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Abstract

Development of internet-based technologies provided companies with an ideal infrastructure for rapid
internationalization. The internet era facilitated the emergence of a new type of companies that rapidly develop global
presence through the utilisation of various internet-based technologies. According to the traditional internationalization
theories, the process of internationalization requires vast amounts of funds, significant time, competent international
workforce and network support by suppliers. The so cold born global companies rely far less on these elements
(prerequisites). For them, the development of internet infrastructure and the overall market penetration of internet are
much more essential. Their process of internationalization (or globalization) is usually rapid, without any preceding long-
term domestic or internationalization phase. This paper analyses theoretical framework behind the born global companies’
internationalization process in order to shed some light on the recent developments among Croatian digital agencies and
their internationalization pathways. Although born global companies are challenging traditional theories, there exists a
scope for potential complementarity between these essentially opposite pathways of internationalization.
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1. Introduction

With around 4.2 million inhabitants and GDP per capita at EUR 10,162 [1], Croatia is fairly small and emerging
market. Typically, local companies focused on growth are forced to internationalise their business activities in relatively
short time span. In other words, Croatian companies cannot maintain sustainable growth focused solely on the local
market. During the latest economic downturn, Croatian companies focused on exporting activities performed above the
average [2]. Traditionally, a Croatian company will initiate its internationalization process by entering one or more
markets within the region (i.e. the area of former Yugoslavia), which is fairly close geographically and with modest
cultural distance. Encouraged by regional success, a company will probably consider entering markets outside the region.
The whole process will take time and it requires vast amounts of capital, often times attainable only at a high cost.
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Therefore, companies are highly incentivised to seek alternative approaches. With the development of internet and
internet-based technologies, a completely new sales and promotion channel emerged, giving small and medium
enterprises (SMEs) and opportunity to rapidly scale their business internationally.

The aim of this paper is to analyse and contrast traditional internationalization theories and the born global
phenomenon, or the process of rapid globalization, in the context of the Croatian digital agencies’ internationalization
process. Furthermore, this paper also serves a purpose of a preliminary study with the intention to plot a path for further
research of this topic. From the methodological standpoint, this paper is based on the literature review and research of
secondary sources addressing the phenomenon of recent Croatian digital agencies internationalization efforts.

2. An overview of internationalization theories: the organic versus born global

Figure 1 represents a concise comparison between two opposite pathways of internationalization. In the context of a
company’s internationalization, the organic pathway (or the Uppsala model) represents more traditional and time-
consuming approach. On the opposite side, born global pathway represents an accelerated process of internationalization
that takes less time, but is also riskier from the company’s perspective.
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Fig. 1. Two extreme pathways of software firm internationalization: the organic pathway (Uppsala model) versus born
global [3]

2.1. The Uppsala internationalization model
Researchers at the University of Uppsala in Sweden developed the Uppsala internationalization model in late 1970s

in order to develop a better understanding of internationalization pathways. The theoretical framework was built around
observations and analysis of Swedish manufacturing companies and their internationalization processes [4].
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According to the research findings, Swedish manufacturing companies usually started their international operations
in countries that were relatively close geographically and further internationalization will continue in small incremental
steps. Commonly, companies will enter new markets through exports. However, after several years a company will
increase its foreign market commitment.

As Figure 2 implies, the Uppsala model has two main interacting and mutually influencing parts — state factors and
change factors. As the company cumulates experience, its market knowledge increases, which influences the commitment
decisions. With the increasing commitment, company increases the level of activities, which leads towards cumulating
new experience and gaining new knowledge.

The concept of market commitment recognizes just two factors — the amount of resources (i.e. investment) committed
and the degree of commitment (i.e. the complexity of discovering an alternative use for the resources and relocating them
to the alternative use) [5]. Besides the aforementioned geographical proximity, another important factor influencing the
degree of commitment and new market entry is the psychic distance. [6]

State Change
Market > Commitment
knowledge decisions
Market Current activities

commitment

Fig. 2. The original Uppsala model [7]

Johanson and Wiedersheim-Paul [4] identified four foreign market entry modes or stages with different levels of
international involvement:

Stage 1: no regular export activities or just sporadic export
Stage 2: export via independent representatives

Stage 3: establishment of a foreign sales subsidiary

Stage 4: foreign manufacturing units

According to the Uppsala model, a company will move through successive stages increasing its international market
commitment. Obviously, it is a slow and iterative process, but with a reason. As more recent research suggests [8],
market’s high complexity and overall uncertainty call for a slow, thorough approach to internationalization. Business risk
is often too high for bold and quick decisions about new market entries.

Due to the increasing complexity and challenges of the global market, a need for further improvement of the original
Uppsala model emerged. Consequently, the importance of company’s business networks has been recognized as a success
factor [9], which lead to the revision of the original Uppsala model [10].

According to the study of the internationalization process of SMEs [11], companies tend to rely on their relations with
upstream and downstream networks while selecting the market and the mode of entry. In other words, the relationships
that a company develops and maintains in a domestic network can be used as bridges to similar networks abroad [6]. The
revised model (Figure 3) emphasises the fact that the internationalization process takes place within the network context
[12]. The company’s network position is influenced by the activities such as learning, creating and trust-building.
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Fig. 3. The revised Uppsala model with the application of a basic networking prospect [10]

Subsequent research has examined complementary variables to the ones originally considered by Uppsala model
which added to the understanding of the internationalization pathways of companies. Research has examined cultural
distance and found support for the proposition that when internationalizing, companies tend to choose markets and
countries that exhibit closer cultural distance to their current markets [13] [14]. Institutional distance was also found to
be a significant factor when businesses chose a host country for internationalization. In general, evidence support the fact
that companies tend to choose host countries for foreign entry which exhibit smaller institutional distance vs. countries
which exhibit larger institutional distance [15] [16].

Common to these studies is that, similarly to Uppsala model, they look on internationalization pathways of companies
as gradual processes that companies engage into by analysing similarities (different measurements of “distance”) between
the markets/countries they are present in and the new ones they are targeting for entrance. As is analysed next, there exist
a number of companies that do not fit any of the internationalization pathways presented so far.

2.2. Born global

Globalization processes, fuelled by advances in technology and communication, and removal of trade barriers, have
resulted with dramatic changes and challenges within the companies’ environment. However, with these disruptive
changes, new business opportunities emerged. Noticed by researchers in the recent years, there is an increasing number
of companies riding the wave of globalization that do not follow traditional internationalization stages pattern [6]. Instead,
their globalization process is accelerated, without any preceding time-consuming step-by-step internationalization.

Born global can be defined as companies that, from the start-up, follow a vision of becoming global and usually
rapidly globalize their business activity, skipping long-term domestic or internationalization phase [17] [18]. Born globals
are typically SMEs with rapid globalization strategy from the moment of their inception or soon after. More strict
definition suggests that the born global company has to rapidly internationalise its business within three years from the
inception and its international activities should account for at least 25% of the total revenue [19]. Many researchers
contributed to the identification of the reasons behind the emergence of the born globals. Some of the most common are
the following [20] [21] [22]:

e Small domestic niche markets,

Uniqueness of the product/service

Globalization of sourcing activities and financial markets,

Technological development (especially in the field of internet-based technologies, communication and logistics),
Founders and employees are nowadays more capable of doing international business thanks to the possibilities
of modern technology,

Quick acquisition of international experience and knowledge,

Existence of international networks that support global business activities.

In the traditional model, the risk related to the uncertainty of the foreign market entry is typically hindering companies’
internationalization efforts. However, the increased level of globalization in some industries contributes to the lowering
of the perceived risk of entering foreign markets, creating a kind of me-too effect among SMEs [23]. Thus, the born global
approach requires certain level of entrepreneurship and risk-taking among founder(s) [24]. Due to a different level of
internationalization, there are different types of born global companies [19] [25]:

e Born regionals — international companies focused on markets within their region,

e Born internationals — companies with focus on low-distance markets,

e True born globals — companies focusing on both low- and high-distance markets

e Born-again globals — companies previously focused only on domestic markets, which at some point embrace
rapid and dedicated internationalization
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It is often argued that internet capabilities have strongly impacted emergence of born global companies by offering a
plethora of opportunities for SME’s to quickly expand their global reach and market presence [26]. Most common case
analysed, for which research has provided positive evidence, is the pervasive use of internet [27] as a marketing channel
in accessing global markets. While positive effects have been found, researchers note that internet cannot be considered
as a substitute to physical market presence, it does however contribute positively to company performance [28] [29].

3. Croatian digital marketing internationalization efforts
3.1. An overview of the Croatian digital marketing industry

For decades, Croatian marketing industry was tightly linked with the political and economic developments. After the
period of socialism, Croatia started its transition towards democracy and free market in early 1990s. That was the era
when a majority of established local marketing agencies either bankrupted or were acquired by some large international
advertising network [30]. Additionally, a large number of micro and small agencies emerged, usually founded by former
employees of the bankrupted agencies. Some of them managed to survive harsh economic environment of the post-war
Croatia, while majority simply disappeared over the years. Soon, the marketing industry was dominated by international
networks (e.g. McCann-Ericksson, BBDO, Grey), together with a number of smaller local agencies. In the mid 2000s,
marketing industry bloomed reaching yearly revenues at EUR 500 million [31]. The global economic downturn in
2007/2008 had heavy impact on the Croatian economy. The marketing communications budgets of companies in Croatia
deflate, resulting with the sinking of the whole marketing industry and new bankruptcies among local agencies.

Unfortunately, Croatian marketing industry did not manage to recover in the past decade. According to the available
reports [32], Croatian marketing communications industry is currently worth around EUR 200 million. Similar to the
global trends [33], digital side of marketing is continuously growing, while traditional marketing communications and
traditional media are stagnating. More or less, all marketing communications agencies in Croatia offer digital marketing
service, with no exception among the biggest traditional agencies [34]. On average, digital marketing contributes around
26% to the traditional agencies’ revenues [35].

The growing number of newly founded digital agencies initiated the transition of traditional agencies towards digital
marketing. While traditional agencies simply added a digital department to their organization structure, digital agencies
were usually micro or small start-ups exclusively focused on the digital aspect of marketing. Since the founding of a
digital agency does not require some large-scale investment, entry barriers for new players are quite low, resulting with
an inflation of digital agencies in Croatia right now [36]. While the overall marketing industry and media expenditure is
stagnating, the increasing number of digital agencies escalated competition, resulting with the decline of service fees.

3.2. Internationalization specifics of Croatian digital marketing agencies

Faced with international competition within their domestic market, internationalization through an organic pathway
is a common growth strategy for the traditional Croatian marketing agencies. Consequently, many of them entered
neighbouring markets, such as Bosnia or Serbia, mostly due to small geographic and cultural distance. The common entry
modes are usually joint ventures with local agencies or acquisitions. Direct investments are not that common. Although,
there are also some exceptions. For example, Bruketa & Zinic agency expanded its business to Belgrade and Vienna
(which counts as a region), and, in 2011, the agency established a subsidiary in Baku (Azerbaijan) after winning a local
telecom account [37]. However, the agency withdraw from both Baku and Belgrade this year, after selling its share to the
WPP group and merging with Grey Croatia [38]. Obviously, the agency did not have sufficient funds to continue with its
internationalization process and the owners switched to de-internationalization strategy.

While for the traditional agencies, establishing a foreign subsidiary is a time consuming process that requires vast
amounts of money and significant risk-taking, the internationalization pathway of Croatian digital agencies seems to be
less complex. Typically, a digital agency will, at the beginning, look for some additional business opportunities within
the region using internet and social media for communication with prospects. This way, an agency does not have to
establishing a subsidiary abroad, which reduces risk and investment. If the business would not develop as expected, an
agency will simply change its focus to another market.

Besides regional strategies, digital agencies are also developing selective international and global strategies. Usually,
they target just a few developed markets, such as UK, US or Germany. Although a majority of prospecting activities and
communication is conducted online, agencies sometimes rely on the assistance of local agents. Local representation is
especially needed in distant markets, such as US, due to both geographic and psychic distance.

It is a job of local representative to bridge this distance and to close a deal with the prospect found either by him/her
or by a domestic sales representative.

The main question that arises at this point is how a digital agency from Croatia can compete on these highly
competitive markets? The business model of Croatian digital agencies is very simple. The only really internationalized
part of the company is the sales department, while all the job is done locally, in Croatia. This way, a Croatian digital
agency utilises home country cheaper labour and offers same services as the host country agencies, but at lower price.
Potentially, this looks like a very sustainable born global strategy that benefits from both the development of internet
based technologies and increasing budgets for online advertising. The only potentially negative development that may
threat this business model is the emergence of similar agencies from countries with even cheaper highly skilled labour.
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4. Conclusion

This paper contrasts two leading and competing approaches to internationalization by revisiting their key tenants and
contrasting them with development paths of Croatian digital marketing agencies. It is evident that support exist for the
proposition that Croatian digital marketing agencies have bypassed traditional internationalization pathway (stage-by-
stage approach) as described by Uppsala model (and subsequent extensions) and opted for a fast and far-flung
internationalization approach (born global).

Using internet marketing channels, well-educated and cost competitive workforce, and building on their domestic
experience, they have been able to successfully enter regional markets as well as more distant ones. However, it would
seem that greater challenge from entering foreign markets (winning initial accounts) is establishing firm market position
and scaling the business on those markets in order to sustain pressures from competition. It would also seem that Croatian
digital marketing agencies have successfully used the possibilities provided by internet to establish international presence
(born global approach) with a combination of traditional stage models of internationalization (short “distanced” regional
expansion).

Future research endeavours should explore internationalization pathways among the regional digital marketing
agencies which could support the finding here on multicountry basis. From the methodological standpoint, instead of
secondary data analysis, researchers should opt for primary data collecting, ideally through series of in-depth interviews
with managers from digital marketing agencies. Also, it would be worth exploring the validity of born global approach in
other industries impacted heavily be digital technology. Although internet provides opportunities for fast and distant
internationalization the key challenge apparently revolves around how to scale the business once the market has been
entered.
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