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ABSTRACT

Innovation and internationalization are two basicogth strategies which contend for both the
firms’ and governments resources. At the same tiney, are linked by a two-way relationship that
has been widely documented in previous studies. eMeny often preceding literature is
disconnected and does not integrate innovation exybrt promotion studies into the analysis. In
this article we review and synthesize the diffesgroaches regarding these relationships, while
considering also the research on the impact of expmwmotion programs. As a result, a list of
recommendations is deduced both for managemenpualplit policy regarding the development of
these two strategies.
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INTRODUCTION

Innovation and internationalization are two basicetimds for companies’ growth and
competitiveness. At the same time, they contendébh the firms’ and for government resources.
Managers, especially those of Small to Medium-SEaterprises (SMEs), handle scarce financial
and human resources, and must decide which opiibbnmg about the highest profits, both on the
short and long term, and has therefore priorityesting in R&D with the aim of developing new or
better products/ processes; or prioritize openiew markets, and offering internationally their
existing products. Governments and public admiaigtn in general, must also decide what will
result in more public benefits such as employment economic growth: either allocate public
budget in order to foster companies’ innovationuse the resources to create export agencies and
programs that help firms to grow internationally.

At the same time, innovation and international@atare intrinsically related, and are therefore not
only substitutable but complementary: when compaarger in a foreign country they are exposed
to a different market context, which may help/ totbem to innovate regarding their products or
processes.

Another factor to consider is that internationdliza is also a result of product innovation. The
more innovative companies are more likely to becsssful in the international markets.
Furthermore, the investments firms carry out in R&&®d to be justified by a large enough amount
of sales. Thus, many firms may be motivated tot gtarinternationalization process, out of their
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need to achieve economies of scale in their R&Dgktidthat is to say, with the goal to distribute
innovation costs among more units.

There is abundant literature, often disconnectad,ttee relationship between innovation and
internationalization. There is the need to syntteeshe different approaches and results, because
from the comparative analysis it is possible toamttuseful conclusions.

In parallel, different studies have been carriedayuthe effects of the assistance from government
to help companies to grow in the international regskexport promotion programs), and to foster
their innovation (innovation promotion programs).i$ necessary to integrate these into the
analysis, and use the knowledge in both fields rohento improve public programs. There are
several important motivations for developing a coghensive analysis in this field. The first one is
the need to help export and innovation promotiayanizations to improve program design, adapt
programs to company requirements and create bmttelementation procedures. The second
motivation is the importance of increasing the paogs’ credibility in the eyes both of public
opinion and of governments, which ultimately finarthem. Finally it is necessary to give company
managers information about the role programs caw ipl their organizations, and how to make the
most of them.

This article is structured in the following wayrdi, we refer to the firms’ internationalization
process; second, we define and describe the eppomotion programs and then the innovation
promotion programs; third, we review the previater&ture on the relationship between innovation
and internationalization; finally, we extract som@nclusions and some implications for the design
and implementation of programs and for managers.

1. LITERATURE REVIEW
1.1. The Company’s Internationalization Process

The firms’ process of expansion in the internatiomearkets is characterized by several key
decisions. These start with the motivations tot s&porting (why), continue with the selection of
the target market (where), the entry mode choiog/{hand end with the adaptation of the company
to the international environment (Prashantham, 2005

However, it is necessary to emphasize that thimisa static but a dynamic process. That is to say,
companies periodically change the reasons to beepten the international markets (for instance
from reactive motivations to proactive ones), thanget markets (normally from the markets that
are closer culturally and geographically, to masgamht ones), and their entry modes (from the most
simple ones, such as agents and distributors, toe ncomplex such as branch offices or

subsidiaries).

In fact, in line with the Uppsala theory (JohanswriVahine, 1977), we can see that firms go
through different stages in their internationali@atprocess, gradually increasing their involvement
with the foreign markets. There have been differattémpts to define how many stages the
company goes through in this process. For exampdbanson & Wiedersheim-Paul (1975)
distinguished 4 stages, going from reactive exp®ite multinational company. Barret & Wilkinson
(1986), introduced a new stage, differentiatingMeetn companies that have never exported from
those that did it in the past —even though now t@ynot doing it anymore, as more advanced;
besides, they also consider those companies thatdstablished production subsidiaries abroad as
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more advanced in the internationalization proc€ssusgil (1980) also proposed a 5 stages model,
going from the non-exporting company, to the onén\aihigh export commitmeht

In Freixanet (2012) these approaches are syntliesiza 5 stage model. Companies are classified
into one or other stage depending on four variahlésch complement each other in determining

the level of involvement and skills regarding im&tionalization, the two main attributes that

determine the evolution through the different s¢age

- Export volume: the amount of sales in foreign ke#s is one of the main indicators of the level of
a company’s international involvement. To achidwese sales companies must invest in production
infrastructure, personnel, inventory, marketing, dherefore, the level of exports is related t® th
importance of the commitment of resources for ternational markets; also, more skills will
usually be needed to achieve and maintain thesmational sales.

- Size of the export or international expansionattpent: this classification variable relates te th
previous one. A higher number of employees workingnternational business implies a higher
commitment of resources for the export departmiectéase in salaries, travelling expenses, office
space, etc.). As suggested by different authorsy§tal, 1983; Gray, 1997; Reid, 1984), skills will
also increase with more professionals contributingir knowledge, experience and efforts to
internationalization.

- Creation of permanent establishments abroad ¢hraffices or sales subsidiaries): this variable
implies a further step in a company’s internatic@aion, since it entails investing in personnel,
legal formalities, renting or buying the businessnpises... It also raises exit barriers, making it
more difficult giving up internationalization. Fadrmore, it implies the company will have to
develop a set of skills (international managemadgptation to different legal environments. . .),
which is wider than the one from exporters whicliehaot created permanent establishments.

- Creation of a production subsidiary: all the tastof international involvement related to sales
establishments are enhanced when a productiondsaitysis created. The firm must invest not only
in the sales area but also in the rest of the teeats (technicians, managers, production
employees, machinery, inventory, etc.). Significaxit barriers are thus created, and consequently,
producing abroad is a decisive step in the comgamternationalization. Moreover, using this
entry form implies that extensive information iseded on topics such as the tax or labor legal
system, the law regarding foreign investment, kaggsinside the country and with the company’s
country, etc. The firm will, therefore, developet ef more advanced skills than those of companies
in the previous stages (Barret & Wilkinson, 1986).

According to these criteria, companies could besifeed into 5 stages, as shown in Table 1.

Table 1Classification criteria by internationalization stage, based on the level of involvement
with foreign markets

PermanentEmployees . o
STAGE E€xp0rts Establish-| Export Ilnterln atlonatlllzz;l((_)l?
(€m) ments | Department nvoivemen s
1. Starting/ passive Exporter 1-299 NO Low
2. Regular Exporter with little structure >300 | NO <=3 Low — Medium

8 See appendix for a synthesis of all the main stagedels.
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3. Regular Exporter with complete structu, >300 | NO >3 Medium
e e o™ 250 | ves | >3 |
5. Industrial Multinational with production > 2500 | YES >3 Ve

subsidiaries abroad

1.2. Export Promotion Programs (EPPSs)

In many countries, public and private institutidv@/e created a whole set of services, with the aim
of helping companies to overcome export obstadlbat is to say, barriers that prevent firms from
making the most from foreign markets, and that rbayclassified in three types: lacking the
motivation or willingness to export, not having egh export capabilities/ skills for it, and finally
not possessing the required human or financiauress.

Thus, the purpose of EPPs is to help firms advaticeugh the different stages of the
internationalization process. First from being merpassive exporters, to developing regular
exports; then, by increasing international salescreate a complete export department; finally,
EPPs help companies to create branch offices @idiabes abroad, thus reaching stages 4 or 5 in
the internationalization procéss

Ultimately, government export promotion agenciesd gorograms are established with the
underlying belief that export activities contributaibstantially to the economic and social
development of the country (Czinkota & Kotabe, 1982dermanet al, 2010; Seringhaus &
Botschen, 1991).

The services they offer depend on the country’'sllef economic development. In many
developing economies, the most frequent programs@ecialized in helping companies access the
necessary financial resources to export, suchaass)ar to technology (Alvarez, 2004; Naidu et al.,
1997). Instead, in more developed countries, thestnpmpular programs usually include the
following:

- Trade missions: visits organized for groups of nganswith a view to allow them a first contact
with a foreign market.

- Sponsored foreign trade shows: they enable compdaigarticipate in an exhibition abroad
with a partly or totally sponsored cost.

- Foreign trade offices: branches of the export pittonoagency abroad, with a view to help
companies make local contacts, get market infoonagtc.

- Information and Training programs: including semsacourses, specialized publications,
market surveys...

Examples of export promotion agencies can be foainthe state or national level, such as the
Spanish ICEX (Espafa Exportacion e Inversiones),CIKL from Catalonia Autonomous

° For example, the ICEX, main Export Promotion Organization in Spain, segments its programs depending
on these stages. They divide them in programs for starting exporters, regular exporters, and programs for
companies who intend to establish foreign subsidiaries. For these latter, they provide different services such
as specific information and financing.
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Community, the Canadian Trade Commissioner Ser{ic@S), CzechTrade from the Czech
Republic, or UBIFRANCE —national agency from Fragre@ong many others.

1.3. Innovation Promotion Programs

Innovation promotion programs and agencies are@kssent in most countries. They are created in
order to foster the development of new products¢cggses or services in companies. Governments’
budget is allocated to such programs with the fo@dl of making firms more competitive and
efficient, so that they may develop and in consagagesult in the growth of GDP and the creation
of employment. The main programs consist of difiéraeasures such as:

- Access to loans or to grants for innovative prgectcompanies.

- Innovation training: giving the company some kna¥ge and tools on how to innovate, through
courses or publications with such topics as deskgnking, innovation strategies, change
management, project management, creativity...

- Technology transfer from Universities and Rese&ehters.
- Technological Consultancy: advice on how to devahopvative products or processes.
- Assistance in networking and the search of parttectinological, financial...

Examples of agencies offering all or part of thesevices are the Spanish CDTI (Centro para el
Desarrollo Tecnologico Industrial), the French ARR)ency Nationale de la Recherche), Industry
Canada, or the AIE (Association of Innovative Eptemeurship) from the Czech Republic.

The reciprocal effects between Innovation and tregonalization have been broadly described in
preceding research. The different studies may &&sitled in five different types depending on their
conclusions. They are summarized in Table 2 aétfieof this section and described next.

1.3.1. Studies concluding a reciprocal relationg@fween Innovation and internationalization

Many previous studies have concluded that a viduoircle takes place between the two concepts,
one reinforcing the other. Esteve-Pérez & Rodrig2@13) using a sample of Spanish
manufacturing SMEs, determined the existence dir@ng interdependence between export and
R&D activities. According to their results, engagim export (R&D) activities will increase a
firm’s chances of also engaging in R&D (export)iaties. This, in turn, increases firms’ chances
of succeeding in export (R&D) activities.

Also, Filippettiet al. (2011) examined the relationship between countimésrnational profile and
their innovation performance using data for 32 pean countries. Using empirical correlations
between innovation and several indicators of irdeomalization, they also established this double
association: innovative firms are more successfidampeting internationally and the exposure to
alternative business and innovation contexts leadsovation.

In the same vein, Halilerat al. (2013) stated that “these two major sources of tiawe linked by
different sets of relations, from the investmentproduct and process innovation to outward
internationalization in a closer market, or fromvard and outward internationalization in farther
markets to the investment in product innovation.”
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1.3.2. Studies concluding a reciprocal relationgl@jween Innovation and internationalization

Pittiglio et al. (2009) analyzed the impact of international aaegiton knowledge output. For this
purpose, they employed a dataset containing gtiaéitanformation about a sample of Italian
manufacturing SMEs. Using a probit model they fotinat firms active in international markets
generate more knowledge than their counterpartshwgell in the national market only.

In turn, Aw et al. (2009) linked export market participation, investisein R&D and worker
training, and firm productivity, and quantified threlationships using firm level data for the
Taiwanese electronics producers. They found that the electronics industry export market
participation is more than just the self-selectodrmore efficient firms into the export market. We
find evidence consistent with the learning-by-exipgr hypothesis whereby firms that export have
significantly higher productivity growth than thogskat do not export. The robustness of the
relationship between exports and future produgtisitggests that the export activity is an important
mechanism for technology transfer in this indust(p. 103). Thus, this study supports the effects
of the internationalization process on innovatiam fhis particular industry (electronics) and
country (Taiwan).

How may internationalization have an impact in wawon? According to Kiriyama (2012) there
are three channels through which these effects taleg place: first, by imports, foreign direct
investment (FDI) and trade in technology as medrteahnology diffusion; second, imports, FDI
and technology transfer which intensify competitaomd thus increase incentives to innovate; and
third, exports which offer learning opportunitiesdgorovide incentives for innovation.

1.3.3. Studies that question the learning by expprffect

However, the “learning by exporting” effect is pato question by several authors. Bratti and
Felice (2012) point out that “relatively few stuslishow that export fosters innovation”.

Also, several studies by Hobday, 1995; Westphah220using various methodologies and data
sets, point out that econometric analyses of fimplant-level data provide little evidence of any
learning-by-exporting. They concluded that the kigbroductivity generally exhibited by exporting
firms can be better explained by the self-selectbmore efficient firms into the export market
rather than by any learning-by-exporting.

A good argument regarding the different points @wis provided by Altamontet al. (2013).
They maintain that there is some support for tleartiing by exporting’ channel typically for
countries-industries behind the best practice feonas it may be seen in Van Biesebroeck (2005),
or in De Loecker (2007). In these cases it woulctlear that companies obtain from the contact
with foreign markets and competitors the knowlettggy need in order to improve their products.
They may innovate and in consequence become maonpetdive, both for the international and
domestic markets. This may well be the case ofthdy from Awet al. (2009) in the electronics
industry in Taiwan.

1.3.4. Studies that conclude that innovation faustiernationalization

The opinion about an overall relationship in thesgeof innovation favoring internationalization
seems to be unanimous. The more innovative companey develop better or more adapted
products, and this in turn result in more oppotiasito commercialize the products around the
world.

19 Cited in Aw et al. (2009).
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For example, Lamotte & Colovic (2010) investigatée relationship between innovation and
internationalization in young entrepreneurial firrBased on data from the Global Entrepreneurship
Monitor and the World Bank for 64 countries durihg 2001-2008 period, they demonstrated that
young entrepreneurial firms involved in product /amdorocess innovation are more likely to be
internationalized. Moreover, their results reveatbdt the impact of innovation is greater for
product innovation than for process innovation.

In turn, Rios-Morales and Brennan (2009) demonstréthat continual policy innovation on the part
of government can mean a relevant contributioninoas process of internationalization. They
measured governments’ influence on FDI in Ireland aoncluded that innovation is one of the
keys to the success of the Irish model of inteameatiization.

Basile (2001), by using a sample of Italian manufiacg firms, found that innovation capabilities
are very important competitive factors and helpl&xpheterogeneity in export behavior among
companies. He concluded that the export intengitprovating firms is systematically higher than
that of non-innovating firms.

Becker & Egger (2009) provided an empirical analysfithe effects of new product versus process
innovations on export propensity at the firm levidley concluded that product innovation is a key
factor for successful market entry. Process innomatin turn, helps securing a firm’'s market
position given the characteristics of its produgp@y. According to the authors, both modes of
innovation are expected to raise a firm’s propgngitexport, but product innovation is relatively
more important in that regard.

According to Kafouro®t al (2008), the degree of internationalization iseatal mediator of the
relationship between innovation and performanceb8wyg present in international markets, firms
can better exploit their R&D investments.

In turn, Bannoet al. (2013), took Italian regions as a unit of analysisd examined the
interrelationships between public grants, leveinoiovation and internationalization and economic
performance. Their main findings were that the iotpaf pro-innovation policies on economic
output (measured by regional GDP) is higher inrmadonalized regions. As they point out, their
findings suggest re-thinking industrial policy-magi However, they do not propose any specific
measures on how to do this.

It is also noteworthy to mention Amarat al. (2014), who investigated the internationalization
success factors of service SMEs. They focused emmidmagers’ entrepreneurial orientation (EO),
measuring it through 5 dimensions: risk taking, raggiveness, autonomy, proactivity and
innovation. The results pointed out to innovatforiogether with proactivity, as the fundamental
elements for international success. The findingso atoincide with Becker & Egger (2009)
regarding the importance of “product innovatiornticeessful companies have emphasized changes
enabling the adaptation of their services to tloients, while unsuccessful ones have mainly
implemented changes within their organizations¢pss innovation).

Interestingly, the study also identified a completaey resource, networking, which may be a
mediating variable regarding the effects of inn@saibn export performance. This would work in
the sense that, having a large and strong netwigplartners in the foreign markets, would help the
company to obtain the information it needs in ortterdevelop a more effective and efficient

™ Innovation in this context referred to the creatdapacity, and the necessary flexibility and kremige, to adapt to
new markets and to personalize the offered solstion
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innovation. Reciprocally, the most innovative comiga would attract the best partners, thus
establishing a virtuous circle between networking snovation.

Another interesting element to bear in mind regaydihe reciprocal relationship between the
investment in R&D and internationalization, is th$ characterized by inter-temporal linkages
(Roberts & Tybout, 1997; Bernard & Jensen, 199®942@eroskiet al, 1997). That is to say, the
effect of one in the other is felt only after aipdrof time. This places SMEs with less financial
resources at a disadvantage, since they may laekfittancial muscle necessary to face an
investment that they will only recover after a adesable amount of time (Wrighdt al, 2007).
This is more so given that in most cases obtairewgnues internationally requires more time than
in the domestic markefs

1.3.5. Studies that conclude that innovation favioternationalization through the moderating
effects of the variable “productivity”

This line of research studies how the innovatidiores from companies may have an impact in
firms’ productivity, and consequently, enable thienachieve export performance.

In this vein, Cassiman & Golovko (2011) showed,uUsyng a sample of Spanish manufacturing
firms, that product innovation, through its effect firm productivity, increases the likelihood bkt
firm entering the export market. They argued tiat $trong positive association found between
firm productivity and exports in the literatureatds to the company's earlier innovation decisions,
and that, when controlling for product innovatitime relationship between productivity and exports
vanishes for these innovating firms.

Similarly, Lileeva & Trefler (2010), in a study cgd out in Canada, concluded that the decisions
to venture in the international markets and to stva increasing the productivity are positively
related, and may be complementary for productigrtywth.

Thus, as Hopenhayn (1992) pointed out, companieghwhave been able to become more
productive and efficient survive and grow in therked, while inefficient ones, are not successful
and tend to decline.

Also, according to Cassiman & Martinez-Ros (20@Xport decisions have been related to better
performing firms, where causality seems to run figmod performance to entering export markets.
Their results suggest that product innovation matligan process innovation affects firm
productivity, which in turn enables firms to eniteto the international markets.

In the same sense of reasoning as we did befaree aathors suggest the opposite effects direction
may be true. Salomon & Shaver (2005), indicate #wgiorters may learn from their foreign
contacts, adopting new production technologies #dreteby increasing their productivity and
performance. However, the most unanimous concluisidhat exporters have higher productivity
than non-exporters before starting the internatination process, and no significant productivity
advantages are observed among continuous exportam-exporting firms respectively over time
(Aw, Chen, & Roberts, 2001; Bernard & Jensen, 193¥mijan & Kostevc, 2006; Delgado et al.,
2002; Fafchamps, El Hamine, & Zeufack, 2007; Greeya& Kneller, 2007). Therefore, again,
the unanimous direction of causality is not thaeirnationalization brings about an increase in

12 The transaction costs and time involved in intéomal sales increase because companies needdtdhénmarket
information they do not yet possess, promote a tbrasually still unknown in the target country, dieyethe
distribution networks, and so on.

13 Cited in Cassiman and Golovko (2011).
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productivity, but the contrary: the more productfirens, are more competitive and therefore may
sell better their products in the international ke#s.

International Journal of Entrepreneurial Knowledge

In summary, as shown in Figure 1, the results poirit unanimously to the positive impact of
innovation in firms’ internationalization, with s@mresearch including “productivity” as a
moderating variable. The effects on the other dimadfrom internationalization into productivity,
or directly into innovation) have been argued imsostudies, although they seem only clear in
some specific cases and economic contexts.

Figure 1Model of relationship between Innovation and ExportPerformance

v

INTERNATIONALIZATION
INNOV/%TION > PRODUCTIVITY > pERFORMA%NCE
(ot consensuar)

Table 2Summary of the different models and conclusions

Title Author | Location Description/ Findings
a. Studies concluding a reciprocal relationship betwie@ovation and internationalization
The dynamics of Es,teve- Eng,aglng in export (R&D) ac'tlwtl'es will increase a
: Pérez & . firm’s chances of also engaging in R&D (export)
exports and R&D in . Spain . . AN A
SMEs Rodriguez activities. This increases firms’ chances of sudegin
(2013) export (R&D) activities.
Are Innovation and o . L . :
X o Filippetti Innovative firms are more successful in competing
Internationalization . . T
.| etal. Europe | internationally and the exposure to alternativarmss
Related? An Analysis : X X .
-~ 1(2011) and innovation contexts leads to innovation.
of European Countrieg
Explorlng_ relatlonshlp Different relations, from the investment in inndeatto
between innovation arq_| . . . TR
internationaliz. of alilemet Canada !nternat!onal!zat!on ina closer market, or from
i ' .| al. (2013) internationalization in farther markets to the istveent
SMEs: A nonrecursive . . .
SEM. in product innovation.
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Title Author Location Description’ Findings

b. Studizs concludine an affact of intemationalization in innovation

Innovationand Pitticlio et al Firms active in international madcats genemte mors
Internationalization: 3008 ' Italy knowledge than their coumterparts which sell in the
The Casa of Italy (200%) national markat only.

Firms that export have significantly hishar

E&D investment, al E 5
: d . . productivity growththan thosethat do not export.

axporting, an Avr eral (2009) Taivwan Export activite is an i tm e for

productivity dynarmics P v is an important mechanism

tachnology transfar in elactronics industry.

Internationalization may increase innovation: 1. by
Trade and innovation: Kiriy (2012) Global | f=POrts: FDI and trads in technology as means of

svnthasis raport tachnologyr diffusion; 2.Competition that incraasas
incantives to innovate; and 3. Leaming-bv-sxporting
Eﬁ;?ﬁr al Savaral Thersa is some support forthe “learning by exporting’
Warious articlas E‘i T s -~ | channsl trpicallyfor commtrizs-industrias behind the
asebroack (2003), | countriss be T
DE‘LDE‘EkE‘I i:ﬂ:l-':l 251 PIH.CHCE' Irontief.

c. Studiss that questionthe laarnine by exporting affact

fire Exportars Mors Eratti and Falica Ealativaly fawr studiss show that export fosters

Likely to Introducs p— Italw . .

Product Innovations? | (4012) innowvation

Various srticles Hobday {1993) Econometricanalvsas of firm or plant-lavel data

B Wastphal (2002 providea littls avidanes of anvlsamins-bv-sxporting.

d. Studies that concluds that innovation favors intemationalization

Innovationand - e raaeri ] £ .

Internationalizationin | Lamotts & Colovic | 84 Young _]:I.‘EI.'_P:I.'_.]:I_LTL-HJ..I.'“I.'I.'.I:I:IS involv a.du:t product

YoungEntrepren (2010 countriss and’or procass innovationars morz likelyvto be

Firms = intsrnationalizad

Ira].,md' s innovativa . Continual policy innovation ontha part of

eovernmental policiss | Bios-horalesand .

ﬁr.:.m.:.ﬁng Brannan (2009) Irzland | government can mean a ralevant contribution to

internationalization N = firms® process of intarnationalization

Ft:l!i:;-tl: Eh‘:“';ﬁi;;_:':hn Thea export intansity of innovating firms is

90°s. The rols -:-F © | Basila {2001) Ttaly svstematicallvhicherthan that of non-innovatine

innovation Hrms

Endogsnous product vs

X . Innowvationraisas a firm” s propensity to axpost, but
process innovation and | Becker & Eggar prep - pot.

a firm's propemsitvto | (2009) (rarmarmy E:i:du-:t Tm'mnnts relativaly meors important in
=

axport L regard.

'.Ih! ml!. “.“1‘*“_“?‘”’1- Kafourosstal. United | Bwbeingprasent in international marksts, firms can

in explain. innovation (2008) Kingdom| better exploit their R&D investmants

parformancs h = SHEL SRR - -

Fublic Policy for

innovationand i The impact of pro-imovation policiss oneconomic

. . - Banno eral (2013) | Italy . . . . . .

internationalization: ara N ) - putputis higher in internationalized regions.

thaw worth it7

Entrepransurship Innovationand proactivite ars the fundamental

orisntation in service | Amaral sral. Spain glamants for intarmational suceess. Networkingis a

SMEs: key rasourcafor| (2014) P madiating variabla of innovation in export

intarnationalization performance.

Eobarts & Tvbout,
(1997); Bernard & | Diffarent
Jensen, {19997 204: Countriss
Garoskisral , {1997)

The raciprocal ralationship betweaan the investmant in
E&D and internationalization is thatit's
characterizad brinter-tamporal linkagas,

Various articlas
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e. Studies that conclude thatinnovation favors internationalization through the moderating effects of the
variable “productivity”

Innovaticn and . . Innovation, through its effect on firm productivity,
) . —_— Cassiman & Golovko . . oot .
internationalization (2011) Spain | increases thelikelihood of the firm entering the

through expaorts. export market.

igﬁii:?ﬁ s,:lgﬁ;m_ , Internationalization and investing in increasing
level pro ducﬁv?w for Lileeva & Trefler (2010) | Canada| productivity may be complementary for
some plants productivity growth.

Produ ct_ 1n11m'ajmn & | Cassiman & Martinez- . Product innovation ]I.’E:FhEL’ thal.n process innovation
exports: Evidence from Ros (2007) Spain | affects firm productivity, which in turn enables
Spanish manufacturing - firms” internationalization.

Learning-by-exports: Exporters may leam from their foreign contacts,

New 1lnsllgh1és from Sja.lmzmn & Shaver Spain | adopting new technologies and thereby increasing
EXaMIINE Hrm (2005) their productivity and performance.
innovation.
Awetal (2001
Bemard & Jensen Exporters have higher productivity than non-
(1999); Damijan & Diffe- | exporters before starting the internationalization
Various articles Kosteve (2008); rent process, and no significant productivity
Delgadoetal , (2002); | Coun- | advantages are observed among continuous
Fafchampsetal. (2007); | tries exporters or non-exporting firms respectivel v over
Greenaway & Eneller, time
2007)

2. CONCLUSIONS AND DISCUSSION

Companies go through different stages in theirna®onalization process, gradually increasing the
involvement with the foreign markets, as well asittlexport skills.

In many countries governments have created sonwanrs to help firms advance in this process,
and others to foster their innovation achievements.

Governments, the same as companies, face a stratdégginma. They should decide whether to
prioritize the allocation of resources to fosteramation, with the hope that businesses will dgvelo
better and more internationally successful produmtshey should mostly use their budget to help
companies sell their existing products abroad.

We may link both fields of research in order to wgdinteresting conclusions regarding public
policy and business management: one that relatesation to export performance, and the other
one associating export promotion programs to exqtess.

The previous studies reviewed above have given elddence on the positive effects of innovation
on the firms’ internationalization performance. §hwould point out to the need to prioritize
innovation programs, with the aim of enhancing Srrompetitiveness.

What about export promotion programs (EPPs)? Camala@ deduct a direct influence on firms’
internationalization performance? Different studiesse measured the effects of export assistance
on firms’ international activity. Gengtirk and Kbt (2001) concluded that EPPs bring about
results primarily in export diversification and fitability, rather than in export sales. Franciglan
Collins-Dodd (2004) also found a positive relatioipsbetween program use, and impact measures
related to company objectives, strategies and ctenpees, but not with economic measures. Fayos
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(2003) concluded that companies receive only ietlienefits from promotion (improvement in
managers skills and sales leads), but not direwefiie (economic results). Seringhaus (1984) did
not find a relationship between the use of a pmog(@rade missions) and two performance
outcomes (export intensity and number of ordens),itodid with other indirect indicators, such as
the number of export contacts. Finally, in Freixaf2©12), the global EPP impact analysis showed
a relationship between use of programs and somketivag improvements; for instance, companies
that used the programs developed more their sa®gorks, and had better promotion activities.
However, the results showed no relationship witinarease in the firm’s international sales.

Thus, the results from this group of studies presidvidence that EPPs help companies to develop
some aspects which will make them more competitwé their use is not related with an increase

in exports. These findings are consistent with abgectives of EPPs: they are expected to help

companies to better compete internationally, batfihal achievement of exports depends on other
variables beyond program control. Studies on intiomahave established this is one of these key

elements.

Besides, the results of the studies on EPPs inga@eh to go in the same sense as the first group of
studies we analyzed, supporting the learning-byeekp thesis. Companies that use more EPPs
enter in contact with the foreign markets, and @éhéier they may become more innovative (and
other dimensions of competitiveness such as impnewts in their marketing, building sales
networks...).

Furthermore, the analysis by type of program inxareet (2012) showed that the use of Direct
Promotion Programs (such as trade missions andsepeuh foreign trade shows), and the use of
Information EPP¥ results in the creation of stronger and largewnskts of foreign partners. This
is one of the elements that we have argued prelyiouif have an impact in the firm’s innovation
capabilities (and consequently in its export perf@nce).

These results point out to some implications reiggrthe way Export and Innovation Promotion
Programs are designed and managed, and theioredhtf®.

Implications for Public Policy

The findings described above have implications lom program selection (which is the mix of
services that should be prioritized), in their daesi(how they should be structured), their
organization, and their segmentation (which kintdsoonpanies should be preferably targeted):

- Studies in EPPs impact show that thgser, se are unlikeable to result in internationalization
performance. Other elements, especially innovatosequired. In consequence:

* Export promotion agencies should prioritize companthat have developed innovative
products or processes, when selecting those thidbaeviefit from the scarce government funds
dedicated to export assistance.

* Alternatively, companies with the potential to s&orm the information gathered through EPPs
into innovation and then into exports, should d&eaonsidered first. Several indicators may be
used in order to know the companies’ innovation argorts potential. Among these we can
suggest the managers’ entrepreneurial orientateffected in such dimensions as risk-taking

1 Includes information on markets, programs or ekgoow-how, and use of foreign trade offices.

13 A table with a summary of the findings and theiplications for public policy and for managersrisluded at the
end of this section.
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and proactivity (Covin and Slevin, 1989). The merdrepreneurial managers are the ones
more likely to turn the assistance into internaticsales.

Additionally, given the necessary investment irthbibme and financial resources involved in
collecting the information and in transformingnto marketable products (the “inter-temporal
linkages” mentioned in previous section), anotbemito consider should be the possession of
enough financial resources (or the capability ttawbthem from financial institutions). The
soundness of the balance sheet, the evolution afftprand turnover, may provide suitable
measures for this factor.

In line with Altamonteet al. (2013), we also recommend the coordination andyraten of
internationalization and innovation policies “undere roof*®. In any case, these policies and
programs should be further coordinated. For exampkrsonnel of Export Promotion
Organizations in contact with user companies, shbel aware of Innovation programs and be
willing to inform about them those interested ipexing.

Further measures could include making it easier dompanies that have successfully
participated in innovation programs, to use examvices. For instance by granting them
discounts on the possible EPPs fares, or by githiem preference over other companies.

Governments should also make fostering businessvaiion one of their industrial policy
priorities. Making available to companies a widenga of effective and well-designed
Innovation Promotion Programs would be a necesstery. The complementary step should go
in the sense of creating the conditions in ordeméke innovation easier, with measures that
could include, among others: R&D tax incentiveshsas credits or deductions; protection of
intellectual property together with a favorable alty payments tax regime; a swift-secure
functioning of the markets, which attract investargl encourages risk-taking; the creation of
dynamic higher and technical learning institutions; the development of instruments of
technology transfer from universities to compariid/C, 2010).

- Research in the field of Export Promotion has shdmat some EPPs (specifically Information
and Direct Promotion Programs), help companiesdate partner networks. Studies in the area of
Innovation have found that it has a two-way reladitip with networking. The linkage of both
fields of research results in recommending thategmwents foster specially these specific
programs, as a way to finally increase exports.

- The issues above address the topic of who will mawee chances to transform the information
coming from international markets into innovatiomdathereafter succeed in exporting.
Complementarily, we should address the issue ofvfoch companies export assistance can make
more a difference. That is to say, which kind ompanies would not be as successful if they
didn’t access export assistance; or looking ondthher way, which firms do not need so much
export assistance. Taking this into consideratlBRPs should be targeted as a priority to two
types of companies, segmented according to thasrasid to their internationalization stage:

a) SMEs: in comparison to large firms, SMEs are mavastrained by limited resources and
capabilities for acquiring information and thennstrming it into innovative products and

' The integration of Export and Innovation assistai& a process that, for example, already tookeplacthe
Autonomous Community of Catalonia (Spain). In Gatéd, the Export Promotion Agency (named COPCA)igaé
with the Innovation Promotion Agency (named CIDEMind they created a common agency named ACCIO18. Th
process enabled the sharing of information, savinge for companies when asking for information, vasll as
economies of scope in administrative personnelpganises.
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processes. This makes them less likely to innowatd venture into exporting without
government support. In fact, EPPs impact is typichigher among SMEs than larger firms
(Zia, 2008; Freixanet, 2012).

b) Starting exporters: companies which are beginrtieg internationalization process need more
support in order to develop their exports, trainargl information in order to become more
competitive, and help in order to identify contaatsd opportunities. This argumentation is
supported by previous research, which found thiaisfiin more advanced internationalization
stages are the ones that perceive or experienseuksfulness in EPPs (Freixanet, 2012;
Francis & Collins-Dodd, 2004; Czinkota, 1982; Sghaus & Rosson, 1990).

Implications for Firms’ Managers

The combination of findings described above haw aome consequences on the business
strategies:

- Companies should make innovation one of their npoevalent priorities. Firms that innovate
obtain better products, are more productive, and #thieve a higher export performance. These
efforts may be complemented with actions to comrakre the products internationally (for
example, prospection trips, participation in tradénibitions, or contacts with distributors), but
companies should not forget to give priority to amation, since it is the basis of the future
acceptance of their products in the internationalkets.

- Managers participating in EPPs should be conscatamit the need to gather the information
necessary for the improvement of their products gnodesses. They should come with a check-
list of basic data to be obtained when establiskmgact with the foreign markets, and that may
bring about innovation, specially product improvemewvhich we have seen affects stronger
internationalization than process innovation.

- Results show that SMEs and companies startinggorexan become more competitive by using
most available EPPs. Therefore, managers in corpdrom this segment should be especially
active in gathering information about the progrand increasing their participation therein.

- Finally, managers must be aware that this is a lpngcess. Gathering the information,
transforming it into innovative products and systetakes time and requires a considerable
amount of patience and an investment to be foreseen

Table 3Summary of findings and implications

_ Implications
Findings ; ;
For Public Policy For Managers
Prioritization of innovative companies in
EPPs, or with potential (for instance with _ .
entrepreneurial managers). Creation of a check-list
EPPsper sg are unlikeable t of basic data to be

Coordination and integration of
internationalization and innovation policie
“under one roof”.

Sobtained when
participating in EPPs,
and that may result in
product innovation.

result in export performance.
Other elements, especially
innovation, are required

Facilitate the exchanges between
innovation and export promotion programs.
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Priority in fostering innovation ->
innovation promotion programs + create
conditions to make innovation easier
Making innovation one
Innovation results in a higher of the most prevalent
productivity, and then in more priorities.
exports.
- Implications
Findings X :
For Public Policy For Managers
Inter-temporal linkages Pre-selection of firms with Taking into consideration the time
between innovation and enough financial resources for | and investment required for the
internationalization EPPs. process.

Information and Direct
Promotion Programs help
companies create partner Foster especially Information and
networks Direct Promotion Programs in
order to finally increase exports.

Participating especially in those
specific EPPs

Innovation has a two-way
relationship with networking

Managers in SMEs and starting
EPPs should target, mainly, SMngportgrs Shﬁ”'.d bg ?spe0|§lly
and starting exporters active in gathering information

' about EPPs and increasing their

participation therein.

EPPs impact is typically
higher among SMEs and
starting exporters

4. SUGGESTIONS FOR FURTHER RESEARCH

Previous studies have described the interactiotvede® innovation and internationalization mainly
for SMEs. An interesting contribution could be mdgemeasuring how company size affects the
impact. Specifically, it would be relevant to measthe effects for large multinationals. Contrary
to SMEs, all these companies carry out R&D acteitiand therefore the marginal contribution of
innovation may be expected to be less than forlsmaiganizations.

Additionally, an analysis by industry could provideost significant results, since the effects of
innovation may be expected to be more decisivesfone industries (for instance, technological
industries, or those subject to an intense-globaipetition) than for others.

Finally, as shown in Table 2, the great majoritystiidies have been carried out in developed
countries. Further research could be made as tanteeactions between the two variables in
emerging economies. It is expectable that the Hiegrby-exporting” effects will be clearer for this
category of countries.
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