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Social capital in relation to the foreign market entry and post-entry
operations of family SMEs

Tanja Kontinen and Arto Ojala, University of Jyvaskyld
Abstract

Scholars in the discipline of international entrepreneurship have mainly studied rapidly
internationalizing firms. However, the majority of entrepreneurial firms are family-
owned businesses (85% of all firms in the EU and the USA). Research on family business
has focused on the importance of bonding social capital whereas, despite its importance,
bridging social capital has not so far attracted much attention. It has been argued that
bridging social capital plays an important role in firms” internationalization processes.
The purpose of this article is to examine the role of bridging social capital in the initial
entry and post-entry operations of eight family SMEs with regard to the French market.
We found that in foreign market entry social capital generally had a serendipity role,
based on weak and intermediary relationships. In the post-entry situation the role of
strong and formal ties emerged strongly, and social capital most commonly took on
efficacy or liability roles. Thus, it seems that the social capital of family entrepreneurs is
limited to their strong bonding social capital, and perhaps to their strong national social
capital. However, when such firms start to internationalize, they have to find new
networks to gain the bridging social capital that will enable foreign operations. It seems
that having a limited number of international ties drives family SMEs to search for
relevant contacts at international trade exhibitions and trade fairs.
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INTRODUCTION

The field of international entrepreneurship has commonly focused on rapidly
internationalizing firms (Dimitratos and Jones 2005). Scholars have called for research
that would take in aspects of international entrepreneurship beyond early
internationalizing firms (Young et al. 2003), and which would include different types of
enterprise (Dimitratos and Jones 2005). In fact, studies combining family business
research and international entrepreneurship are now emerging, and there has been a call
for more research specifically on the internationalization of family firms (Graves and
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Thomas 2008; Sciacia et al. in press). In both of these disciplines, networks and social
capital have been seen as important (e.g. Coviello 2006; Graves and Thomas 2004).

It has been suggested that social capital may be especially strong in family-owned
businesses, because of the unification of ownership and management (Salvato and Melin
2008). A family business is an embodiment of the aspirations and capabilities of the
family members, and the social element it embodies affects the decisions that determine
its strategy, operations, and administrative structure (Chrisman et al. 2005). This bonding
social capital of family firms, also called family capital, is a well-researched topic (e.g.
Arregle et al. 2007; Salvato and Melin 2008). In addition, bridging social capital is
important for family firms (Arregle et al. 2007), especially in the context of their
internationalization. However, (at least in the context of family firms) this topic remains
under-researched (Arregle et al. 2007, Graves and Thomas 2004; Kontinen and Ojala
2010). The need to study the bridging social capital of family businesses has also been
noted by Coviello (2006), who argued that there may be a difference between the
network formation of rapidly internationalizing new ventures and family businesses.
With these considerations in mind, this paper reports a study on eight family-owned
small and medium-sized enterprises (SMEs)!. The study investigated the role of social
capital in the foreign market entry (FME) of the enterprises, and in the possible
operational changes following market entry.

In this paper, we discuss the phenomenon of social capital in terms of structural
dimensions (i.e. as being strong/weak, formal/informal/intermediary) and economic
dimensions (involving efficacy/serendipity/liability). Thus we seek first of all to
contribute to the field of international entrepreneurship by expanding research beyond
early internationalizing firms. Secondly, we wish to contribute to family business
studies through an investigation of the bridging social capital of family firms, i.e. by
taking up an under-researched topic. Thirdly, the study is intended to contribute to the
tield of social capital in the context of internationalization, through an investigation of
family-owned SMEs - a perspective seen as lacking within organizational research
(Dyer 2003) - and by investigating social capital in the context of FME and post-entry
operations in a particular target country. This approach builds on the studies of Chetty
and Agndal (2007) and Agndal et al. (2008), who studied social capital in the general
internationalization pattern of SMEs. Fourthly, we here respond to the call made by
Pedersen et al. (2002), who suggested that current literature on foreign operation modes
is static, due to the fact that researchers have neglected the changes that may take place
following market entry.

The detailed objective of this paper is to answer the following research questions:
1) What types of social capital do family SMEs utilize in their FME and post-entry
operations? In other words, it is important to know what types of tie (formal, informal
or intermediary) family SMEs utilize in their FME and post-entry operations, and
whether these ties are strong or weak. This kind of knowledge can help us to achieve an
understanding of how these ties are formed and utilized, and how they affect the FME

! The definitions of family firm and SME can be found in the methods section of this article.



and post-entry operations. 2) What kind of role does social capital have in these contexts?
This means that we shall examine whether family SMEs use the serendipity, efficacy, or
liability role of social capital in their FME and post-entry operations. By investigating
these aspects, it will be possible to find out how the FME is triggered by social capital,
and how changes in social capital affect post-entry operations. All in all, in this case
study we aim to extend existing social capital theories to a new context, namely the
internationalization of family SMEs.

The paper is organized as follows: we begin with a discussion of the concept of
social capital, and more specifically, its types and roles within and subsequent to FME.
Secondly, the specific features of family SME internationalization are discussed. Thirdly,
the methodological issues of the paper are elaborated. Thereafter, the findings of the
study are presented and discussed. In the concluding section, the contributions and
limitations of the study are considered.

THEORETICAL BACKGROUND
Social capital

The resources available to actors in a network of relationships can be called social capital
(e.g. Adler and Kwon 2002). This means that social ties between individuals can be used
for a variety of purposes that may result in benefits for actors within the network (Adler
and Kwon 2002; Nahapiet and Ghoshal 1998). Burt (1992) claims that social capital,
rather than financial or human capital, is the most significant factor contributing to
competitive success in all types of firms. Nahapiet and Ghoshal (1998, 243) define social
capital as “the sum of the actual and potential resources embedded within, available
through, and derived from the network of relationships possessed by an individual or
social unit.”

Social capital differs from other types of capital, such as financial, physical, or
human capital. It is a form of capital that is not located within a certain place, being
embedded rather in relationships between actors in a social network (Adler and Kwon
2002; Coleman 1988; Nahapiet and Ghoshal 1998). Adler and Kwon (2002) also argue
that social capital is a long-lived asset that can be used for different purposes, and that it
can compensate for a lack of other types of capital. However, social capital also requires
maintenance. It has to be regularly renewed and reconfirmed if it is to keep its efficacy
(Adler and Kwon 2002).

Social capital is dynamic, since it changes over time (e.g. Larson and Starr 1993).
It may increase or decrease as firms deepen existing relationships, establish new ones,
and end problematic ones (Rauch 2001). However, social capital is not a “universally
beneficial resource” (Nahapiet and Ghoshal 1998, 245). For instance, a closed network



can limit the group’s access to new information and new ways of doing things, leading
to reduced performance for the firm. The less social capital a firm has, the more it is
exposed to opportunistic behavior, and the more difficult it becomes to build long-term
relationships (Walker et al. 1997).

The structural, or architectural, dimension of social capital refers to the pattern of
connections between actors, and the relational dimension to resources attainable through
the structural dimension, such as trust and trustworthiness (Granovetter 1992). In
studies on external relations - in other words on bridging social capital - the focus is on
the relations an actor maintains with actors outside his or her network (Adler and Kwon
2002). In studies on ties among actors within a collectivity, the focus is on internal or
bonding social capital (Adler and Kwon 2002; Yli-Renko et al. 2002).

Types of social capital

To possess social capital, a person must have relationships with others (Portes 1998) and
access to resources embedded in these relationships (Sobel 2002). Thus, it is important to
study how ties between people are developed and structured. Social capital ties can be
regarded as strong or weak. In previous research, the strength of the tie has been
considered from a number of perspectives, including the following: closeness (Marsden
and Campbell 1984), trust (Jack 2005; Singh 2000), mutual respect (Jack 2005), and
commitment (Hite 2003). As was pointed out by Marsden and Campbell (1984), the use
of frequency and duration as a measure of the strength of a tie can be misleading, and
hence these variables are not applied here. Using a modification of the definition
provided by Soderqvist and Chetty (2009), in the present research a strong tie is defined
as one which is close, and which is based on trust, mutual respect, and commitment. By
contrast, a weak tie is “a superficial tie not yet based on strong trust and where the parties do
not know each other well and are not emotionally close to each other” (Soderqvist and Chetty
2009, 9).

An individual can have only a certain number of strong ties because of the
maintenance costs associated with intimate relationships (Singh 2000). By contrast, the
number of weak ties can be high. These weak ties do not require high maintenance, but
can significantly help the entrepreneur in accessing information. Granovetter (1973)
argues that weak ties act as bridges to sources of information not necessarily contained
within an entrepreneur’s immediate (strong-tie) network: because entrepreneurs interact
with weak ties only occasionally, it is likely that such ties will provide more unique
information than strong ties. This is in accordance with the findings of Burt (2004), to the
effect that that new ideas tend to emerge through weak ties between separate social
clusters. However, Granovetter (1985) argues that strong ties are more trustful, as they
consist of emotional bonds. This increases the willingness to offer advice and provide
valuable information (Singh 2000). In an empirical study, Agndal et al. (2008) found that
both direct ties (cf. strong ties) and indirect ties (cf. weak ties) ties were important to all
their case firms in relation to FME. Their findings also suggested that direct



relationships are important in the early phase of the FME, whereas indirect relationships
have a more dominant role in later phases.

In addition to strong and weak ties, the structure of network ties can be divided
into formal ties, informal ties, and intermediary ties (Ojala 2009). The strength of the tie is
not dependent on whether the tie is formal, informal, or intermediary: Soderqvist and
Chetty (2009) found that both strong and weak ties can exist in different types of
relationships. A formal tie involves a relationship with other firms based on business or
market relationships (Adler and Kwon 2002; Coviello and Munro 1997).Thus, Adler and
Kwon (2002) explain that in market or business relationships, products or services are
exchanged via money or barter. However, it can be argued that these relationships are
also embedded within social ties and are thus essentially social (Adler and Kwon 2002;
Granovetter 1985). Informal ties, on the other hand, are related to relationships with
friends and family members (Coviello 2006; Krackhardt and Hanson 1993; Larson and
Starr 1993). However, the boundary between the formal and informal ties is not always
clear. As Larson and Starr (1993) note, informal ties may become formal and vice versa.
In the intermediary tie, there is no direct contact between the seller and the buyer.
However, there is a third party, such as an export promotion organization or an
organizer of an exhibition, and that party facilitates the establishment of the network tie
between the buyer and the seller. In contrast to formal ties, there are no business
transactions between the buyer and the intermediary or between the seller and the
intermediary (Ojala 2009). These intermediary ties can provide links between actors in
different markets and consequently initiate international business activities between the
seller and the buyer (Oviatt and McDougall 2005).

Larson and Starr (1993) argue that the network ties of a firm evolve from informal
ties to more formal ties during organization formation. However, recent studies related
to rapidly internationalizing firms contradict this assumption (Chetty and Wilson 2003;
Coviello 2006). For instance, Chetty and Wilson (2003) also found that early
internationalizing firms focus on formal networks whereas less international firms rely
more on informal networks.

Roles of social capital

The internationalization process of firms can be viewed as a process of developing and
accessing social capital, since firms initiate, establish, and deepen ties during
internationalization (Johanson and Vahlne 2006). Chetty and Agndal (2007) and Agndal
et al. (2008) found that in the FME of SMEs, social capital was linked to efficacy and
serendipity roles, whereas in the context of post-entry mode change the role of liability
was also encountered. The efficacy role refers to the usefulness of a firm’s social capital
and how it enables market entry or a mode change (Agndal et al. 2008). For instance,
interactions between firms increase their knowledge of each other and enable each firm
to access the partner’s knowledge (Yli-Renko et al. 2002). This helps in acquiring
knowledge of new market opportunities, and it increases the efficacy of a firm’s social
capital. Chetty and Agndal (2007) found that the efficacy role of social capital is
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highlighted in cases where the need for information changes and where close interaction
with partners is important. This can trigger a mode change from a low-control mode to a
high-control mode. Agndal el al. (2008) argue that especially in initial FMEs, the efficacy
role of social capital has an important role.

The serendipity role of social capital is highlighted when the FME or a post-entry
mode change is triggered by a chance occurrence involving an external party (Chetty
and Agndal 2007). Such an unexpected event is not initiated by the firm itself but by
serendipity; the implementation of changes is dependent on the firm’s responses to new
opportunities emerging from networks (Crick and Spence 2005; Ellis 2000). Chetty and
Agndal (2007) found that serendipity plays an important role when firms establish joint
ventures or subsidiaries based on the initiatives of partners or employees. These
unexpected opportunities may be triggered by a firm’s weak ties, emphasizing the
important role of weak ties in serendipitous events. The findings of Agndal et al. (2008)
indicate that in FME the serendipity role of social capital becomes more influential when
a firm is entering a geographically or psychologically distant market. This would also
suggest that serendipity has a more dominant role in later FMEs. However, Crick and
Spence (2005) found that serendipity has an important role in both initial and later FMEs,
but that it is highly dependent on managers’ capability to react to and seize the new
opportunities that have arisen.

The liability role of social capital refers to problems caused by social capital
(Chetty and Agndal 2007). It refers to a change in social capital that “occurs as a result of
the high costs and amount of time required to monitor and sustain social capital and
poorly performing partnerships that do not accomplish the expected sales” (Chetty and
Agndal 2007, 12). This point is based on the argument by Nahapiet and Ghoshal (1998)
that social capital may limit openness and access to new information. The liability role of
social capital can lead to mode change in times when a firm has to respond to a negative
situation in the market (Chetty and Agndal 2007). Chetty and Agndal (2007) found that
the liability role of social capital was the most influential factor for post-entry mode
change among their case firms. This was due to the inactivity of business partners, high
maintenance costs with customers or distributors, failure with a joint venture partner,
retirement of a partner, and so on. All in all, in the studies by Chetty and Agndal (2007)
and Agndal et al. (2008), efficacious and direct social capital was attached to early FMEs,
with serendipitous and indirect social capital being associated with later FMEs. Hence,
the role of social capital changed with and was dependent on FMEs. Nevertheless, these
three roles (serendipity, efficacy, and liability) are not mutually exclusive, since a
specific mode change can be initiated by the various single or multiple roles of social
capital (Chetty and Agndal 2007).

Internationalization and social capital in family SMEs
Researchers have found that family firms are less likely to internationalize than non-
family firms (Fernandez and Nieto 2005; Graves and Thomas 2006). The reasons for this

might be, for instance, their limited growth objectives (Donckels and Frohlich 1991),
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avoidance of risk (Claver et al. 2008), and restricted financial capital (Gallo and Pont
1996). In addition, there could be a connection to limited managerial capabilities (Graves
and Thomas 2006) and to a lack of bridging network ties (Graves and Thomas 2004). All
in all, family involvement in management has been seen as factor tending towards
caution in the internationalization processes of family firms (Claver et al. 2008; Kontinen
and Ojala 2010). In practice, the internationalization of family firms is mainly
incremental, i.e. proceeding step by step (Claver et al. 2008; Graves and Thomas 2008).

As regards social capital, it should be noted that family SMEs are less likely to
form networks - that is, bridging social capital ties - with other businesses than are non-
family SMEs (Graves and Thomas 2004; Roessl 2005). This tendency might well be
connected to their extremely strong inner bonding social capital (Salvato and Melin
2008), which can be assumed to have an effect on the manner in which they build and
develop bridging social capital. Their strong bonding capital is based on the unification
of ownership and management (Salvato and Melin 2008): a family business incorporates
the aspirations and capabilities of the family members, and the social element it
embodies affects the decisions that determine its strategy, operations, and
administrative structure (Chrisman et al. 2005). Family firms are oriented towards
personal relationships, with a focus on interpersonal trust (Roessl 2005).

Summary

Scholars in the field of international entrepreneurship have called for research that
would go beyond rapidly internationalizing firms (Dimitratos and Jones 2005; Young et
al. 2003). Here, we study family-owned SMEs. In the disciplines of both international
entrepreneurship and family business studies, networks and social capital have been
seen as important (e.g. Coviello 2006; Graves and Thomas 2004). However, the bridging
network ties of family SMEs have been studied to only a very limited extent (Arregle et
al. 2007; Kontinen and Ojala 2010), despite their obvious importance, especially in the
context of the internationalization of family firms. From earlier studies, it appears that
the internationalization of family SMEs may differ from the internationalization of SMEs
in general (see e.g. Fernandez and Nieto 2005; Graves and Thomas 2006). For this reason,
it would seem useful to study bridging social capital when one is examining the specific
features of family SMEs in relation to internationalization. In the present study we do
this by moving from the broad concept of social capital to that of bridging social capital,
applying the concepts in question to the internationalization of family SMEs.

METHODS

Since the objectives of the research reported here were more related to understanding
the behavior of a firm than to quantitative measurement (Jack 2005), a qualitative
research method was regarded as most appropriate for this study. A qualitative
approach provides “understanding of what really goes on in networks; provides more
knowledge about the content of network relations; the processes involved; how
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networks evolve, change and develop over time” (Jack 2010, 120). Hence, we used a
multiple case study method, similar to the approaches introduced by Eisenhardt (1989),
Eisenhardt and Graebner (2007), and Yin (1994).

The research setting was eight family firms operating in the French market with
different operation modes. The number of cases is in line with Eisenhardt (1989), who
recommends using four to ten cases. The selection of the firms for investigation was
based on an overall theoretical perspective, as recommended in the study by Eisenhardt
(1989). To be eligible as a case firm, the following criteria had to be fulfilled: 1) the firm
was Finnish, 2) the firm had less than 250 employees at the time of the French market
entry, hence fulfilling the criteria of the Finnish government and the EU for classification
as an SME (OECD 2003), 3) the firm belonged to the manufacturing industry, 4) the firm
was family-owned, with the family controlling the largest block of shares or votes,
having one or more of its members in key management positions, and having members
of more than one generation actively involved with the business?, 5) the firm had been
doing business in the French market for more than five years. Suitable case firms were
sought in different databases, including Finnish export statistics, and the databases of
the French-Finnish Chamber of Commerce and Finpro (Finnish Export Promoting
Organization) in Paris. We identified six SMEs that had direct operations in France, five
of which were included in this study. The remaining three cases were family SMEs with
indirect operations in France, selected from different geographical locations in Finland.

We selected market entry to the French market as the context of the FME. This
allowed investigation of the FME in a context that would be similar for all the firms,
bearing in mind that laws, regulations, and customs can vary in different markets
(Shrader et al. 2000). In addition, it seems that France is a somewhat difficult market for
Finnish family SMEs to enter, despite its market potential (Finpro 2008); hence the role
of social capital could well be important in this context. Note also that social capital was
studied in the context of SMEs, on the grounds that the determinants of social capital are
more transparent in such enterprises. We thus follow Yin (1994) in selecting cases in
which the phenomenon studied is transparently observable.

Table 1 summarizes the key information on the case firms. The firms were
established between 1876 and 1988. The number of personnel varies from 18 to 249
employees, the average being 106 employees. France was generally entered at a fairly
late stage in the internationalization pathways of the case firms.

Table 1. Information on the case firms.

Number of Year of Beginning of Number of Operation modes in
employees  establishment  internationalizati countries entered France
on before France
Firm A 249 1876 1970s 5 1982 export
1985 subsidiary
FirmB 18 1923 1929 7 1968 export
Firm C 200 1967 1980s 4 1997 subsidiary

2 This definition is based on the two criteria of ownership and management presented, for instance, by Graves and
Thomas (2008), and on the factor of continuity (see for instance Zahra 2003).



FimD 20 1973 1990s 2 1998 export
2002 representative

FirmE 140 1972 1980s >10 1989 export
2006 subsidiary
FirmF 40 1988 1991 0 1991 subsidiary
Fim G 30 1978 1980 4 1990 import
1991 export
FirmH 150 1955 1990s 10 1993 export

Multiple sources of information were used to gather data from each case firm. The
main form of data collection was in-depth interviews conducted with the owner-
managers and with persons in charge of international affairs. Altogether, 16 semi-
structured open-ended interviews, lasting from 60 to 90 minutes, were conducted with
two informants from each firm. The interviewees were selected from those persons who
had most in-depth knowledge concerning internationalization and operations in France,
and they included executives (entrepreneurs), managing directors, managers of
international affairs, and sales administrators. Following Svendsen (2006), at the
beginning of the interview, neutral and non-threatening questions were asked to
establish a relationship of mutual trust. The interviewees were first asked to describe
their business in general, thereafter their operations related to internationalization as a
whole, and from that the business connected to internationalization in France in
particular. When the main issues of the interview were touched on, short questions such
as “Could you describe this? How? Why?” were posed to go deeper into the issue.
Social capital in the process of entry to the French market was discussed in relation to
important events, persons, firms, or organizations that had enabled or influenced the
foreign market entry and possible post-entry changes. All these questions were
developed according to the guidelines issued by Yin (1994), with the aim of making the
questions as non-leading as possible. This encouraged the interviewees to give authentic
answers to the interview questions. Because the interviews focused on the
entrepreneurs’ past experiences, we followed the guidelines for retrospective studies
issued by Miller et al. (1997), and by Huber and Power (1985).

All the interviews were digitally recorded and transcribed verbatim using a word
processor. During the second listening, correspondence between the recorded and the
transcribed data was ensured. The complete case reports were sent back to the
interviewees, and any inaccuracies they noticed were corrected on the basis of their
comments. In addition, e-mail communication was used to collect further information
from the interviewees and to clarify inconsistent issues, if necessary. The respondents
interviewed were personally involved in the FME process, except in the case of Firm D
in which the person responsible for entry to the French market was deceased; here the
interviewees were the person currently in charge of international affairs and the present
owner-manager. However, the internationalization history of Firm D was well
documented. In addition, many types of secondary information (websites and annual
reports, etc.) were collected and analyzed. By comparing the interview data with other



case firm documents, we carried out triangulation of the information obtained (Miles
and Huberman 1994). This also increased the validity of the interview data and enabled
us to formulate further questions to clarify incoherent information (Yin 1994).

The method utilized in the data analysis was content analysis. The analysis of the
case data consisted of three concurrent flows of activity (Miles and Huberman 1994): 1)
data reduction, 2) data displays, 3) conclusion drawing / verification. In 1) the data
reduction phase, the data were focused and simplified by writing a detailed case history
of each firm. This is in line with Pettigrew (1990), who suggests that organizing
incoherent aspects in chronological order is an important step in understanding the
causal links between events. Thereafter, on the basis of the interviews, the unique
patterns of each case were identified and categorized into the patterns observed under
the sub-topics derived from the research questions. Three tables were formed to
encompass the data. In addition, checklists and event listings were used to identify
critical factors related to the phenomena encountered (Miles and Huberman 1994). In 2)
the data display phase, the relevant data were collected in matrices, graphs, charts,
networks, and in Tables in Microsoft Excel. In 3) the phase of conclusion drawing and
verification, we concentrated on identifying the aspects that appeared to have
significance. At this stage we noted regularities, patterns, explanations, and causalities
relating to the phenomena.

FINDINGS AND DISCUSSION

In this section, the findings of the study are presented and discussed according to the
type and role of social capital in the case firms’ market entry to France. The type of
social capital was investigated in terms of the strength of the tie (strong or weak) and the
structure of the relationship (formal, informal, or intermediary). The role of social capital
was analyzed by attaching to each type the efficacy, serendipity, or liability role operating
in the FMEs, plus the entry mode choice. Figure 1 summarizes the types, plus the roles
of social capital in the FME. It also shows how social capital functions changed in the
post-entry operations of four case firms (see right-hand boxes).
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INITIALENTRY: POST-ENTRY OPERATION:

Year Type Role Mode Year Type Role Mode
Firm A 1982 | weak, serendipity | export 1985 strong, efficacy subsidiary
(1876) > intermediary +— formal
. 1968 | weak, serendipity | export
Flrm B intermedia
—_ ry
(1923)
1997 | a)strong, efficacy; subsidiary 2007 strong, liability ended
H formal dipit -
F”-m C bC)J:Neak, serendipity —-> formal
(1967) \ intermediary
1998 | weak, serendipity | export
intermediary
Flrm D 1998 " dioit rt 2002 strong, efficacy & represent-
1973 ’ weax, serendipity expo +— formal liability ative
Informal office
Firm E — 2006 weak, serendipity joint
1989 yveak, _ serendipity | export i inter- venture
(1972) — intermediary —> mediary
Firm F 1989 | strong, efficacy subsidiary
(1988) _ informal
Firm G 1991 | strong, efficacy export
f |
(1978) orma
Fl rm H 1993 | weak, serendipity | export
— intermediary
(1955)

Figure 1. Type and role of social capital in the FME and post-entry operations of eight
family SMEs.

Type and role of social capital in the FME

In most of the case firms (A, B, C, D, E, and H), the social ties in the FME could be
considered weak. This indicates the importance of weak ties for family SMEs in the
search for business opportunities in foreign markets. It also supports the ideas of Burt
(1992, 2004) and Granovetter (1973) to the effect that unique information emerges
through weak ties. It is further consistent with the findings of Agndal et al. (2008),
indicating that indirect ties play a more important role in later market entries. To give an
example, in the case of Firm D, the circumstances around finding the weak tie were the
following;:

“A French guy happened to be in the countryside where one of our Finnish sales agents was
presenting one of our log houses. He insisted on starting to sell our log houses in France. My
sales agent phoned me about it and I (the owner-manager) said okay, he can come and meet me.
Well, then I went to see him and after some negotiations I said okay, just go ahead and start

11



selling our log houses. Of course I did not know him at all at that point, but it felt like he was a
good guy.” (Firm D, owner-manager)

In all these six cases with weak ties (firms A, B, C, D, E, and H), social capital had a
serendipity role. This is in line with Chetty and Agndal’s finding (2007) that unexpected
events are commonly triggered by weak ties. It also gives support to the findings of
Agndal et al. (2008) that the serendipity role is more dominant in later market entries,
and if a firm is entering psychologically distant34 markets. In addition, the strong role of
serendipity in FMEs indicates good managerial capabilities in the case firms that allow
them to take advantage of new opportunities (cf. Crick and Spence 2005). For instance,
the owner-manager of Firm D was willing to seize the offer given by the French person -
“Okay, just go ahead and start selling our log houses.” Similarly in the case of Firm A, when
their future French agent contacted them just after they had met at an international
exhibition, they were able to take up the offer without delay:

“In those international exhibitions we met many kinds of potential cooperators from different
countries. This French partner seemed very pleasant and trustworthy and showed genuine
interest in our products. [...] Our product suited their product range perfectly. We had a new,
innovative product that other European firms imitated later on, and it was of great interest to
this retailer. We felt this was a good opportunity, and we were even happier when this partner
contacted us himself soon after the exhibition, and our cooperation started soon after that.” (Firm
A, international sales manager)

Five out of the six case firms with weak ties used intermediary relationships for their
market entry (firms A, B, C, E, and H) and one (firm D) an informal relationship. Hence,
the FME was generally triggered by a third party not previously known to the case firm.
This finding is in line with Ojala (2009), who found that intermediary relationships are
important if a firm does not have existing relationships which it can utilize for the FME.
In Firms A, B, E, and H, this intermediary contact was made at an international trade
exhibition, thus demonstrating the importance of trade exhibitions in the search for
suitable partners. One of the informants in Firm A described it this way:

“Recently, I've been thinking of our international co-operators, and, indeed, most of them are
people we’ve found at international trade exhibitions. There, people can see, okay, there’s this
kind of product as well, and they come and ask if we already have representatives.|[...] That was
how it went with the French, too.”

In Firm C, the weak and intermediary tie was found via Finpro (Finnish Export
Promoting Organization). Firm C contacted Finpro Paris to find out if they had any
potential candidates to market and sell their product in France. A Finnish woman living
permanently in France, someone who had also worked for the Finpro Paris office, was

® There are important cultural and linguistic differences between France and Finland, see e.g. Irrmann (2006) amd
Trompenaars and Hampden-Turner (1997).

* Johanson and Wiedersheim-Paul (1975, 308) define psychic distance as “factors preventing or disturbing the flow
of information between firm and market.”
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found through this search. She was one of two important persons enabling the entry of
Firm C to France. The other person was a strong and formal tie, a Finnish entrepreneur
who also facilitated the entry (discussed in more detail later in this section). The French
co-operator described the sequence as follows:

“I had been working for Finpro just before I heard from my colleagues in Finpro that a firm (Firm
C) was looking for someone to establish their business in France. I became interested in that right
away, since I was looking for a job and this firm seemed nice and interesting.”

In the case of Firm D, too, the central tie was weak but informal (as opposed to
intermediary), as the person initiating the French FME was met by coincidence. A
French entrepreneur living in Finland met the representative of Firm D in one of its log
houses (i.e. the product of Firm D). The French entrepreneur was keen on exporting the
log houses to France, since he saw that the French market had potential for this kind of
product.

It was only in Firms F and G, that the FME to France was based solely on strong

ties, in other words ties developed through interactions over time. In addition, one of
the two ties essential in the FME of Firm C was strong, whereas the other one (discussed
above) was weak and intermediary. All of these three strong ties derived from what had
originally been a business-based relationship. However, in Firm F, this tie had
developed into an informal one, as the entrepreneur in Firm F had become a good friend
of the subsidiary manager of the French subsidiary. Hence, it is classified as an informal
tie. This demonstrates the dynamic nature of social capital, with the possibility that the
nature of ties can change over time (cf. Larson and Starr 1993). The entrepreneur in Firm
F described the strong relationship as follows:
“We were good friends. It was very natural that we would start to cooperate after I launched my
new firm. Well, it happened spontaneously, because we were such good friends. I don’t even
know who asked first, me or him. He wanted to work for me and not for my previous firms, which
had been taken over, so he resigned right away when he heard about my new firm. [...] Over all
these years, I have got to know him extremely well. We can trust each other 100%, we have
respect for each other’s opinions, have similar kinds of values in life and are interested in similar
kinds of things. [...] We do not communicate that often, but we can always proceed from where
we left off last time.”

In Firms C and G, the strong tie was obviously formal. In Firm C, it was based on
a Finnish entrepreneur who had agreed to utilize C’s forest machinery in France, and at
the same time, to promote it there.
“Well, we found a young and eager entrepreneur in Finland who took two friends with him and
starting working there [in France] with our machine. We sold him the machine at a reasonable
price. [...] Then he found some work there and started to earn money, actually better than in
Finland.”

In the case of Firm G, the initiator of the foreign market entry was their formal
contact, the French supplier who imported their products. The owner-manager of the
firm commented on this as follows:
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“They wanted us to provide them with some of our products, items they did not produce there in
France. That is how we started to export to France.”

In all of these case firms with strong ties, social capital played an efficacy role.
Hence, the FME was based on the proactive exploitation of the strong social capital ties
where information on business opportunities in France had come through partners who
were well known to the firm. For Firm F, France was the first country which it entered,
demonstrating the efficacy role of social capital in initial market entries (see Agndal et al.
2008).

Type and role of social capital in post-entry mode change

In Firms A, C, D, and E, a post-entry mode change occurred after the initial entry to the
French market. In three out of four cases (Firms A, C, and D), the mode change was
based on strong and formal social ties, social capital now having efficacy and/or liability
roles. Firm A established a French subsidiary because their French partners were good
and trustworthy, indicating the efficacy role of social capital. One of the informants in
Firm A described the matter in the following way:

“We ended up setting up a subsidiary after two or three years of exporting, because they were
doing so well and we wanted them to concentrate only on our products. The manager of this
subsidiary was a very good type of person and we had confidence that it was worth investing
money on this firm. And everything has gone extremely well ever since.”

This supports the findings of Chetty and Agndal (2007), that increasing social

capital between partners can trigger post-entry mode change, from a low-control mode
to a high-control mode. In Firm D, both the efficacy and liability roles of social capital
were present when a representative office was set up. The efficacy role refers to the
French entrepreneur who initiated the entire French entry, and who was seen as a
person who could be trusted to set up a representative office. However, the liability role
of social capital was also centrally present in this context: Firm D initially wanted to
form an extensive network of French retailers to represent their products. They tried
dozens of retailers, but failed to achieve cooperation. Because of these difficulties, they
saw it as necessary to take care of the French trade themselves, and they ended up
establishing a representative office. This demonstrates that the differing roles of social
capital can be overlapping and exist simultaneously. The entrepreneur in Firm D
explained the matter as follows:
“We started by searching for local partners who would look for customers. They told us about the
needs of the customers, we made the offers and they passed them on to customers. We tried this
and that with these potential partners for many years, but none of them turned out to be
trustworthy or able to sell. They just took our time and money. On one of the trips we went to
Paris and met a man who ordered thirty log houses. And none of them were actually delivered.
He just cheated us...But luckily I had him (the French agent) and we established a representative
office in France.”
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In a similar manner to Firm D, Firm C did not have a strategy or suitable
networks to sell their forest machinery in France or in any other countries with success.
Hence, they closed their subsidiary, and the role of social capital in this case can be
regarded as a liability role. This was connected with several problems encountered in
the French market. One of the informants in Firm C saw this as more of a strategic
problem: Firm C was not able to sell forest machines globally and achieve financial
profitability. Taking a contrasting view, the French subsidiary manager of Firm C saw
the matter more as a communication problem and as involving a lack of cooperation
between the headquarters and the subsidiary.

Firm E was the only enterprise in which the ties initiating the entry mode change

were weak and intermediary, and in which social capital played a serendipity role.
Exports of goods to France had encouraged the owner-manager of Firm E to look for
new opportunities in France. However, the firm did not find that any of its existing
agents in France had the potential to set up a subsidiary. In the end, the firm’s joint
venture partner was found through a French organization (Invest in France).
Furthermore, the establishment of the production joint venture in France was a strategic
choice:
“It is natural that if you are abroad and you just sell, you often do not sell that much, because
you also have other products to sell. When you set up a production subsidiary, the nature of
selling changes totally — you need to sell all you produce. It’s totally different from the situation
of selling however much you like. [...] We were lucky to find this Invest in France organization
that helped us so much in finding a good partner in France. We had a couple of alternatives, and
ended up with one of them. We knew we needed to be in France and Invest in France made it
possible to find an excellent partner with whom to establish a joint venture.

This is in line with Chetty and Agndal’s study (2007), indicating that weak ties
have a central role in serendipitous events. However, this finding also reveals the
intermediary role of export/import promotion organizations in entry mode change and
serendipity events.

CONCLUSIONS

This study contributes to the fields of international entrepreneurship and family
business studies. Firstly, by studying family SMEs, it expands international
entrepreneurship studies beyond early internationalizing firms, answering the call for
research beyond rapidly internationalizing firms (Dimitratos and Jones 2005; Young et
al. 2003). Note here that family firms are to be regarded as entrepreneurial firms,
although they usually internationalize in a later phase of their life cycle. Secondly, this
study investigates bridging social capital - a topic not hitherto covered in family
business studies. It is clear that family SMEs with strong, inner bonding networks also
need bridging networks when they internationalize. For this reason, it is important to
see how they use social capital in this context. Thirdly, the findings here validate and
also build on the studies by Chetty and Agndal (2007) and Agndal et al. (2008), in so far
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as they demonstrate how the roles and types of social capital affect FME and entry mode
change among family SMEs. Our findings relate to what are, in research terms, a new
group of firms (family SMEs), and the FME context is extended to a particular market
rather than involving the general pattern of internationalization. In addition, this paper
responds to the call of Pedersen et al. (2002) for investigations into post-entry mode
changes after the initial FME. In addition to focusing on the FME, the study also looked
at social capital in the context of post-entry operations. On a more detailed level, the
study elaborated the effect of social capital on foreign operation mode changes.

In this study, social capital generally had a serendipity role, based on weak and
intermediary relationships among the case firms. The intermediary ties were most often
initiated at international trade exhibitions. Three out of the eight case firms were able to
utilize existing strong relationships for the FME, social capital in these cases taking on
an efficacy role. However, most family SMEs do not have international ties, and they
need to develop them for the FME.

As regards post-entry mode changes, the role of strong and formal ties was
obvious, and social capital generally had efficacy or liability roles. There was only one
post-entry change towards the use of intermediary ties, and to a serendipity role. From
this it would appear that in most cases, family SMEs concentrate on developing
trustworthy relationships. If they succeed in this, they may change their mode of
operation from indirect to direct. Generally speaking, family SMEs do not seem to
concentrate on finding new international ties once they have acquired the necessary
contact to operate in the market in question.

Overall, it seems that the social capital of family entrepreneurs is limited to their
strong bonding social capital and, perhaps, to their strong national social capital. When
they do internationalize, they generally need to find new networks to collect some
bridging social capital, in order to make the FME possible. This is a resource that they
usually do not have initially. These considerations underline the need for more research
on the bridging social capital of family SMEs if we are to gain an understanding of the
role of social capital in their FMEs and in their other operations.

Although our study provides an empirical contribution to the topic of social
capital in the FME and post-entry operations of family SMEs, there is plenty of scope for
further research. As a first step, a similar kind of a study could be conducted in some
other cultural contexts. This could cast more light on the effect of the cultural context on
the issue. Secondly, once a comparative study has been conducted in several countries,
there is a need for quantitative testing, since the findings of this study cannot be very
widely generalized due to the methodological circumstances. Thirdly, our research
setting limits the case firms to family-owned SMEs. Although this approach has the
advantage of a specific focus, one would clearly wish to take the research into broader
contexts. Thus, further studies are needed in relation to social capital ties of early
internationalizing firms and firms that have different kinds of ownership structures. In
addition, there is a need for comparative studies between family SMEs and non-family
SMEs.
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Regarding the possible limitations of the study, there are some aspects that might
differ depending on the home and target country. For instance, it seems that some firms
(from China, India, Vietnam, etc.) are able to take advantage of their emigrant
relationships around the world (Bagwell 2008; Child et al. 2002; Prashantham and
Dhanaraj 2010). In these cases, transnational family ties (Bagwell 2008; Tsang 2001) may
have a greater effect on network formation and development than was the case in the
present study. In addition, the cultural and psychic distances between countries may
affect how firms establish and develop network ties; as the psychic distance between
countries increases, network formation becomes more difficult (Johanson and Vahlne
2009) and firms have to find alternative ways to find and establish network ties (Ojala
2009).

Managerial implications

International trade exhibitions offer a good context for family SMEs to create ties
leading to international markets. They offer excellent possibilities to network with
international operators in the same industry, which in turn may give them access to new
foreign markets. Another option for international networking is export-promotion
organizations; these may be able to mediate relationships between family SMEs and
potential foreign customers or distributors. They can provide firms with overall market
data and with some contact details, and from these the firms can start the search for co-
operators. Although the ties found in these kinds of contexts are initially weak, they can
be built up to become strong and trusted, enabling the further development of
international operations. For instance, an agent can become a subsidiary manager or a
joint venture partner.

Another relevant point here is that family entrepreneurs should take advantage
of their ability to react serendipitously: when an offer for cooperation comes from a
potential social capital tie, they have the possibility to seize hold of the opportunity in a
flexible fashion, in contrast to firms with more formal organizational and management
structures. One can also suggest that family firms should take full advantage of their
actual presence in the foreign market: given their flexibility and personal contacts, they
have possibilities to network with customers and other actors, persons whom they may
need in future for other purposes. These foreign customers can act as a source for
recognizing new business opportunities, and they can help with localizing a firm’s
product for the specific needs of customers in the country in question.
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