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Resumen

Este trabajo es parte del proyecto “Internacionalizacion de las MiPymes en el Azuay” que
previamente ha medido el potencial de desarrollo internacional y establecido procesos de
mejora a aplicar en las empresas. En esta fase, mediante la aplicacion de herramientas para
evaluar la situacion actual de la Fabrica de Mosaicos La Austral, se verificaran sus recursos y
capacidades empresariales reales para determinar las areas en las que se debe mejorar. Luego,
se planteara un plan de mejora competitiva que la empresa deberd seguir para aumentar la
eficiencia de sus departamentos y asi mejorar su competitividad con el objetivo final de

enfrentar una internacionalizacion exitosa.
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Abstract

This thesis is part of the "Internationalization of MSMEs in Azuay" project, which has
previously measured the MSMEs potential for expanding into international markets and has
also established improvement processes that must be implemented in the companies assessed.
In this phase, evaluation tools will be used to determine the current situation of Fabrica de
Mosaicos La Austral. Additionally, the business capabilities will be verified to determine the
departments that must be improved. Then, a competitive improvement plan will be proposed,
so the company can follow the recommendations to increase the efficiency of its departments
and thus enhance its competitiveness with the ultimate goal of facing a successful

internationalization.



Introduction

Exports are fundamental for a country's progress because they increase productivity, generate
higher foreign exchange earnings, allow financial development, diversify economic and
commercial risk, and generate competitiveness. There are also invisible benefits such as the
creation of quality industrial processes and products, better learning processes, and product
innovation growth. Thus, small and medium Ecuadorian companies (SMESs) can take advantage
of these benefits and direct their activities towards internationalization. However, this implies
high costs that not all companies can afford. SMEs are a relevant component in the Ecuadorian
productive sector because they represent 98.86% of the business sector, generating 51.16% of
all jobs. Yet, their sales volume amount is only 17.89% (INEC, 2020). The limited resources
and size of SMEs give them great sensitivity to the local market and restrict access to foreign
trade and benefit from economies of scale.

Therefore, it is essential to promote and increase the competitiveness of MSMEs by giving
them access to tools, processes, and methods to develop their participation in the international
market and improve in the domestic market. In this investigative work, we will work with
Fabrica de Moisaicos La Austral to propose tools that allow it to improve its competitiveness
and start its path towards internationalization. For this, we will talk about Foreign Trade
theories that support internationalization and company innovation; subsequently, we will
diagnose and audit the company to know its level of development and organization. Finally,
we will propose improvement plans for all the critical areas of the company so that it faces a

successful introduction in international markets.



Chapter 1

Theoretical framework
The first part of this chapter presents the theories on which foreign trade and
internationalization processes are founded to understand the importance of introducing national
companies to foreign markets. The theory on MSMEs is also exposed. The characteristics and
benefits of these companies will be detailed, and the main challenges that they face to have
better participation in the market. Finally, an analysis of the mosaic industry in Cuenca is
carried out to know its status in terms of legislation, participation in the national and

international market, and the companies that lead this sector.

1.1. Theoretical foundations of trade

Trade between nations has been exploited since colonial times to meet the population's needs
and take advantage of trade due to the irregularity in the distribution of resources between
nations. That is why it is considered that international trade “emphasizes the real transactions
of the international economy, that is, those transactions that involve a physical movement of
goods or a tangible commitment of economic resources” (Krugman et al., 2012, p.8). In other
words, international trade focuses on commercial relations, both economic and legal and

financial, between agents from different countries.

At this point, we should highlight the difference between foreign and international trade
because these terms are commonly confused. Although both terms refer to trade beyond the
borders of nations, international trade focuses on a general conception of the activity where all
economic relations, guidelines, agreements, and regulations between the entities that
participate are considered. At the same time, foreign trade focuses exclusively on the economic

and legal relationship that occurred in an established place and date caused by the exchange



between two entities (Huesca, 2012). Thus, international trade is a broad perspective of
commercial activity between nations and is used when referring to third countries in general,
without including one's own country. Still, foreign trade exclusively analyzes export and import

relations between two nations or regions, where the country itself is included as a reference.

The relevance of trade between nations due to globalization and industrialization was extended
and reinforced because current conditions facilitate trade and increase benefits for nations,
companies, and individuals. Thus, international trade of goods went from $58,500 million in
1948 to $19,014,680 million in 2019, an increase of 32,404%; while international trade of
services went from $367,000 million in 1980 to $6,228,674 million in 2019, with an increase
of 1,597% (World Trade Organization, 2021). Several theories try to interpret and understand
the importance of trade and offer a modern vision of why commerce between nations occurs,

its objective, and how to fulfill it.

1.2. International Trade Theories

1.2.1.  Absolute Advantage Theory (Adam Smith)

Adam Smith, the Scottish economist known as one of the most important exponents of
Classical economics, published “The Wealth of Nations” in 1776. He formulated the theory of
absolute advantage. He explained that one country would have an advantage over another when
it comes to producing a good since one of the two countries will be more efficient! in producing
that good (De la Hoz, 2014). This theory is presented with the 2x2 model -two countries and
two commodities- in which each country can produce goods with less human labor than the

other, and therefore production is cheaper (Schumacher, 2012). Consequently, each country

L1t will need fewer resources per unit for its production than the other country (De la Hoz, 2014).



will have the absolute advantage in producing goods, and they will trade with each other to
improve profits.

According to De la Hoz (2014), this theory must apply specialization in the production of goods
and the division of labor. Each country can focus on improving and increasing the production
capacity of the product in which it has an absolute advantage. This practice will result in both

countries exchanging their goods and getting benefits from the increased income.

1.2.2. Comparative advantage theory (David Ricardo)

During the 19th century, David Ricardo analyzed Smith's absolute advantage theory. After his
research, he tried to explain what happens when a country produces in a situation of absolute
advantage. Thus, in his book "Principles of Political Economy," he states that a country can
obtain profits in global trade if it specializes in what it can produce efficiently. In this way, he
considers that "a country has a comparative advantage in producing a good if the opportunity
cost? of this product in terms of other products is lower in this country than in others" (Krugman
etal.., 2012, p. 27). In this way, it is affirmed that there are gains from global trade if a country
dedicates itself to what it can produce efficiently and buys from others what it produces less
efficiently. Then, production and consumption will increase due to a greater number of

products, which leads to a more significant monetary and commercial movement in the country.

However, absolute and comparative advantage theories have several repeatedly challenged
assumptions. Daniels et al. (2013) mention some of them: full employment —both approaches
assume that countries dedicate all their time to the production of that good-, economic
efficiency —they consider those nations are interested in maximizing their income-, a division

of profits —both theories don’t indicate the increased division of production-, two countries and

?The opportunity cost of a product A in terms of a product B is the number of B that could have produced with
the resources used to produce a certain number of A (Krugman, Obstfeld, & Melitz, 2012).



two products -a world composed simply of two countries that produce two products-. Another
essential factor is transportation costs: sometimes it costs more to transport the products than
to make them. We can also mention static and dynamic: both theories assume that countries’
conditions do not vary. Production networks and mobility are often discussed: the first don’t
consider production in different parts of the world, and the second assumes that resources can
be moved from the production of one good to another. And finally, both theories don’t deal

with services.

1.2.3.  Two countries, two products (Eli Heckscher and Bertil Ohlin)

The Heckscher and Ohlin (HO) model combines comparative advantage statements with the
approach of the specialization of a country according to its factor endowment® (Golds, 2015).
According to Charles Hill (2011), Ricardo's theory of comparative advantage arises from the
differences between the productivity of countries; however, for Eli Heckscher and Bertil Ohlin,
comparative advantage is based on the number of factors of production -land (P), labor (L) and
capital (K)- of each country. In this sense, the countries present differences in the endowment
of these factors, which causes a factor of production to be cheaper if it is more abundant in a
country and more expensive when the factor is scarce.
These notions described above are the basic assumptions of the HO model. However, according
to Laura Oros (2015), it is also important to consider the following assumptions:

1) Two countries use as factors of production of goods: labor (L) and capital (K).

2) The technology is identical in both countries.

3) The intensive production of only two goods according to a given factor with different

factorial intensities.

4) The demand for the two goods is equal in both countries.

3Quantity of productive factors available in a country.



5) There is no economy of scale, so there is no product diversification.

Thus, the Heckscher and Ohlin model states that in a free market economy, the self-regulatory
mechanism will help countries specialize in both: the exportation of goods that need abundant
factors of production and the importation of those goods whose factors of production are scarce
(Hill, 2011). According to this theory, a country that is well endowed with a specific factor of
production will be able to export goods that, over time, will allow the country to expand the
commercial flow, which will motivate an increase in goods price and a consequent higher

profit.

1.2.4.  Theory of the competitive advantage of nations (Michael Porter)

In his book “Competitive Advantage,” Porter (1987) mentions that nations thrive due to their
natural or acquired advantages. He also mentions that it largely depends on the ability of
national industries to innovate and improve through localized processes. The author establishes
that competitiveness in international markets has been strengthened, and that is why nations
must build strategies to innovate and promote improvements in industrial sectors constantly.
Thus, he mentions that there are four attributes -defined in Porter's diamond (see Figure 1)- to

achieve a competitive advantage:

1) Factor conditions that describe companies' situations regarding their available factors
of production, in which they specialize and improve continuously. In other words, it refers
to all essential aspects to compete in a specific sector -that companies can exploit- through

innovation and productivity.

2) Demand conditions that focus on the nature of goods and service demand in the
domestic sector. It influences the advantage generation since the more demanding internal

buyers exist, companies seek faster innovations and valuable advantages. Therefore,



companies must know who their customers are, their needs, the problems and demands that
may occur, and what innovations they will require to get customer satisfaction and loyalty.
These demands are then transferred to the international market, facilitating enterprises’

internationalization.

3) Related and supporting industries that refers to the presence or absence of suppliers -
or related competitive sectors-that make up the value chain of a company. The high
competitiveness of suppliers raises company standards, improves innovation, and causes a
better position in terms of quality since they offer cheaper, faster, and better-quality raw

materials.

4) Firm strategy, structure, and rivalry which are essentially the conditions in the nation
that establish how companies are created, organized, and managed, as well as their inner
competitive nature. Concerning strategy and structure, the success of a nation depends on
the talent of the industry's workers and their commitment to business objectives since
individuals forge competitive advantages. Regarding rivalry, with solid competitors,
companies tend to promote product quality, improve their strategies, and constantly

innovate, which leads to continually boosting and strengthening your advantage.

These dimensions establish a national environment where companies grow and learn to

compete in highly competitive markets (see Figure 1). They combine necessary tools to

enhance their management, such as availability of resources and skills, information forming

business opportunities, directions where resources and skills are deployed, administrative

objectives, and innovation pressures (Porters, 1987).



Figure 1:Porter's diamond.
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1.2.5. Global competitiveness ranking

The Global Competitiveness Index (IGC) is a ranking proposed by the World Economic Forum
(WEF) in 1979 to categorize countries according to their economic development. According to
the organization, competitiveness is “the set of institutions, policies, and factors that determine
the level of productivity” (Cann, 2016), which later translates into economic growth and social
welfare. The IGC is carried out through the analysis of 3 subscripts that make up 12 pillars of

nations' competitiveness (based on micro and macroeconomic fundamentals), which are:

e Basic requirements: institutions, infrastructure, macroeconomic environment, health,
and primary education.

e Efficiency enhancers: higher education and training, goods market efficiency, labor
market efficiency, financial market development, technology readiness, and market
size.

e Innovation factors: business sophistication and commercial innovation (Cann, 2016).

To calculate it, the FEM has used 103 specific factors in recent years; 55 of them correspond
to complex data obtained from countries’ official sources, which represents 70% of the total in

the measurement. The remaining 47 are obtained from the Perception Survey carried out among

8



businessmen in each country, which corresponds to 30% of the index (Del Castillo & Salazar,
2017). 1IGC's importance lies in the certainty it gives countries regarding economic policies and
business environments, which favor firms to achieve greater competitiveness in the markets

and sustained growth.

1.3. Internationalization theories

1.3.1.  Gradualist theory: UPPSALA model

Created by the Swedish University of Uppsala, this model describes that companies
internationalize through a gradual process in which the used resources increase as the
international experience increases, which is made up of physical distance and the value chain.
(Johanson & Wiedersheim-Paul, 1975). In this sense, authors define internationalization as the
behavior of a company regarding foreign activities or the transfer of operations abroad and
their close relationship. The theory tries to understand the internationalization of companies
through knowledge of foreign markets and international operations and the increase of

resources and activities in those markets.

The biggest obstacles to internationalization are the lack of knowledge and resources. Authors
explain that companies first relate to nearby places with which they share the same or similar
culture. In this way, companies follow a localized process based on similar steps that comprise

the establishment chain, which comprises

1) Sporadic export activities: The company lacks market information and sales channels
and does not allocate resources to it.

2) Exports through independent representatives (agents): The company has a channel to
the market where it obtains regular information, thus implying a more outstanding

commitment.



3) Establishment of commercial branches: The company has controlled and regular
information on the market, which allows it to establish its presence and allocate
resources directly.

4) Production in the foreign country: The company commits more resources to the market.

These stages simplify the internationalization process of companies; however, it does not mean
that it is always the same process since some markets do not require so many resources. In
others, a great experience is obtained due to the requirements facilitating direct establishment
in other less demanding needs. Thus, there are exceptions to the theory: when companies are
large or have many resources, they make more significant advances, when market conditions
are stable, and information can be acquired by different means other than experience, and when
companies have acquired a great experience that facilitates entry into other markets (Cardozo

etal., 2013).

UPPSALA model also relies on the cultural distance to explain companies’ establishment in
various countries. Cultural distance is exposed as the "set of factors that prevent and hinder
information flow between the firm and the market" (Johanson & Wiedersheim-Paul, 1975, p.
308), such as language, traditions, level of education, industrial development, and more. Thus,
the less psychological distance between the country of origin and the destination country, the
fewer obstacles there will be in the flow of information between the company and the

destination market.

However, this model has various criticisms since it employs a reactive perspective of gaining
experience, so it proposes obtaining knowledge based on known and traditional solutions,
leaving aside the proactive nature of innovations. In addition, it encourages companies to
establish their activities on experimental knowledge, reducing uncertainty and reducing

incremental behavior, which motivates innovation (Hansson et al., 2004).

10



1.3.2.  Casino Model

According to Garcia, Ramirez & Del Cubo (2019), in the Casino Model, companies are
characterized by the fact that their directors seek opportunities and economies of growth. There
must be managerial skills and administrative systems to manage the outside activities. This
model establishes that "in the face of uncertainty and partial ignorance about foreign markets,
companies limit their exposure to negative results through international diversification”
(Hakanson & Kappen, 2017). Through this behavior, the company will be able to explore,
discover and act on opportunities in various markets. According to Hakanson & Kappen
(2017), the Casino model shares some characteristics of the Uppsala and Born Global models,
with the difference that it combines them with a separate strategic logic. For example, just like
Born Global companies, the Casino model seeks to make decisions about searching for
international expansion opportunities in existing markets rather than in new ones. Thus,
companies will enter the markets through agents and foreign direct investment once the
capacities to manage international expansion have been established (Garcia et al., 2019).

In addition, the main force for the internationalization process is the internationalization
capabilities and the decisions to enter the foreign market. Therefore, planning to enter new
markets should be considered a project that is part of the internationalization process. When a
company has decided to seek sales agents in foreign markets or establish wholly-owned sales
subsidiaries, expansion must be carried out with simultaneous entries into several markets. By
having several places abroad, the probability of identifying profitable opportunities increases,
which helps diversify the risk - the impact of negative results when entering a single market-.
However, access to markets could be limited by available financial and administrative
resources, SO companies must prioritize entry opportunities. At the same time, the Casino

model suggests that market entries will often not be made based on exhaustive analysis but

11



rather on a trial-and-error basis, using the information and resources available at the time
(Hakanson & Kappen, 2017).

In short, the Casino model and the Uppsala and Born Global models are similar. However,
there is a clear difference: the Casino model is based on finding opportunities to establish itself
in new markets. In the same way, directors of the companies that apply this must-have model
skills to manage and enter foreign markets. One of the main characteristics of this model is the
search for risk diversification through the opening of several markets to avoid the consequences

of having entered a single market.

1.3.3.  Hofstede’s cultural dimensions theory

When internationalizing, companies face the so-called "foreign disadvantage" that is enhanced
by the cultural diversity of the nations of origin and destination. This diversity forms the
cultural distance that influences the company's decision-making when settling in the country.
For this reason, Hofstede (2011) defined six cultural dimensions that explain the social

behavior of individuals during negotiations:

1) Power Distance Index (PDI): Describes how lower-ranking members of a society accept
power inequity. In societies where the distance is great, the members do not question those
in higher hierarchical levels because they consider them leaders. On the other hand, in
societies where the index is lower, individuals have equal power with each other and may
achieve higher status through education, income, or employment status. This distinction is
easily recognizable between Asia, where there is a significant power distance in most
countries, and the Nordic countries —Denmark, Finland, Iceland, Norway, and Sweden-

have a small power distance.

2) Uncertainty Avoidance Index (UAI): It exposes how members of a society feel when

handling unknown situations, that is, how they react to difficult circumstances. There are
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societies with a slight UAI that accept and manage situations of uncertainty flexibly and
relaxedly because they consider them to be an inherent part of life. But, there are also those
with strong UAI where people avoid risk and situations that they do not know, so they
prefer predictable or controlled circumstances, which prevent stress and anxiety. Examples
of countries with a high UALI include Japan and South Korea, while low UAI are China and

the United States.

3) Individualism vs. collectivism (IDV): In individualistic societies, members make
decisions independently, prioritizing their well-being and that of their close relatives. While
in collectivist societies, individuals create strong group ties and look after the collective
interests and those of the whole family (uncles, aunts, cousins , and others). Clear proof of

this is China and others being collectivist, and the United Kingdom is an individualist.

4) Masculinity versus femininity (MAS): In societies where masculinity predominates,
individuals are motivated by competition and results; that is why they are assertive and
focused on material success, such as in the case of Mexico or Italy. On the contrary, in
female societies, the creation of good relationships and the assurance of high quality of life

prevail such as the cases of Denmark or Holland.

5) Long-Term Orientation vs. Short-Term Orientation (LTO): Refers to the rewards people
seek in the future. Thus, those who live in societies with a long-term orientation seek to
invest and save, be cautious and firm with their rewards, and maintain/respect hierarchies—
examples of South Korea and Hong Kong. While short-term-oriented societies seek
immediate rewards, their structures are more horizontal, and their relationships are based

on interests- examples from Latin America and Australia.

6) Indulgence vs restriction (IVR): It focuses on the happiness of individuals and the control

of their lives. Indulgence focuses on societies that allow gratification to fulfill personal
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goals related to enjoying and living, so they are permissive regarding the satisfaction of
needs. On the other hand, the restriction focuses on societies that control gratification
through strict social norms prioritizing moral discipline. This differentiation is evident
between the countries of America that are indulgent and those of Eastern Europe that are

restrictive.

Although Hofstede describes the most used dimensions of cultural distance, different
perspectives analyze other cultural aspects that define the way of doing business between
nations. One of them is the GLOBE project, which examines nine cultural dimensions:
assertiveness -degree of assertiveness, confrontation and aggressiveness-; collectivism | -
degree of appreciation of loyalty, commitment to collective norms and activities-; collectivism
Il -degree of expression of pride, respect and loyalty towards specific groups-; gender equality
-degree of minimization of differences in roles and status between genders-; performance
orientation -degree in which excellence and improvement are supported and rewarded-; and
human orientation -degree in which that encourages and rewards altruism, generosity and

justice.

1.3.4.  Systemic planning

Systemic planning models adopt consecutive steps for the internationalization of firms since
"they are based on the assumption of perfect rationality on the part of entrepreneurs™ (Cardozo
etal., 2013, p.11). First of all, the central idea of these models is the feasibility of a collection
and analysis of market information. Researchers such as Merton Miller (1993) affirm that
systematic internationalization planning, - based on exhaustive market research, improves a
company's performance internationally because managers will know the conditions to enter
and stay in foreign markets, thus reducing the risk of losses. Miller (1993) also proposed a ten-

step internationalization process divided into three phases: evaluation, planning, and
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implementation. The first is divided into the preparation of the company to export and
assessment of the company. The second consists of a domestic business plan, a global
evaluation, and an international market entry plan. The third refers to selecting an international
partner, compliance with standards and regulations, selection of support services, introduction
to the market, and physical presence in the foreign market.

On the other hand, Root (1987) specified a systemic internationalization process based on: the
evaluation of market opportunities, the establishment of objectives, the selection of entry
modes, the formulation of marketing plans, and the execution of this planning. While Yip,
Biscarri, & Monti (2000), based on planning, proposed the "way station model” of SME
internationalization, suggesting six steps: the sequence of motivation and strategic planning,
market research, market selection, entry mode selection, issue planning, and post-entry
engagement.

Thus, systemic planning theory follows steps for company internationalization based on a
traditional conception of the process. The taken steps depend on the author that is applied in
each case; however, most of the models of this theory are similar since they all want to analyze

foreign markets, and prepare for a successful introduction to them.

1.3.5. Network model

The network model includes theories that explain "the internationalization process as a logical
development of companies' organizational and social networks"” (Cardozo et al., 2013, p.12).
This theory implies that when a company has an approach to international contact networks, it
has a greater opportunity to access foreign markets. This also means that the relationships
maintained by the company's executives will influence when studying possible international
markets for business expansion.

Cardozo, Chavarro and Ramirez (2013) explain that factors can influence the opportunity of
global networks. For example, suppose a person travels abroad regularly or has had any
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experience in other countries that have allowed him to expand his network of contacts. In that
case, it will become an essential tool when deciding to export your products. According to Ellis
(2000), contact networks need time to develop and gain strength, so the advantages of this
model increase with the personal experience of the members of the company.

According to Ellis (2000), when they do not have experience or contacts abroad, partners look
for approaches with people who give them security and confidence to sell their products abroad.
For this reason, when a company is starting to export, it prefers to hire an intermediary instead
of a direct buyer. Similarly, the buyer will look for reliable suppliers and the means to ensure
they meet the parameters for doing business. In contrast, large companies can benefit from their
networks of contacts, creating expansions in larger steps because they already have customers
and suppliers that help them position themselves in new markets.

One of the most representative approaches of this model is the one defended by Hood & Vahlne
(1987), which explains how companies internationalize through networks. These authors
consider the business networks of a company composed of customers, distributors,
competitors, and the government. They explain that while companies open up to international
markets, interactions with others increase. For example, companies create networks of contacts
with their counterparts in the country where their product is implemented. In this approach,
there is an evolution in networks of people: first, the formation of relationships with partners
in new countries (international extension); increased engagement with established networks
(penetration); and finally, global network integration.

To conclude, the network model explains how a company can access resources that will help
it internationalize. The most convenient thing is to use the networks of contacts before starting
exporting a product. However, these networks can also be built along the way and help the
company to have strong ties with international partners that allow it to achieve much greater

expansion.
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1.3.6. Learning by exporting

Clerides, Lach and Tybout (1998) carried out an empirical study on the importance of learning
during export, assuming that company’s part of foreign trade become more efficient,
competitive, and productive. Thus, Learning by Exporting (LBE) was later defined as a
"mechanism by which a company improves its performance (productivity) after entering the
export market" (De Loecker, 2013, p.1). This impact is because when companies export, they
obtain gains in efficiency produced by transforming production processes. At the same time,
exporters learn about consumers and foreign competition by improving the quality of products,
shipping methods, investment innovation and acquisition, and reducing variable costs. In
addition, there are direct consequences on business-consumer relations and indirect
implications on market competitiveness that directly influence national performance and

facilitate the introduction to other markets (De Loecker, 2013).

Several studies have shown that exporting companies are more efficient than non-exporting
companies. However, the degree of efficiency depends on the sector to which the firm belongs
since technological innovation has an influence. Thus, when a company exports, it becomes
more efficient due to the low costs caused by increased production, improving the use of
resources, implementing foreign requirements to the national market, and using new
technology (Clerides et al., 1998). However, Hosono, Miyakawa and Takiwa (2015) mention
that LBE has the precondition that firms must not have subsidiaries or affiliates abroad to enjoy
the learning gains. Those with subsidiaries already learned previously due to communication
with their allies. They have already developed their potential without necessarily exporting.
Therefore, the effect of LBE is only evident when companies that have not had communication

with the outside export to foreign markets.
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1.3.7.  Contingency perspective

This perspective suggests that SMEs and MSMES' internationalization process depends on
contextual factors that affect but that they ignore. Turnbull (1987), one of the authors, mentions
that internationalization is determined by operational environment, business structure and
marketing strategy, which means that both established internal and external factors influence
the process. On the other hand, Coviello and Munro (1997) and Boter and Holmquist (1996)
integrated internationalization models with the perspective of networks. They assumed that
small companies established in traditional economic sectors follow sequential processes for
their internationalization. In contrast, companies dedicated to technological sectors adopt a
rapid entry disruptive process that does not follow predictable methods. Thus, they conclude
that for MSMEs, an accelerated introduction based on the factors above is appropriate due to

limited resources and many motivations for internationalization.

1.3.8.  Schumpeter's theory of innovation

Schumpeter (1939) designed an innovation model based on the idea that companies' economic
development is motivated by technological innovation since they drive dynamic changes in
technology. Thus, radical innovations originate important changes, but constant innovations
establish a continuous change in the processes. These may be due to the introduction of new
products, new production methods, opening up to new markets, development of new sources
of raw material supply, or new market structures (Olaya, 2008).
This author developed a concept of innovation, defining it as "producing other things, or the
same by different methods" (Schumpeter, 1967). In addition, he pointed out five characteristics
that must be taken into account to carry out innovation processes:

a) Introducing a good that consumers are not familiar with because you can also innovate

in the quality of a pre-existing good.
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b) Innovate in production methods, and look for ways to produce manufactures that have
not been tested in the industry in which the company operates. It is important to
emphasize that it does not have to be a costly innovation that requires scientific
development. Still, it can be easy to implement improvements, such as a new way of
commercially handling merchandise.

c) Consider the opening of a new market. This implies looking for and planning the
entrance to a market where the product has not been previously.

d) Conquer different sources of supply (raw materials or manufactured goods).

e) Create a new organization from any industry. For example, the position of a monopoly
or the cancellation of an existing monopoly.

Finally, the author also considers three key elements for the development of innovation: new
companies, which create new processes compared to already established companies; the
flexibility of entrepreneurs to obtain the economic means necessary for production; and the

company, which is understood as the "realization of new combinations."

1.3.9. Big T paradigm

Innovation is not necessarily synonymous with new technology, since the fusion of known
technologies into new processes or creating a business model is also innovative. Ruelas-Gossi
(2004) develops the paradigm and mentions that the real concept of innovation goes beyond
gradual or radical improvements in known or new products, thus defining two concepts: the
big T and the small t. Suppose the innovation focuses exclusively on the product as a
competitive advantage. In that case, it is a small t innovation driven by state-of-the-art
technology and patented or registered specialized knowledge, which adds value to the product.
On the other hand, big T is the innovation of business models that arise from the synergy of
processes and ideas from company areas -administration, finance, sales, marketing, etc.- which
allows, and the consumer's follow-upes.
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Thus, while the small t is a linear and centralized innovation in the product, the big T is non-
linear and associated with all company areas —an innovation that implies synergy between
departments-. However, the big T can affect the product in a decremental way; in other words,
it can ignore product attributes -make it more general- to expand the amount of the target
market and satisfy the needs of more consumers. On the other hand, both concepts have a
dynamic interaction because they are strategic decisions made by companies based on the
factors they have and in which they operate; thus, the company chooses which competitive
advantage it wishes to develop through one of the two types of innovation proposed. In this

sense, Ruelas-Gossi (2004) states that:

e The more commodity or undifferentiated the product, the larger the T; and vice versa,
the less commodity, the smaller the t.

e The faster the technological cycle of the product, the smaller the t. And the slower it is,
the bigger the T.

e The big T is idea-driven while the little t is technology-driven.

e The less developed the national economy, the larger the T; but the more developed it

is, the smaller the t.

1.3.10.  Hybrid model

Proposed by Li, Li and Dalgic (200