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ABSTRACT!?

New venture internationalization differs from tlwditarge established firms and is
an important research inquiry for internationalrepteneurship. In the past 30 years,
studies on new venture internationalization hawdiferated but with fragmented nature.
The first study reviews extant studies regardingceptual and methodological
developments of international new ventures (INVisdtigh content analysis of 74
influential works. Particularly, this study focusas the determinants and performance of
INVs at the entrepreneur, firm, and environmenelsvWe then identify significant gaps
within this stream of research and suggest futesearch directions.

The second study explores the effect of foundiagntethnic composition on a
new venture’s internationalization strategic chaoe then examines the consequent
performance implications of INV strategy. A new time with an ethnically diversified
founding team could leverage international expegesind network of each of its
founders, thereby influencing its recognition opopunities and access to resources to
pursue internationalization strategy. Analyzingdibndinal data of 4,928 new ventures in
Kauffman Firm Survey, our empirical results sugdkat more immigrant entrepreneurs
in a new venture’s founding team are more likelptosue INV strategy while more US
citizen entrepreneurs in a founding team will perdomestic new venture (DNV)
strategy. Furthermore, an INV has higher revenkas & DNV but there is no difference
in profits between them. The findings suggest &aaly internationalization is critical to

immigrant-started new ventures through revenue tirow
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The third study explores the survival of ethnic neaatures, particularly testing
the roles of INV and ethnic entrepreneurs’ immignatstatus. New ventures are more
likely to fail in early years of formation as th&ce liability of newness and smallness.
We found that ethnic new ventures overall haveagetdikelihood of survival compared
with non-ethnic new ventures. But, ethnic new vesgicould increase survival through
INV strategy and immigration status. After ethnitrepreneur’s naturalization, ethnic
new ventures could achieve legitimacy, seekindh&rrsocial capital in host country.
Meanwhile, INV strategy could compensate for etmaw venture’s liability of ethnicity
in host country.

By incorporating diaspora and ethnic entreprenepigierature, my dissertation
focuses on the role of immigrants on early intaomatlization strategy and the effect of
such strategy on performance and survival of ttairted new ventures, further

advancing the understanding of international eméregurship.
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CHAPTER 1
INTRODUCTION

The study of international new ventures has becamienportant research
domain in international entrepreneurship literatiMeDougall, et al., 2003).
Traditionally, many small and medium firms followadtage model in terms of
internationalization, i.e., the firm operates imustic market earlier and pursues growth
through internationalization in the later stagen@ltson & Vahine, 1977). However,
many newly established ventures view the worlchag markets after inception. Though
scholars use the different concepts such as irttenah new ventures (Oviatt &
McDougall, 1994), born-global firms (Knight & Cawik 1996) and early
internationalization, they describe the same phemam: firms begin to internationalize
at founding or very shortly thereafter. The emengeof these firms challenges
traditional stage model of internationalization.saime time, these firms significantly
contribute to world economy for innovation and emmic growth (Mudambi & Zahra,
2007; Oviatt & McDougall, 1994; Zahra, 2005).

In the past 30 years, there has been large voldisiidies on this topic; further
knowledge is still required to advance the undeditag of early internationalization
process because previous literature ignores tleeofadiaspora and immigrant
entrepreneurs in choosing early internationalirasimategy. By combining international,
diaspora, and ethnic entrepreneurship, my dissamtatms to further examine the
determinants and effect of INV strategy by focusamgthe roles of immigrants and

ethnic new ventures. Diaspora and immigrant en¢reguirs facilitate the cross border



flow of human, social, and financial capital, playia crucial role in early
internationalization of their new ventures.

In the first study of my dissertation, | review gtig literature and suggest future
research directions regarding INVs. Particulathys study firstly compares stage model
of internationalization and INV model. Then, theateninants and performance of INVs
are identified at the entrepreneur, firm and enviment levels, and grouped into several
general factors. After that, we review methodolagissues, such as the measures and
statistical models. Finally, we suggest directitorduture studies.

Previous literature focused on the entrepreneum, dind environment
determinants of INVs. The second study examinesi¢berminants of INVs at founding
team level, particularly the ethnic compositiorfminding team, which is under
researched topic in international entrepreneurship believed that a new venture with
an ethnically diversified founding team can leveragsources from each founder, which
influences the new venture’s early internationaicrastrategy. Moreover, immigrant
founders’ previous experience in home country coettlice liability of foreignness
associated with the new venture’s internationaliratinternationalization presents
growth opportunities for new ventures. By employiwmg-stage statistical techniques, we
also explore the effect of INV strategy on new weatperformance.

The third study examines the effect of INV strategysurvival of a specific form
of organization: ethnic new venture. Existing inggronal entrepreneurship literature
fails to address such issue though many INVs areded by immigrants or their children.

Ethnic entrepreneurship focuses on individual asthtry level analysis but neglects the



firm strategy and survival of ethnic enterprisescifg liability of ethnicity in host
country, ethnic entrepreneurs are difficult to abtauman, social and financial capital
critical for their new ventures’ growth and surdivaarly internationalization strategy is
a good choice for ethnic new ventures. This stedystthe role of INV strategy and

ethnic entrepreneur’s immigration status on etmem venture survival.



CHAPTER 2
INTERNATIONAL NEW VENTURES: LITERATURE REVIEW AND
SIGNIFICANT GAPS
Introduction
International diversification is an important ségit option for both new ventures

and SMEs by providing growth opportunities. Reggntiternationalization research has
increasingly focused on the eminent role of newtwess in international markets. A
growing stream of literature suggested that someveantures leverage resources from
multiple countries in their early history and asl@anarket success than what has been
observed in past (Oviatt & McDougall, 1994; Rendi@93). Similarly, Knight and
Cavusgil (1996, p.11) conceptualized born-globahé as being “small, [usually]
technology-oriented companies that operate inmatéwnal markets from the earliest
days of their establishment”. The advances in teldgy, the changing market conditions,
and the increasing number of managers and entreymemwho can explore and exploit
international opportunities all contribute to thmeexgence of international new ventures
(INVs). While having become widespread in past 8arg, INVs are an important type of
business organizations, and playing an increasioigigninent role in promoting
economic growth and generating innovations in weddnomy (Mudambi & Zahra,
2007; Oviatt & McDougall, 1994; Zahra, 2005).

Although many scholars intensely examinedathtecedents, processes, and
performance of new ventures’ international opereti(Zahra, et al., 2000), whether INV
is considered a distinct breed of firm is still tmversial largely due to the fragmented
nature of this line of research by scholars frotheadifferent areas. Many INV studies

4



are published in marketing journals by examiningakor different market entry modes
of small high-tech ventures (Bell, 1995; Burgel &ivay, 2000; Coviello & Munro,
1995; Jones, 1999; Knight, 2000; Moen, 2002). Bypgaring INVs with staged-
internationalization firms, these scholars eithex new theoretical framework (network
theory) or identity unique strategies employed bw wventures in new environments (for
instance, niche strategy in technological indusjrigh contrast, entrepreneurship scholars
study INVs with a focus on entrepreneurship perspes (Bloodgood, et al., 1996;
McDougall & Oviatt, 1996; McDougall, et al., 199vyiatt & McDougall, 2005). To the
large extent, they acknowledge the critical rolesrdrepreneurs in the formation of
INVs, such as combining resources and recognizoppunities. Therefore, scholars
have not had consensus on whether INV is a distireetd of firm, which can be
illustrated from diverse definitions of early imationalized new ventures. This will
inhibit INV as an independent research theme amigumine the advancement of
international entrepreneurship. The synthesis asohalation of the fragmented
knowledge is required to further understand INVEMugall & Oviatt, 2000), which is
the purpose of our study.

Previous literature reviews of INVs successfullgndfied theoretical framework
and empirical methods through content analysis i&lov& Jones, 2004; Rialp, et al.,
2005; Zahra & George, 2002). However, the limitatod those reviews is the failure to
categorize determinants of INVs and performanceet@ral general factors. By
reviewing existing INV literature, the present stddcuses on categorizing determinants

of INVs and performance to several entreprenetmn &nd environment factors through



content analysis of influential studies. Throughtbgsis of literature, we aim to
recognize the importance of INV phenomenon antéggimacy as an area of inquiry. In
addition, we provided an updated review of recegatdture. Our study includes the
following parts. Firstly, by systematically compagistaged-internationalization model
and INV literature, we identify how internationaiion of SMEs theoretically differs
from INVs, and what research efforts are requicethke INV as a distinct breed of firm.
Secondly, we then survey the determinants of newuve internationalization and
performance by focusing particularly on the enteepeur, organization, and environment
factors. Next, we review methodological issues essed with INV research, such as the
various measures and recent model developmenlyFiaur discussion turns to some

significant gaps with aim to advance an importasearch agenda for future research.

Methodology

A rigorous approach to review a literatureain is meta-analysis, which
requires that there is a high degree of agreenaeass different studies with regard to
the measurement of independent and dependentgautdrthe statistical approach to
data analysis (Teixeira, 2001). Because INV studgesdiversified measurements and
statistical methods, we adopt a narrative approé@aslystematically interpret the overall
understanding of INV literature.

This study firstly defines a methodologicabqess to identify influential INV
studies through a combination of electronic meaitis manual search. Particularly, we

search keywords in title, abstract, and full téxbtighGoogle scholar and Business



Source Premiersuch as “international new venture(s)”, “bornigdt, “global start-up,
“international entrepreneurship”, and “early, rapidaccelerated internationalization”.
Then the key studies were extracted based uparoaitanalysis (at least 50 citations is
our selection criteria to define influential stug)ieOur selection process has efficiency to
generate large number of high-quality articles aattlice authors’ subjective judgments.
Furthermore, books, thesis, commentary, conferprmeeedings and working papers
were removed. Finally, our selected studies weaagulated with previous literature
reviews to check whether we missed some importanksvCoviello & Jones, 2004;
Rialp, et al., 2005; Zahra & George, 2002). Basethas screening procedure, 69 studies
are from 19 academic journals and 5 book chaptepsist 30 years are selected for
further narrative analysis in next section. Althbulis selection method is not
exhaustive due to the citation requirement, ouiesg\presents rigorous academic works
on INV topic. Table 2.1 chronologically tabulatds74 INV studies.

The 19 journals cover not only specialized p@ls but also general outlets in
the management fields, including International Bass, International Marketing,
Entrepreneurship and Management journals. The siveublishing outlets further
suggest that INV topic is cross-disciplinary resbaattracting the attention of 1B,
Marketing, Entrepreneurship, and Strategy schoMeanwhile, INV studies have
fragmented nature with different views of divemstfiareas. Table 2.2 presents

bibliographic sources of the 74 INV studies.



Table 2.1 Tabulation of 74 Selected Studies on INVs

McDougall

Rennie

Oviatt & McDougall
McDougall, Shane & Oviatt
Bell

Coviello & Munro

Hordes, Clancy & Baddaley
Oviatt & McDougall
Bloodgood, Sapienza & Almeida
Busenitz & Lau

Knight & Cavusgil
McDougall & Oviatt

Roberts & Senturia

Madsen & Servais

Oviatt & McDougall

Jones

Oviatt & McDougall

Autio & Sapienza

Autio, Sapienza & Almeida
Burgel & Murray

Harveston, Kedia & Davis
Knight

Madsen, Rasmussen & Servais
McDougall & Oviatt
McDougall & Oviatt
Shrader, Oviatt & McDougall
Yeoh

Zahra, Ireland & Hitt

Bell, McNaughton & Young

(1989)
(1993)
(1994)
(1994)
(1995)
(1995)
(1995)
(1995)
(1996)
(1996)
(1996)
(1996)
(1996)
(1997)
(1997)
(1999)
(1999)
(2000)
(2000)
(2000)
(2000)
(2000)
(2000)
(2000a)
(2000D)
(2000)
(2000)
(2000)
(2001)

Rasmussan, Madsen & Evangelista(2001)

Moen

Moen & Servais

Yli-Renko, Autio & Tontti

Zahra & George

Andersson & Wictor

Bell, McNaughton, Young & Crick
McDougall, Oviatt & Shrader

(2002)
(2002)
(2002)
(2002)
(2003)
(2003)
(2003)

McNaughton

Sharma & Blomstermo

Zahra, Matherne & Carleton
Chetty & Campbell-Hunt
Coviello & Jones

Gabrielsson & Manek Kirpalani
Hashai & Almor

Johnson

Knight, Madsen & Servais
Knight & Cavusgil

Oviatt & McDougall

Knight & Cavusgil

Oviatt & McDougall

Rialp, Rialp & Knight

Rialp, Rialp, Urbano & Vaillant
Zahra, Korri & Yu

Coviello

Coviello & Cox

Freeman, Edwards & Schroder
Mort & Weerawardena

Mtigwe

Sapienza, Autio, George & Zahra
Acedo & Jones

Aspelund, Madsen & Moen
Bonaglia, Goldstein & Mathews
Fan & Phan

Fernhaber, Gilbert & McDougall
Freeman & Cavusgil
Kuivalainen Sundqvist & Servais
Mathews & Zander

Mudambi & Zahra

(2003)
(2003)
(2003)
(2004)
(2004)
(2004)
(2004)
(2004)
(2004)
(2004)
(2004)
(2005)
(2005)
(2005)
(2005)
(2005)
(2006)
(2006)
(2006)
(2006)
(2006)
(2006)
(2007)
(2007)
(2007)
(2007)
(2007)
(2007)
(2007)
(2007)
(2007)

Weerawardena, Mort, Liesch & Knight (2007)

Zhou, Wu & Luo
Dimitratos & Jones
Lopez,Kundu & Ciravegna
Yamakawa, Peng & Deeds
Ellis

(2007)
(2008)
(2008)
(2008)
(2010)




Table 2.2 Bibliographic Sources of 74 Studies oW$N

Journal No. Total
Academy of Management Executive 22.70%
Academy of Management Journal 45.41%
Academy of Management Review 11.35%
Advances in Competitiveness Research 1.35%
Asia Pacific Journal of Marketing and
Logistics 1 1.35%
Entrepreneurship Theory and Practice 5.41%
European Journal of Marketing 34.05%
Frontiers of entrepreneurship research 1.35%
Industrial Marketing Management 11.35%
International Business Review 80.81%
International Marketing Review 3 4.05%
Journal of Business Venturing 45.41%
Journal of International Business Studies 11.86%
Journal of International Entrepreneurship P.16%
Journal of International Management 11.35%
Journal of International Marketing 810.81%
Journal of World Business 4 5.41%
Management International Review 22.70%
McKinsey Quarterly 1 1.35%
Others (Book chapters) 56.76%
74  100%

Stage model of internationalization vs. internatioal new ventures

Stage model of internationalization

Traditionally, the internationalization has beesa#ed as a gradual
development process for SMEs. In their process wakinternationalization, Johanson
and Vahlne (1977) argued that firms operate dowwedstj then initiate
internationalization processes in later stage,odeed to international market

incrementally. Operating abroad facilitates accuwatioh and integration of foreign
9



specific knowledge, further leading to greater catmmants to foreign markets. It is
expected that experience-based knowledge of foir@gntries has impact on
international growth. Meanwhile, other studies ®gd the innovation-related models
(Czinkota, 1982; Zhou, 2004), in which internatibzretion is viewed as an innovation of
the firm. Managers’ paucity of knowledge and risk@ion restrains the quick learning
of international markets. For example, several igraent stages presented by
Cavusgil’s (1980) model, including preexport staggerimental involvement, active
involvement, and committed involvement. These tweasns of internationalization
literature converge in that both recognize the ghature of the learning process in
internationalization and incremental commitmentgtttermore, they explain why and
how small firms initiate export processes leadmgternationalization after domestic
market matures.

Those stage internationalization theories haveegbgonsiderable support in
international business. There are two critical abtaristics of stage models: firstly,
internationalization is an incremental processudrig different stages (no export, export
through agency, sales subsidiary, and manufactayegation). Secondly, firms initially
internationalize into proximity countries and thato countries with greater psychic
distance in terms of cultural, economic and pditdifference (Bell, 1995). Today, the
role of psychic distance has been diminishing abajlcommunication and
transportation infrastructures improve, and marketsome increasingly homogeneous

(Czinkota & Ursic, 1987).

10



The speeding-up of internationalization of smahf with more direct and rapid
entry modes has challenged the theories of graahdbklow internationalization process
since 1990s. It showed among high technology fiwhere high R&D costs, shorter
product life-cycles and a concentration of the reafr high-technology products
accelerate the pace of internationalization (Your87). Therefore, “stage” theories

become irrelevant in relation to the internatioration of high-technology firms.

INV literature

The emergence of international new venturedkas traced back to the late
1980s. Oviatt and McDougall (1994) and Rennie (J@2@fumented widespread
existence of such form of organizations in manyntoes and in a variety of industries,
even in declining sectors. From inception or inrtkarly history, these new ventures
begin to integrate resources from multiple coustaad sell their products or services
abroad, realizing significant competitive advantéQeiatt & McDougall, 1994). Other
researchers, especially international marketinglsch, label this new phenomenon as
“born globals” (Knight & Cavusgil, 1996; Madsen &yais, 1997; Nee, 1973) or
“accelerated internationalization” (Butler & Gree2600). For international marketing
scholars, born globals refer to those technologgnted firms which sell outputs after
inception. This definition, however, focuses oremitional sales without considering
the leverage of resources from multiple countfi@em the view of international

marketing, the success of born globals is attribhtbequality and value creation through

11



innovative technology and product design or totéeb@nderstanding of particular target
customers and to competition in niche market.

There are many factors facilitating the formatidiVs. The demanding of
specialized and customized products creates anrtergsource of opportunities for
INVs by focusing on niche market. The shorter patdifie cycles and quick customer
demands change make INVs more adaptable and ¢estiet (Rennie, 1993). Those
new market characteristics are caused by some tlaange in production technology.
New production process technology suggests speaian, customization and niche
production are economically sound (Madsen & Send97). Meanwhile, the
development in communication and transportatiohrietogy allows firms of any size to
easily access to international business informadimmhthus manage business transactions
across national boundaries. Those technologiesdals@ase costs of conducting
international business (Madsen & Servais, 199 fally, a dramatically increasing
number of people have gained international expeeemd understood foreign culture
and operation so they can exploit the opportungfésred by new technology. Thus,

competence and ambitions of founders are quiteakin the creation of INVs.

The differences between internationalization of domestic-based SMEs and INVs
Firstly, by following the trajectory of stage moda#linternationalization,

domestic-based SMEs achieve the first export maigr bnd have lower export

propensity compared to INVs (Moen & Servais, 20Rénnie, 1993). Domestic-based

SMEs refer to those firms with large volume of newe from domestic market and only

12



small portion from international market through estp After establishing a strong base
in home markets, those SMEs seek growth potemtigeographical countries through
export existing products. Thus, the competitiveaadages, such as strong skills and
financial capabilities, of domestic-based SMEs raemathe home markets. Nevertheless
resources and processes creating competitive ayamt domestic markets may not
apply to international arena. The existing orgatmirehistory and culture of domestic-
based SMEs inhibit disruptive changes requiredpierate abroad (Autio, et al., 2000;
Sapienza, et al., 2006). In contrast, although IIR&¥e relative young age, they began to
start export in earlier years (for example, Rerfh#93) suggested that born globals
achieve first export in 2 years), and have highgoet propensity and growth rate than
domestic-based SMEs. INVs target customers frontiphellcountries and rely on world
markets for success. The products or services maebeloped only for international
markets without domestic demands at all (Bell, 29%&ese INVs are more flexible in
responding to emerging opportunities and movetfast domestic-based SMEs because
they do not have inertia associated with path-dégece in domestic markets.

Secondly, alternative strategies, such licensirtgjaimt venture, are widely used
by INVs for initial foreign market entry to compexts resource constraints (Burgel &
Murray, 2000; Oviatt & McDougall, 1994). Intercorated exchange relationships evolve
in dynamic, less structured manner among internatiplayers. Increased mutual
knowledge and trust lead to greater commitment éetwcollaborating firms, facilitating
the adoption of alternative entry modes (Bell, 998viello & Munro, 1995; Coviello &

Munro 1997; Madsen & Servais, 1997). It indicatest the internationalization process

13



is not solely dependent on the behavior of thelffica but also on resources of
collaborators, including both domestic and foreigms. In other words,
internationalization is an individual process, Bapends on network established in the
industry as well as the position of the firm in thdustrial network. Therefore, the
internationalization process is much more compleklass structured than earlier stage
theories and models suggested.

Thirdly, compared with domestic-based SMEs, INMyuiee securing resource
inputs from multiple countries (Oviatt & McDougall994). International marketing
scholars examine new ventures intensively withftices on international sales and
different entry modes, challenging the trajectdrgm@adual internationalization of stage
models (Bell, 1995, Moen 2002). This stream of#tere neglected new ventures’ access
to resources from various countries. In contragtepreneurship literature aims to
understand the combination and organization ofuess by new ventures to seek
opportunities (Oviatt & McDougall, 1995). INVs hat@search globally for human
resources, such as software and process engimeensctess in technology-intensive
industries. Another critical challenge for new waes is raising financial capital.
Founders of INVs pursue overseas funding when Igadhfficulties in raising finance
domestically. Therefore, they consider internatizimag the new ventures into a country
from which they received funding (Oviatt & McDoufdl995).

Fourthly, most of INVs have international experietidounders or top managers
who own specific knowledge of conducting internaéibbusiness (Oviatt & McDougall,

1995; Reuber & Fischer, 1997). INV founders estdi@d business relations through

14



which new ventures could access to resources.éA¢dime time, founders are more alert
to international opportunities and use resoura@s fmultiple countries owing to
competencies developed from their earlier actisjtgich as social capital, experience,
and knowledge acquired from prior professions arcation (McDougall, et al., 1994).
While export literature also acknowledges the ingoorze of managements’ international
experience or management’s education/experienicelieasing export performance (Zou
& Stan, 1998). However, entrepreneurs extensivedyindividual heuristics and beliefs
that influence decision-making based upon limitelley experience and beliefs
(Busenitz and Lau, 1996; wrighdt al., 2000). In contrast, managers’ decision making is
factual-based, involving in “systematic decisionking where managers use
accountability and compensation schemes, the stalatoordination of business
activities across various units, and justify futdevelopments using quantifiable
budgets”(Alvarez & Busenitz, 2001). Thus, entrepres and managers interpret

international experience rather differently.

IsINV adistinct breed of firm?

After reviewing stage-internationalization mbded INV literature, it seems
that theoretically international marketing and epteneurship scholars recognize
tremendous differences between these two typasnad fn terms of founding team,
strategies, learning capabilities, and industmeshich they operate. Whether INV is a
distinct breed of firm is still controversial. Emigally, INVs are operationalized by the

achievement of a threshold of international salgsiwseveral years (typically 6 years)

15



after the official date of inception. However, INdunders have been exposed to
international opportunities much earlier than thase (Fan & Phan, 2007; Madsen &
Servais, 1997). When considering founders’ pastinational backgrounds and
experiences, INVs still follow the trajectory oage internationalization firms and going
global gradually. Thus, INV is not a unique typdiah from international marketing
perspective. In addition, psychic distance concef@ss important for cross border
business transactions in industries involving sgdea@d knowledge. Founders or
managers with such knowledge can easily undersiappliers and customers in
different countries to purse early internationaima strategy. In other words, psychic
distance that impedes traditional SMEs is overcbgndomain-specific familiarity
between knowledge specialists (Fan & Phan, 20@MheSempirical evidences suggest
that there is no difference in product uniquentssinological sophistication, and degree
of customization or pricing advantages betweenetltvws groups of firms (Portes &
Bach, 1985)

Existing literature adequately enriches the undeding of INVs through
different theoretical lens, unique strategies erygdioby INVs, and environment factors.
However, it is not adequately acknowledged (exa@etrnational experience of founders)
that it is entrepreneurs who analyze environmettofa, establish new ventures,
accumulate network resources, and pursue unigatgies in multiple countries.
Although Oviatt and McDougall (1994) suggestedatiht types of INVs based value-
chain activities, many empirical INV studies stdtus on export sales as export literature

did, which could blur the uniqueness of INV fromagtd-internationalization firms. It is
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insightful to show how INVs surpass their domesbanterparts regarding performance
implications, such as survival and growth afterigating environmental changes. Thus,
scholars could distinguish INV as a distinct breéfirm only after recognizing the
competences of entrepreneurs, identifying diffetgpes of INVs, and showing

performance advantages of INVs vs. traditional SMEs

The determinants of new venture internationalizatim and performance

International entrepreneurship (IE) scholars asgimed by seminal work of
Oviatt and McDougall (1994) to explore factors mating new venture
internationalization and performance. There havenleige volumes of studies published
in the past 20 years on the topic, many of whigheaped on leading journals. As an area
of inquiry, INVs have been well recognized as atlewte field of research. But, the
knowledge of the determinants of INVs and perforogais fragmented with mixed
findings because INV research is cross-disciplirearg requires integration of
international business and entrepreneurship theorigs issue becomes more
complicated if scholars use different criteria peemtionalize INVs. Rialp, et al. (2005)
and Coviello and Jones (2004) are excellent studiesview INV literature. Rialp, et al.
(2005) presented an overview of this line of reslean term of (1) main objective and
type of research; (2) theoretical framework/s éémence; (3) methodological issues and
(4) main findings and/or conclusions. Meanwhileyiétlo and Jones (2004)
systematically examined methodological issues tatiternational entrepreneurship.

Unfortunately, both of these reviews fail to idéntelavant variables influencing INVs
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and performance. Zahra and George (2002) arrivacsghthesis of the key factors
believed to influence international entrepreneyrsBut the literature in the area has
proliferated in last ten years. It is worthwiledffer an updated review of what has been
achieved in the last decatde. Our study aims teigeecan overall framework to
systhesize the underlying factors of INVs and penfnce.

Gilbert, et al. (2006) and Sandberg (1986) suggasia the most important
antecedents of new venture growth contains theprgneur characteristics, resources,
strategy, industry, and organizational structure systems. Jones and Coviello (2005)
also suggested three levels of contextual constpentaining to INVs: entrepreneur, firm,
and environment. By drawing upon extant internatidousiness, entrepreneurhsip, and
international entrepreneurship, this section amrgview predictors of new venture
internalization and performance, particularly baspdn those empirial studies. Figure

2.1 presents the predictors of INV and performance.

Entrepreneur characteristics

Human capital The belief that entrepreneurial firm is an exien®f the
entrepreneur motivates many scholars to studyhbeacter traits that are most likely to
influence new venture internationalization (Gilhettal., 2006). According to Oviatt and
McDougall (1994), INVs are typically founded byeamn of individuals with
international experiences or some founders are grants or have foreign contacts.
Several studies empirically confirmed that the dieffects of characteristics, such as

international experience and large MNE experieffdemmanagement team (TMT), on
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Figure 2.1 Determinants of INVs and Performance
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pursuing INV strategy and achieving greater inteomalization at the time of IPO
(Bloodgood, 1995; Mudambi & Zahra, 2007). Interoaél experience is employed as
well to proxy a new venture’s international knowdedassets or international network,
which represent important resources for new ventiegnationalization (Fernhaber, et
al., 2009). In addition, it is believed that intational experience has indirect effects on
new venture internationalization. For example, Rew@nd Fischer (1997) argued that
international experiences of TMT are closely raldtedevelop foreign strategic partners
and to delay less in achieving foreign sales aft@t-up, and that these strategic
behaviors are supposed to positively influencermaionalization.

The importance of international experience on nemtwre internationalization is
rooted in Upper echelons theory (Hambrick & Mast®84), which argued that top
managers are influenced by their experiences, salred personalities in interpreting the
situations they face, which, in turn, affect theid®n-making process. International
experience is of high value by enabling entreprehgurecognize opportunities specific
to particular market in which they have such exg@are (McDougall, et al., 2003). For
example, entrepreneurs used to work or study alroald possess unique information
about specific demand of foreign customers, allgvtirem to combine resources from
multiple countries to target those customers. Thusyious international exposure of
entrepreneurs triggers for the formation of INVartRermore, prior working experience
in large MNE will provide competences for an enteggeur’s decision-making process,
such as calculating risk of a foreign country ahdasing appropriate entry mode

(Prashantham & Dhanaraj, 2010). Entrepreneurstature indicates that new product
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or service lines established by entrepreneursedaged to the organization in which they
previous worked. Finally, international experiemeakes entrepreneurs build diversified
social and professional cross-border network (Re&éscher, 1997), through which
they could mobilize the resources required in imadipnalization. Therefore, an
entrepreneur with international experience willasbbtmore resources and make better
decision in internationalization than those withsuth experience. The empirical
evidence showed that entrepreneurs in born glatmas fhad more international working
experience than those in gradually internationadjZirms (Harveston, 2000).
International experience decreases the psychiartistand perception of uncertainty to

specific market; therefore founders do not thinkareal borders as an obstacle.

Although human capital of entrepreneurs is impdriamew venture
internationalization, different human capital plaggher different roles. Some specific
knowledge and experience are fundamental for newuve internationalization and
performance, such as prior experience or knowl@agelated industries. An
entrepreneur’s management and industry-specifievidmaw are of substantial
importance for new and small firms’ internationation (Westhead, et al., 2001).
Management know-how is a form of social capitat thes a direct impact on individual
economic behavior (Wilson & Portes, 1980). Indusgpgcific know-how reflects as
either working experience in some industries attisigithe business in the same industry
as an entrepreneur’s previous employer. All theseific aspects of know-how are
related to export activity by providing detailedokviedge of task environment and

allowing entrepreneurs to be familiar with custorbase locally, nationally and

21



internationally and to develop market niche (Weathet al., 2001). New ventures can
substitute entrepreneurs’ experience and know-lmowatk of organizational
experience(Sapienza, et al., 2006).

However, general human capital factors may faglay an important role.
According to Westheaet al.,(2001), some general human capital factors suegeas
gender, education, immigration status, are notifsogimt predictors of new venture
internationalization. Surprisingly, some studieswtthat habitual entrepreneurs (those
with prior entrepreneurial or start-up experierae) not related to internationalization

either (McDougall, et al., 2003).

Firm factors

Network.New ventures lack resources in internationalizagioocess so that it is
difficult to establish operation through ownershijpey prefer to leverage resources from
network partners to make up their own resourcegidaty. According to network
perspective, relationships formed between diffepamties allow resource exchange and
influence strategic decision of different participg members. An entrepreneurial firm’s
role and position within a network of relationsisgknown to influence new venture
internationalization. However, INVs are always gathrters in the business segments so
that network relationships at firm level are vargited and underdeveloped. Founders
have to rely on the members of their close persoe@ork as partners through repeated
interaction to alleviate partners’ opportunistibaeiors (McDougall, et al., 1994).

Traditional stage internationalization models netgld international network
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relationships probably because it is believed ititatnationalization should be the efforts
of focal firm. Thus, domestic-based SMEs had taaudate resources by themselves to
support international strategy, extending domestaicket for growth. But, INVs relying
on world markets for success have to leverage ressdrom international partners to
aggressively exploit opportunities otherwise thogportunities would be sought by
others.

By establishing relationship with foreign partngssch as distributors, licensors,
joint venture partners, and others), resource-caim&td new ventures could accelerate
access and entry to new markets, increase foreigipetitive position, leverage local
market knowledge, obtain initial credibility andisd further network relationship. As
Coviello and Munro (1995) argued, opportunitiesated though network contacts (both
formal and informal) determine an entrepreneurighech firm’s foreign market
selection and mode of entry. Furthermore, duegource inadequacy, those firms rely
on network linkage for the international market elepment, such as marketing research,
customer education and service, and marketindigekce. Coviello and Munro (1997)
further confirmed that small knowledge-based saféifams become internationalized in
as little as three years, neglecting market telherimentation, evaluation process,
which contradicts with stage model of internatiaregtion. Network of relationships
shapes international decision and growth of snadtihare firms by applying multiple
and different modes of entry simultaneously. ¥ual (2011) showed that initiation of
foreign sales by new ventures is determined bynelcigical and market knowledge

acquired from a firm’s alliance network. The effe€technological and market
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knowledge on the initiation of foreign sales aratamyent on network cohesion (more
ties among a venture’s alliance partners). Mearayvhdlationships with domestic
partners motivate new venture internationalizaéierwell. In highly internationalized
market, new ventures seek opportunities due tptiieng forces of network relationship.
For instance, subcontractors adopt a non-traditioternationalization process by
following domestic customers. Bell (1995) suggeshed firms have a presence in home
market, and then follow domestic clients abroadréigss of the “psychic proximity” of

the market.

Knowledge and capabilityjvlany knowledge-intensive firms, including computer
software, service or technology-based firms, tengursue INV strategy (Coviello &
Munro, 1997). These knowledge-intensive firms hspecialized value-adding assets and
target particular customers in the world simultarstp. Minimal adaptations are
necessary for foreign markets because of homogenmismer demands. Moreover,
transactions across geographical boundary becamséfe because of “domain-specific
familiarity” in high-tech industry so that new venes with specialized knowledge and
capabilities are not necessarily tied to geogragmarkets for success.

The fast-paced learning capabilities of resouragsttained and technology-
oriented firms facilitate early internationalizatistrategy by reducing uncertainty and
expediting the accumulation of specific knowledgsaziated with international market.
Knowledge and learning are expected to have andtrgrainternational growth because

entrepreneurial firms have to learn new knowledggining to markets in which they
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have little or no previous experience, such asdarbusiness practices and institutional
norms. By using knowledge creation and exploitaiercompetitive advantage, firms
could develop learning skills necessary for adamteand successful growth in new
markets. At the same time, internationalizing firmgst unlearn the established routines
developed from domestic operations that might cairstheir capability to pursue a wide
range of opportunities. Auti@t al. (2000) supported that young age at which a firm
initiates internationalization is positively assaeid with fast international growth
because it has “learning advantage of newnesstratknowledge intensity is positively
related to international growth. Prior internatibegperience of top management team
(TMT) is primary source of international knowledige new venture, a key ingredient for
internationalization. New ventures could explotermational opportunities by accessing
external source of international knowledge fronmaalte partners, venture capital and
proximal firms (Fernhaber, et al., 2009). Theidiimgs confirmed that new ventures with
limited TMT experiences benefit most from extenmétrnational knowledge sources.
Zahra,et al.(2000) examined how internationalization facilitatechnological learning
of new ventures, and found that international diitgrand entry mode increase breadth,
depth, and speed of a new venture’ technologieahlag especially when knowledge
integration is involved, which are subsequentlated to ROE and sales growth. In
conceptual framework of capabilities, Sapieretal. (2006) proposed that early
internationalization decreases the probabilityuwsf/sval but simultaneously increase
prospects for growth, the differing effects aretaugent on organizational age,

managerial experience, and resource fungibility €br a firm’s resources can be used
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for other purpose). Their study suggested thatimipg from early internationalization,
experiences from foreign market, and resource alogs influence new ventures’
learning and adaptation capabilities to exploiefgn opportunities when they face

uncertainty and risks in new market environments.

StrategyNumerous studies on new venture internationalinat@ve validated the
importance of a venture’s strategies. INVs gain getitive advantage through
differentiation strategy, avoiding head to head petition with incumbents. Born-global
firms normally refer to “small, usually technologyiented companies that operates in
international markets from the earliest days oirtbstablishment” (Knight and Cavusgil,
1996). Some new ventures develop differentiatedywts, or offer leading-edge
technology products for particular internationalrkes segment, and generate value from
innovative technology and product design (Bloodgatdl., 1996; Knight & Cavusqil,
2004; Rennie, 1993). Thus, a large number of stuassociate new venture
internationalization with high-technology firmsfast-growing, globalized sectors. New
ventures could also differentiate from establisfieds by offering superior services and
improving product quality. Finally, through proundj specialized and customized
products, some new ventures pursue a niche-foqueedtive strategy to exploit
international opportunities in early history (BdlR95; McDougall, et al., 2003; Rennie,
1993).

New ventures are aggressive in achieving markeesirad growth objectives to

recoup the high fixed costs like R&D expenditudgeDougall, et al., 2003). Moreover,
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INVs are typically first mover in entering marketgh new products. As first movers,
new ventures have to educate consumers througfsimeemarketing and employ
multiple channels of distribution in multiple coues (especially hybrid structures, close
relationships, network partners, and joint venturéath limited resources, new ventures
employ aggressive strategies to reduce producta@vent cost or achieve growth
opportunities. Hence, higher strategic aggresss®n®tivates new venture

internationalization.

Environment factors

Geographical locationA firm’s geographic location affects firm outcosiey
providing the resources required to execute aegiadecision. New ventures leverage
many resources from industry clustering to intaomatlize operations. Multinational
firms are commonly located within industry clusteyiBirkinshaw & Hood, 2000). In an
industry cluster in which there is a high preseoic®reign firms, co-location increases
new ventures’ exposure to competition at an intigonal level because of business
transactions with foreign firms, and enables therde&rn practices and skills necessary
to operate in foreign markets. Furthermore, entnegurs could respond to opportunities
that emerged from foreign firms in industry clusted then consider operating in foreign
markets. Thus, a new venture’s presence in indetuster would enable to establish
foreign operations because the pull of an inteomati opportunity is conduit to early

internationalization.
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New ventures can strengthen the technological tuagssimilate new knowledge
into their operation by accessing to knowledgd®pgr from a network of cluster firms.
The financial capitals and advices provided by wemtapitalists in cluster region are
vital for new venture internationalization. Fernbalet al, (2008) found that there is an
inverted U-shaped relationship between the conagair of industry clustering within a
geographical location and the venture’s internatiiaation. In the high concentration of
industry cluster, new venture internationalizati®aiminished because many firms
compete for the limited resources. Moreover, a wemture is more likely to
internationalize by forming international reseaatlfances because higher regional
cluster’s international alliance intensity hasgnsiling effect and attract more potential
international partners (Al-Laham & Souitaris, 200B)rough informal knowledge
spillovers, a new venture in clusters with highgarece of international research alliances
recognizes the benefits of such cooperative agreesneonvinces international partners,

and learns how to manage such international agnetsme

Market and industry characteristick is important as well to understand market
and industry characteristics of home and foreigmtes in order to understand new
venture internationalization. The size of home ¢pumarket vis-a-vis the potential of
the international market is one primary influengerearly internationalization. Firms
with small domestic markets are more likely to piergarly internationalization strategy
by achieving economy of scale and profits (Rent®93). New ventures choose to

supply foreign markets instantly if its producticapacity exceeds domestic demand.
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Furthermore, the level of competition in both dotimeand foreign markets has
remarkable impact on new venture price strategypaafit earning capabilities.
Therefore, new venture could choose early inteonatization strategy accordingly by
responding to competition conditions. Finally, istty growth, level of foreign
competition of an industry, and industry knowledigfensity influence the decision and
performance of international new ventures. FanRimah (2007) found that early
international decision is negatively associatedh\wibme market size and the number of
incumbent competitors in foreign markets. A higlesel of industry growth increases
the survival of a new foreign entrant; while foreigenetration of an industry reduces a
new foreign entrant’s survival (Mudambi & Zahra0Z(). Internationalization process of
new venture becomes much more faster in globalggmated industries in which firms
need coordinate their activities and strategiessaca variety of countries, such as

knowledge-intensive or technology-intensive indiestr

Methodological issues of new venture
internationalization

Operationalization of international new venture

Oviatt and McDougall (1994) provided a typolagf INVs according to
different degree of international involvement: thenber of value chain activities that
are coordinated and the number of countries ent@iteelsimplest form of INV is export
and import start-ups, through which entreprenewakeprofit because they identify the
imbalances of resource between countries. Glohetgps, the most sophisticated INV,
coordinate multiple value chain activities fromieais geographical countries, including
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acquiring resources and selling outputs. Becausdlifficult to quantify other value
chain activities except international sales, mamypieical studies defined INVs by only
considering export or export intensity and inteioradlization speed. Knight (1997) and
Madsenet al. (2000) adopted at least 25% of foreign sales wighyears since inception
to define “born-globals”. Others used at least Ifi%oreign sales within the first 3 years
of start-up to measure “born-globals” (McDougaB89; Kandasaami and Huang, 2000).
However, at least 10% of sales from foreign magketappropriate for
internationalization of more established firms {HitBartkus, 1997; Tallman & Li,
1996). Zahraet al(2000) argues that this figure is too high for nemtures that are early
in their internationalization so that it is diffitto examine the effects of the varying
degree of new venture internationalization on tebdbgical learning. Zahrat al (2000)
further lowered the criterion of INVs to a minimwh5 percent of international sales for
firms that are 6 years old or younger. A firm iswed as a new venture if it is six years
old or less (Brush & Vanderwerf, 1992), a cruciatipd in which survival is determined
for a majority of companies according to the U.8a8 Business Administration. These
measures focus on sales of output in foreign casménd neglect the importance of
acquiring inputs from other countries. The emplogtred these criteria blurred the
distinction between INVs and those small exporters.

Some studies use multiple measures to conakgd new venture
internationalization, such as international satésnisity, international asset intensity,
international employment, and international scdpeihaber, et al., 2008; Fernhaber, et

al., 2009; Reuber & Fischer, 1997). The compositicator could better reflect how new
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ventures seek “significant competitive advantagenfthe use of resources and sale of
outputs in multiple countries” (Oviatt & McDougall994) by taking into account the
location of new venture’s assets and the numeroustdes or continents in which a new
venture has international involvement. To measex venture internationalization,
Bloodgood, et al. (1996) assessed whether or rotehture is engaged in multiple value
chain activities: inbound logistics, operationstbmwnd logistics, marketing and sales,
and service. Besides the above mentioned compuosiésure, Yuet al. (2011) used the
hazard of a new venture initiating foreign salem{@stone achieved by the new venture
in international expansion) when examining the@fef alliances, time and network
cohesion on new venture internationalization. Hasth Rhan (2007) employed the
production capacity allocated to international neéslkas a proxy and record when new
ventures’ international operation begins. Al-Lahama Souitaris (2008) examined
international research alliances established byn@erbiotech new ventures. These latter
studies target the specific value chain activitetated to new venture
internationalization, further deepening our underding how new ventures use resources

from multiple countries rather than only sell outputside home country.

The performance and growth measures of INVs

Facing liabilities of newness, smallness, famdignness, new ventures have
to achieve higher growth otherwise their survivalynbe significantly reduced. Growth
and performance occur in different operations fafra (Gilbert, et al., 2006), such as

financial and non-financial measures, and are kegames of new venture international
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operation. Measuring performance of an organizasontricate, which is especially true
for new ventures. Growth in degree of internatiaaion is calculated as change of
international sales as a percentage of total sal@sh is the most commonly used
measure (Sullivan, 1994). Several studies usarttisator to demonstrate how new
ventures grow and succeed through internationamesipn (Autio, et al., 2000; Zhou, et
al., 2010). In addition, Zahrat al. (2000) selected total sales growth and return on
equity as performance measures. In McDougall andtOi1996), return on investment
and relative market share are performance measboaspared with financial
performance measures, market share is more rel@gkeuse new ventures might
strongly aim to market penetration rather thanipabiiity.

Learning and knowledge creation should beioyp®rtant non-financial
performance measure because some new venturespeyform different value chain
activities in multiple countries, the highest leeéwhich is knowledge. In Zahret al.
(2000) study, technological learning is importantcome of international expansion.
International diversity and mode of entry influernibe breadth, depth, and speed of
technological learning. Gilberét al, (2006) suggested that employment is a more
relevant indicator of performance for high-techmylandustries because employment
indicates the human capital through which new werdiobjective is executed and an
immediate increase in business.

Survival is an important performance measardMV research but draws less
attention to international entrepreneurship sclsol@ompared with established firms,

INVs are confronted with a lower likelihood of sival because there is so much
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uncertainty in both start-up stage and internatination process. A few studies explored
the survival of early internationalization. In theonceptual framework, Sapienzaal.
(2006) pointed out that international growth andsstal are two conceptually distinct
outcomes related to INVs, and proposed that eatgrmationalization decreases the
probability of firm survival but enhances probatyilof firm growth. Mudambi and Zahra
(2007) empirically tested INV survival, and fourdht INVs have lower survival
probability than sequential mode of foreign maetry but there is no difference

between these two modes if the firm’s competitivategies are considered.

Data and analysis techniques of recent INV studies

Coviello and Jones (2004) and Riapal. (2005) thoroughly reviewed
theoretical and methodological developments of Btlies published before 2003.
Conventional regressions are widely used from Huva reviews; however, recent
scholars use more complicated statistical modelsekample, Mudambi and Zahra
(2007) and Fan and Phan (2007) used Heckman selentdel. In first stage, both
studies used Probit model to examine new ventuegrnationalization or strategic choice
decision (INV or sequential mode of foreign marketry). In second stage, the studies
estimated the amount of capacity allocated to mateéonal market or survival
probabilities conditional upon the decision intfisgage. In their studies, Heckman two-
stage model considers joint effects of differentisiens, and thus make the results more
empirically convincing. Yuet al. (2011) and Al-Laham and Souitaris (2008) employed

the duration model and event history analysis. Unex al. (2011) study, Cox
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proportional hazard model estimated the probalftyitiating foreign sales; an
exponential model is used in Al-Laham and Souit@®)8) because a firm established
different international alliances in the time frgmnich is a series of repeated events.
Conventional regression models are only appropftateross-sectional data to explain a
static condition of new venture internationalizatiand fail to reflect a dynamic and
highly complex internationalization process.

Past INV studies show some degree of “survivor’igseglecting unsuccessful
new ventures or without considering those new westtailing to achieve some
entrepreneurial events in sample selection. Soutkest collect initial public offering
(IPO) data from IPO prospectus to examine new ventiernationalization (Bloodgood,
et al., 1996; McDougall, et al., 2003). The advgataf such data collection method is
convenience. However, internationalization stratedgpted by IPO new ventures might
have no implications for new ventures that don’tadlrto undertake IPO. By the same
token, many studies would have distorted resultsdbgcting only successful firms
because those survival new ventures have uniquadatleastics compared with failed
firms. Statistically, the estimation of predicteval be biased downward if only
successful firms are included (Delmar & Shane, 200Berefore, the studies should
correct for selection by including both successfud failed firms in drawing valid
conclusions. Another important data issue of INMgtis left censoring, which occurs
when the observed value of international salesabéior others is unknown below a
certain value. For example, some new ventures havachieved foreign sales yet in the

examined time frame. In other words, scholarstéaibke into account some new
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ventures which have similar characteristics as Ili\Mswith missing international sales
data. So far, most of empirical studies have usetpte firms with international sales

data and failed to address data left censoringissu

Significant research gaps in INV studies
Our review of INV literature suggests that maentrepreneur, firm and
environment factors have strong influences on INNtegy and performance. In this
section, by drawing on the reviewed studies, wantifle significant research gaps and

present research questions that encourage futhiodass to investigate.

Therole of entrepreneur and founding team

Madsen and Servais (1997) suggested a resemdél in which
characteristics of founder, organization, and emnnent are fundamental for early
internationalizing firms. However, most studiesmted out that INV strategy is largely
driven by firm-level antecedents or environmendé&kdrs, inadequately acknowledging
the role of individual entrepreneur or foundingnteexcept international experience.
Entrepreneur or founding team should be given maight because they discover,
identify and exploit international opportunitiesidathen execute international strategy.
INV research is an interdisciplinary field and slibinvolve the efforts of both
international business and entrepreneurship rese@.cThe field could be further
enriched by incorporating the role of entreprerand founding team, which helps

understand the decision-making and the foundingge® of INVSs.
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It is important to examine the role of foundingrteen early internationalization
process of new ventures. INVs require entreprenaiirsrather different experience in
founding team to combine resources and opportgiten multiple countries. Ethnic
entrepreneurship witnesses earlier transnatiorie¢@eneurial activities of immigrants
between home and host countries. Foreign-bornmeineurs have already established
contact and obtained knowledge of foreign markanhfformer occupation, education,
and relations (Moen and Servais, 2002). New vestwith immigrant entrepreneurs on
founding team could develop “entrepreneurial ales#i to have insight into the value of
entering a particular foreign country while othéosnot. Because foreign-born founders
play a crucial role in combining resources andizeaj opportunities across different
countries, their started new ventures are mordylilkiego international immediately after
inception. Additionally, the ethnically diversifiddunding team is equipped with
complementary knowledge from multiple ethnical agokinds (Ruef, et al., 2003); such
team has more strong market vision, views globaketa as a whole, and leverages
resources from multiple ethnic groups to seek cbasder opportunities. INV is an
important research domain in international entrepueship that seems independent of
diaspora and ethnic entrepreneurship. By incorpayatiaspora and ethnic
entrepreneurship, future studies could examinadofborn entrepreneurs and ethnically
diversified founding team on new venture internaditation strategy. The study of
founding team helps understand the complicatedioreprocess of INVSs.

Entrepreneurs possess some leadership styles aipedpr early

internationalization strategy of new ventures. €h&repreneur abandons ethnocentric
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thinking and has global vision from start. Duehe teadership, the entrepreneur
effectively communicates global vision to employgesew ventures and establishes
multi-cultural working environment. Scholars caraemne in what ways leadership
styles of founders facilitate the learning cap&piif new ventures in foreign markets.
Moreover, the entrepreneur plays a central rotb@new venture’s decision-making
process. As new venture internationalizes, thest@timaking process increasingly
becomes decentralized into foreign countries. $cetitrepreneur cannot have tight
control over the new venture because the decisiakiftg power is granted to local
managers. The question of how the entrepreneur geanaternational operations
becomes more interesting. Previous literature lag&sarch attention to leadership style

of entrepreneurs and organizational structure &sIN

The competences development of INVs

INV literature suggested that new ventures arevategd to go international at
inception by specific competences, such as knowedgsources, and network. However,
it failed to explain how new ventures develop thosmpetences through founders’
human and social capital. For example, Augioal (2000) found that a new venture’s
knowledge intensity is positively related to itstfanternational growth because high-tech
new ventures could develop learning capabilitieuired for rapid adaptation to a
foreign environment. How high-tech new venturesaligy knowledge assets is a salient
issue to understand early internationalization ph@mnon. In some cases, INV founders

are also specialists with the depth of specifibt@togy knowledge in area under which
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new venture operates. In this circumstance, migartant to know how founding team
developed new product or service and how theiriBpdmowledge contributes to new
venture’s knowledge development. In other circumstafounders have only
entrepreneurial knowledge, the “ability to take cgptual, abstract information of where
and how to obtain undervalued resources, and halepoy and exploit these resources”
(Gilbert, et al., 2006). Founders with entreprersknowledge have to recognize the
value of experts’ specialized knowledge. The preaesvhich founders combine
specialized knowledge of engineers to generatekmomwledge assets for the firm is
worth further investigation.

Coviello and Munro (1995) recognized the importaoteetwork of relationship
on foreign market selection, entry mode, and graeftbmall high-tech new ventures.
However, the network of relationships in their sésds formal and informal ties of new
ventures with foreign partners. In McDougal,al (1994) study, the entrepreneur’s
personal ties are more important in securing défieresources necessary for early
internationalization. Hallen (2008) connected peasdies with new venture network and
suggested that founders’ human capital and tiesrh@te initial network position of new
ventures. INV research should address how foundeirsian and social capital leads to
the establishment of initial international netwdéok new venture. For example, we have
to understand the process in which INV founderstifiefirst international distributors,
joint venture or joint marketing agreement partnérsaddition, extant INV studies did

not pay attention to how an initial international influences the formation of later
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international ties. In sum, INV studies need exanire process in which founders’

resources, knowledge, and network become thosevoiventures.

Other specific value-chain activities

Reviewing extant literature suggests that IN¥ploit international
opportunities by opening new outlets for the ergproducts. The focus on sales of
outputs by INVs in multiple countries overlookee flact that entrepreneur-as-designer
draws on new information and communication techgiel®to develop novel products
and create a new market, or transforming existiagkets in new ways. It suggests that
opportunities may not exist in the environment dmat discovered by founders or new
ventures, giving an INV competitive advantage (&af2005). Put differently, in high-
tech industries, INVs secure inputs, especiallykedge assets, from multiple countries
to develop new opportunities instead of recogniarigting ones. Although, a significant
number of studies examined INVs in high-tech secfdutio, et al., 2000; Coviello &
Munro, 1995; McDougall & Oviatt, 1996; Zahra, et, @000), those studies focused on
international sales and did not examine the leveeddgnowledge resources from
multiple countries. Future studies could emphaliixés’ acquisition of knowledge
inputs from multiple countries to discover new ogpnities.

Because many studies examine INDés se and foreign sales or foreign sales
growth is “dependent variable”, our understandihgtber specific value-chain activities
regarding INVs is largely constrained. A few stidiave already made such efforts to

extend our understanding of specific activitiesNW's. McDougall and Oviatt (1996)
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examined strategic change of INVs and performamgéication of such change.
Coviello (2006) studied network dynamics of INVs@émms of the structural and
interactional patterns at various stages of evatuthl-Laham and Souitaris (2008)
explored new venture internationalization by emptiag formation of international
research alliances. By digging into a deeper lduélire research inquiries need
unpacking specific value chain activities of INWMghich will help uncover their

formation, strategy and performance.

Cross-country comparison of INVs

The emergence of INVs has been reported in majldped countries (Rialp, et
al., 2005), while some studies examined early matonalized firms in emerging market,
such as China (Zhou, et al., 2010; Zhou, et aD720Early internationalization
phenomenon is not country-specific; however, tlaeessignificant differences between
INVs from developed and from emerging countries/$Nrom China are typically small
exporters or contractors in low-technology manufany sectors, which are rather
different from high-tech INVs in developed counsremploying multiple entry modes.
Future studies can compare INVs from diverse caesitn terms of founder
characteristics, firm strategy, and environmentdisc

National culture and institutional settings aresely related to entrepreneurial
behaviors in different countries (Bruton, et a009; Busenitz, et al., 2000). Cultural
aspects and institutional profiles have differerfiliences on early internationalized firms.

For instance, people in countries with higher imtliralism may be more likely to be

40



proactive and have innovative ideas, and be willlmtake risk. Therefore, those
countries nurture more INVs. Future studies camwstine similarity and differences in
values, attitudes, goals and regulatory and enfoecd regimes in early
internationalization activities of firms in diffarecountries. Finally, government plays a
role in helping new ventures to overcome humanfarahcial capital required in
internationalization. The comparison of governnyaoiicy in encouraging INV activities

deserves further research attention.

Unified theoretical framework, definition, and taxonomy

There are diverse conceptual frameworks to expharformation and
performance of INVs from different disciplines (Riaet al., 2005; Valdez, 2008). An
integrated theoretical model comprising of the gmteneur, firm, and environment
factors is necessary to advance the understandiidVs, which requires cross-
disciplinary research efforts. The definition oMBlneeds unifications as well, which not
only considers extent, speed and scope of intemmaization (Bloodgood, Sapienza, &
Almeida, 1996, Knight & Cavusgil, 1996, Zahra & Gge, 2002), but also includes the
coordination of different value-chain activitiesi@tt & McDougall, 1994). Finally,
Oviatt and McDougall (1994) suggested that theecf@aur types of international new
ventures: export/import start-ups, multinationaters (with a multi-domestic approach),
geographically focused start-ups (with foreign agiens beyond exports) and global
start-ups. The latter two types of INVs receiveteagive research attentions; they are

similar to born-international or born-regional dmatn-global (Knight & Cavusgil, 1996;
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Wong & Ng, 2002). Therefore, a unified taxonomyg¥s is required to account for the

discrepancies on the research findings and cormelgsi

Conclusion

Internationalization is a vital issue for new vaetiby providing growth
opportunities in foreign markets. After comparingge internationalization model and
INV literature, we suggested that INV differs sigrantly from internationalization of
traditional SMEs and thus could be a distinct breefitm. This article identified the
determinants of new venture internationalizatiod parformance from the perspective of
entrepreneur, organization, and environment facidre review of literature suggests
that the entrepreneur choose early internatiortadizaand that early internationalization
will be successful when the entrepreneur has huandrsocial capital to support such
strategy, has corresponding marketing and R&D ssaatl operates in an industry or
location conductive for early internationalizatidGturthermore, this article reviewed
methodological issues of existing literature, gatarly with a focus on measure and
statistical model issues. Finally, we identified tesearch gaps in INV literature.
Existing literature focused on the determinantB\dfs at firm-level but the research
topic is cross-disciplinary; therefore, to furtlaelvance the conceptualization of INVS,
the emphasis will be on the role of entreprenedrfannding team. The competence
development process of new ventures and other chlai® activities are under research

as well.
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By filling these gaps, this study will improve thaderstanding of the complex
internationalization process and move forward tpihg new ventures achieve high

performance.
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CHAPTER 3
THE NEW ARGONAUTS, INTERNATIONAL NEW VENTURES AND
PERFORMANCE IMPLICATIONS
Introduction
International new ventures widely exist in a variet industries and in many
countries (Oviatt & McDougall, 1994), and play ampiortant economic role in
innovations and creation of jobs and wealth (MudagnBahra, 2007; Zahra, 2005).
These new ventures derive resources from, angrllcts and services to, multiple
countries (Oviatt & McDougall, 1994). Other resdems describe this new phenomenon
as “born globals” (Knight & Cavusgil, 1996; Mads&rServais, 1997) or “accelerated
internationalization” (Preece, et al., 1999). Thaimmargument of INV literature is that
entrepreneurial firms pursue an internationalizaitrategy and reduce the time lag
between the firm inception and initiation of intational operations. However, traditional
staged-internationalization theory suggested titatmationalization is an incremental
process in which firms acquire foreign market kredge and make resources
commitments to international expansion (Johans&fe&lne, 1977). According to the
process view of internationalization, firms iniBahternationalization in later stages
because of the slow nature of experienced-baseadingeand the associated risk in
foreign markets. Contradicting traditional intetinaglization theory, INV studies
emphasize entrepreneurial strategic choice of reviuwes and the role of founders in
making an early leap into international markets.
Extant scholarly inquiries have examined the rdl®monder in new venture
internationalization because of belief that the IN\An extension of the entrepreneur’s
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international resources and competences (Gilbieal,,€2006). By focusing on human
capital of entrepreneurs, extant studies confirthedlirect effects of international or
large MNE experience of top management team (TMiTamw entrepreneurial firm’s
choosing INV strategy and achieving greater inteonalization at the time of IPO
(Bloodgood, 1995; Mudambi & Zahra, 2007). This anagement team (TMT)
international experience can allow new venturesxaoit foreign opportunities and
choose early internationalization for growth objet In addition, international
experience could overcome INV’s substantial comstisaof newness, smallness and
foreignness because founders with such experiesud build formal and informal
network that facilitates leveraging resources fintarnational partners (Fernhaber, et al.,
2009). International experience has indirect effect new venture early
internationalization as well. For example, Reubet Bischer (1997) argued that
international experience of TMT is closely relatedleveloping foreign strategic
partners and to delaying less in achieving foresigles after start-up, and that these
strategic behaviors are supposed to positivelyanfte internationalization. The
importance of international experience on new vienéarly internationalization is rooted
in upper echelons theory (Hambrick & Mason, 1984)ich argued that top managers
are influenced by their experiences, values, amsiop@lities in interpreting their
situations they face, which further affects thecidion-making process.

In the past, sociology literature suggested thatymamigrants and their children
started business in the US, some in ethnic enclaveé®thers in business serving a wider

market (Aldrich & Waldinger, 1990). The growth ofrmarity business was mainly due to
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exclusion in majority job market and other disadages of minority workers (Wilson &
Martin, 1982). By exploiting limited entreprenedrogportunities, immigrants initially
provided ethnic consumer products in the ethnicroamty of migration country. Ethnic
entrepreneurs had an advantage in serving felloniet than native-own competitors
because their business “involves a direct conneetith immigrants’ homeland and
knowledge of tastes and buy preferences” (Aldrathgl., 1985). Research efforts of
sociologists were restricted to entrepreneurialvdiets of immigrants in countries of
residence.

While diaspora entrepreneurship literature obsetliatimigrants and their
descendants engaged in cross-national entreprahadtivities between countries of
origin (COO) and countries of residence (COR) (Raddt al., 2010). Ventures started by
immigrant entrepreneurs exist in different forroiscuit firms (transferring remittances
and goods between the COR and the C@Qjural enterprisegselling goods from the
COO to fellow immigrants in the COR), areturn-migrant enterpriseffirms
established in the COO by entrepreneurs residitgjarithe country) (Landolt, 2001,
Landolt, et al., 1999). To large extent, this gtnex literature emphasized diaspora
entrepreneurs’ investment and entrepreneurial Betio COO (Gillespie, et al., 1999; Liu,
et al., 2010). For example, Gillespie, et al. ()9@@nd that diaspora interest in
homeland investment is related to altruism andietadvantage, i.e., familiarity with
particular ethnic market or with countries simi@ahome country.

In our study, we focus on early internationalizatstrategy of new ventures

started by immigrants in migration country. Thisgarch question is worthy of scholarly
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inquiry because early internationalization increasérvival of immigrant new ventures.
Compared with new ventures started by natives, grani new ventures are more
vulnerable in accessing resources and achievingnegy in COR due to the founders’
immigrant status (Aldrich & Waldinger, 1990). Weyae that early internationalization
to countries with which immigrant founders are fianiopens new geographic markets,
enhancing those new ventures’ growth. Such grolrbugh early internationalization
strategy is fundamental for immigrant new ventune/ival.

IB scholars suggested the connection between inamigiand the foreign
investment decision process in 1960s (Aharoni, 1966nternational entrepreneurship
literature, anecdotal evidence has shown the letlwben immigrant entrepreneurs and
INV decision, and suggested that INVs are ofteal#isthed by immigrants (McDougall,
et al., 1994). In the “Silicon Valley’'s New ImmigreEntrepreneurs” report, Saxenian
(1999) documented that immigrants run 24% of tisrielogy start-ups in Silicon Valley
during the 1980s and 1990s.

July Systems, which develops technology for seldiogtent such as games and
ringtones on mobile phones, was founded by twoalmdliorn repeat entrepreneurs.
While its headquarters are in California’s Silicdalley, close to game developers
and mobile-content firms, it develops its productthe Indian city of Bangalore,
where the founders have good business connectioits. first five years, July
Systems has raised $28m from top US, Indian anddrese investors. (Saxenian,
1999)

These immigrants become transnational entreprenaodsestablished US
based ventures by combining low-cost resourcesO@ @vith the emerging
technology in the US. Immigrant-founded venturesaiten global actors from

inception, tapping overseas capitals and manufactdiacilities and marketing their
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outputs outside US. As suggested by several Dukeelhity researchers’ report
(Wadhwa, et al., 2007), the immigrant start-upsehla@come a nationwide pattern in
engineering and technology industries. Understanolitmigrant entrepreneurs and
their founded ventures is not a trivial issue. Ading to 2003 US Census data,
immigrants account for 11.7% of the US populatibine immigrant-founded
companies produced $52 billion in sales and empla#®,000 workers in 2005.

To further understand the role of immigrants inmpobding long-term benefits
for the US economy, such as exporting, it is neargst® know what type of business
these immigrants are engaged in and performantteenfventures. To establish
efficacy of immigrant entrepreneurs, we need tdgthe role of ethnic composition
in new venture early internationalization strateQwr study aims to answer two
fundamental questions:

1. How are immigrants and the US citizen entrepuedifferent in terms of
pursuing INV strategy? Starting a new venture inéadecision of who will
participate and what they will contribute. The fdurg team members may be
complementary in possessing valuable skills andpatemces, which are critical for
immigrant-started new ventures’ survival and gravittle research, however,
examines the founder ethnic composition on newuwrergarly internationalization.
Gilbert, et al. (2006) called for research to explieam composition requirements
that are best suited for new ventures’ domestiaternational growth. This research
gap cannot be ignored since new ventures could camiternational resources in

novel ways and create value when immigrant entreqanes are part of the founding
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team. By linking ethnic composition and early imi&ionalization strategy, our
study fills a significant research gap.

2. What factors affect new venture performance#@idedarly, we focus on early
internationalization strategy, founders’ experieand new venture technology. For new
ventures choosing INV strategy, the early inteoralization-performance link is a
central concern in international entrepreneurskgpdture, and empirical results are
inconclusive. New ventures have strategic objestdifferent from established firms. We
explore performance implications of early interoaélization. Moreover, knowledge is
most strategically important resource for a firmg@, 1996). A new venture is
established with the entrepreneur’s initial knowjedbase, while it is required to acquire
and develop additional organizational technologgvdedge. Both are important for new
venture performance.

Current entrepreneurship research focuses on mapkettunities (Kirzner,
1997). Thus, the two important concepts in thislgtinternational opportunities and
INV strategy, are closely associated with foreigarkets. International opportunities
refer to identification of foreign customer demami provide products or services
to foreign markets. Consistent with most of exigtiterature, INV strategy in our
study involves initiation of international sale€4pby a new venture. A conceptual
framework for this study is presented in Figure 3.1

We test hypotheses using longitudinal data of 4828 ventures over three-
year period in Kauffman Firm Survey and found tihat more immigrant

entrepreneurs in a new venture’s founding teanmtbee likely they are to pursue
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INV strategy. While, more US citizen entrepreneawiltake advantage of domestic
opportunities to pursue DNV strategy. The answearuiosecond question is that
INVs have higher sales than DNVs but there is ffil@i@ince in profits between them.
These findings have theoretical and practical iogpions.

The significance of this research is fivefold.sEistudying determinants of INV
strategy is fundamental in international entrepuesieip (McDougall & Oviatt, 2000).
This study extends existing inquiries by exploriryv immigrant entrepreneurs affect
new venture early internationalization. We argus #thnic advantage and international
network facilitate exploration and exploitationiofernational opportunities. In other
words, a founding team with immigrant entreprendias more flexibility to responding
to the emerging opportunities from multiple cougdriSecond, new ventures face various
barriers associated with liability of smallnessiyness and foreignness (Zahra, 2005).
Our study suggested that immigrant entreprenetinsie@advantage could overcome
liability of foreignness associated with new vestearly internationalization. Put
differently, new ventures face less risk due to igrant entrepreneurs’ familiarity with
home country market or other culturally similar ntries. This argument is similar to
Sapienza, et al. (2006) in that founder’s inteoral experience could partially substitute
new venture’s lack of such experience. Third, prasisociology literature only address
immigrants’ entrepreneurial activities in migratioountries (Wilson & Martin, 1982).
This research advances ethnic entrepreneurshifatnrhmigrant entrepreneurs identify
international market opportunities and sell theitpoit beyond migration country in the

early years, which is effective strategy for ethemterprises’ growth and survival. Fourth,
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immigrant entrepreneurs not only create jobs anatebut also increase exports and
contribute to economic growth of migration courdri€inally, empirically our studies
use longitudinal data and analysis to capture damoanof time that is critical to
internationalization and entrepreneurial processponding to recent call by Coviello
and Jones (2004) and Rialp, et al. (2005). The kgpe significantly dispersed by

industry and states so that the results could hergézed.

Theory and hypothesis development

Entrepreneurship literature centers around two dumehtal concepts: 1)
opportunity exploration and exploitation; 2) therdmnation and organization of
resources (Alvarez & Busenitz, 2001; Shane & Veatahan, 2000). An entrepreneur
identifies a new opportunity through developingneque idea that others ignored or
decided not to pursue. Austrian economists argatesttme individuals see the potential
value of given resources while others do not (Karzri979), the ability to recognize a
manifest opportunity. However, in the view of Schpater (1934), an entrepreneur
makes the decision to direct inputs into certaocpsses rather than other process. In
other words, entrepreneurship involves a uniquebtoation of resources-bundling
productive factors in some new way, a product, petidn method or a market.

Entrepreneurial opportunities arise not only fra@ohinological or economic
environmental dislocations, but also from socialteats (Riddle, et al., 2010; Sarkar, et
al., 2001). Entrepreneurs’ networks play a vité fia recognizing and exploiting

opportunities. According to network perspectivéationships formed between different
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parties allow resource exchange and influenceegfi@tlecision of different participating
members. However, initially it is difficult for newentures to establish network
relationships because they lack desirable resoam@seliable records (Hallen, 2008).
New ventures rely on the founding members’ persaordlork to access resources,
improve competitive position, leverage market kredge, obtain initial credibility and
solicit further network relationships (Hallen, 2Q008cDougall, et al., 1994). These
individual network relationships were developetlygh a lifetime of education,
employment, and previous entrepreneurial effortgylinclude friends, colleagues and
members of the same professional community. Senmepreneur direct and indirect ties

influence the decision of establishing a new ventur

Ethnic composition and INV strategy

One fundamental issue regarding entrepreneurshaidnew products is how
they view existing opportunities in the environmentiscover new opportunities.
Founders of both INVs and DNVs develop some newsdmd seek opportunities
through combining and organizing resources in n@ayswyHowever, INVs founders use
international resources and open new geographikatsin the new venture’s early
history, while DNVs counterparts have insight indue of bundling resources to satisfy
customers’ demand in domestic markets.

It has been shown that international experiendereign contacts of
entrepreneurs affects the strategy choice of INVDIV (Fernhaber, et al., 2009;

McDougall, et al., 1994; Mudambi & Zahra, 2007; Reu& Fischer, 1997). We argue
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that founder ethnic composition is closely relatedew venture early
internationalization. Because of the linguistic @attural capabilities as well as the
institutional knowledge, immigrant entrepreneursenadvantages in recognizing
opportunities that emerge from COO markets. Fomgte, an immigrant entrepreneur
who knows local business practices and governnegutiation in COO could avoid
difficulties in dealing with customers and supmiéor cross-border transactions. This
ethnic advantage is due to: 1) immigrant entreprenassociated culturally similar
markets with lower business uncertainty; 2) inasgora community, immigrants prefer
to target particular ethnic market, which couldbggyond COR and includes other
countries (Gillespie, et al., 1999). In addition,immmigrant has learned sophisticated
skills, new business models, and entrepreneursdésys in COR, which can be
integrated with resources of his or her COO. Pifiedintly, immigrant entrepreneurs
stimulate international circulation and exchangéchnology know-how and market
information. Those international entrepreneurs stamtures in COR to access to the
large market and/or advanced technology but simetiasly leverage technical and
economic resources of COO.

After arriving in COR, immigrants maintain professal and social ties with the
home country by migrating circularly or returniregularly to the COO physically and
virtually through social network media (TeferraQ8. Such cross-border connections
enable immigrants to collaborate with home coupaistners, and manage complex
business relationship and teamwork across cultunallinguistic barriers. Moreover, in

COR immigrants quickly join or create ethnic andfpssional network or community
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(Sheffer, 2006), facilitating information exchangellaboration and learning based upon
a shared language and social context, and trush@ethnic members. For example,
Chinese Institute of Engineers (CIE) is one edrlidsnese professional organization in
Silicon Valley exchanging engineer information (8atan & Hsu, 2001). These
transactional entrepreneurs can identify markdtesc mobilize knowledge, and link to
international market, supporting their entreprerswsuccess (Dunning, 2005). Although
immigrant-established ventures are new and snaly, benefit from founders’ ethnic
advantage and global contacts, enabling them timesiyond to the emerging
opportunities in complex environments.

Immigrant-started ventures pursue internationabojmities from inception due
to founders’ idiosyncratic resources and netwolitienships (Riddle, et al., 2010;
Saxenian & Hsu, 2001). When permanently moving@RCimmigrants might lose the
ethnic advantage if they fail to update and renemtacts and resources in COO. In other
words, naturalization might prevent immigrant eptemeurs from seeking opportunities
in COO and undertake entrepreneurial activitiey anlCOR. While native entrepreneurs
focus on combination of resources and realizatfaspportunities in domestic country.
They forgo INV strategy probably due to their pgrtoen of high barriers or inability to
organize international resources and access t@foretworks. Furthermore, INV
strategy could significantly undermine the surviehh domestic new venture if its
founders cannot bridge international resourcesogp@drtunities.

Ethnic homogeneity has been found among minorityianmigrant groups in

entrepreneurial founding team literature (AldrichA&ldinger, 1990; Wilson & Martin,
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1982). Solidarity within ethnicities is due to seasleeasons, such as ecological
constraints and discriminatory status expectat{®uef, et al., 2003). Ethnic
homogeneity makes communication between foundsisreand fosters agreement in
strategic decisions (Ensley, et al., 2002; Wes& leyer, 1998). However, ethnic
homogeneity may constrain a new venture’s capglditeverage resources from, and
open markets to, other ethnic groups. However, veawures with ethnically diversified
founders could accumulate more resources and parauger range of international
opportunities from multiple ethnic groups, whicle anost important in making INV
strategy choice.

Hypothesis 1a: A higher composition of immigrant entrepreneurd ba& more likely to
pursue an INV strategy.

Hypothesis 1b: A higher composition of US citizen entrepreneuitlve less likely to
pursue an INV strategy.

Hypothesis1c: A composition of more ethnically diversified entesgeurs will be more
likely to pursue an INV strategy.

INV strategy and new venture performance

Internationalization-performance relationship hasrbextensively examined in
past three decades. The mixed findings, based lapge multinational firms, ranged
from a positive linear relationship to U-shapedegirted U-shaped, or S-shaped
relationships (Sullivan, 1994). The internationafian-performance link for INVs is
more intricate and less consistent (Autio, et2)Q0; Lu & Beamish, 2001; Zahra, et al.,
2000). We aim to compare performance between INMSRANVs to show an early

internationalization advantage.
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It has been argued that internationalization isuaial path for firm growth,
particularly when new venture is constrained witthomestic market (Knight & Cavusgil,
2004; Lu & Beamish, 2001). Thus, early internati@aion provides a catalyst for new
venture growth. International orientation of newtges reflects their overall
innovativeness, managerial vision, and proactiveetitive posture in pursuing
international opportunities (Knight & Cavusgil, 2D0McDougall & Oviatt, 2000;
Wiklund & Shepherd, 2003). These new ventures arger markets with new or
established goods and achieve economies of scalevBraging the technological
competence and capabilities in different marketsy mentures exploit international
opportunities and achieve higher returns (Auti@glet2000; Zahra, et al., 2000).
Furthermore, new ventures have learning advantagause of the entrepreneurial
organization culture; they transfer the generateml\edge assets from foreign countries
to home market to improve competitive position aedormance.

Can new ventures realize the above internatiortaizgoerformance benefits?
New ventures face resource constraints in makingsiments to ensure international
growth (Oviatt & McDougall, 1994). There are twoysan which new ventures could
compensate for resource inadequacy associatedntgtimationalization. New venture
founders could strategically use their internatigraources, contacts, and network
especially when there are some immigrant entreprrene the founding team so that the
new venture can access to foreign resources arrdawe liability of foreignness.
Furthermore, new ventures use licensing or jointwe for market entry, reducing

costly resource investments through sole owner@efl, 1995; Coviello & Munro, 1995;
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Coviello & Munro 1997). Thus, internationalizatiorakes new ventures realize greater
performance than domestic new ventures.
Hypothesis2: An international new venture achieves greater penénce than a
domestic new venture.

Knowledge and new venture performance

Knowledge is most strategically important resodorea firm (Grant, 1996).
Many empirical studies have examined the relatignbbtween knowledge and
performance. We disentangle founders’ knowledgenftile new venture’s technological
knowledge. A new venture is established with thieegmeneur’s initial knowledge base,
while it is required to acquire and develop addiéiiborganizational technology

knowledge. Both are important for new venture penfnce.

Founder knowledge

Founders play more crucial roles because theiskélg and knowledge are
absorbed into new venture’s routines, documents paactices. Founders’ knowledge is
embodied in their human capital and reflected @irttvorking and start-up experience.
Entrepreneurship literature has confirmed the imp&founders’ prior start-up or
industry experience on new venture performanceieiag, et al. (2006) suggested that
the founder’s experience can influence the perfogadecause it partially substitutes for
the lack experience of the new venture.

Founders’ general entrepreneurial knowledge (pres/giart-up experience)

significantly enhances new venture performance lmthe knowledge relevant to
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starting new ventures is often tacit, involvingrieag-by-doing of detailed
entrepreneurial process (Gilbert, et al., 2006jh&nbusiness creation process, founders
have to overcome financial, human and social chipmaediments to achieve
organizational legitimacy (Aldrich & Fiol, 1994).yBapplying previous start-up
knowledge, habitual entrepreneurs are more likelyavigate through the challenging
process, leading to entrepreneurial success anelaisiog new venture survival.
Moreover, there are significant differences betweevice and habitual entrepreneurs in
the characteristics, motivations, and behaviorditdal entrepreneurs could use their
existing skills and competencies to pursue new gtasgportunities (Westhead, et al.,
2001); therefore new ventures started by them ame irkely to achieve higher
performance.

There is also a positive relationship between entrgeurs’ industry knowledge
and new venture performance (Westhead, et al.,)2@dtrepreneurship literature argues
that individuals with more industry knowledge operence are more likely to perceive
entrepreneurial discovery and have superior aliityuccessfully exploit entrepreneurial
opportunities (Davidsson & Honig, 2003). Uniqueoimhation about the emerging
technology may be insufficient to identity new oppaities; it requires prior market
knowledge, how to serve markets, and solve custpnodems (Shane, 2000).
Entrepreneurs could offer new solutions to marlkédted issues due to their accumulated
industry experience. Moreover, the existing induktrowledge allows new venture
founders to access to resources and identify magg@artunity to improve new venture

performance. Entrepreneurs may accumulate speutficstry knowledge through
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previous start-up experience in the same indubtrgur study, industry knowledge refers
to average years of owners’ working experiencegl@nsame industry as the current new
venture; specific entrepreneurial knowledge mehasgercent of owner has previous
start-up experience in same industry as the curmmentventure.

Hypothesis 3a: Founders’ general entrepreneurial knowledge is posly related to a
new venture’s performance.

Hypothesis 3b: Founders’ industry knowledge is positively relatec new venture’s
performance.

Hypothesis 3c: Founders’ specific entrepreneurial knowledge isifpealy related to a
new venture’s performance.

New venture technological knowledge

Technological knowledge is related to “(S)cientdied technical advances on an
applied, high-technology product” (Spencer, 2008w ventures must build a
competitive advantage by developing and introduciegy products and capturing market
share. Technology stock, reflecting the new vestueristing knowledge base, allows
new ventures to apprehend and assimilate new kulge|evhich is critical to new
ventures’ subsequent revenues and profits (Cohkawinthal, 1990). According to
organization learning theory, learning occurs éfitly in domains close to a prior
knowledge base (Cohen & Levinthal, 1990; Spend#36)L Thus, a new venture’s
technology stock helps absorb new technologicaledge and determines what it
apprehends and learns in future.

R&D employees are most valuable technological afsethew ventures. The

human capital of R&D employees allows new venttiwesxecute the objectives. New
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ventures are less likely to emerge in industrieg@tterized by economies of scale and
high entry cost (Audretsch, 1991). By pursuingchaistrategy, new ventures enter a
particular business segment with innovative teabgybroducts. Moreover, R&D
employees develop technological knowledge, whicheases product quality, reduces
costs, and differentiates new ventures’ productrafty from competitors (Knight &
Cavusgil, 2004). Furthermore, technological asset®nce a new venture’s reputation
and strength and its bargaining power with venta@talists (Hsu, 2007). Finally,
technological assets are difficult to imitate byats, increasing a new venture’s
competitive position and performance.

New ventures exploit market opportunities by depglg and introducing unique
products, which requires aggressive technologystment and relying on technological
knowledge as a source of competitive advantageekample, in the biotechnology
industry firms spend years to invest in R&D to depenew products. This investment
helps new ventures to profitably exploit novel teclogy. At the same time, technology
investment enables new ventures to explore andlseamw inventions that lead to their
future success. Furthermore, through technologgstnaent new ventures generate value
from innovative technology and distinctive proddesign (Knight & Cavusgil, 1996;
Rennie, 1993). Baum et al. (2001) suggested tlii@reitiation through high quality and
innovation increase venture sales, employmentpaofit growth. New ventures face not
only pressures of newness but also rapid techn@ogycustomer demand changes
(Zahra & Bogner, 2000). Knowledge-based resourae \positively associated with

performance in such dynamic environments (MilleBBamsie, 1996)
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Technology stock, technological assets, and tedgn! investment are treated
as different concepts in this study. Measured bylver of patents owned by new
ventures, technology stock reflects their capaédito absorb additional new technology
and represents explicit knowledge of new ventufeshnological assets focus on tacit
and specialized knowledge and skills embedded iDR&ployees. Finally,
technological investment reflects a new venturgisamnic capability to generate new
technology through R&D investment.

Hypothesis 4a: A new venture’s technology stock is positivelytesldo its performance.

Hypothesis 4b: A new venture’s technological assets are positixahted to its
performance.

Hypothesis 4c: A new venture’s technological investment is padifivelated to its
performance.
Methods

Sample

The main data of this study come from the Kauffrram Survey (KFS), a
nationally representative panel of 4,928 new bissies launched in year 2004. An initial
survey was followed up by five additional roundstody longitudinal behavior of new
ventures and their performance. Furthermore, alipda firms are based in the US, ruling
out cultural and institutional factors attributedimternationalization behavior of new
ventures. KFS provides the following informatiom feew ventures: business
characteristics, strategy and innovation, busioneganization and HR benefits, business
finances, and work behavior and demographics ofeo(8h All our variables are drawn
from the KFS dataset.
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In the KFS dataset, a stratified sampling methagipleas employed, and
observational-level weights have been assigneldaranalysis to consider the target
population of all new ventures established in ti8during 2004 (237,843 new
businesses in Dun and Bradstreet Corporation det&)screening procedure excludes
any branch or subsidiary owned by an existing lmssror a business inherited from
someone else. Those 4,928 new ventures are didpesess different states and in
different industries, many of which are importamt ).S. economic growth, job creation,
and innovativeness (Datar, et al., 1997). Suclpeesentative sample increases
generalizability of this study.

We employ three rounds of data for our analysi®2P009) because
“international sales” data were collected from 2QBG06 data are included to control
lagged effect). Though different age ranges haea lised to define new ventures in
entrepreneurship literature, six years old and geuts the appropriate criterion (Brush,
1995; Brush & Vanderwerf, 1992). According to US&@nBusiness Administration
(1992), the first 6 years are crucial because tinesal of most firms can be determined
in that period. All sample firms meet the definitiof new ventures as they are five years
old in 2009. The same age reduces the effectseoVagance on INV strategy and new

venture performance (Autio, et al., 2000).

Model
INV strategy A discrete Probit model is used to examine thecesfef founder

ethnic composition on INV strategy choice. This mlad an alternative to Logit model
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for modeling categorical dependent variables. Altfftoassuming different distributions,
these two models have similar outcomes with Pra&ojtiiring more complicated
computation (Stock & Watson, 2006). The Probit Mm@$s#imates a new venture’s
probability to choose INV vs. DNV strategy. The mbi$ represented in the following
form:

Pr(Y = 1| X )= (XB),

Where Pr denotes the probability of INV strategyd & is the Cumulative
Distribution Function of the standard normal distition. X is a vector of covariates with
coefficient vectorg . The parametgr is estimatednaximum likelihood technique.
Our study might be associated with reverse caygaidblem, i.e. international new
ventures are more likely to include immigrant eptemeurs on the founding team. Our
three-year panel data (from 2007 to 2009) with pe&r lag effect partially alleviate this
potential problem.

New venture performanc@/e use panel data regression because our sample
consisted of an unbalanced panel of new venturestaw years (2008-2009) after
employing a one-year lag. This technique is appatgrwhen data have repeated
observations on the same unit (e.g., new ventwe) time and these repeated
observations are correlated. In such a circumsigasee| data method is employed to
deal with unobserved individual effects associatét these units. Secondly, we also
used the estimated values of international newuwrerftom the Probit model to obtain
the estimates of new venture performance in paatal ’kgression (Mudambi & Zahra,

2007). Thirdly, we used Heckman two-stage modelstamate the effects of founder
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ethnic composition on INV strategy choice and n@nture performance simultaneously
(Heckman, 1979). Both second and third methodsceeéndogeneity issue arising from
the fact that some unobserved factors jointly aetee INV strategy and new venture
performance (Cantwell & Mudambi, 2005; Fan & PH2007; Mudambi & Zahra, 2007,
Tong & Reuer, 2007). In our study, immigrant-stdnew ventures face severe resource
constraints and have fewer opportunities than aattarted new firms owing to founders’
immigrant status (Aldrich & Waldinger, 1990). Thimmigrant-started new ventures are
more likely to choose early internationalizatiomtBresource constraints and few
opportunities, which are unobserved, could infleenew venture performance as well.
Therefore, two-stage methods are justified in malgsis.

In the first stage of Heckman method, we modekfinational new venture’
decision by lettindNV; be dummy variable with 1 international new ventamel O
domestic new venture. Each new ventumeakes a decision as to whether or not to
pursue INV strategy according to an unobservedinaegiableINV'; which is
determined by a vector & and subject to stochastic ergpr

Selection equatian

INV', =Zy+& (1)

1ifINV'; >0
INV; ={ ©)

0 if INV",<0
Wherey is a vector of coefficients, arglis the stochastic error.
In the second stage, new venture performance Betermined by a vector of X
and the binary INV g is the corresponding vector of coefficients, anid the associated
stochastic error. Heckman two-stage technique gsphat, when estimating the
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relationship between INV strategy and new vent@argomance, we must control for the
likelihood of new venture selecting INV strategysed on some unobserved
characteristics. To address this selection biagjsan inverse Mills Ratio is generated
from first stage as an additional regressor insé@nd stage.

Regression equation

P=p'X +6INV, +y (3)

In this modely; ande are jointly normally distributed with zero meararstiard

deviation of 1 ana@ respectively, and correlated py

Measures

We construct dependent, independent, and contr@blas for our study in the

following ways. Table 3.1 presents all variablestfos study.

Variables: INV strategy model

International new venture (INVMany studies use at least 10 percent of
international sales as criterion to define intaoratl new venture (McDougall, 1989).
However, this criterion is employed to examinerinéionalization of more established
firms (Hitt & Bartkus, 1997; Tallman & Li, 1996).ahra et al. (2000) argued that this
figure is too high for new ventures that are earltheir internationalization. Following
Zahra et al. (2000), our study uses a minimum péfeent of international sales to decide

INV or DNV. This measure is a binary variable (1¥MND=DNV). To have sensitivity
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Table 3.1 Variables and Definition

Variable Definition
1 Owner age Average age of owner(s)
2  Male owner Percentage of male owner(s) to totales(s)
3  College education Percentage of owner(s) witkegeleducation
4 Working hours Average working hours by owner(s)
5 U.S. citizen entrepreneurs Percentage of U.Beaibwner
n
2
6 1- .
Ethnic diversification ; =

7  Immigrant entrepreneurs Percentage of foreigm-b@amer
8 Paid owner Percentage of owner(s) get paid byventure
9 Lagged revenue Prior year's revenue
10 Operator owner Percent of owner(s) also opemteventure
11 Number of owners Total owner(s)
12 Team dummy New venture is founded by team=ZXrotise=0
13 Service dummy New venture offers service=1; mtfse=0
14 Incorporation dummy New venture is incorporatedstherwise=0
15 INVs INVs=1; DNVs=0
16 Industry knowledge Average years of working experiences by owner(shénsame

industry as new venture competes
17 General entrepreneurial knowledge Average nummbeew ventures started previously by owner(s)
18  Specific entrepreneurial knowledge _Percentage of owner(s) has previous start-up esqpegiin the same

industry as current new venture competes
19 Technology stock Log(patents)
20 Technological assets Number of R&D employees
21 Technological investment New venture has R&Egiment=1; otherwise=0
22 Competitive advantage New venture has competi#tdvantage=1; otherwise=0

Note: This study define entrepreneurs as ownengewfventure (Greenfield et al. 1979)
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check, we also use 25% international sales andh&hatnew venture’'s most customers
are located abroad to define INV variable.

Immigrant entrepreneurgercentage of foreign-born entrepreneurs in new
venture.

US citizen entrepreneurpercentage of U.S. citizen entrepreneurs in neviuwen

Ethnic diversification'_‘L-Ze.2

Whereg@ is share of ethnicityn founding team, and is the number of
ethnicity (1=Hispanic or Latino origin; 2=Americémdian or Alaska native; 3=Native
Hawaiian or other pacific islander; 4=Asian; 5=B{a6=White; 7=other).

We also use Jeihite to capture ethnic diversification.

All these variables indicate the varying degreéahder ethnic composition. We
expected that founder ethnic composition couldugrfice INV strategy choice by
accessing to international network and resourcdgerognizing international

opportunities.

Variables: new venture performance model

New venture performanc@/e use two measures for new venture performance:
revenues and profits. These two performance inglisatre used widely in INV literature
(Autio, et al., 2000; Coviello & Jones, 2004; Mcall & Oviatt, 1996; Zahra, et al.,
2000; Zhou, et al., 2010). These two measures@rasreliable as market share because
new ventures might seek market penetration rattaar profitability (Gilbert, et al., 2006;

Mudambi & Zahra, 2007). However, it is difficult titain market share data based on
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the industry or at product category level, espbcfal new ventures (Zahra & Bogner,
2000). So, we used revenues and profits indicatodsobtain data of respondent firms in
KFS data. We take the natural logarithm of thesernveasures. The performance data
represent a period of one year after the data@mtiependent variables, which captures
some effects of INV strategy and knowledge.

General entrepreneurial knowledgeerage number of new ventures started
previously by entrepreneur(s).

Industry knowledgaverage years of working experience by entreprgsgin
the same industry as new venture competes.

Specific entrepreneurial knowledgercentage of entrepreneurs that have
previous start-up experience in the same industiguarent new venture
competes.

In entrepreneurship literature, these indicatopsagent entrepreneurs’ human
capital (Davidsson & Honig, 2003; Westhead, et201Q1). The entrepreneur’s
experience and knowledge are fundamental to finwigal. Previous knowledge will
increase individuals’ cognitive capabilities to gawve and exploit opportunities, help
accumulate new knowledge, and tap into more resswuand network (Davidsson &
Honig, 2003; Hsu, 2007; Shrader & Siegel, 2007; Wead, et al., 2001).

Technology stockog (number of patents owned by new venture).

Technological asseteumber of R&D employees in new venture.

Technological investmenew venture has R&D investment in past year=1,
otherwise=0.

A new venture’s technology stock, technologicaktsand investment reflect its

commitment to development and marketing of new petgland support innovation-
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based differentiation strategy which profoundlyeats new venture performance
(Dowling & McGee, 1994; Li & Atuahene-Gima, 2001atta & Bogner, 2000).

Control variablesWe also control entrepreneur attributes, team and f
variables that could affect our proposed relatigrssitxtant literature has suggested that
founder demographic variables could influence INMtegy choice (Westhead, et al.,
2001). Some women are unable to capitalize ondareiarket opportunities because of
their non-pecuniary goals and the selected indalstectors (Brush & Vanderwerf, 1992).
In addition, education is related to knowledgellskproblem-solving ability, network
and resources (Cooper, et al., 1994), which may ehitrepreneurs’ awareness of foreign
opportunitiesEntrepreneur age is measureddyerage age of entrepreneur(s) in the
founding team, indicating general life experiennd denser network#lale
entrepreneureflects percentage of male entrepreneur to totaépreneur(s)College
educationis capturedoy percentage of entrepreneur with college educatiadhe
founding teamWorking hourgs the average working hours by entrepreneufaid
entrepreneumeans the percentage of entrepreneur(s) gettiiggyanew venture.

This study controls for team- and firm-level efle@perator entrepreneur
captures percentage of entrepreneur also openativg/entureNumber of entrepreneur
is total number of entrepreneurs starting the nemtwre. A new venture has more
capabilities to access and configure resources whetiple entrepreneurs started it and
actively participated in its operation. New ventaize is includedlagged revenuesas
measured by new venture’s revenues in previous Jeam dummig 1 if two or more

active owners founded the new venti8ervice dummig 1 if new venture offers service.
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Incorporation dummys 1 when new venture is a limited liability comgaa subchapter
S-corporation, a C-corporation, a general partngrsh a limited partnership company.
Competitive advantags 1 if a new venture has unique or distinctiveatalties
compared to their competitors.

Finally, we include nine industry dummies at th@4ghgit NAICS code level.
Industries vary significantly in new venture creatigrowth, and internationalization
(Brown & Garten, 1994). Also, 50 state dummiesatded because state governments
have different policies in sponsoring R&D, nurtgrinew industries, and helping new
ventures. Because 2008-2009 data are employedsisttidy, a year dummy is added to
control the national economy, thereby eliminatihgfects of the financial crisis on new

ventures’ performance.

Results

Table 3.2 presents descriptive statistics and ladoas for the principal variables.
There might be a high correlation among founderasttaristics variables. Specifically,
the correlation between immigration entreprenendsethnic diversification is 0.60.
Thus, multicolinearity could be a potential issn@ur study. To solve this issue, we
checked the variance inflation factors (VIFs), &mahd thaimmigrant entrepreneurs
variable has the highest VIF value (4.18), whicktik below the rule-of-thumb cutoff of
10. We also estimated models by creating an indléoumder ethnic composition based
onimmigrant entrepreneurd).S. citizen entrepreneusndethnic diversification

(aggregating standardized founder ethnic composuariables). The Probit results are
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Table 3.2Descriptive Statistics and Correlatic

Variables Mean sD 1 = 3 4 §F 6 T ¥ 9 I I 1T 13 T4 15 Ie I7T 18 19 0 I
1 Ownerage 4243 14.53
2 Male owner 0.66 037 032
3 College education 083 027 057 035
4 Wordking hours 38.17 2106 032 031 038
5 US cifizen entrepreneurs 0.07 023 003 006 006 000
6 Ethmc Drversification 027 041 -0.56 -0.29 -047 030 017
7 Inmuzrant entrepreneurs 0.21 0.35 -0.52 024 -046 031 061 0.60
8 Pad owner 0.57 045 016 022 024 037 006 -0.18 -0.16
9 Lagged revenue 1661680 17700000 -0.02 0.02 -002 000 -001 0.01 000 000
10 Operator owner 1.55 091 -017 -0.13 -037 0.19 000 0.10 015 -0.09 004

g
:

267 7.66 -035 021 -039 023 -003 025 028 0.16 003 043

12 Team dummy 0.53 0.50 -0.32 030 -0.58 -0.38 -002 028 029 021 003 057 020

13 Semice dunmyy 0.86 035 005 006 012 006 000 -0.04 -008 013 001 -0.07 -0.13 -0.08

14 Incorporation dummy 0.69 046 -0.16 -0.06 -0.07 006 002 0.10 015 005 002 019 009 034 004

15 INVs 0.12 032 -008 0.02 -0.10 -0.02 001 006 011 -002 002 015 014 0.10 026 0.07

16 Industry knowledge 219 094 042 031 028 032 -003 025 -029 025 003 -0.08 -021 -0.22 0.14 -0.03 -0.01

046 054 024 016 010 0.04 003 -0.10 -0.10 -001 003 001 -007 005 -0.03 001 003 0.11

E
i
|

18 Specific entrepreneurial knowledge 0.17 034 014 015 009 013 004 -0.07 -007 008 004 -005 -006 008 003 003 00l 030 048

19 Technology stock 0.07 0.34 -020 008 -024 -0.14 001 0.16 021 -009 000 027 045 0.12 -017 008 019 -009 0.03 0.00

20 Technological assets 0.93 145 -0.18 0.08 -020 -0.04 -003 0.13 011 003 001 032 026 017 009 008 0.12 -005 000 002 032

21 Technological mvestment 024 043 -012 003 -010 002 003 010 011 002 004 016 017 008 -0.14 007 016 001 008 010 027 027

21 Coupetitive advantage 0.71 046 -0.04 002 -004 003 002 001 003 002 000 009 007 005 000 003 010 000 003 002 012 013 017
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The Probit results are very consistent with thegp®mrted in Table 3.4. Thus,
multicolinearity is not a concern for our analysis.

Our study examined the relationship between kndgdeand new venture
performance. It is important to identify the roledifferent level of knowledge accessed
by new venture. Through principal component faetwalysis, two factors with
eigenvalue greater than unity are extracted toaedhe possible higher correlation
between knowledge variables. They are defined@mtier(s) knowledge” and “new
venture technological knowledge” based upon orthafjearimax rotated factor loading
matrix. Table 3.3resents factor analysis resulew venture technological knowledge
accounts for 20.8% of total variances. Technoldggls technological assets and
investment have high loadings on the first fadk@munder knowledgéctor explains 19.6%
of total variances. General entrepreneurial, ingusind specific entrepreneurial
knowledge variables load significantly on the settactor. These two factors explain
40.44% of total extracted variances. The commuealif the individual variables are

very high as well, ranging between 50 and 70 pé¢rcen

Estimating INV strategy choice

Table 3.4 reports the results of Probit modelsriigghe INV strategy choice
hypotheses. Model 1 is the baseline model, inclydimy the control variables. In this
model, 5% international sales are used to deteriihWevs. DNV strategy (INV=1 if
international sales are more than 5% of total $alesnodel 2, the main interest
variables are added. Models 3 and 4 define INMegraby 25% international sales and

whether new venture’s most customers are locataezhdb
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Table 3.3 Factor Analysis of Knowledge Variables

Factor analysis/correlation

Number of obs = 2,396

Method: principal-component factors Retd factors=2
Rotation: orthogonal varimax (Kaiser on)  Numbkparams=15
Factor Variance Difference Proportion Cumulative
Factorl 1.67 0.10 0.21 0.21
Factor2 1.57 . 0.20 0.40
LR test: independent vs. saturated: Chi2(28) 64.28 Prob>chi2 = 0.00
Rotated factor loadings (pattern matrix) and uniquevariances
Variables Factor 1 Factor 2 Uniqueness
Technology stock 0.60 0.64
Technological assets 0.70 0.51
Technological investment 0.59 0.62
University linkage 0.85
General entrepreneurial knowledge 0.54 0.70
Industry knowledge 0.69 0.49
Specific entrepreneurial knowledge 0.77 0.40
College education -0.51 0.56

(Blanks represent abs (loading) <.5)
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Table 3.4 Probit Results (Dependent Variable: 1=8N®=DNVs)

INV(5% INV(5% INV(25% INV(Most
International  International International customers
sales) sales) sales) locate abroad)
Variables Model 1 Model 2 Model 3 Model 4
Intercept 0.35 -0.24 -5.73 -0.24
(0.52) (0.54) (175.52) (0.60)
Owner age (0.00) 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00)
Male owner 0.20* 0.23** 0.17 0.28*
(0.09) (0.09) (0.12) (0.11)
College education -0.06 0.18 0.45+ 0.11
(0.18) (0.19) (0.25) (0.24)
Working hours 0.00* 0.00** 0.00+ 0.01**
(0.00) (0.00) (0.00) (0.00)
Paid owner 0.00 0.01 0.13 -0.04
-0.07 -0.07 -0.10 -0.09
Lagged revenues 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00
Operator owner 0.10** 0.12* 0.16*** 0.12**
(0.04) (0.04) (0.04) (0.04)
Number of owners 0.01* 0.01 0.00 0.00
(0.00) (0.00) (0.00) (0.00)
Team dummy 0.20* 0.20* 0.18 0.10
(0.09) (0.09) (0.12) (0.11)
Service dummy -0.79%** -0.79*** -0.36*** -0.54***
(0.08) (0.08) (0.11) (0.10)
Incorporation dummy 0.07 0.04 -0.02 -0.08
(0.07) (0.07) (0.10) (0.09)
Industry dummy Yes Yes Yes Yes
State dummy Yes Yes Yes Yes
Year dummy Yes Yes Yes Yes
Immigrant entrepreneurs 0. 615+ 0.93#+* 0.9 *+*
(H1a)
(0.15) (0.18) (0.17)
US citizen entrepreneurs
(HLb) P -0.42* -0.53 -0.50*
(0.18) (0.21) (0.20)
Ethnic diversification (H1c) 0.05 -0.06 -0.14
(0.10) (0.14) (0.13)
n 4044 4039 4065 3762
Pseudo R2 0.14 0.15 0.14 0.15
Chi2 408.15 430.07 204.81 262.86
p 0.00*** 0.00*** 0.00*** 0.00***

Standard errors in parentheses+ p <0.1 * p<0.05 ** p<0.01 **p<0.001
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Hypothesis la states that a high of compositiamafigrant entrepreneurs will
be more likely to pursue an INV strategy. Model &+ Table 3.4 show that the
coefficients for this variable are positive andligant (p<0.001), suggesting an
increase of immigrant entrepreneurs multipliesptabability of INV strategy. The
probability associated with z-score for immigrantrepreneurs variable in these three
models are 0.73[=norm (0.61)], 0.82 and 0.82. rHselts suggested that immigrant
entrepreneurs play greater role for higher degfeew venture internationalization. Our
hypothesis 1a is confirmed in all the models.

Hypothesis 1b indicates that a higher compositiod$ citizen entrepreneurs
yields a lower possibility of pursing INV strategihe coefficients for this variable are
negatively significant in models 2-4 (p<0.05). Tdssociated probabilities for this
variable are 0.37, 0.30 and 0.31 respectively. Tigmothesis is supported in all models.

Hypothesis 1c proposes that a composition of mitmei@ally diversified
entrepreneurs will increase the likelihood of purguNV strategy. Both of ethnic
diversification measures are used in our testriumgly, the coefficients for this

variable are not statistically significant in arfytloe models (p>0.1). The reported

diversification measure in Table 3.4 isgl-. = . Thudgpothesis 1c is not supported.

Estimating INV strategy and new venture performance
Table 3.5 presents the regressions of new ventrfermance. In Models 1-3, the
performance measure is revenues; in Models 4i6 pitofits. In addition, fixed effects

model is used in Models 1 and 4, with INV binaryiahle (5% international sales is the
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Table 3.5 Regressions of New Venture Performance

DV: Revenues DV: Profits
Variables Model 1 Model 2 Model 3 Model 4 Model5 Mdel 6
Intercept 12.73**  8.69*** 12.69%*  12.13** 11.70**  10.98** *
(1.93) (1.83) (1.80) (1.88) (1.85) (1.90)
Number of owners 0.05***  -0.02* 0.00 0.09***  0.02 .aB
(0.01) (0.01) (0.01) (0.02) (0.03) (0.03)
Service 0.30* 2.48*** 2.39%** 0.04 1.63*** 1.5
(0.14) (0.20) (0.19) (0.24) (0.35) (0.34)
Competitive advantage 0.06 0.03 -0.02 0.10 0.05 01-0.
(0.10) (0.10) (0.10) (0.16) (0.17) (0.17)
Lagged revenue 0.00***  0.00** 0.00** 0.00** 0.00 @
0.00 0.00 0.00 0.00 0.00 0.00
Industry Dummy Yes Yes Yes Yes Yes Yes
State Dummy Yes Yes Yes Yes Yes Yes
Year Dummy Yes Yes Yes Yes Yes Yes
INVs (H2) 0.51%* 3. 71%+* 0.29* 0.30 2.39%* 0.26
(0.14) (0.22) (0.14) (0.23) (0.39) (0.24)
Founder(s) knowledge
General entrepreneurial
knowledge (H3a) 0.12 0.05 0.06 0.13 0.04 0.05
(0.09) (0.10) (0.10) (0.16) (0.17) (0.17)
Industry knowledge (H3b) 0.29***  0.30*** 0.31*** @0* 0.25** 0.26**
(0.05) (0.05) (0.05) (0.08) (0.09) (0.09)
Specific entrepreneurial - - n " - .
knowledge (H3c) 0.43 0.42 0.40 0.60 0.72 0.67
(0.15) (0.16) (0.16) (0.25) (0.27) (0.27)
New venture Knowledge
Technology stock (H4a) -0.10 -0.21 -0.16 -0.56+  310. -0.31
(0.16) (0.15) (0.16) (0.33) (0.37) (0.37)
Technological assets (H4b) 0.10***  0.12*** 0.11* B 0.19* 0.18*
(0.02) (0.03) (0.03) (0.06) (0.08) (0.08)
(Tﬁgg)”o'og'ca' nvestment 518+ 005 0.06 004 011 -0.10
(0.11) (0.11) (0.11) (0.18) (0.20) (0.20)
IMR -4.96%** -3.12%**
(0.29) (0.50)
n 2,095 1,724 1,700 1,482 1,207 1,193
R2 0.17 0.29 0.30 0.10 0.16 0.16
Adj. R2 0.15 0.27 0.28 0.06 0.11 0.11
F 6.18 10.93 11.20 2.42 3.41 3.30
p 0.00***  0.00*** 0.00*** 0.00***  0.00*** 0.00***

Standard errors in parentheses
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criteria to define INV vs. DNV). Estimated probatyilfrom INV strategy choice is
plugged in Models 2 and 5. Heckman two-stage misellts appear in Models 3 and 6.
Hypothesis 2 predicts that an international newwenachieves higher
performance than a domestic new venture. Modelsie8 that the coefficients for INV
is positive and significant (p<0.001 and 0.05 resipely), suggesting that international
new ventures have higher revenues than domestiovaeetures. While, the results in
Models 4-6 are mixed, with only estimated prob&piif INV in Model 5 significant.
This suggests that an international new venturs doénecessarily achieve higher
profits. The finding is consistent with that of Mardbi and Zahra (2007) in that there is
no survival difference between INV and sequentiatiel after endogenizing strategy

choice. Therefore, our hypothesis 2 is partiallymsarted.

Estimating knowledge and new venture performance

Founder knowledgél'he estimates of the relationship between knowleagk
new venture performance appear in Table 3.5. HgsmlBa predicts that founders’
general entrepreneurial knowledge will increasew wenture’s performance. Models 1-
6 suggests that the coefficients for this variaskenot significant (p>0.1), indicating that
founders’ general entrepreneurial knowledge do¢haee a significant impact on new
venture revenues and profits. Our Hypothesis Bajéxted. Hypothesis 3b indicates that
founders’ industry knowledge is positively relateca new venture’s performance. This
hypothesis is supported as the coefficients fa ¥ariable are significant in all Models 1-

6. Hypothesis 3c is also supported in all Mode& (p<0.01 and <0.05 respectively). It
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proposes that founders’ specific entrepreneurialltadge will increase a new venture’s
performance.

New venture technological knowledgypothesis 4a suggests that a new
venture’s technology stock is positively relatedt$operformance. The coefficients in
Models 1-6 are negative and insignificant howeVéus, our Hypothesis 4a is not
supported. Hypothesis 4b indicates that a new veisttechnology assets positively
influence its performance. This hypothesis is aoméd in Models 1-6. Hypothesis 4c
argues that a new venture’s technology investngepositively related to its performance.
In Models 1-3, the coefficients are positive but significant. The signs of coefficients
in Modes 4-6 become negative but not significatiitezi Thus, Hypothesis 4c is rejected.

The self-selection parameter (Mill’s Ratio) is negaand significant (p <0.001),
reflecting the covariance between the error temrtbe equations (Dolton & Makepeace,
1987). It suggests that INV decision and firm perfance could be influenced jointly by
some common unobserved factors so that selectialeinsbould be used to correct
selection bias (Cantwell & Mudambi, 2005; Fan & RPh2007; Mudambi & Zahra, 2007;

Tong & Reuer, 2007).

Robust test

We tease out naturalized US citizen entrepreng&ans immigrant entrepreneurs
variable. The results are consistent with thoséirfigs in Table 3.4. In addition, some
evidence indicates that a high composition of radized citizen entrepreneurs is

positively related to DNV but not to INV stratedy% international sales model).
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Therefore, our findings suggest that after natmadilon, immigrants might lose their
ethnic advantage because of the failure to rene® C@ntacts and resources, which
reduces the probability of pursuing an INV stratdgipally, because we do not find the
relationship between ethnically diversified fourglieam and INV strategy using two
different diversification measures, the robust &hgmes not support the relationship
between ethnically concentrated founding team ahddtrategy either. As robustness
tests, we evaluated but do not report the abowdtsas the table; results are available

upon request.

Discussion and conclusion

This research aims to understand how founder ettumosition influences the
choice of INV strategy and then examine INV strgtagd the role of founder and new
venture technological knowledge on new venturegoarénce. The varying degree of
founder ethnic composition provides different ingronal network and resources, and
facilitates the recognition of international oppumrties. A new venture with more
immigrant entrepreneurs in the founding team haadsantage in pursuing early
internationalization strategy and generates higianues than a DNV. Knowledge is
closely associated with new venture performancgedls We distinguish between
founder and new venture technological knowledgenBer knowledge could partially
substitute for the lack of experience of new vem{i@apienza, et al., 2006). New venture
technological knowledge helps adopt differentiastrategy by developing unique

products, thus generating economic rents from teloigical innovation.
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Unlike previous studies in which researchers famusghe role of international
experience of TMTs on a new venture’s early inteomalization, our study
demonstrates that ethnic composition plays a rokenew venture’s internationalization
strategy. In particular, domestic entrepreneurseeted to DNV strategy; while
immigrant entrepreneurs increase the likelihoodhafosing INV strategy. Immigrant
entrepreneurs have an ethnic advantage in bridgfognation and resources flow across
national boundaries. A new venture undertakes @atidynationalization initiatives
because its immigrant founders can combine intemal resources to seek the emerging
opportunities. In addition, immigrant entreprenétinguistic and cultural capabilities
and institutional knowledge reduce the risk of asetothg business in foreign countries.
However, new ventures with only native founders intesrn foreign culture and market
knowledge, inhibiting their early internationalimat efforts. A surprising result from this
study is the lack of support for ethnic diversifioa effect. One possible explanation is
that although new ventures could access to resptirae, and open markets to, multiple
ethnic groups, an ethnically diversified team milgave difficulty in having consensus
on internationalization decision-making and resewaitocation (Ensley, et al., 2002;
West lii & Meyer, 1998).

Our findings concerning performance of INV strategg mixed but rather
interesting. INVs achieve higher revenues than DHMsare similar in profits.
Internationalization presents a new venture withwgh opportunities (Gilbert, et al.,
2006; Sapienza, et al., 2006). By leveraging geueces and capabilities, a new venture

increases productive opportunities for a new maiketther, the venture could learn
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knowledge of foreign markets through experiencetaedefore effectively compete and
cooperate in foreign markets. This accumulated esipee, resources and network will
facilitate further international expansion. Thuggernationalization builds a strong
revenue base for new venture. Meanwhile, seledigrerformance measures for new
ventures is controversial in INV literatui®alesare widely used indicator of new venture
performance. Consistent with these arguments, \dderce demonstrates that INVs
achieves higher revenues. The fact that there diffexence in term of profits between
INV and DNV suggests that profitability may not&good indicator of performance. On
one hand, new ventures emphasize the marketingseffocustomers’ acceptance of
their products or services so that profitabilityy main objective (Baum, et al., 2001).
Our findings suggest that revenue growth througly éternationalization to countries
where founders are familiar with will increase avneenture’s likelihood of survival in
COR. On the other hand, in the early internati@aion process, new ventures have to
invest heavily to learn and adapt in new environtsigdigher learning costs may
counteract the increasing sales from internatiaaibn, leading to no significant
difference in profitability between INV and DNV.illy, we use two-year data to test
the performance, which might constrain the explanygbower of our models.

In strategy literature, it is common to examine\kleazige and firm performance.
Our research examines the different roles of fouadd new venture technological
knowledge on new venture performance. Entreprehguliserature suggests that
founders’ human capital is fundamental for new uemperformance (Davidsson &

Honig, 2003; Shrader & Siegel, 2007; Zarutskie,®0Regarding founder knowledge,
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we found that industry knowledge and specific eareaeurial knowledge enhance new
venture performance. Entrepreneurial success dmilithieved in an area where new
venture founders have competences. Their prior keahye of a particular industry helps
new venture recognize related industry opportusit@@ur empirical findings are
consistent with the findings of Shane (2000). Hosregeneral entrepreneurial
knowledge, reflected by previous start-up expeeandifferent industries, has no
impact on new venture performance. Put differemtiyersified start-up experience may
prevent entrepreneurs from focusing on specificketaopportunity, which required
specific and deep knowledge to identify particdastomer demand and to serve such
market. This is in line with firm diversificationepformance literature, arguing that
related diversification is positively related tonfi performance while unrelated
diversification has opposing effects (Amihud & L&®99; Lane, et al., 1998).

A new venture’s technology is typically positivegsociated with the
performance (Dowling & McGee, 1994; Zahra & Bogr800). We found that a new
venture’s technology assets, especially R&D pershrane very important in increasing
new venture performance. Technology stock refersete venture’s prior related
knowledge and reflects its ability to “recognize thalue of new, external information,
assimilate it, and apply it to commercial ends”{€o & Levinthal, 1990). It should be
critical for new venture sales and profits throadpsorbing new knowledge. However,
technology stock does not influence new venturéop@iance. Literature suggests that
the relationship between product innovation sthagagd firm performance is mixed; the

inconsistent results may reflect the fact thatsiudy does not consider the moderating
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effects (Li & Atuahene-Gima, 2001). Finally, theseno hypothesized relationship
between technology investment and performance. Sthidy uses one-year lag between
technology investment and performance variables.t€niative interpretation is that it

might take longer time for the technology investirterninfluence firm performance.

Contribution

Ethnic composition of founding team remains undplaved in INV literature.
Theoretically, our study extended research onmatgsnal entrepreneurship by linking
ethnic composition and INV strategy choice. Newtuess face obstacles associated with
liability of newness, smallness and foreignnesi(@a2005). Immigrant entrepreneurs
could help new ventures to overcome these obstaclagernationalization because of
their ethnic advantage and international netwarknigrant entrepreneurs’ familiarity
with foreign countries could reduce their new veesudifficulties of conducting
business abroad. In addition, the internationalogts of immigrant entrepreneurs help
new ventures to access to international resourgsexognize transnational
opportunities. Thus, immigrant entrepreneurs’ kremlgle, experience and network could
substitute the lack of knowledge, experience artdaor& by new ventures in early
internationalization efforts. Our study particujaeemphasizes the role of immigrant
entrepreneurs on INV strategy choice.

Early internationalization to countries that fdens are familiar with is critical

to immigrant-started new ventures by increasingdévenues through acceptance of their

products and services in international marketshmowth increases the survival of
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immigrant new ventures in COR which have higheribes in achieving legitimacy than
native-started new ventures. For immigrant new west, growth is more important than
profits in early internationalization. Our mixeddiings regarding INV performance
demonstrate that immigrant new ventures adopt @aeynationalization strategy to
correct their weakness in COR and compete effdgtiveh native ventures although
they sacrifice profits.

Previous studies confirmed that immigrant entrepues play an eminent
economic role in creating jobs and wealth. Ourifigd imply that immigrant
entrepreneurs are also associated with an incne@&sgoort because of the early
internationalization strategy. In the long termpsorting immigrant new ventures
strengthen a country’s economic growth. Methoddaally, our study has implications as
well. The employment of longitudinal data is en@ged in INV literature (Coviello &
Jones, 2004; Rialp, et al., 2005) because easynationalization is the result of a
dynamic and highly complex process. This studyardp to the recent calls to employ
longitudinal methodologies. Moreover, our resultzsed on large-scale sampling

dispersed by state and industry, improve genefaliza

I mplications for entrepreneurs and policy makers

Recent studies show that new ventures can achrevétyopportunities by
quickly tapping into foreign markets (Autio, et,&000). International growth
opportunities significantly increase new ventusvival (Gilbert, et al., 2006). Like

other new firms, immigrant-started ventures hanetéd resources, which are
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compounded by their founders’ immigrant status.s[ ltkhese ventures have fewer
opportunities and become less likely to accessgources in COR than those founded by
native entrepreneurs. However, through early irtgonalization, immigrant-started new
ventures have more growth opportunities in inteamatl market, which increases their
survival. Therefore, early internationalizationctsuntries where founders are
knowledgeable is crucial for immigrant new ventui®gch strategy not only improves
immigrant new ventures survival, but also incredles competitive position compared
to native-started new ventures. To realize the fitsnef early internationalization,
entrepreneurs should consider the ethnic compasifioheir founding team seriously. A
new venture with foreign-born entrepreneurs onftliading team has more flexibility to
exploit international opportunities emerging fromltiple countries than the established
firm rivals that relies on organizational routirge bpportunities scanning. Immigrant
entrepreneurs reduce obstacles associated witlveretures’ unfamiliarity of foreign
business practices and institutional norms as agelack of general experiential
knowledge of foreign competition. Furthermore, nemtures can recognize foreign
opportunities better and exploit them through faanstinternational network.
Entrepreneurs should be especially cautious alibaotcediversification of their founding
teams. An ethnically diversified team may fostesagreements in INV strategy choices.
Immigrant entrepreneurs contribute to economic ¢ina¥ COR by creating jobs
and wealth but also by boosting exports. Compalidu domestic entrepreneurs,
immigrant entrepreneurs face more challenges inveure creation. For example,

immigrant entrepreneurs have limited channel taumedinancial resources so they
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obtain funding from their ethnic group. Policy mekehould make institutional changes
and establish business incubators to help ethnregeneurs overcome financial and
management impediments. These efforts will impnoe venture launches and success

of ethnic entrepreneurs and promote internationtepreneurship.

Limitations and future research

Our study was based on new ventures in the US wduchpts more legal
immigrants than other countries. Entrepreneurshgpianovation are fundamental to
long-term growth of the US economy. Many foreignaussue higher education in
science and engineering after arrival, and startayp business after graduation or many
years’ working in high-tech industries. In additians believed that US firms achieve
growth by internationalization strategy with esisiing foreign operations by large firms
and engaging in exports by small firms. Thus, inmamg entrepreneurs play important
roles in early internationalization of their vergarn US. It remains unclear whether the
findings of this study can apply to new venturestimer countries.

The second limitation is that our main founetmic composition variable,
immigrant entrepreneurss measured by the percentage of immigrant ergnguirs in
founding team. We don’t know how first-generatiommigrant entrepreneurs are
different from second-generation in pursing INVagegy. First-generation immigrants
keep close contact with home country so that theaetethnic advantages to bridge

international opportunities. However, second gaimmrammigrants might not be able to
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leverage unique cultural advantages and cross-beodgl network as their parents
because of permanent migration to COR.

Thirdly, immigrant entrepreneurs have ethnic adages to overcome the liability
of foreignness associated with their ventures matonalization to home or other
culturally similar countries. However, we don’t kménow immigrant’s ethnic advantages
affect new venture’s entry into other culturallyrelated countries. For example, a
Chinese immigrant’s nationality may not help hisituge’s early internationalization to
African countries besides he has experience in mgakiternational decision. We expect
that the complementarity of ethnic advantages analdifgrent ethnics in founding team
is useful in adopting INV strategy. However, ourpancal findings do not support this
argument.

We see several avenues for additional researcheWhiisting INV studies
mostly used international sales to define INV aadlect how those new ventures secure
inputs from multiple countries. In addition to tiV strategy choice, other measures of
internationalization are encouraged, such as iatemnal sales intensity, international
asset intensity, international employment and maBonal scope. These indicators reflect
how new ventures use resources and sell outputsrraltiple countries simultaneously.
Other outcome variables of new venture performauoch as market share and
employment growth are also important to investigateese two measures coupled with
sales growth are most important performance messu@ntrepreneurship literature
(Gilbert, et al., 2006). Different performance me&as suggest that new ventures have

different strategic objectives, e.g. new venturey seek market share over early profits.
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Furthermore, future studies could consider unswfaksew ventures to correct for
survival bias, strengthening our confidence indbeclusion.

It would be more fruitful to study immigrant entrepeurs’ ethnic advantages and
how an individual international network affects ttfeice of entry country and mode.
For example, does familiarity with the COO envir@mhaffect an entrepreneur’s entry
mode choice such as wholly owned subsidiary? Tiestion deserves additional
research inquiry because we have limited knowledgrit how new ventures and
established firms differ in entry mode choice. Emtrodes for established firms are well
developed, but those for new ventures are rarelyirezally evaluated. Additionally, our
study assumes that immigrant entrepreneurs hamgcettlivantage and international
network. Future study could directly measure astltteose variables. For instance, it
would be interesting to explore how initial indival international ties of immigrant
entrepreneurs become international ties of newwest This will require a longitudinal

examination of evolution of tie formation for newntures.
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CHAPTER 4
ETHNIC NEW VENTURE SURVIVAL
Introduction

Ethnic entrepreneurship has been recognized as@ortiant engine not only for
economic growth and the regeneration of economié®ih home and host country
(Assudani, 2009), but also for creation of job ayaities and economic profits for
ethnic entrepreneurs (Masurel, et al., 2004; Teax&001; Wong & Ng, 2002; Zhou,
2004). It is a field increasingly drawing attentimnboth academicians and executives.
Waldinger, et al. (1990) conceptualized ethnicepr@neurship as “a set of connections
and regular patterns of interaction among peopdeiisp a common national background
or migration experiences”. This definition focusadethnic component but failed to
consider entrepreneurship. Ethnic entrepreneurshifgwed as business ownership
among immigrants, ethnic-group members, or botid&a 2008). This definition
indicates that immigrant entrepreneurship is aectien of ethnic entrepreneurship.
Thus, ethnic enterprises include those startedhéyew arrivals and children of
immigrants. Following previous literature (Chandsfaorbani, 2011), we use immigrant
entrepreneurship and ethnic entrepreneurship ime@geably in this study (Saxenian,
2002).

As many countries, including USA, Netherlands aath&tla, have been attracting
immigrants from other countries for a long periddime, the research on the impact of
ethnic immigrants has been traced several decapgelyasociology, entrepreneurship,

labor and management scholars (llhan-Nas, et@l1) There are two streams of
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research in ethnic entrepreneurship: cross-natmraparison studies and studies of
ethnic communities. By adopting cultural approabk,former examines the relationship
between various aspects of culture and entrepredéahavior (Beugelsdijk, 2007; Lee
& Peterson, 2001; Masurel, et al., 2004), and shbesimilarity and differences in the
values, attitudes, goals in entrepreneurial agwitFor example, traditional sociological
approach to ethnic entrepreneurship emphasizesptrwfic characteristics of a given
ethnic group. In contrast, entrepreneurship amdmgi@ communities addresses the
motivations, the type of business ethnic entreprenentered and consequences of
entrepreneurial activities (Min & Bozorgmehr, 2008 important pull and push factors
include self-employment, social networks, policgnder, human capital characteristics,
demographic factors, and history (llhan-Nas, et24111). Besides cultural approach,
social network theory is another major frameworkxplain the trigger of ethnic
entrepreneurship. It suggests that “entreprengquistémbedded in a social context,
channeled and facilitated or constrained and itdubby people’s positions in social
networks” (Briderl & Preisendorfer, 1998).

The earlier ethnic entrepreneurship studies focoseldow immigrants serve their
ethnic community enclaves by providing culturayated products or services in low
earning sectors (such as retail and service s¢diecause of isolation from mainstream
society. Self-employment motivated ethnic entrepueship because of unemployment
(Basu, 1998; Fairchild, 2010; Light, et al., 1993)cial exclusion and social mobility
(Kloosterman, 2003). At the same time, small andiora ethnic enterprises rely on co-

ethics for funding, advice and employees; the ngta/of kinship, friendship and
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community ties are very crucial for ethnic entesps. Although the entrepreneurial
activities provide subsistence earnings to ethnteepreneurs who are excluded from job
market and have limited capital, education, anduage deficiency, the niche
opportunities pursued by ethnic entrepreneurs egéented by mainstream societies of
migration countries. Therefore, these ethnic emigep were marginal contributors to
large economy of host country (Butler & Greene,®@00ee, 1973; Portes & Bach, 1985;
Wilson & Portes, 1980).

In contrast, recent research shows that immigrstats business and achieve
success in high-technology industries, such as atenpinformation technology and
Internet industries. Saxenian (2002) argued th&& 68the science and engineering
workforce in Silicon Valley is foreign-born, and mmgrants run every three out of ten
new ventures in Silicon Valley in the late 199@snligrant started ventures have become
a national pattern in the past decade in high-tedbstries; foreign-born Americans own
25% of technology and engineering startups betv®&% and 2005 (Wadhwa, et al.,
2007). Moreover, new ventures with ethnic-immignargsence in the founding team
tended to pursue a more aggressive prospectoegyrat internet industry compared to
ventures with non-ethnic-non-immigrant founder tg@haganti, et al., 2008).
Transnationalism approach in international migratiterature suggested that ethnic
entrepreneurs could strategically use their costant associates in another country,
primarily their country of origin for business (s, et al., 2002; Portes, et al., 1999).

These recent immigrant entrepreneurs are unlikeetlethnic entrepreneurs in

earlier years in two ways. Firstly, recently imnaigt entrepreneurs, many of which are
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scientists or engineers, are not constrained tomppities in ethnic enclaves like the
previous counterparts, join in the mainstream natwohost country and serve a wider
economy, making significant contributions in praiesal and technical sectors.
Secondly, recent immigrant entrepreneurs becomeredional entrepreneurs after
immediate immigration to host country or undertgkimgher education in host country
(Portes, et al., 2002; Portes, et al., 1999; Rwsin@008). Transnational entrepreneurs
are “self-employed immigrants whose firm’s sucagsgends on their contacts and
associates in another country, primarily their dopof origin” (Portes, et al., 1999).
They can combine resources between home and hastries and sell outputs beyond
host country in the early years of new venturetasaaThese individuals own extensive
professional and technical education and work e&pee in home country and/or host
country (Fernandez & Kim, 1998), and build interoa&l social networks through which
critical resources, such as technology and cajgi¢al be leveraged.

The review of ethnic literature suggests that egistudies examined the factors
affecting the formation of ethnic enterprises, ¢benparison of different ethnic groups in
entrepreneurial activities, and the importancetiohie business to ethnic enclaves,
regional or national economy. Using economic, gal{tand social network models,
existing studies focused on individual, societat@untry analysis of ethnic enterprises.
However, few research efforts paid attention taaargation-level ethnic
entrepreneurship (llhan-Nas, et al., 2011), sudtrasegy and performance of ethnic
new ventures. This issue is pertinent for entregueship research because of the

increasing number of ethnic-immigrant new ventumethe high-tech sectors. Given
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those new ventures’ contribution to innovation, gotdl economic growth in US as well
to new immigrants’ home country, it is worth invgating their survival, especially what
entrepreneurial characteristics and new ventuagegres are important?
Entrepreneurship literature suggests that the ad&tts and outcomes of
entrepreneurship depend on the entrepreneur, fictoffs, and environmental contexts
(Sandberg & Hofer, 1988; Smith, et al., 2001; Sat@l., 2008). By applying this
framework, we particularly address the combinedaatf ethnic entrepreneur’s
immigration status (naturalization) and early intronalization strategy on ethnic new
venture survival. The institutional theory implieht new venture survival is enhanced
by activities to make new ventures appear reliabld accountable, thereby increasing
the legitimacy of organizing efforts (Delmar & Slea2004). We argue that both ethnic
entrepreneur’ naturalization and early internati@agéion help ethnic new venture to
build legitimacy. Ethnic new ventures have advaesag exploiting cross border
opportunities by using the founders’ human andaaapital, reducing liability of
ethnicity in host country. Liability of ethnicityxests when new ventures have difficulties
in accessing to or acquiring human, social andftred capital because founders are
immigrants or belong to ethnic group. Thereforanat new venture’s strategy is shaped
by the entrepreneur’s reaction to the instituticeralironment and the nature of resource
availability (Wilson & Martin, 1982). A good exangbf ethnic new venture and early
internationalization strategy is Yahoo. Establishgderry Yang in 1995, Yahoo pursued
early internationalization strategy into Japan tigitoa joint venture with SoftBank in

1996. It entered into China in 1998 through wholyned subsidiary (later formed
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strategic partnership with a Chinese firm). Ther@ke firm, with 7.1 billion USD,
bought back 20% stake owned by Yahoo in 2012. lgdoénce competition in US
market, Yahoo increased its performance and surthvaugh early internationalization
efforts.

Based on Kauffman Firm Survey data, we test theigirof ethnic new ventures
through large sample of US firms. As US is attragtnore immigrants in high-tech
sectors, and those immigrants make significantrdmrttons to economic growth, our
empirical settings are appropriate. We found thiaie new ventures have a lower
likelihood of survival compared with non-ethnic neentures. Furthermore, early
internationalization strategy increases ethnic wemture survival. Finally, immigration
status (naturalization) moderates the effect diyeaternationalization strategy on ethnic
new venture survival.

We advance the understanding of ethnic new vemsumaval in two ways. Firstly,
ethnic entrepreneurs leverage existing human acidlsmapital, adapt to resources
available in both home and host country, and reizegeross border opportunities.
Opportunities available to ethnic entrepreneuradieonly in ethnic enclave and a wider
economy in host country but also in the boundatwben home and host country. As a
transnational entrepreneur, ethnic entrepreneilitées the circulation and exchange of
information and the combination of resources angbdpinities. Secondly, owner’s
naturalization helps ethnic new venture achievailagcy and then establish social ties
in host country. These two factors increase ethew venture survival by achieving

legitimacy and overcoming liability of ethnicity lost country.
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Theory and hypothesis development

Survival, rather than profitability, is an importajuestion in new venture
research. Uncertainty in the start-up stage pusbesventures to increase market
positions for growth and survival. Thus profitatyilmay be not a good indicator of new
venture performance (Baum et al., 2001). It has lz@gued that firms with good
economic performance survive while poorly perforgnames discontinue (Alchian, 1950;
Friedman, 1953; Winter, 1964). Based on this arqujriee same sets of predictors
determine firm survival and economic performanceutianeously. However, empirical
evidence presents mixed results, suggesting thidrpgence and survival are different
phenomenon for new ventures. Therefore, the detemms of new venture performance
and survival do not converge (Bosma, et al., 2@Wgne & Stuart, 2002). To solve the
conflicting empirical findings about the determiteénf performance and survival,
Gimeno et al., (1997) proposed that organizationigal depends on performance
relative to a firm-specific threshold and thatranfs survival or failure is influenced by
whether its economic performance is above or bélawthreshold.

Literature suggests that the probability of failigdighest in a firm’s early years,
but that it reduces as the firm is maturing (Zimman & Zeitz, 2002). Two sets of
liabilities (hewness and smallness) undermine thbilty and challenge survival of new
ventures because it is difficult for new ventur@stcess to resources and achieve
legitimacy. It is acknowledged that new venture@rnance and survival is contingent
upon the entrepreneur, strategy, resources andoamvent (Chrisman, et al., 1998;

Sandberg & Hofer, 1988; Smith, et al., 2001; Sat@l., 2008).
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Previous literature has studied firm survival irsgely. There are quite different
definitions for firm survival. Firm closure doestrmoean that the firm fails as many firms
are viewed as successful at the time of closureeB2005; Watson & Everett, 1996).
For instance, some new ventures exit through me&garquisition or entrepreneurs
voluntarily choose exit to return to employmentubb the new ventures achieve
expected performance. In this study, we excludedhew ventures which exit due to
merger and acquisition, and only focus on sunivals or those permanently closed
firms. Existing studies attribute firm closure angval to owner, firm, and industry
characteristics. We argue that ethnic new venturné\sal should be determined by both
the individual and organizational factors. Thugamizational mortality is viewed as
individual (in the case of small ventures run btyregoreneurs) or organizational choice
(Gimeno, et al., 1997).

Particularly, we emphasize ethnic entrepreneurimignant status and new
venture’s early internationalization strategy. Epteneurship literature examines owner
characteristics and attributes, and finds thaagedualities and capabilities, such as
human, social and financial capital, increase ittedihood of firm survival (Bates &
Servon, 2000; Bruderl & Schussler, 1990; TayloQ3;9van Praag, 2003; Wicker &
King, 1989). Entrepreneurs could acquire resouacesapply their skills or competences
in managing new ventures, which could generatengetitive advantage and lead to
new venture success (Gimeno, et al., 1997). Egmtiepreneurship demonstrates as well
that human capital and demographic factors sugfeader, education, experience,

immigrant status, and language distance were agsdavith ethnic entrepreneurship
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(Constant & Zimmermann, 2006; Evans, 1989; Mora&ila, 2005; Ram, et al., 2003;
Valdez, 2008; Waldinger, et al., 1990). Ethnic epteneurs have established social and
business network in home countries, which mightoeouseful in the countries they
immigrated unless uniquely combined with resoussas$ opportunities in host country
(De Carolis, Litzky, Eddleston, 2009). Many ethardrepreneurs become citizens of host
country through naturalization. On one hand, néizagon helps ethnic entrepreneurs
and their new ventures to achieve legitimacy, olgi acceptance by suppliers and
customers not only in ethnic enclave but alsowwider economy. On the other hand, due
to naturalization, ethnic entrepreneurs better tstded market and emerging technology
in host countries. Therefore, naturalization ensBlanic entrepreneurs to better combine
opportunities and resources between home and bostrees, increasing ethnic new
venture’ survival. Another salient factor for neemture success is internationalization
(Bloodgood, et al., 1996), which is pertinent tbre¢t new ventures as ethnic
entrepreneurs’ experience and social capital cdmcesuncertainty in internationalization
process. Therefore, unlike non-ethnic new ventwe#is)ic new ventures are less likely to
be associated with liability of foreignness in mi&ionalization process. Early
internationalization into home countries or othelturally similar countries presents

ethnic new ventures growth opportunities, incregusineir survival in host country.

Ethnic new venture survival
Immigrants have higher rates of business creatohoavnership largely due to

their exclusion to job market. Ethnic entreprenbiaéiterature argued that ethnic
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enterprises initially provide products or servitageted co-ethnics in ethnic community
(Light, 1972). Those opportunities are ignored btive-owned competitors because they
don’t understand tastes and preference of ethifeslimited growth opportunities, such
as small size of ethnic community and limiting gwase power of immigrants, lead to the
higher mortality rates of ethnic enterprises beeatbnic market allows only a small
fraction of ethnic enterprise to survive (Aldrich\&aldinger, 1990). Furthermore, some
government policies in immigration and labor maikeirectly influence the survival of
ethnic enterprises (Collins, 2003). By pursuingevidpportunities in non-ethnic markets,
ethnic enterprises diversify to other industrieskveard or forward into related industries
(Mohl, 1985; Portes, 1987). However, inter-ethrompetition may exclude ethnic
enterprises’ entry into some sectors, which arg¢rotded by non-ethnic group
entrepreneurs. There are four different marketghicth ethnic enterprise can grow:
“underserved or abandoned markets, markets chaesttdy low economies of scale,
markets with unstable or uncertain demand, and etsufr exotic goods (Aldrich &
Waldinger, 1990). Those markets face uncertaintyiacrease ethnic entrepreneur’s risk
so that ethnic new ventures are more likely ta fail

We already saw the huge success of some ethniaresrnt high-technology
sectors. Those immigrant entrepreneurs could coerntieichnological capabilities in
Silicon Valley with institutions and resources ionfie country or other cultural similar
countries (Saxenian, 2002). Meanwhile, immigraattetl ventures benefited from
entrepreneurial system in US, such as ventureatapit professional network. However,

most of ethnic entrepreneurs pursue technologichkrfor venture creation by avoiding
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competing head to head with firms having leadingeeskills and technology. These
innovative high-tech ethnic new ventures involvghierr risk as well due to volatile
environment change. Meanwhile, even in Silicon #allsome immigrants with graduate
degrees in engineering from US universities or wdrin technology firms are still
outsiders to the region’s mainstream technologyraanity. Due to such social exclusion,
they joined in professional organizations wheraaotetwork is available among co-
ethnics (Saxenian & Hsu, 2001). The difficultiesastessing to social capital in host
country may decrease the survival of ethnic newwes. As our investigation focuses
on ethnic new ventures in the early stage of foiwnah the varying industries rather
than only technological sectors, we expect thadehethnic new ventures in different
industries not only have liability of newness anth#iness; more importantly it is

difficult to obtain financial and human capital teéed for ethnic new venture growth and
survival because of liability of ethnicity companath non-ethnic new ventures. All
these suggest:

Hypothesis5: Compared with non-ethnic enterprises, ethnic nentures are

confronted with a lower likelihood of survival.

Early internationalization and ethnic new venture survival

New venture could achieve growth through intermatization. INV literature,
however, suggests that initial internationalizati@creases prospects for firm survival
because the costs of establishing new routineshégket entry and building positional

advantages in foreign markets are significant arttieng (Sapienza, et al., 2006).
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Empirically, Mudambi and Zahra (2007) argued thatMV strategy has higher failure
than a sequential FDI strategy if endogenizingsgpachoice is not considered.
Therefore, INV strategy contributes to new ventufature as they experienced unique
challenges associated with “liability of foreignaésTraditional ethnic enterprises serve
co-ethnics within the ethnic community because ietentrepreneurs are familiar with
the immigrants’ homeland and knowledge of tasteskarying preferences (Aldrich, et
al., 1985). However, serving only the protectedketin host country limits those
ventures’ growth opportunity and survival; insteathnic new ventures can pursue INV
strategy to exploit opportunity structure in homesolturally similar country to increase
the survival likelihood. Ethnic entrepreneurs hadeantages in providing product or
service to home country because of linguistic artial capabilities as the institutional
knowledge (Gillespie, et al., 1999). Moreover, tigb early internationalization strategy,
ethnic new ventures could compensate for liabditgthnicity in host country. Therefore,
early internationalization strategy is shaped leydthnic entrepreneur’s reaction to the
institutional environment and the nature of thetgses available.

In earlier years, due to lack of opportunitiesnstability in emerging home
countries, immigrants voluntarily seek opporturstigmcluding employment with high
wage, self-employment and business ownership) st ¢muntries (typically developed
economies) so that internationalization to homentgus not economically feasible. But
with the increasing income of consumers in homenttguand the ease of managing
international business, ethnic new ventures puild\estrategy for growth opportunities,

which could increase their survival. Wong and Ng0O2) examined the small
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transnational enterprises founded by recent Chiaesepreneur immigrants to
Vancouver, Canada and suggested three types shafianal business type: (1) Asian
production-North American distribution, (2) retaflains and (3) import-export. In
contrast to earlier Chinese immigrants, the reGdmhese immigrants combined cross
border activities by strategically using their @it and associates in their country of
origin.

Hypothesis 6: INV strategy will increase the likelihood of ethniew ventures’ survival.

I mmigration status and their new venture survival

The organizational contributions of the owner tavnenture are not limited to
capital but also in the form of the entreprenelifésexperience or education, allowing
new venture’s access to dense resources and irtformmetworks. Due to such
contribution, the entrepreneur is likely to exerhtrol over new venture strategy choice.
Immigrant entrepreneurs have established densal sow business network in home
country (Westhead, et al., 2001), which may noessarily be useful if ethnic
entrepreneurs and their started ventures canna\actegitimacy in host country.
Undertaking legitimacy is a necessary precondittoimitiate social ties with
stakeholders and obtain and recombine resourcds@D& Shane, 2004). Immigrants
have language problem or lack proper credentials ase socially excluded to
mainstream societies so that their started venaneehighly doubted. Founders’
naturalization can help ethnic enterprises to aghiegitimacy and get accepted by
stakeholders so that those enterprises could atxesklitional resources in host country
for early internationalization. In other words, uvalization influences the ability of
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ethnic entrepreneurs to network with, market tovest to be integrated into the wider
economy. Therefore, naturalization permits to befireulate information and combine
cross border opportunities, especially for entrepoes holding dual citizenship.
Naturalization alone might not be useful; insteadexpect the combined effect of early
internationalization strategy and naturalization.
Hypothesis 7: Ethnic entrepreneurs’ naturalization will increashe effect of INV
strategy on the likelihood of ethnic new ventusesVival
Methodology

Data and Sample

The Kauffman Firm Survey (KFS) database providesiahtracking information
of a panel of 4,928 new businesses started in g@¥gEeline survey) with 6 follow-up
surveys in 2005, 2006, 2007, 2008, 2009 and 20d0e&ch new venture, the
longitudinal database provides information abowgitess characteristics, strategy and
innovation, business organization and HR benddiisjness finances, work behavior,
ownership and demographics of up to ten ownerfiodlgh some establishments can be
legally tied another establishment through subsydi@lationships, all of the
establishments covered in the KFS database arpendent non-subsidiary economic

and legal entities.

Variables
The KFS database provides us with the year in wiielirm went out of

business and the reason it is no longer in busifti@ss-to-event data). The study
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exclusively examines businesses founded in 2004kandsurvivability by the end of
2010. Thus, the data provide a unique opportupistady new venture survival because
the cohort firms are six years old in 2010; firrmgler six years old are defined as new
ventures according to US Small Business AdministnaExit or closure of a business is
determined by the specific questions in the anfall@w-up surveys asking whether a
business is closed and the reason(s) for its @osiour closure reasons are identified in
the surveys and they are: 1) sold to another bssjr®) merged with another business, 3)
temporarily stopped operations, and 4) permanattigped operations. Our study is
interested in permanently stopped operations, wéiehviewed as firm closure.

For major independent variables, ethnic new ventiaV) refers to a business
whose primary owner is foreign-born. Internationew venture (INV) is defined as a
business achieved at least 5% international salegast in two years within a three-year
time frame between 2007 and 2009. Naturalizationaasured when primary owner is
foreign born and owns US citizenship. All indepamdeariables are indictors.

Based upon extant literature and data availabiityhe KFS (The final sample is
constructed by requiring that each business hdkallariables needed to conduct a
duration analysis as of the startup year.), thewohg control variables regarding owner
attributes and firm characteristics are selectpdcBically, we examine primary owner’s
individual attributes (demographic characterisingd human capital), and firm
characteristics and strategy. We included an eliiref definition of variables and
descriptions in Table 4.1. It is hypothesized thishdvantaged demographic

characteristics are associated with greater likelthof business exiting, and vice versa.
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Table 4.1 Variable Definition and Descriptive &ats (n=1,672)

Variables

Firm characteristics
INV

ENV

Service
Corporation
Intellectual property
Loss

Revenue

Owner characteristics

Black

Asian

Hispanic

Other

Female
Naturalization
Multiple owners
Ownership
Paid owner
Working hours
Working experience
Age

Education
Same business

Definition

The new venture's primary owner belongs to etiwnic group

Whether a business provides service ifirsteyear
Whether a business is registered aspoiation

Whether a business has psittnsidemarks and copyrights in the first year

Whether a business had losses in the first yea
The amount of revenue a business has finghgear

Whether the primary owner is Black
Whether the primary owner is Asian

Whether the primary owner is Hispanic
Whether the primary owner belongs to othienietgroup
Whether the primary owner is female

The primary owner is foreign bormdawns U.S. citizenship
The number of owners in a business

Percentage of the business owned byrimary owner
Whether the primary owner is a paid eyg#

The number of hours primary ownerksgrer week

The number of years of primamer’s previous work experience
The primary owner’s age

The primary owner has a college degredove

Mean

A business has achieved 5% international saléso years between 2007-2009 0.05

0.11
0.81
0.33
0.34
0.52
5.93

0.08
0.04
0.04
0.03
0.21

0.4
77.45
0.45
42.61
13.47
47.27
0.72

Whether the primary owner starteavasanture previously in the same industr§-41

S.D.

0.22
0.31
0.39
0.47
0.65
0.5

5.52

0.28
0.2

0.19
0.16
0.41

0.49
28.76
0.5
24.84
11.4
11.02
0.45
0.49
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We included different ethnicity, age and gendeis Hlso expected that greater human
capital endowments of business owners will increésesurvival probability of their
businesses (Bates, 1990; Bruderl, et al., 1992p&dtoven, et al., 1990). The human
capital endowments are measured by primary owihgglsest degree, number of years of
primary owner’'s work experience, whether primarynewis a paid employee, and
whether primary owner started another new ventutee same industry as current new
venture competes. Finally, multiple owners dummg parcentage of ownership by
primary owner are also included.

Among the firm characteristics are firm size (Raxem 2004), innovative
activities and capacity (whether a firm has inwl@l property in terms of patents
trademarks, and copyrights), service (whetherma firovides a service in the first year),
legal status (whether the business is a corpofaiod loss (whether a firm experiences
financial loss in 2004). Greater initial establisgnhsize at time of founding is expected
to increase survival chances because large firms mere resources and better
management (Aldrich & Auster, 1986; Hannan & Freeni®93). By the same token,
generating revenues in early operations will inseea firm’s survival chances by
reducing liability of smallness while experiencilngses will reduce its survival chances.
It is hypothesized that more business innovatitriies and capacity will enhance new
ventures’ competitive edge and reduce mortalityppbility (Delmar & Shane, 2006).
Legal status will help new venture to achieve letacy and thus increase new venture

survival (Bruderl & Schussler, 1990).
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The study includes all two-digit NAICS sectors ranggfrom Agriculture,
Forestry, Fishing and Hunting (11) to Public Admstration (92) to control environment
effects. The venture’s competitive environment@feconomic performance and
survival because different industries have varyiagormance, resource munificence
(Gimeno, et al., 1997), reinvestment intensity kscwsts, and barriers to exit (Porter,

1976).

Models

In this study, two different models are employeidsthy, we use Probit model to
predict new venture survival without consideringdi Secondly, we use duration
(survival) analysis to test our hypotheses. Suhawalysis is a collection of methods for
analyzing time-to-event data. Time-to-event daflecethe observation of the time from
a specified time origin (startup year) to a patacendpoint defined by the occurrence of
a certairevent of interegffirm closure). The Kauffman Firm Survey data pde/us with
records of arevent of intereffirm closure) from a specified time origin (stgrtyear).
There are no left-censored new ventures in our aisabecause all new ventures are
observed from 2004 when they were established. Waiures are treated as right
censored if they still survive by the end of sbaggobservation period. Particularly, we
use Cox proportional hazards regression to moaeh#zards of new venture closure.

Cox (1972) introduced a semi-parametric model fowvisal time which could
add covariates but not impose a parametric fornthfiedistribution of survival times.

The Cox proportional hazard rate can be writtefobews:
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h(t] X)) = () exp(Xp) 1)
Whereh, is known as the baseline hazard and deperntgdXa vector of

covariates an@ is a vector of parameters to bmattd. When X is changed, the

conditional hazard functions change proportionafith one another. Hazard functions

for any pair of different covariate valueandj can be compared using a hazard ratio:

ro NAIX) _ h(exp(XP)_ exp(Xp )
h(t] X;) h()exp(Xp) exp(Xp )

1#] (2)

Empirical results

Table 4.1 also reports the descriptive statistcefvner and business
characteristics. All of these characteristics waeasured at the business startup (2004)
except INV strategy, which was constructed usin@72R009 international sales data. We
drop some observations because the missing valis®iioe variables.

Table 4.2 shows the regression results by estignétie Probit and Cox models
for the survival of, and the hazard function of72@&nd 1,552 new US businesses
established in 2004, which include both ethnic newtures and non-ethnic new ventures.
We use Probit regression in Modes 1-3 and Cox ssgye in Models 4-6. The control
variables are included in Models 1 and 4. Then mtere¢he main effects of two variables
ENV and INV in Models 2 and 5. Finally, interactgare included in Models 3 and 6.

Hypothesis 5 states that ethnic new ventures hémeex likelihood of survival
compared with non-ethnic enterprises. The restilt®th Probit and Cox models support

this hypothesis. Model 2 demonstrates a lower gafvate for ethnic new ventures with
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Table 42 The Results of New venture Survival and Clao

Vanables Probit models Cox models
(1) 2) (3) (4) (3) [(2]
Cons -2.10%%* _225%ss _225ees
(0.61) (0.62) (0.62)
ENV (HS) 0.26* 0.30*
0.12) (0.14)
INV 1.14me" -1.51%"*
(0.18) (0.31)
ENV(0)*INV(1) 1.10%** 1. 47%%e
(0.20) (0.34)
ENV(1)*INV(0) -0.27* 0.30*
(0.12) (0.14)
ENV(1)*INV(1) (H6) 1.06* -1.36+
(0.42) (0.72)
Service 0.07 0.11 0.11 -0.12 -0.17 0.17
(0.09) (0.09) (0.09) (0.11) (0.11) (0.11)
Corporation -0.09 -0.09 -0.09 0.09 0.09 0.09
(0.07) (0.07) (0.07) (0.09) (0.09) (0.09)
Intellectual property 0.04 0.03 0.03 -0.02 -0.00 -0.00
(0.05) (0.05) (0.05) (0.07) (0.07) (0.07)
Loss -0.04 -0.04 -0.04 0.03 0.04 0.04
(0.06) (0.07) (0.07) (0.08) (0.08) (0.08)
Revenue 0.01 0.01 0.01 -0.00 -0.00 -0.00
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Black -0.13 -0.09 -0.09 0.15 0.12 0.12
(0.12) (0.12) (0.12) (0.14) (0.149) (0.14)
Asian -0.08 0.05 0.04 003 -0.12 -0.12
(0.16) (0.18) (0.18) (0.20) 0.22 (0.22)
Hispamic 0.05 0.15 0.16 -0.12 -0.24 -0.24
0.17) 0.17) (0.17) (0.22) (0.23) (0.23)
Other -0.32+ -0.29 -0.29 037+ 0.36+ 036+
(0.19) (0.19) (0.19) (0.21) 0.21) 0.21)
Female 0.01 0.02 0.02 -0.05 -0.07 -0.07
(0.08) (0.08) (0.08) (0.10) (0.10) (0.10)
Multiple owners 0.19+ 0.19+ 0.19+ -0.20 -0.20 -0.20
(0.10) (0.11) (0.11) (0.12) ©0.12) 0.12)
Ownership 0.01%** 0.01%** 0.01%** 0.01%** 0.01%*= -0.01***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Paid owner 0.14* 0.14* 0.14* -0.14+ -0.13 -0.13
(0.07) 0.07) (0.07) (0.08) (0.08) (0.08)
Working hours 0.00+ 0.00 0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Working experience 0.01* 0.01* 0.01* -0.01+ -0.01 -0.01
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Age 0.06%*~ 0.07%=" 0.07%** -0.06** -0.06*~ -0.06**~
(0.02) (0.02) (0.02) (0.02) (0.02) (0.02)
Age Square -0.00*** .0.00*** .0.00*** 0.00** 0.00** 0.00**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Education 0.03* 0.03+ 0.03+ -0.04* -0.04+ -0.04+
(0.02) (0.02) (0.02) (0.02) (0.02) (0.02)
Same business -0.06 -0.06 -0.06 0.07 0.06 0.06
(0.07) 0.07) (0.07) (0.09) (0.09) (0.09)
2-digit NAICS code Included Included Included Included Included Included
N 1672 1672 1672 1552 1552 1552
Pseudo R2 0.04 0.06 0.06
Chi2 8392+ 134.32%** 134.55*** G65.6°*" 108.81*** 108.87***
Log likelihood -111399 .1088.79 -1088.67 -4721.40 -469980 -4699.76
Standard errors in parentheses +p <0.1 * p<0.05 ** p<0.01 ***p<0.001
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ENV (b=-0.26, p<0.05). Model 5 confirms that ethnew ventures have a higher hazard
rate (b=0.30, p<0.05) compared with non-ethnic mentures. The estimated coefficient
for the variable of ENV means that ethnic new vegglthave 35%, [exp(0.30)=1.35],
more probability of permanent business closure.

Hypothesis 6 proposes that there are synergistadenation effects between ENV
and INV on the survival, indicating that INV strgyecan increase ethnic new venture
survival. As is seen in Models 3 and 6, the inteoacbetween ENV and INV in Model 3
is statistically significant (b=1.06, p<0.05), segging an INV strategy could help ethnic
new venture survive. Furthermore, the interactietwieen those two variables in Model
6 is negatively significant (b=-1.36, p<0.1), showthat an INV strategy could reduce
ethnic new venture’s hazard of permanently closinginess by 74%.

Table 4.3 presents the regression results by estigiidne Probit and Cox models
for the survival and the hazard function of 403 &id ethnic new ventures. We use
Probit regression in Models 7-9 and Cox regressidviodels 10-12. The control
variables are included in Models 7 and 10. Theremtered the main effects of two
variables: INV and Naturalization in Models 8 arid Einally, interactions are included
in Models 9 and 12.

In Models 8 and 11, INV is statistically signifidaip<0.01 and 0.05 respectively),
which also confirms Hypothesis 6 that an INV stggteould increase ethnic new venture
survival. The hypothesis 7 suggests that in ethaw ventures, naturalization can
moderate INV strategy on the firm’s survival. In 8gs 9 and 12, the interaction effect

between INV and naturalization supports this hypsit The coefficients are 0.93
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Table 43 The Results of Ethnic New Venture Survival aholsGre

Variables Probit models Cox models
(O] (8) ) (10) an (12)
Cons -2.42* =224~ =226+
(1.19) (1.20) (1.20)
INV (HS) 1.14* -1.42
(0.35) (0.60)
Naturalization -0.17 0.13
(0.15) (0.18)
INV(0)*Naturalhization(1) -0.16 0.13
(0.15) (0.18)
INV(1)*Naturalization(0) 1.25* -1.57
(0.61) (1.02)
INV(1)*Namralization(1) (H7) 093" -1.21+
(0.44) (0.74)
Service 0.40~ 043+ 043+ -0.54* -0.57* 0.57*
(0.22 (0.23) (0.23) (0.27) 0.27) (027
Corporation 0.05 0.05 0.04 -0.01 -0.02 -0.02
(0.15) (0.15) (0.15) (0.18) (0.18) (0.18)
Intellectual property -0.17 -0.17 -0.17 028* 027" 0.27*
0.11) (0.11) (©.11) (0.13) (0.13) (0.13)
Loss 0.24+ 0.26+ 026+ 0.34~ 0.33+ -0.33~
(0.14) (0.15) (0.15) (0.18) (0.18) (0.18)
Revenue 0.01 0.01 0.01 -0.01 -0.01 -0.01
(0.01) (0.01) (0.01) (0.02) (0.02) (0.02)
Black -0.42 -0.34 034 040 035 035
(0.26) (0.26) (0.26) (0.26) (0.26) (0.26)
Asian 033~ 0.35° 0.35* -0.47* -0.48* -0.48*
(0.17) (0.17) (0.17) (0.22) 0.22) (0.22)
Hispanic 0.17 0.20 0.20 0.21 -0.25 -0.25
(0.21) (0.21) (0.21) (0.25) (0.25) (0.25)
Other -1.49** -1.47* -1.46* 1.43%== 136" 1.36%~
(0.56) (0.57) (0.57) (0.37) (0.37) 037
Female 024 -0.20 -0.20 0.12 0.09 0.09
(0.18) (0.18) (0.18) (0.22) 0.22) 0.22)
Multiple owners 0.40* 044+ 0.45+ -0.65* -0.59* -0.59*
(0.24) 0.24) (0.24) (0.29) (0.29) (0.29)
Ownership 0.01 0.01 0.01 0.01+ 001+ -0.01+
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Paid owner 0.16 0.21 021 -0.19 021 -0.21
(0.14) (0.14) (0.14) 017 0.17) 0.17)
Working hours 0.00 -0.00 -0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Working experience 0.00 0.00 0.00 -0.00 -0.00 -0.00
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Age 0.02 0.01 0.01 0.00 001 0.01
(0.05) (0.05) (0.05) (0.06) (0.06) (0.06)
Age Square -0.00 -0.00 -0.00 -0.00 -0.00 -0.00
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Education 0.07+ 0.06 0.06 -0.14** -0.13** -0.13**
(0.04) (0.04) (0.04) 0.049) (0.04) (0.04)
Same business -031= -0.33= -0.33+ 0.40* 040" 040+
(0.17) (0.18) (0.18) (0.20) (0.20) (0.20)
2-digit NAICS code Included Included Included Included Included Included
N 403 403 403 an n n
Pseudo R2 0.11 0.14 0.14
Chi2 61.64%* T75.94*** 75900*** 6641°** 76.11*** 76.14*""
Log likelihood -248.52 -241.37 -241.34 -925.77 -92092 -020.90
Standard errors in parentheses +p<0.1*p<0.05** p<0.01 ***p<0.001
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(p<0.05) and -1.21 (p<0.1) respectively. Modekhaws that the interaction could

reduce the probability of ethnic new venture clesoy 70%.

Conclusion and discussion

Our study investigated ethnic new venture survi8gakecifically, we compare
survival rates of ethnic vs. non-ethnic new vergue found that ethnic new ventures
have a lower likelihood of survival because it ishallenge for them to access to human
and financial capital in host countries. To overeaims disadvantage, ethnic new
ventures could choose early internationalizatioatsgy because ethnic entrepreneurs’
experience and social capital could partially sttt the lack of such experience by
their new ventures in internationalization. Finaltyhnic entrepreneurs’ naturalization
moderates the effects of early internationalizasivategy on ethnic new venture survival
by helping ethnic entrepreneurs achieve legitime@y combine cross border resources

and opportunities.

Theoretical contributions

Existing ethnic entrepreneurship aims to unpaclkd#éterminants of ethnic
enterprises or compare the ethnic enterprisesdtast different ethnic minority groups.
Largely, those ethnic enterprises concentrate@dtoss neglected by majority of
entrepreneurs and served customers in ethnic enataarginally contributing to the
overall economy of host country. Recent ethnicegreneurship documented the huge

success of ethnic entrepreneurs (Asian immigrantsgience and engineering industries

112



by pursuing technological opportunities in US. Ethentrepreneurship literature shows
rather different views of ethnic enterprises’ cdmition to economic growth in host
country. Our study focuses on newly establishedietentures, which not only face
liability of newness, smallness but ethnicity. hnt&tional entrepreneurship examines
INVs or focuses cross-country comparison of engeeurial systems, and fails to
address entrepreneurial activities by immigrante.sidy ethnic new venture survival,
an under-researched topic in international entreqareship field. By using large sample
of new ventures in US, we found that ethnic newtwess still are more likely to fail than
non-ethnic new ventures though they are successidme industries. The lower
survival rates are associated with liability ofretty.

In the past, only large multinational firms enjoygrdwth opportunity in
international markets because they have abunddmresaurces to expand. While even
small firms could use resources and serve customéoseign countries nowadays
thanks to the falling cost of transportation anthownication. Compared with non-
ethnic ventures, ethnic new ventures are in abptigition to undertake international
strategy since immigrant entrepreneurs establisleédork and social capital in home or
culturally similar countries. Besides, those teamsdnl new ventures are more flexible in
managing the complex cross border activities. Eadthnic entrepreneurship failed to
show the importance of early internationalizatitmategy owing to several reasons.
Firstly, in the past, immigration happened fromeleping to developed countries due to
a range of factors concerning the instability ofm@ocountry and opportunities in host

country. A shortage of opportunities in home coyntade immigrants to search
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opportunities in developed host country. Thus,rimaéonalization to home countries
became impossible due to limited opportunitieseh&econdly, the abundance of
resources, liberalization of economy, and the syt catch-up of income level in
home country make internationalization to home tgumore attractive recently. In host
country, ethnic new ventures are vulnerable in agting with non-ethnic new ventures
for resources and market so that they have higttes iof failure. Nonetheless, ethnic
new ventures could choose early internationalinagtoategy to eliminate higher failure
by strategically use founders’ contacts and ressuirt country of origin. Market
expansion strategy that ethnic new ventures cdud@dse evolved from ethnic enclave, a
wider market, and market of home or culturally $amcountries through
internationalization. Previous INV literature sugtgsl that early internationalization
decreases new venture survival because of lialafifpreignness; however, we found
that early internationalization benefits ethnic neamture survival by accessing to
resources and pursuing market growth. This findiogtributes to both international and
ethnic entrepreneurship.

Our study suggests as well that immigration stafdsunder is fundamental in
the venture’s pursuing internationalization strgtdmmmigrants’ past experience and
social capital in home country may not apply to re@wironment of host country,
leading to choice of self-employment because ofuskan to job market (Sanders & Nee,
1996). Many immigrants choose re-education in boahtry to start new ventures later.
Those foreign-born but US educated entrepreneerquate successful in technology and

engineering areas (Saxenian, 2002). Ethnic entneprenaturalization helps the new
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venture achieve legitimacy so that new venturelimaccepted by host country
stakeholders. Moreover, immigrant entrepreneursddoetter understand host country’s
technology and market after naturalization, thdeatifvely combining resources and
opportunities between home and host countries.i&Etntrepreneurs holding dual
citizenship could explore and exploit cross bomjgportunities more effectively. To sum
up, naturalization could increase the effect aéiinationalization on ethnic new venture
survival. Extant literature suggests that immigrstatus per se is not important for firm
performance. Our study indicated that immigraniustgs fundamental to ethnic new

venture survival by moderating early internationation strategy.

Managerial implications

Our study has several implications for managetsugsiness owners. Our findings
suggest that ethnic new ventures overall have |Iewerrival rates compared with non-
ethnic new ventures in host country. This is likilg case because liability of ethnicity
prevents ethnic new ventures from accessing to huand financial capitals and opening
market to majority customers. We recommend immigesatrepreneurs to pursue growth
objective in areas they do not compete head-to-hatldhon-ethnic ventures for market
and resources; for instance, foreign-born but Ugatkd entrepreneurs are successful in
high-tech and engineering fields. In other wordlsne new venture should adopt a niche
strategy in product offering or enter into sectolere non-ethnic new ventures do not
have competitive advantage. To some extent, sumlitgrcould increase ethnic new

ventures’ survival.
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In addition, our results have shown that earlyrma@ionalization strategy
increases ethnic new ventures’ survival. As a testhnic entrepreneurs need to
recognize their unique strengths, which might bigcdit for non-ethnic entrepreneurs to
own or duplicate. Particularly, immigrants’ exp&ge, network, and social capital will
have impacts on choosing early internationalizasitvategy. Meanwhile, they can
leverage unique resources and identify customemladdrm home country. Immigrant
entrepreneurs should employ a niche-focused, pueaiciternational strategy after
immediate inception of their new ventures. As gureaeurs are good at employing
different resources, the combination of internaglaesources is an advantage for ethnic
entrepreneurs. By providing growth opportunity lyarternationalization strategy is so
critical for ethnic new venture survival in hosuory.

Further, ethnic new ventures can achieve legitingdt®r the primary owner’s
naturalization. It means that those ventures areped by customers, suppliers and
other stakeholders, thus boosting the survivatimiie new ventures. While, through
naturalization immigrants can assimilate into hemsitntry’s culture, understand non-
ethnic customer preference in host country, anfhimdiar with competition in particular
industry. Therefore, ethnic entrepreneurs couldddeer than those non-naturalized
ethnic counterparts in combining international apyaities between home and host
countries. Naturalization itself may not have efi@c ethnic new venture survival but

moderate early internationalization strategy omiethew venture survival.
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Limitations and future research

Broadly, we find that early internationalizatiomagegy is fundamental for ethnic
new venture survival. As we defined early interoadilization strategy by using
international sales, it’s difficult to distinguigietween the roles of export and wholly
owned subsidiary due to our data limitation. ltuasss that new ventures in this study
use export as entry mode because those small emieepial ventures have limited
resources engaged in wholly owned subsidiary. Stbaan examine how social network
of immigrant entrepreneurs affects internationaisiens and entry mode choices to
home country. Meanwhile, this study focuses orsthwival of ethnic new ventures from
the view of host country. Future research coul@sgtigate the role of ethnic ventures
from the view of home country, such as returneesure survival and knowledge
spillover of diaspora investment and entrepreneprsh

As we examine the overall pattern of ethnic newtwensurvival, we cannot
explain the success of particular ethnic groupnitnepreneurial activities, such as Indian
and Chinese immigrants’ success in Silicon Valldye form of transnationalism or
transnational entrepreneurship can be expectedrjosignificantly according to the
nationality of the immigrant (llhan-Nas, et al.,1A(). Previous studies revealed that the
national culture of home country has impact onftimmation and use of social networks
among immigrant entrepreneurs (Chand and Ghorlg4ifi)2 Another direction future
studies may want to pursue is comparing betwederdiit ethnic groups. More
specifically, the differences between ethnic grompshoosing early internationalization

strategy are worth further investigation. The congaa could employ cultural

117



framework to account for the impact of internatiaretion on ethnic new venture
survival between different ethnic groups.

Ethnic entrepreneurship widely examined new imnmtgand their new ventures.
The succeeding generations are more likely to bedategrated into the wider economy
in host country and lost advantages in combinisgueces from parents’ country of
origin. Are parents’ resources important to intéioral decision of second-generation
immigrants? However, few studies explore internmatlzation strategy of ventures
started by second-generation immigrants, whictmismteresting research topic. More
specifically, future studies could explore the rotgparents’ social capital on early

internationalization strategy of ventures formedsbgond-generation immigrants.
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CHAPTER 5
CONCLUSION AND FUTURE RESEARCH

This dissertation mainly examines the determinantsperformance of INVs.
Different from previous studies, we particularlgfs on the role of immigrant
entrepreneurs who can facilitate the flow of hunsatial and financial capital and
combine cross border opportunities. The understanali international entrepreneurship
could be further advanced under lens of diaspodaefimic entrepreneurship. By
focusing on founding team level analysis, the sd&indy found that more immigrant
entrepreneurs in a new venture’s founding teammame likely to pursue INV strategy
while more US citizen entrepreneurs in a foundeegm will pursue DNV strategy. An
ethnical founding team could possess complemenggigurces and network to facilitate
INV strategy. Furthermore, an INV has higher rexenthan a DNV but there is no
difference in profits between them. The findingggest that early internationalization is
critical to immigrant-started new ventures throughenue growth.

New ventures are more likely to fail in early yeafgormation as they face
liability of newness and smallness. In the thindst we found that ethnic new ventures
overall have a lower likelihood of survival compadmgith non-ethnic new ventures. But,
ethnic new ventures could increase survival thrdddh strategy and ethnic
entrepreneur’s immigration status. After ethniaepteneur’s naturalization, ethnic new
ventures could achieve legitimacy, helping seethirsocial capital in host country.

Meanwhile, INV strategy could compensate for etmea venture’s liability of ethnicity.
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Overall, a new venture with ethnic entrepreneurgherfounding team could
access to human and social capital of each foudaake strategic choice. Such new
venture has advantages in pursing early internalimation strategy because of founders’
ethnic advantages. Therefore, early internatioabn strategy is shaped by the ethnic
entrepreneur’s reaction to the institutional enwment and the nature of resources
available in host country. Early internationalipaticould increase ethnic new venture’s
revenue by opening geographic market. Additionasyr) internationalization strategy
could increase ethnic new venture survival by omeriag liability of ethnicity in host
country.

There are two streams of research worth investigat future. On one hand,
emigrants facilitate economic catch-up of home tguiiirough diaspora investment and
entrepreneurship, for instance China becomes Wackbry with the help of Chinese
diaspora. Future studies can examine internativetadin strategy of emigrants started
ventures, such as which entry model will be usedrigrants when investing in home
country or culturally similar countries. In additicthe importance of diaspora investment
and entrepreneurship and how they influence govemimolicy in home country should
be studied. On the other hand, immigrants, espgdisgjh-skilled ones, are playing
influential roles in economic growth and innovatirhost country as well. Future
studies can compare the differences between vensteeted by recent immigrants and
by earlier immigrants in host country. Moreovesaarch on how ethnic new venture
internationalization contributes to host countrpéeded, such as exporting activities of

ethnic new ventures.
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