Business Development (OIBD)
incubatorswhere the home country establishes an incubatoadln order to encourage outward direct

investment into a foreign country. In particuldittle has be written about the OIBD incubatomas

method of foreign market entry, and the few papeeslable (e.g. Rask and Bgllingtoft, Z(H(DBrich and

Hollensen, 201¢4) offer only explorative and tenatexplanations about its role in the internatitaion

process of the firm or as an alternative meansmidn market entry for the firm.

Thetheory of foreign market entry

There are two broad streams of theory which are used to explain a company’s choice of foreign operation

methodq (Welch et al., 200n the one hand, there is an ‘economics-strategy’ stream which

encompasses market imperfections theory, orgaoisdteconomics theories (such as internalisatioh an

transaction cost theories) strategic behaviourrtheesource based theory and DugisrEclectic

framework|(Dunning, 1993Dn the other, there is a ‘process oriented’ stream, loosely termed ‘the

internationalization process’, which encompasses organisational learning and network approaches. The

former stream assumes rational and timely decisiaking by the firm, with an emphasis on costs and



benefits. In the latter stream, decision-makingegarded as a more gradual process, informed by the
accumulation of knowledge and experience, characterised by a ‘bounded rationality’, and influenced by

individuals, organisations and networks of actors.

According to internalisation theory, a firm maytiaily establish overseas operations in response to
market imperfections in cross border transactibmsther words, instead of continuing to bear thste
of such transactions (e.g. agency costs, licensimgmissions, and so forth), the firm will make a

rational decision to ‘internalise’ its foreign sales activities, for example by setting up its own sales

subsidiaries or production operatigns (Buckley @adson, 1976). In a model created by Buckley and

Casson 198?1 the timing (and outcome) of mode switching froxpert to licensing or FDI is seen as

being dependent upon the demand conditions in Hr&eh(q) and the total cost of foreign market
servicing c(q), which varies with demarkhe model proposes that a firm will subsequentiierea
rational decision to switch modes based on thesafstxporting versus the costs of licensing or.FDI
Figure 1 shows how sales in the foreign marketnedich a scale where production in the foreign etark
becomes worthwhile. The choice of foreign operatimte then becomes an economic decision. The
analysis of rational decision making in this moaeld its relationship with mode switching, has the
potential to provide an explanation for the ecororationale behind a firm using business incubati®n
a method for entering a foreign market, but irpissent form the model is limited by its use ofydhkree

generic market entry methods.

(Figure 1 goes about here)

Anderson and Gatignorl 986 also used transaction cost analysis to help neasammpare the costs

and benefits of strategic alternatives and to sele@ntry mode that maximises long-run efficiency
(measured in terms of the risk adjusted rate offinedn investment). According to Anderson and
Gatignon, control is the single most important dateant of risk and return. They argued that high

control modes can increase return, but also risklstMow control modes can reduce resource



commitment, but at the expense of return. Root §)L@3serts that as firms become more experienced,

they will choose entry modes which provide greatartrol over foreign market operations. Greater
control implies a greater commitment of resourcektherefore more risk, but over time this trade of
can be accommodated by firms as their confideno@/girAs shown in Figure 2, early on in its
internationalization, a firm may wish to adopt lagk/low control export modes. Later, it may be
confident enough to enter a market as an equigsitov or through a wholly owned subsidiary, as

expressed as trade-offs between control and risk.

(Figure 2 goes about here)

Business incubators in domestic scenarios havadreeen acknowledged as enabling entrepreneurship

where previously it was too costly or risky (Bagjtoft and Ulhgi, ZOOfrHackett and Dilts, 20Q4)

According to BugliarelldX99§ staying in a business incubator or being relttddcated at a business

incubator can also reduce an entrepreneur’s perceived risk of a project because the business incubator
represents a form of social capifRbot’s (1998) model of how a firm’s commitment to a foreign market
may deepen within the context of risk and contad the potential to demonstrate the risk/control

characteristics of business incubation.

According to Kogut and Kulatilakpgl 994, firms should view investments and (the buildafy

organisational capabilities, as creating ‘real’ options or platforms to expand into new products or markets.
Technol@y drivers, joint ventures, flexible manufacturing skills and ‘country platforms’ are all given as
examples of options, which enable firms to positteemselves favourably in the face of future
uncertainty, adversity or opportunity. The authexplain that firms may initially establish distrifoan
channels or learn how to do business in a couhiepé of building the capability to launch further
products or services. The overall message is thastment in physical or human assets or in

organisational capabilities should be built in fgremarkets in anticipation of the future. An



understanding of options or platforms offers a fimasgheoretical explanation of the role that basm

incubation can play ia firm’s foreign market entry from a strategic perspective.

The ‘internationalization process’ stream has tended to view the decision surrounding the selection of
market entry mode from the perspective of a mormbed rationality (where outcomes are influenced

not just by economics, but are also partial to hutimaitations and interventions) and through theslef

organisational learning processes. Johanson anth&/f977 acknowledged the accumulation of

knowledge and experience as a means to overcommdeetainty faced by a firm which is entering a

new market. The challenges associated with entemgforeign markets, known in the academic

literature as ‘liabilities of foreignness’ {(Denk et al., 201Hymer, 197ﬁZaheer, 19956) remain significant

for new-comers. These liabilities can include irtgpde knowledge about a host cayi culture, norms,

values and business practices (i.e. “‘unfamiliarity hazards’) and a lack of embeddedness in local networks

(i.e. ‘relational hazards’) (Eden and Miller, 2004). Such impedimestd in the way of firms’

successful foreign market entry.

Johanson and Vahlne developed a model of the atienalization process that focused on the indiaidu
firm - in particular its gradual acquisition of kmtedge and its increasing commitment to foreignkaty
which sought to demonstrate that rather than mdkirgge investments in a foreign country at a single

point in time, firms develop their internationalesptions in an incremental, step by step mannamileg

as they gq (Johanson and WiedershBimul, 197%). The model suggests, for example fitina¢ would

first export via an agent or distributor in thedign market, then set up a sales subsidiary amd the
perhaps at a later stage set up a productiontiaditi the Uppsala model, the current activitieadirm at

any one stage helps to build experience, whichrm strengthens knowledge and helps reduce

uncertainty about making further commitments. latar development of the model (Johanson and

Vahlne, 2009)‘insidership’ in relevant networks is also seen as necessary for successful




internationalization. This model also presentsna larough which to consider the knowledge and

networking potential of business incubation as metbf foreign market entry.

The key theories relating to foreign market entydnbeen outlined above, but presently do not

accommodatéusiness incubation as a foreign market entry motis i§ an important under-researched

phenomenon which justifies a ‘phenomenon-driven research qugsn’ (Eisenhardt and Graebner, 2007)

broadly scoped in order leave flexibility, nameéigw do business incubators serve as a foreign marke

entry method for the firm?

RESEARCH APPROACH

In this section, the research setting (China) ssuised and the operation of China-Britain Business
Council’s Launchpad scheme is explained in detail. This is followed by theioatle supporting a single
case study approach, along with other considemtibhe selection of Launchpad as the case study for
this investigation, rather than one of the othegifess incubation arrangements mentioned above, was

because one of the authors was an emplof/&hina-Britain Business Council.

China

Despite being one of the largest and fastest gmpwiarkets in the worlg (Johnson and Tellis, 2008) a

an important destination for foreign direct inveetm|(Lau and Bruton, 20()&lorrison, 20138), with a

variety of regulatory, competitive and cultural b&ages, China is regarded as being a difficultkatar

for foreign firms to entef (Niu et al., 20W/alters and Samiee, quﬁaprak, 201P). This presents

challenges for foreign firms, whose foremost conaghnen entering a new market will be to gain market

legitimacy and establish the right to do businaghé new market (Yiu and Makino, 20p2 ). In terrhs o

the challenges posed to foreign market entrants, China is categorised alongside other ‘emerging markets’,

such as Indiaj, (Johnson and Tellis, 2008).




Firms entering the Chinese market face partiditads of liabilities of foreignness, such as spgatia

distance [ (Boeh and Beamish, 2(jfymer, 1976); the need to establish relationshipadivance of doing

businesq (Ambler et al., ZOH)Bridgewater and Egan, ZOﬂManhonacker, Zocnﬁh(eung and Tung, 1996)

bureaucracy (Ambler et al., 2(1118lewart, 199D) regulation in some sectors e.g.naotive [(Nam, 201(1)

telecomg (Han and Wang, 2Q143% well as the influence of regulation on somecstines|(\Wu and

Strange, 2000). China has also been recognisextkiagd sufficient legislation to protect intelleatu

property rights and their enforcemegnt (Ambler et%ﬂ)OEﬂChen and Hu, 20(T|2<eupp et al., 2009). Yet

despite all these factors, firms are still attrdate China because of the potential offered bghiser
market size. Our case study of a business incubatmt by UK firms for market entry into China

captures the extreme form of the barriers facetierinternationalisation process.

The Launchpad businessincubation scheme

China-Britain Business Council (CBBC) is an exgmmotion organisation and membership
organisation that works closely with the Britishvgtnment to assist British companies to do business
with China. With its head office in London, UK, ia$ 13 offices in China (Beijing, Shanghai, Shenzhen
Shenyang, Qingdao, Nanjing, Hangzhou, Wuhan, Xi’an, Chengdu, Chongqing, Changsha and
Guangzhou). CBBC receives a grant from the UK guwvemt to deliver a range of subsidised trade
services to UK firms on its behalf - such as conygatroductions and basic market research, busit a
offers a range of non-subsidised services thaksas\alternative revenue streams, along with income
from membership fee€BBC’s Launchpad scheme is one such non-subsidised ‘commercial’ service,
which offers firms a form of business incubatiomddr a consultancy contract with a UK firm or
organisation (the ‘client’), CBBC’s China offices act as initial ‘employer’ for a dedicated staff member or
‘project manager’, identified, selected and then assigned to the client through an open recruitment process.

CBBC provides a work station for the project mamag®ng with business development support within



its network. In each location, a CBBC employee allguhe chief representative, assumes the role of

Launchpad scheme manager from an administrativesapérvisory perspective.

The human resource dimension offered by CBBC ismortant benefit provided by the scheme, since
foreign firms are not permitted to employ Chineaganals without first having registered an office
China. These staff members are able to carry wsihbss development, liaison or research work {mith
the scope of CBBC’s business license), in preparation for the client establishing its own permanent
presence in China. Their daily tasks are directethe client in the UKThe employment of the project
manager is transferred from CBBC to the firm oramigation as soon as it sets up its own entity.
Alternatively the firm or organisation may decideéave Launchpad and exit the market completaly. |
this event, there is no further payment due to CBR{ a severance fee is payable to the emplogee, a
required by Chinese employee contract law (typically equivalent to one month’s salary for every 12

months employed). The same applies if an emplay/eside redundant (owing to poor performance or
non-suitability) during the business incubationigeirSuch obligations are passed onto the incubatee

firm under pre-agreed terms and conditions undet#unchpad contract.

Having access to a dedicated staff member, who fhenoutset is earmarked to leave CBBC and work
for the client’s new entity, is an arrangement distinct from straight forward services (research,

introductions etc.) offered by other third partgamnisations such as Chambers of Commerce or
consultants. The workarried out by a project manager, akin to having one’s own ‘person on the ground’,

is more readily controlled and internalised dingty the firm, with the project manager incentivige
succeed in his or her work by the prospect of bécgma significant employee in a new business ventur
British firms are directed towards Launchpad through the UK’s China trade promotion agencies and also

by word of mouth.

Incubatees pay a fixed annual management fee tocGdBBrder to use the Launchpad scheme, which

along with salary (which varies according to th#island experience required) and related out-going



(pensions, social funds etc.) makes up a totalausagt. In view of the specific skills requirede tisage

cost under the scheme (including management femtimsignificant and may exceed US$80,000 per
annum. The minimum contract period is 12 months, and so the minimum cost to the firm is a year’s
management fee, plus salary and related contritmitidn incubatee firm may take on additional prbjec
managers and desks, but must bear the full cabeddditional salaries and only receives a 10%odist

on the management fee for each additional persom.nfanagement fees are a source of revenue for CBBC
making this arrangement a sustainable commerdiating. Incubatee firms do not receive subsidiearof

kind.

Business development support from CBBC extenddentifying potential partners or customers for
incubatees and, in difficult or sensitive sectassng its reputation and relationship network toaduce
companies to the relevant government authoritiesled in permitting foreign companies to enter and
operate in China. According to a former CBBC Shangmaployee, this is particularly useful for smaller
firms; larger firms do not require such suppomgdiag to rely on their international reputation axiten
having a stronger marketing or government relateapacity than CBBC. For SMEs operating in an
uncertain environment, Launchpad also offered e wafy to withdraw if necessary. The Shanghai

informant summarised the benefits to Launchpadsuseifollows:

“The main thing is that they do not need to worry so much. There are so many things that
companies need to worry about if they don't use thpad. For example, how can | find the
right person, how can | register myself, how cdeal with my customers, how can | handle my
money, how can | locate myself, how can | find mgrket intelligence? And even though | have
the market research report, this is just paper. Eanvl roll it out in a plan, how can | protect my
IPR [Intellectual Property Rights]. So Launchpatlhally gives them a place to really wait and
see, for them to really touch the water, and th#mely feel the risk is too high, they can leave,

without any patcular strong risks.” Former Employee, CBBC Shanghai
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Analysis of Launchpad users

An examination of CBBC’s records carried out by the authors yielded data on former and current users of
Launchpad useful for understanding the scheme ire miepth (see Appendix A). From this, we are able t
show the balance of incubatees engaged in manufagteersus services, the average time spent in the
incubator and the percentage of companies thattaiaéd a presence in China after graduating fran th

scheme.

The data shows that there were 162 former Launchpad incubatees or ‘graduates’ measured by the number

of dedicated desks occupied across CBBC’s China offices. However, in reality there were 148 sisdrthe
firm level, owing to eight firms using desks in radhan one location. The figure of 162 was, however
used as the base number for some analysis of Lpadalsage and outcomes. At the end the research
period (2014) there were also 24 Launchpad dedkesebcoccupied by 21 firms, making a total of 169
incubatee firms. Launchpad has become more popiiee its establishment. In the five years from4199
to 1998, there were 14 new desks taken; and fra®8 1®2003 another 51. From 2004 to 2008, there wer
70 new desks and from 2009 to 2013 there were Glin®this last period, there were only 3 new desks
taken in 2009 (perhaps influenced by the globarfaial crisis in 2008), but there were 22 new déaken

in 2013. This shows increasing adoption of thiskeaentry method after 2000 and a steady increase

usage since then.

During the period under analysis, Shanghai wasrthst popular location for Launchpad (77 graduatet a
current users), followed by Beijing (72 graduated aurrent users). Shenzhen had 17 users. Thees wer
single digit figures for Chengdu (6), Wuhan (6), @lao (3), Shenyang (3) and Nanjing (1). In Beijitlp
balance of graduated users was in favour of seprioeiders 68.85% (42 out of 61), whilst in Sharigha
balance was more in favour of manufacturers 55.7@@%wut of 70). With current users, the balance lies

heavily in favour of services, with the educatieeter dominating- 65.21% (15 out of 23). In terms of
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accommodation, there is some flexibility in the tnenof incubatees that the CBBC offices can house,
since the office lay-outs can be reconfigured wept more incubatees within open plan environments.
Incubatees share space with a CBBC core team ethgagarrying out tasks for members, along with

other support activities for UK firms, such as arsh or introductions.

Overall, for graduated companies, the top fourassatere engineering 14.20% (23 out of 162), bogdi
12.35% (20 out of 162), education 12.35% (20 olit&H) and financial and legal services 6.79% (1tlobu
162). By sector, Beijing Launchpad was dominateddutors known to be highly regulated, such as
telecommunications (5 out of 6 incubatees in thid®), power and energy (6 out of 7), agricultdreut
of 4), healthcare (3 out of 3), airports (2 ou@foil & gas (2 out of 2). In Shanghai, Launchpeats well
represented by industrial sectors, such as engjigeand automotive 65.5% (19 out of the 29 across

China).

The average (arithmetic mean) stay in Launchpaokaaill locations was 2.19 years (median 1.66 years
Average stays in Beijing (2.93 years; median 2 g)eaere longer than those in Shanghai (1.39 years;
median 1.65 years). Firms from some sectors spagel in Launchpad than others. For example, the
average stay for education was 2.35 years, whilerigineering it was 1.89 years. 68.75% of gradlate
firms and organisations (113 out of 162) proceddeskt up a presence in China. The number of fanis
organisations graduating and setting up in Bei{#f) and Shanghai (47) were broadly equal. Howther

progression rate in Beijing was 78.69% (48 outDf @hile in Shanghai it was 67.14% (47 out of 70).

Over the research period, a Representative Offaethe most popular mode of post-Launchpad foreign
servicing method- 76.11% (86 out of 113), followed by wholly foreigwned enterprise (WFOE) 18.58%
(21 out of 113). The JV did not figure highly ap@st-Launchpad entry mode (only 5 cases). In Skangh

there were more examples of WFOE being chosen asettiestage of market servicing - 29.79% (14 out of
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47), when compared to Beijing - 6.25% (3 out of. 48yecent years, however, Representative Office®
become a less popular form of market servicinghm&, with WFOE becoming the favoured method. Of
the graduated firms and organisations, 30.25% 9aut of 162) did not proceed to set up a presance
China. Of these 18.37% (9 out of 49) are no loag¢ire in China (7 of these 9 were non-commercial
organisations such as trade associations and goeetrdepartments); 38.78% (19 out of 49) withdrew
their physical presence but are still active; 366438 out of 49) of the firms and organisations hadn

either dissolved (12) or acquired (6) by other §rm

Once those companies that were subsequent dissahaatjuired (18) are taken into account, the
progression rate to a subsequent market servicodgrin China can be said to have improved to 78.5%
(113/144). If the number of discrete incubatee $if(148) is taken as the base, and those companies
acquired or dissolved (18) also taken into accahmetprogression rate rises further to 87% (113/130
Moreover, if the number of non-commercial users Whigthdrew and are no longer active in China () ar

also taken into account, the progression rate wootove further to 91.86% (113/123).

This above analysis of the CBBC international bessincubator adds further rigour and context this

research and supports the quality of the findingsented later in this paper.

Launchpad as a business incubator

For the purpose of this paper, it is also important to justify that CBBC’s Launchpad facility can be
categorised as a business incubation scheme,isjroerides the focal setting for this researchisTwill

be achieved by discussing its characteristics ugimgs from the business incubation literature.

Launchpad fits the formal definition of a ‘business incubator’, in so far as a business incubator is any

organisation which provides affordable office spand shared administrative serviges (Allen and

McCluskey, 1990Fry, 1987) The Launchpad scheme has characteristics of both ‘For Profit
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Development Incubators’, which have a ‘Primary Objective’ of ‘selling proprietary services to tenants’
and ‘Non-Profit Development Cotpation Incubators’, which enhance the business development

environment and promote the development of theliatae. These are two types of business incubator

suggested by Allen and McClusk&90Q as being distributed along a value added contmuu

It can also be said that Launchpad provides ‘business incubation’ through ‘monitoring or business

assistance’ {(Hackett and Dilts, 20Q4) Launchpad identifies well with Smilor’s conceptualisation (19873

of the incubator as a system wiionfers ‘structure and credibility’ on incubatees whilst controlling a

set of assistive resources, such as ‘secretarial support, administrative support, facilities support, and

business assistance’. Von Zedtwitz (2003 defined an ideal type of business incubator, wieasserted

that it must demonstrate at least four out of §igecific services, namely access to physical ressur
office support, financial support, entrepreneustalt-up support and access to networks. With the

exception of financial support, Launchpad proviftes of these specific services to incubatees.

Case study rationale

The case study has been defined by Piekkari 2@09) as “a research strategy that examines, through

the use of a variety of data sources, a phenomientnaturalistic context, with the purpose of

‘confronting’ theory with the empirical world” (p.589) and has been observed as being the most common

gualitative methodology in international businessearch (Piekkari et al., 2J09). The advantagheof t

case study as a research method is that it petimeitesearcher to generate and utilise many differe
kinds of rich evidence, allowing him or her to erttee world of his or her subjects and offering the

opportunity to study them within the context ofith@mvn environment

According to Yin|R009 the case study can be used for explanatory pespasd may use deductive logic

to not only test propositions, balkso revise existing theories. Arguing from a posstiperspective, Yin

2009) advocates that in order to overcome critiaislated to external and internal validity, caselies

should have clear designs, with research questimiis, of analysis and procedures for interpretiata
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stated. In this paper, we subscribe to positagstumptions that the social world exists exterraily
requires objective methods to identify causal exatians. We have providedhow’ research question,
namely how do business incubators serve as a foneigket entry method for the firm? The units of

analysis and procedures for interpreting data lamedearly specified and elaborated on below.

For our research into the business incubator as aouiethforeign market entry, the case study metkod i
a good choice for assessing its function, espgdiam the perspective of firms that are usinghave

used one, since firms are positioned at the héaainol are the main beneficiaries of, the business

incubation process. Here, we adopt a single emloedage study design (Yin, 2009) where within the

single case (Launchpad), attention is also givesubpunits (incubatees). These embedded units are

selected following the Eisenhardt appro@ of ‘theoretical sampling’ where incubatee firms were

chosen for theoretical rather than statisticaloaasith a view to extending existing theory. Thesibess
incubator is therefore the unit of analysis anditicetbatees its sub-units that can enhance our

understanding of the single case.

Amongst the rationale for a single case beingfjedtis when it is‘representative’ (Yin, 2009) The

international business incubator under investigati@unchpadgan be regarded as a ‘typical’ business
Overseas International Business Development inoubAtnumber of other examples of international
business incubation arrangements are mentiondgt iimtroduction and Launchpad may be regarded as

‘representative’ of a phenomenon which is not well understood. According to Dyer and Wilkin 5199?, a

single case study can also be justified wheredble lead researchers to develop new theoretical

relationships and question old ones.

As mentioned above, one of the authors of this paps an employee of CBBC. This created a level of

level of access to a research opportunity otheresseemely difficult to find.‘Positionality’ (Banks,

1999), a term used in sociology and anthropologynawledges the place of the researcher in the

research environment. This concept can also be viewed in terms of whether the researcher is an ‘insider’
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or an ‘outsider’ (Merriam et al., 200[1). Being an employee of CBBGuUght the advantage of getting

close to the phenomena under investigation (Dydaitkins, 1991) However, it also brought the risk

of possible bias, making assumptions and not bedihg to see things thatay be evident to ‘outsiders.’
A positivist approach requires independence. Aesalt, we needed to pay close consideration todwow
roles affected the research process. We made effodistach research and work agendas, represented
ourselves as university researchers rather thatogegs, with a view to ensuring that our identitiécs

not unduly influence the interpretation and repnéstion of the data.

Within the single case study, we investigated thmegrnces of ten current and 14 former incubatées o
Launchpad via 47 semi-structured interviews with &l Chinese managers who were closely involved

in the scheme. We also carried out interviewees thitle former CBBC employees. This approach

allowed us to go deep into the dynamics of thelsingsg (Dyer and Wilkins, 19P1). To ensure a wariet

of perspectives, and to ensure the emergent fisdirege applicable across a broad range of orgamsat
(so-called “diverse sampling’), incubatees from both the manufacturing and service sectors (including
several internationalizing universities) are reprgsd in the sample, as well as thésen both the ‘small’
and ‘large’ category. A variety of motivations were held by incubatees|uding beginning or increasing

(existing) exports of products or services, soganprofile building (See Appendix B).

Out of the 24 firms in the study, 15 firms offeredyad of interviewees (one in UK, one in Chinayrf
firms offered three interviewees (two in UK, onegdhina). Five firms that had withdrawn from the
scheme without progressing to an independent magkgicing mode in China offered only one
interviewee, but this interview data provided fertlvaluable insights. The experiences of these
incubatees are able to convey the role and fundidhe business incubator in foreign market erifiye
interview protocol, informed by themes from thesimiationalisation literature (see Appendix C), pose
series of open questions in order to enquire alwbytincubatee firms chose to use Launchpad, what

were the perceived benefits and how these inflwktioeir internationalisation experienc&€ogether,
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these help us to understand to understand theidanat the unit of analysis in this study, the Imgsis

incubator.

NVivo, a form of Computer Aided Qualitative Data #ysis Software (CAQDAS) was used to code and
analyse interview datarhis enabled us to collect evidence around therétieal themes of risk, control,
knowledge, networks and the foreign market entpeeience and to identify where data can support

emergent theoryn order to further facilitate analysis of the data, a ‘case study database’ (Yin, 2009: llT)

was developed, which provided provide quick ang @asess to each and every supporting quotation,

samples of which are presented in the researcimfjedelow.

RESEARCH FINDINGS

The findings of this research revealed busineasbiators offer benefits to firms, which in turn uehce
their decision to enter and deepen their commitrieeatforeign market. Data collection and analysis
focus on a number theoretical areas, includingidorearket entry, the risk and the risk/controtzaff,
knowledge management and international networkiogiships This section displays key quotations and
supporting evidence from the study. Together theifigs point towards lower market entrystsp

improved risk/control trade off, enhanced knowledgd network relationships and momentum for

increased market commitment.

Selection of businessincubation as a foreign market entry method

In opting for business incubation as a market emgeyhod, cost was a factor for 14 informants within
incubatees (29.8% of those interviewed). The absaost of market entry, in comparison to other
options, was taken into account by three incubatekist for another the issue was more about

‘affordability’ in comparison to other options. One interviewee explained:
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‘So that you can say well let's not worry yet about whether we want to spend a million pounds on
putting a factory in China - let's just worry abettether we want to spend £50,000, getting to a
point where we really understand it better, or madnad thousand pounds. That's a much easier
decision for a board to take and say well let’s at least do that. That can be taken for perfectly good
reasons, or for pure indetin reasons.” C1P2, Managing Director, Food Processing Equipment
Manufacturer

This quotation also indicates, from the experiewfcihis firm, the availability of the business itaior

led to it pressing ahead with market entry dedpternal (board level) reservations about the

commitment required.

Fourteen incubatees within ten incubatees (29.8%asfe interviewed) also commented on the
immediacy offered by Launchpad as a means to g@menarket. Three informants found the Launchpad
scheme to be a quick, low cost market entry opdiash another three commented on the speed in

comparison to alternative modes.

‘If you want to open a rep office you still need to spend a lot of money for registration and you
have to rent the office, you have to hire the adrperson, all these things, and it takes an even

longer time to start the business.” C23P2, Chinese Manager, Pharmaceutical Logistics Company

Risk/Control Trade-off

Low risk.

Perceived market challenges or liabilities of fgreiess highlighted by interviewees included limited
internal resources (owing to company size), languagl culture, bureaucracy, lack of brand awareness
lack of knowledge, protection of intellectual progeights (IPR) and local and foreign competition.
Twenty six informants within 20 incubatees (55%itwf total interviewed) referred to the Launchpad

business incubation scheme as minimising risk imesway. Analysis of the interview data revealed tha
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business incubation provided incubatees with arlskvenvironment for market familiarisation at a
reasonable cost, and without making a large uptirmestment. The scheme facilitated a low risk nsea
of having a presence in the market, without a gieat of commitment on the part of the
internationalising firm. Launchpad was also vievigdnterviewees as providing a low risk and relglyv
low cost exit should research or results not supthercase for making a next step, deeper commttinen

China. An SME (manufacturer) interviewee explained:

“The main benefits for our company have been tHedécisk and the fact that we could
withdraw at any time, and certainly after a yearomeld withdraw without any recriminations or
loss of face, quite frankly, and it gave us theapmity to confirm that there is a real market for

our prodicts and our company in China.” C8P1, Director, Manufacturer of X-Ray Generators

High control.

The notion of control figured highly in responsesnfi 12 informants within nine incubatees (25.5% of
those interviewed). The degree of control offergdHis business incubation scheme compared
favourably to alternative market servicing methedsh as joint venture, or working via agents, wlaits
the same time facilitating the representation neangsfor in-market coordination and liaison. Having
control of one’s ‘own man’ (in the market), versus reliance on an agent or distributor, was seen as
important by eight informants in eight incubatee organisations. This also ensured that the firm’s own
objectives or interests could be pursued and diatte information, for example about market

conditions or quality, could be obtained and judgsihble enough for the purpose of decision-making

A university user of Launchpad explained:

“We had some other offers, from some ofdtier agents that we work with, ‘I'll be your office,
pay me this or that or the other, and I'll take it over’. But it was at that point that I became the

regional manager for the East Asia region, so Itadusomething that | would be able to feel that
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[Incubatee 14] had control over as well. And | khihat what Launchpad offered was that and
[its head office] was a UK based operation as wetlatsa having legal status in China.”, C14P1,

Manager, East Asia, University

Control over costs and the cost certainty thatriass incubation provided was regarded as impdrtant

the initial stages of market entry, especiallydoraller firms.

‘Some of the investors liked the idea of that certainty on cost. In fact for most of them it was the
certainty on costs, and the fact that it wasn'ngdb be a massive, open-ended cheque being
written. [ think they all liked that and that was attractive.” C16P1, Managing Director,

Telecommunications Equipment Manufacturer

Knowledge and Networ k Relationships

Knowledge.

Twenty four informants from 15 incubatees (51%hafse interviewed) indicated that having a member
of staff in-market tasked with gathering marketliigence was a key benefit. Sources for such
intelligence may include customers, agents oridigiors. According to three informants, the incislea
benefited from having a Chinese employee who was able to find out ‘the real situation’ about distributor
behaviour, identifying distributor strengths andaWeesses, validating distributor information alibet
market and conveying information about the regujasmd business environment. Eighteen informants
from sixteen incubatee firms (38.3% of those in@med) and organisations recognised that a vitdl pa
of knowledge accumulation also arose from inteoadibetween incubatees within the incubator. Fker fi
informants, such knowledge and experience shasitended to how to set up an enterprise, how tarun
business, recruitment issues, marketing and brgrathid finding suppliers. Regarding the overall

knowledge experience, another SME (manufacturetiatee explained:
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“[The increase in knowledge] is just immense. Tiffer@tnce is just incredible. | suppose there
are so many different levels to it. There is thisibess culture - the courtesies, the protocads, th
negotiating tactics. Then of course you’ve got the completely different legal system that you’re
dealing with. You’ve got the risks you run with intellectual property that you’ve got to be very

aware of.” C9P1, Managing Director, Manufacturer of Sports €éeahd Work Place Lockers

Networks.

During the business incubation period, networks were built or maintained by the firms’ own efforts or
through leveraging the connectivity of the incubakvidence from 20 informants from 16 incubatees
(42.6% of those interviewed) showed how businesshiation was able to provide a platform for
incubatees to maintain existing business networksidd new ones. Firstly, relationship networksikcb
be maintained whilst the staff that had createdchtiwere back in the UK. This ensured smooth, ongoin
communication and ultimately contributed to morewtedge about the operating practices of key
contacts. Secondly, the business incubation armaagewas also acknowledged as helping build new
business networks, sometimes in new locations ind&CWwhere previously there were none. The Chinese
employee was recognised as playing an importaatinotreating the business networks necessary for
future success, either by proactively seeking nemtacts or through leveraging existing personal and
professional networks. Nine informants from seveubatees (19% of those interviewed) also found it
helpful, from a credibility perspective, to be adated with an official organisation in China suh
CBBC. They considered that it indicated some kihdupport or endorsement. Regarding network

growth, another SME manufacturer explained:

“I’ve met the top 30 companies, state owned enterprises, private organisations, private
companies....which comes down to the qualities of our employee, who’s done the leg work to set
those meetings up, to make them happen and cotedmanake tbm.” C2P1, Regional Director,

Manufacturer, Installer & Operator of Water Systems
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The market entry experience

In examining the pathway to foreign market entiye incubatees acknowledged that their entry into
China, or the move towards a full market commitmeumtuld have been slower without the availability o
Launchpad. Of these, informants from three curiruibatees explained that they would definitelyenav
been moving slower in terms of penetrating the mtagkerhaps becoming distracted by other priorities
nearer to home, being bogged down by discussiotisasiivisers about alternative legal structuresyor b
the formalities and practicalities of setting ugChina. For informants from two former incubateés,
progress towards the final outcome would also teeen slower without the availability of the scheme,
since market entry would have simply been moreyriskstly and difficult to justify. One incubatee

explained:

“It would have been extremely difficult for us tormeade the shareholder to make the investment,
if it had just been a case of OK, we're going teeh® set up a company, we're going to have to
put in RMB 5 million, and there is no business cagrimtoday, we haven't got a prospect
list....We would probably have ended up trying to find a partner and, you know, it's impossible to

tell how that would have gone. So, yes, | mearetiea significant probability that we wouldn't
have entered the market if it hadn't been for therichpad scheme. Without the Launchpad
scheme it would either have been more difficuldipense to actually persuade the shareholder to
enter the scheme or alternatively we just woulldate done it. We would have entered maybe,
you know, in a differentnarket, or not gone in at all.” C23P1, Managing Director,

Pharmaceutical Logistics Company

Interviewees were also asked whether the avaifgloifithe Launchpad scheme had influenced the speed
of market entry. The immediacy and the availabilifythe scheme allowed firms and organisations to
take a decision to enter China more quickly. Irtipalar, the scheme was acknowledgedacilitating

the employment of a person more quickly, or acewdo required timelines, without the bureaucratcy o
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the direct employment required under alternativel@so The person could quickly become involved with
market development activities required to justifipare substantial commitment, without the UK side

becoming overly burdened with administrative emplaglated tasks. A sourcing company explained:

‘Launchpad allowed us to very quickly employ someone and get them working and actually, you
know, start to reap some of the benefits of Chima&ra@ng and therefore allow us, | suppose, to
just sanity check thconclusions we’d drawn and just make sure absolutely that it was right for us
before we committed the time and money and effort into establishing our own operation.” C18P1,

Director, Office Furniture Supply Company

A quotation from one SME incubatee company, sumnpethe market entry experience:

“So it definitely accelerates you in that sensegmtise we might well have had that same
discussion two years later. Or we still think welmably should have done something. Or [asked
ourselves] have we left it too long and all thosdssof things. So it gives you a button to préss,
suppose. So | can press this button, | know wisagjiting to cost me, | know pretty much what
I'm going to get or at least I've got an expgoh of what I'm going to get.” C1P2, Sales Director,

Manufacturer, Food Processing Equipment

Graduating from Launchpad

Research findings showed that the trigger for iates to switch from business incubator to next ste
market servicing mode was mainly related to thelrieegrow arin-market team, in order to fully take
advantage of business opportunities after the nadebeen tested and actual revenue generating
activity had got underway. For three incubatedhimstudy (C7, C12 and C14), we learned that the
decision to switch from business incubation tolly finvested or alternative presence in the mavkat

directly stimulated by an increase in the cost aflmt servicing (the cost of expanding a presentternw
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the incubator by taking more desks began to extte=dost of setting up an alternative market sargic

mode). One interviewee explained:

“We were looking to expand and take on more people...having 3 desks in the Launchpad would
have been quite expensive, and I suspect wasn’t realy the purpose of the exercise.” C7P1,

Managing Director, Manufacturer of Anti-static Equignt

Withdrawals

For five incubatees, exit from the incubator wasinto a permanent investment mode, but ratheravas
withdrawal from having a presence on the groun@hma. C6, a UK local government office, withdrew
from the market because, during a reduction inipeglctor budgets, its international activities eam
under scrutiny and a presence in China could ngdohe justified. C10, a firm of consulting engirge
was also affected by the global slow down. Theltastichange in strategy was to withdraw from the
Chinese market completely and focus on other market similar vein, C24 found itself commercially
overstretched and had to pull back from China to coneg@ton existing and newly acquired operations
elsewhere. C13 was a consortium of four firms foauen the airports sector, which received UK
government funding as part of an export promotimmgmmme. When this funding came to an end, two
of its number left the China market and two remaiaetive via existing operations. Finally, C17, a
university, wished to terminate the relationshiphvéin employee who was not performing, and decided
to leave the scheme whilst continuing to coordiitatpartnerships with Chinese universities from th

UK.

In the above examples, the circumstances surrogredit did not necessarily point to failure of the
scheme per se. Rather withdrawal has been in resgorresource constraints (C6, C10, C24, C13), or
break down in the relationship with a human rese(@17). However, four out of five of those

incubatees which withdrew from the scheme contirtodak involved with the China market (C6, C13,

24



C17 and C24), showing that the knowledge and néssvestablished during business incubation could

still be put to use. Only one is no longer activ€hina (C10).

Disadvantages

Interviewees were also asked whether they expextbany disadvantages with the scheme. Whilst for
some firms an explicit link to China-Britain BussgeCouncil via the business incubation arrangement
was helpfulin bringing credibility in an unfamiliar market, espaly where government contacts were
required for others it was less so. Eight Chinese projeatagars explained that the link with CBBC
initially caused some confusion with commercialtousers and contacts (owing to local regulations
stipulating that business cards are required tavstedails of the actual employer, CBBC), but thmg t
issue was overcome with some explanation. Five €d@mproject managers also explained that they were
not able to receive sales revenue directly in Cbiméehalf of the incubatee firm, owing to the wtabf
CBBC’s own business license (limited to consultancy rathan direct trading). In instances where the
project managers helped to facilitate the expdessaf the incubatee firm, Chinese customersratidided
to pay the UK firm directly, as an overseas tratisac Disadvantages were therefore mainly linked with
regulatory constraints imposed by the Chinese legsienvironment. International business incubators
are thus unable to help firms overcome all theibieto entry and liabilities of foreignness astpyred

in the extant literature.

DISCUSSION

In this section, the empirical findings are disagswith a view to explaining how business incubsfor

foreign market entry can be explained by and coute to the development of existing theories.

Therisk-control trade off

Risk influences a firm’s appetite for entering foreign markets (Agarwal and Ramaswami, 1992) and

entry mode choice ultimately determines a firm’s exposure to risk (Hill et al., 1990) As explained above,
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Anderson and Gatignoii 986 have observed that in entering foreign markétssf will seek ways to

lower costs and risk, normally at the expense afrod, but ideally not at the expense of returmsthis
research it is shown how business incubation caattbective to foreign market entrants owing tdadts
risk characteristics. However, here, low risk doeshave to come at the expense of control, since
business incubation is shown to provide an elemfobntrol over costs and also over the deployrént

a person on the ground. This in turn helps to redisk further.

Furthermore, following the rationale of Kogut andl#tilaka|1994, it canbe argued that the choice of

business incubation as a method of foreign mankiey @rovidesa rational ‘option’ on a future, deeper
involvement in a volatile or uncertain market. Asaption, the cost of business incubation as a oadetff
foreign market entry (in terms of rent, servicesfaad salary, for example) is easily estimatedcand
therefore be viewed as an ‘investment’ with a possible long-term ‘pay off”. Kogut and Kulatilaka also

suggest that ‘an investment with many potential applications is more valuable than one with a narrow set

of opportunities’ (1994: 6Q)

Sobusiness incubation as a method of foreign mamkisty may be interpreted as providing a means to
bring risk and uncertainty within acceptable bouiata(by limiting the cost of potential failure) hilst at
the same time providing a low risk platform forther investigation, network building and informatio
gathering. Indeed, the very availability of busmesubation as a foreign market entry method ¥aas,
some incubatees, a tipping factor in deciding tcped, serving as a catalyst to enter a foreighkehar

that may otherwise be seen as being too costlyoorisky.

Building on our findings surrounding control ansksi Figure 3 further adapRoot’s model to position
business incubation as a method of foreign marnktey @ffering a high control, low risk option ontéwe

development. Strategically, business incubationbEaoonsidered as a (non-permanent) platform or

option |(Kogut and Kulatilaka, 1994jllowing a company to ‘put a toe in the water’ or an ‘ear to the

ground’ (Young et al., 1989: 24)Once the firm or organisation becomes more expeg, it may
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choose operation modes which provide greater cbfatnal bring greater risk) over foreign market
operations, such as joint venture or wholly owndok&iary. From the international business incuhato
the firm or organisation also has the flexibilibyswitch back to a low risk agent or distributopext

mode, or even withdraw from the market.

(Figure 3 goes about here)

However, more than this, owing to its role in rddgaisk and increasing control, business inculbratio
may also be shown (in Figure 4) to give rise t@eaerall decrease in the costs of commitment for the
firm, shown by the risk/control line being tiltegwards. It may be suggested that, using business
incubation, for a given amount of control (c1)jranfenjoys less risk (r1). Alternatively, for a giv
amount of risk (r2), a firm using business incutyatenjoys increased control (c2). Overall, thesdifigs
show how the availability and attributes of anintgional business incubator can make firms mésgyli
to enter or engage with a foreign market, and thezeshow how the adoption of business incubatfoa a

mode of foreign market entean be a ‘game changer’ in internationalization for some firms

(Figure 4 goes about here)

Knowledge and network relationships

In start-up scenarios, entrepreneurial actorseregnised as possessing specialized knowledge but

lacking general business skills (Lyons, 2Q8U)thin the business incubation literature the bagdd

learning that incubators extend to incubatees meaktic markets is recognised by Smilor (1987b)tand

advantages also closely linked to the accumulatfdmowledge. Lewis, Harper-Anderson and Molnar

2011f) acknowledge the role of pderpeer learning and mutual support as critical twbator success,

while Voisey, Gornall, Jones and Thomae@g maintain that knowledge and enabling skills are

amongst the ‘soft’ outcomes of business incubation.
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In foreign market settings, the accumulation ofieaige [(Johanson and Vahine, ZTw'nanson and

Vahlne, 197F) along with local knowledge ‘market knowledge’ (Eriksson et al., 19 IFIetcher and

Harris, 2012) has been viewed as being particutaitical to success in foreign markets. For thin€Ebe

market this particularly includes knowledge abtet tegulatory framework, the general economic

conditions, the political situation and the bus@eslture|(Beamish and Inkpen, 1ﬂ%amish and Jiang

2007|Inkpen and Beamish, 19R7his case study has shown that business incubzdiomssist

knowledge accumulation during foreign market enlirgan also be argued that having a local manager
on the ground via a business incubator arrangeimegty important for the firm to internalise matrke

knowledge. Indeed, the business incubatabis to play a role in enabling a firm’s employee to work ‘on

the boundary between the firm and its market’ {Johanson and Vahlne, 19774 27) and allowing hirneor

to accumulate the knowledge and experience necessary for reducing uncertainty as a barrier for a firm’s

deeper market commitment. The recruitment of al lm@nager and the subsequent knowledge benefits

may be considered a form of ‘grafted’ experiential knowledge {Fletcher and Harris, 201.2)

In the research reported hebeisiness incubation has also been shown to offeronke benefits to firms
entering the Chinese market. Business incubatomddimestic settings have already been obsexged

being able to offer a valuable network infrastruetto its incubatees, creating links with external

expertise and servicgs (Hansen et al., #30filor, 19874a). Tétterman and St@009 also found that

support in the form of business networks is higldiued by incubatees. Furthermore, a study by

McAdam and MarlowZ00§ found that young firms benefited from being insg proximity to other

firms, where relationships were viewed as providingport during the vulnerable start-up and early

growth phases of a firm. Essentially this means that “the primary driver” of incubators is to “leverage

entrepreneurial talent” (Bgllingtoft and Ulhgi, 2005: 269).

Networks, both formal and informal, and the locabwledge they can bring are acknowledged as being

especially important in the early stages of intdomalization|(Coviello and Munro, 198Harris and
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Wheeler, 200p). Johanson and Vahl2@Q9 link the benefits of network development to ‘insidership’,

while Ellis 2010 proposed that that the exploitation of opporiesifor international exchange can arise

from ‘boundary spanning social ties’, and participation in trust-based social and business networks. Such
ties lower costs, risks and uncertainty and helgvercome geographic and cultural barriers, as agll
lack of access to information. In this sense nbtevork advantages of business incubation areftivere

shown to have bedseneficial to a firm’s foreign market entry. The advantages of business incubation in

domestic scenarios to knowledge and Iearrluing (Letvid. ZOlﬂMcAdam and Marlow, 20QBSmilor,

1987t"Voisey et al., 2006), and also to network buildjhignsen et al., 20¢d6tterman and Sten, 2005)

are therefore also shown to be highly applicableusiness incubation for foreign market entry.

From the beginning of international business thdblymer, 197§Kindleberger, 1960), it has been

argued that firms entering a foreign market face ‘barriers’ that are not present in domestic expansion.
Internationalisation theory (‘the Uppsala approach’) also suggested that cultural distance was a key

barrier and that firms internationsdd in discrete steps, moving from the culturally ‘close’ countries to

more distant ones, gathering information and |eayris the process develoged (Johanson and Vahine,

1977). This research strand was further develtyyatie introduction of the concept of liabilitiek o

foreignnesyg (Zaheet999 and the notion of outsidershjp (Johanson andn&gi2009).

In the business incubation literature, Bgllingtrid Ulhgi|(2005) and Phan, Siegel and Wrigi®0g

have highlighted that business incubation can addhabilities of newness’ (the need for administrative
support; lack of visibility owing to the age of a company; and being on one’s own versus being in a
community of peers). In this paper, incubatee firage been shown to benefit from knowledge

accumulation and network building offered by thsibass incubation process. According to Zaheer and

Mosakowski[1997), as foreign firms become increasingly embedddddal information networks, the

consequences of liabilities of foreignness deativer time. This research therefore indicates that

business incubation as a method of market entry can reduce a firm or organisation’s exposure to liabilities
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of foreignness in a similar way to how it can iduee liabilities of newness for start-up firms wnaestic

scenarios.

Johanson and Vahlne’s (2009 model of the internationalisation process depidgts flows between state

and change variables, the dynamic, cumulative gseseof learning, and trust and commitment building
For exampleiknowledge’ - both internal (of needs, capabilities, strateégéesl external (of business
opportunities and networks), can give rise to greabmmitment to relationships or networks withie t
foreign market. This in turn may give rise to futtearning and trust building and, by capitalisimg
knowledge, to a more efficient creative proces® dtitcome will be to enjoy an improved partnership
and network position, which in turn can lead tdHar knowledge and opportunities. Thus the
internationalization process is gradual and depetingie the accumulation of knowledge and network

relationships.

(Figure5 goes about here)

This model can be used to convey the business aticuoprocess as experienced by the
internationalising firm in a market specific contékigure 5). The process begins with the firm fivgd

that its fear of risks, costs, lack of control diatbilities of foreignness are creating a barr@entry into a
difficult market and ultimately creating a discaontity to its internationalisation. Its entry is sgad on

by the availability of a low risk, high control bosss incubation arrangement. Accommodation wighin
hot house of knowledge accumulation and networkinigding then helps the incubatee to reduce its
exposure to liabilities of foreignness and to bitikdconfidence to the point where managers caremaak
rational decision on a next step appropriate comenit to service the market or withdraw with minimum

cost if the market is deemed not suitable.

The business incubation process experienced biyrtheeflects the dynamic, cumulative processes of

learning and trust and commitment building as articulated in Johanson and Vahlne’s 2009 model,
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although with business incubation this processsis able to take place within a low risk, high coht
environment. These collective benefits in turn are able to accelerate the firm or organisation’s foreign

market entry.

Market commitment

Mode switching occurs following changes in constsa{nesources or regulations) or perceptions of the

market, or as a result of changes in mode costbaneffits| (Calof and Beamish, 1995). The naturihef

switch which follows will depend on factors thatlnde the nature of the stimuli, the firm's levél o

resources and the firm’s experience and international skills.

Weiss and Andersoj1992 have categorised two kinds of switching cosisely ‘take-downcosts’ and

‘set-up costs’. ‘Takedown’ costs for leaving Launchpad are low (the employee(s)samply transferred
to the new entity at no cost), whilst the set ugtedor the subsequent market servicing methodlace

reduced owing to the level of knowledge and netw@cumulated during the incubation phase.

According to Pedersen, Petersen and Bepito (20@2),take-down and set-up switching costs may lead

to a postponement of a firm’s switching to, for example, an FDI mode, and that furthermore, more
exporters may complete mode shifts in the absehpetential switching costs. The relative low
switching costs associated with entering or lea@ngnternational business incubator such as
Launchpad, are therefore ablepisitively influence the speed and progress of a firm or organisation’s

foreign market entry. For Buckley and Cas ;]3@8(? a switch from one mode to another is a rational

decision, triggered by both the cost of foreign keaservicing and the demand conditions in the etark

In the internationalisation literature, Johansod ®¥ahine|R009 have acknowledged that learning and

network building are able to hasten internationg@asmsion. Coviello and Munro (1997) have also

acknowledged the advantage of network relationsimastheir impact on the internationalization pssce

of the firm, in terms of the speed of internatiaretion and their contribution to learning and the
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preparedness for market expansion and developiferhermore, Puck, Holtbriigge and Mahr (2009)

have suggested that the appropriation of local kedge during an initial market servicing mode will
increase the chances that foreign firms will chahgé ownership mode after their initial entryara
foreign market. It is argued here then, that tliesiion of knowledge and strengthening of networmkd a
credibility during the business incubation proceas help to reduce the overall cost of FDI andltésu

an acceleration in the foreign market commitmerfirafs.

For three incubatees in this study using busimegsbation to support exports, we learned that the
decision to switch from business incubation tolly fnvested or alternative presence in the mavkat
directly stimulated by an increase in the cost afkat servicing, along with an increase in acta#és
whilst in the incubator. The all-inclusive cost fore desk (including salary) is the region of $80,and
further desks are multiples of this, with only &d@iscount offered on the management fee. This is a

significant cost increase in market servicing fog tirm.

Viewed through the lens of internalisation thedhgse findings can be integrated into Buckley and

Casson’s 1981 model of the timing of foreign investment. Figird illustrates how there is initially an

increase in the costs of market servicing when gg@re supported by business incubation (E+BI)
(equivalent to the shaded area in figure 6.1 abdlled C), and that subsequent to yet further asme in
costs, as well as an increase in the quantity exgpthere will be a switch from the business iratitn
to a foreign direct investment mode. However, shigich comes at an earlier point than if the mavkas
being served by exports alone, indicating thatsthigch to FDI occurs sooner when supported by

business incubation.

(Figure 6.1 goes about here)

However, it is also shown in Figure 6.2 that thesia costs experienced by the firms and mentioned

above are more than off-set by the FDI cost efficies/benefits (shown by the shaded area in figLite
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and labelled Bthat the firm enjoys when business incubation Ievsrexposure to liabilities of
foreignnessBusiness incubation not only reduces the cost of cibmemt owing to its influence on risk
and control, but also reducessts further by facilitating a firm’s development of networks, accumulation
of knowledge and increase in credibility. The naingo the firm of using business incubation as a
method of foreign market entry is therefore eqadt C. Such cost efficiency is noteworthy in itself,
but when this occurs the switch to FDI may be sedrave been brought forward, or accelerated stilla
earlier point.

(Figure 6.2 goes about here)

This notion of ‘acceleration’ is certainly not new to the business incubation literature as it pertains to
start-up firms in domestic settings. For exampleganty study by Allen and Rahman found from a
survey of 56 incubatee respondents that ‘slightly over half the firms (53.6%) changed their business

strategy, and of the 26 firms that mentioned thairtstrategy had changed, 42% said that the inouba

allowed the firm to accelerapdans and expand at a faster pace’ (1985: 19). The theme of acceleration

has also been taken up by Smip®871) in terms of how business incubation can ‘hasten’ a new

company’s development in domestic markeGrimaldi and Grandj2009 have also noted the role of

private incubators in ‘accelerating’ the start-up process for highly promising entrepreneurigldtives,
while practitioner oriented literature (e.g. Lewdsal.) has also defined a business incubator as ‘an

economic development tool designed to acceleratgribwth and success of entrepreneurial companies

through an array of business support resources and services’ {2011: §).

CONCLUSION

The purpose of this research has been to confristirey theory with empirical insight from a single

embedded case studphis paper has built upon existing theoretical insge.g. Anderson and Gatigngn,

1984|Kogut and Kulatilaka, 195"Root, 19913) to show how a business incubator oesupiunique,

intermediate position on the risk/control continuum of a firm’s gradual commitment to a foreign market -
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between having no activity in a market and expgrtor between exporting and investinQur research
into the international business incubator hasxii¢mded the model of mode switching developed by

Buckley and Cassoj1981) by accounting for an under-researched foreigrkatantry mode(ii) further

enhanced our understanding of the risk/controketrafd (Root, 1998), andlii) adapted Johanson and

Vahlne’s 2009 concepts of knowledge opportunities and enhanctomke positioning in order to embed

business incubation into the analysis of the irsttomalisation process.

Denk et al|2012 have stated that the application of theories bdytbe domain of international business

might offer new theoretical insights into liabiéis of foreignness research. This study has alsmésd
liabilities of foreignness research into the don@fibbusiness incubation. In particular, it demaoaists

how business incubation as a method of foreign etahtry can help firms and organisations reduee th
hazards and outcomes associated with liabilitigemignness, helping to facilitate a controllemy Irisk
market entry. Business incubation is able to a@htbis through the knowledge accumulation,
networking and ‘insidership’ functions it provides to foreign market entrants. As a contributmthe
international business literature, this paper tss ghlighted a fascinating case of institutiosabport

for internationalisation into a market perceivedthallenging.

Within the business incubation literature, Bgllofgand Ulhgisay, “Incubators typically seek to provide
a nurturing business environment by actively emgutiat start-up firms get the resources, servioed,

assistance they need” (2005: 269) They see incubators as addressing market failures: “incubators try to

address many of the failures of the market: infdiomacosts, lack of services and business assistanc

and financing” (Bgllingtoft and Ulhgi, 2005: 269). The findingstbis research show that in a foreign

market entry scenario, an international businessdator can (a) reduce the risks facing foreignaeis
(b) provide the information and contacts that ‘outsiders’ lack and (c) boost confidence and improve the
market commitment of the new investor. These facaiow us to see incubators as both emollientsdo

lack of information that makes markets imperfea as a means of overcoming the liabilities tha¢ fac
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foreign entrant into an unfamiliar markefhis paper’s aralysis of business incubation within a
previously unaccounted for foreign market entrynsem is alsca contribution to the business incubation

literature.

In combining the international business and busitresubation literatures, we may also conclude that

business incubators as institutions may be seba #@ble to fill institutional void$ (Khanna and &al,

200d(Khanna and Palepu, 19"North, 1990) surrounding risk, knowledge and commaitt by provision

of information, learning and the gradual surmounwh the barriers of foreignness, newness and
outsidership. A business incubator as a methddrefgn market entry is found to be necessary dones

firms because a national border represents a diacity in geographic, cultural and institutionglase

Beugelsdijk et al., 2010), and this creates imgsibns which an incubator is established to overo

However, in order to assess the generalisabilithe$e findings, future research may also consider
business incubation arrangements in other foreigrkets other than China; examine Inward
International Business Development (IIBD) incubatavhere the objective is attraotinward foreign
direct investment; and review and compare diffeegmrt emerging ownership forms of international

business incubators, such as privately run, ortgdaised incubators.

In view of more SMESs being interested in emergingkeis, yet remaining fearful of the risks involved,
the use of business incubators as a method of tnemks has the potential to grow. It is hoped that
findings from this research can stimulate and direther interest and academic research intodleeaf

the international business incubator, which has Isé®wn here to be a new but important phenomenon
able to help firms and organisations overcome ¢hesfand challenges associated with entering ndw an

unfamiliar markets.
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Appendix A:

Launchpad Analysis Table

Graduated | Current
(project (project Manufacturers | Manufacturers Services Services Average
Summary | City managers) | managers) | Total Graduated Current Graduated Current stay (yrs) | Median
Beijing 61 11 72 19 1 42 10 2.93| 2
Shanghai 70 8 77 39 2 31 5 1.39| 1.65
Shenzhen 17 0 17 9 0 8 0 1.97| 1.7
Chengdu 6 0 6 2 0 4 0 2.25| 2.08
Wuhan 5 1 6 4 0 1 1 3.56| 2.75
Qingdao 3 0 3 2 0 1 0 192
Shenyang 0 3 3 0 0 0 3
Nanjing 0 1 1 0 0 0 1
Total 162 24 186 75 3 87 20 2.186| 1.66
Beijing Shanghai Shenzhen Chengdu Wuhan Qingdao
Status Set Up 113 48 47 11 3 3 1
RO 86 44 29 10 2 1 0
WFOE 21 3 14 1 0 2 1
V 1 3 0 1 0 0
Licensing 0 1 0 0 0 0
No Set Up 49 13 23 6 3 2 2
w 9 3 5 0 0 1 0
NPA 22 5 5 6 3 1 2
D 12 2 12 0 0 0 0
A 6 3 3 0 0 0 0

Key: RO Representative Office; WFOE Wholly Foreign Owned Enterpié&oint Venture; NPA No Presence but still Active€inina; D Dissolved; A Acquired
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Appendix B: Summary of Launchpad incubatee firm sampling

Incubateg Activity/Market Orientation Size |Sector Number of | Status
firm Manufacuring| ™erEmees) Lo
Code. Education Graduated)
C1 Equipment & systems manufacturer (food industry)/Selling to etat SME | M 3 C

Cc2 Systems manufacturer/installer/operator (water)/Selling toebark |SME |M 2 C

C3 University/Selling to market Large |E 2 C

c4 Manufacturer brushes, industrial and domestic/Sourcing from mmaj SME | M 3 C

C5 Firm of patent attorneys/Selling to market SME |S 3 C

C6 Local government/Investment promotion Large |S 1 W

C7 Equipment manufacturer (anti-static)/ Selling to market SME (M 2 G

C8 Equipment manufacturer (x-ray generators)/Selling to market SME |M 2 C

C9 Manufacturer of lockers/Sourcing from market SME [|M 2 C
Cc10 Consulting engineers/Selling to market Large |S 1 W
Cl1 Manufacturer of luxury mattresses/ Selling to market SME |M 2 C
C12 Membership organisation for ethical trading/Selling to market SME |S 2 G
C13 Consortium of 4 firms (airports sector)/Export promotion Large |S 1 W
Cl14 University/Selling to market Large |E 2 G
Ci15 Firm of patent attorneys/Selling to market SME |S 3 G
C16 Equipment manufacturer (telecommunications)/Selling to market | SME | M 2 G
c17 University/Selling to market Large |E 1 W
Cc18 Manufacturer of office furniture/Sourcing from market Large |M 2 G
C19 Equipment manufacturer (power sector)/Selling to market SME |M 2 G
c20 Instrument manufacturer (testing)/Selling to market SME |M 2 C
c21 Manufacturer (edible casings)/Selling to market Large |M 2 G
Cc22 University/Selling to market Large |E 2 C
Cc23 Specialist logistics (pharmaceuticals)/ Selling to market SME |S 2 G
C24 Equipment manufacturer (health and safety)/Selling to market SME |M 1 W

37




Appendix C: Interview Protocol

(i) Why do firms and or ganisations choose to use inter national business incubatorsto help their foreign market entry?

Q.1. Can you confirm that the products/services your organisation is promoting in China are in the following areas....?

Q.2. How did your plans for the Chinese market iditidevelop?

Q.3. At that time, what did you (and your firm or orgari@gtperceive to be the main challenges to entering thkattar

Q.4. What market entry options were you considering?

Q.5. And did these options present any particular issugsks?

Q.6. Did any of these issues influence your decision dosthe Launchpad scheme?

Q.7. Why did you select the particular Launchpad location?

Q.8. Can you summarise why you chose the Launchpad scheme?

(ii) What benefits do firms and organisations gain from being in international businessincubator s?

Q.9. How is your knowledge about China now compared &nwlou entered Launchpad? What do you attribute to this?

Q.10. How are your business networks now compared émwbu entered Launchpad? What do you attribute to this?

Q.11. How has your Launchpad project manager influencedutltinty of market knowledge and business networks

Q.12. Was your presence in Launchpad supporting export daigspour firm or organisation experience an increase inss
whilst in the incubator?

Q.13. How have the costs of entering, occupying andrigaLaunchpad influenced your overall entry and developmettiedn
Chinese market? Please explain the cost benefits.

Q.14. Were there any drawbacks to being in the iatuB

Q.15. How you think your firm’s development in China would have been without Launchpad?

Q.16. Is the exit route from Launchpad becoming clearer? If spodthink that this decision has been accelerated by your firm’s
presence in Launchpad?

Q.17 What are the policy implications of schemes like Laumd®PDo you think it could work in other markets?

Q.18. Are there any other issues you would like to merthat have not been covered in the interview?

(iif) How haveinternational businessincubators changed the internationalisation experience (former users
only)

Q.19. What outcomes to do you attribute to having beeaumchpad?

Q.20. Upon leaving Launchpad, what foreign market senyicinde did you adopt? Why was that?

Q.21. Would such an outcome or timeline have been achievieduvLaunchpad?

Q.22. How is your business development in China progmressider the new market servicing mode?

Q.23. Looking back, how do you think the experienckafnchpad has influenced your development in China?
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Figure 1:

The optimal timing of foreign investment
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Source: Buckley and Casson (1981).
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Figure 2:

Evolution of a manufacturer’s decision on entry mode
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Figure 3:

Foreign market entry options via business inculpatio
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Figure 4

Business incubation and the risk/control trade off
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Figure 5:

The International Business Incubation Process
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Figure 6.1:

The switch from exports supported by business iatiab to FDI (1)
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Figure 6.2:

The switch from exports supported by business iatiab to FDI (2)
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