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Principal topic

An increasing number of small and medium-sized enterprises (SMEs) are realizing that for the firm to maximize profits or even to survive, the firm must expand internationally - in some cases expanding even immediately upon the firm’s inception – a phenomenon appropriately labeled “born global” (Melen 2009). Successful internationalization depends on a firm’s ability to acquire and assimilate knowledge about foreign markets, and one of the most effective means is through interactions with potential or existing foreign customers (Autio et al. 2000, Coviello and Munro 1997, Liesch and Knight 1999, Sharma and Blomstermo 2003). These knowledge-gathering activities may prove, however, to be particularly challenging for small firms, which compared with large firms have limited financial and managerial resources and limited network and information resources as well as a lack of experience in such activities (Coviello and McAuley, 1999, Melen 2009). Yet a poor understanding of customer needs is one of the main culprits of internationalization failure, especially when it comes to new product development, in which more than 50% of new products fail (Ogawa and Piller 2006).

Recent advances in information and communication technology (ICT) do offer promise in erasing these traditional constraints on SMEs as several studies have shown how these technologies can facilitate small companies in their internationalization process (Hamill 1997, Hamill and Gregory 1997, Moen 2002, Poon and Swatman 1997, Saarenketo et al. 2003, Spence 2003). For example, the internet enables SMEs to participate in useful networks or to pursue commercial and industrial linkages without a strong need for spatial proximity (Melen 2009). However, one of the primary debates within research investigating the use of ICT by SMEs in their internationalization process revolves around knowledge and to what degree experiential or tacit knowledge about foreign markets and their customers can be transferred through ICT (Melen 2009, Petersen et al 2008). In contrast to objective knowledge that can be gained through standardized methods such as market surveys, experiential knowledge is gained through actual participation in foreign market activities, and it is this knowledge that is argued to be the most critical resource for a firm in the internationalization process (Johanson and Vahlne 1977) as well as for its innovation efforts (von Krogh et al., 2000).
To date, the majority of the studies of ICT by SMEs has focused on the traditional internet with little attention paid to the emerging 3D internet. The traditional internet as a communication medium can be characterized by three significant disadvantages - it is generally asynchronous, it lacks place, and it is descriptive rather than experiential (Ondrejka 2005). However, recent advances in 3D graphics, bandwidth and network connectivity have led to the rapid development of virtual worlds. Virtual worlds are computer-generated physical spaces represented graphically in three dimensions that can be experienced by many users, or so-called avatars, simultaneously (Castronova 2005). Virtual worlds are common in multiplayer online games (such as Citypixel), virtual environments (such as Second Life), and role-playing games (such as Entropia Universe and World of Warcraft). These worlds are becoming increasingly sophisticated, enabling organizations and individuals to “step into the internet” to communicate, collaborate, create, and even organize economic activity. Virtual worlds partly eliminate the communication shortcomings of the traditional internet by facilitating “telepresence” or the sensation of ‘being there’ in a mediated environment in time and place (IJsselsteijn et al. 2000). For example, in these virtual worlds, users do not simply shop online but they may shop in a virtual store and communicate with sales representatives and other avatars while interacting with the products instead of only seeing them (Kohler et al 2009). Finally, virtual worlds are generally not constrained by real world physics and offer playful environments in which users may freely experiment – an aspect that some predict may lead to unprecedented rates of innovation (Ondrejka 2007). 

Due to the aspects of telepresence, simultaneous interactivity between users, and experimental freedom, established multinationals are exploring the opportunities virtual worlds offer for real world innovations. Building on the co-creation paradigm put forward by Prahalad and Ramaswamy (2004), large multinationals such as Philips, Electrolux, and Coca-Cola are integrating users of virtual worlds into an interactive new product development process and tapping their customers’ innovative potential and knowledge (Kohler et al 2009). This concept of virtual customer integration has been labelled “avatar-based innovation” (Kohler et al. 2009) and has been explored in several cases where manufacturers collaborated with virtual world’s avatars to generate value and concrete results for their innovation activities.

Returning to the internationalization process of SMEs, the intent of our research then is to investigate whether virtual worlds can provide a medium for SMEs to acquire foreign market knowledge to facilitate their internationalization process. More specifically, we are interested in examining the use of avatar-based innovation activities by SMEs to interact with foreign customers and the degree to which objective, and more importantly experiential knowledge, can be acquired through this medium. This leads us to our overarching research question: 

RQ: To what degree do avatar-based innovation activities enable SMEs to acquire foreign market knowledge (experiential and/or objective) necessary for internationalization?

Method

To investigate our exploratory research question, we have chosen a qualitative method consisting of a case study approach. As for our case study, we will focus on an SME within the service industry since services are the fastest growing sector of the European and world-wide economy, accounting for 71% of EU-27 GDP (Central Intelligence Agency 2009) and 80% of total employment in the US (Fitzsimmons and Fitzsimmons 2005). Moreover, the need for more knowledge regarding user innovation in service industries is articulated frequently in business meetings and conferences by practitioners (Bauer et al 2009). The SME that is the object of our investigation is RunAlong, a Swedish start-up developing a web community primarily for women joggers. The Swedish community site has been entirely designed through a user-driven innovation approach based on a series of physical workshops and was launched in Sweden in the summer of 2009. Due to competitive pressures, RunAlong is now looking to rapidly internationalize.

To collect our data, we designed a series of workshops based on the model of interactive value creation (Reichwald and Piller 2006) in the virtual world of Second Life. The primary focus of these workshops is on the concept development and testing of RunAlong’s community site in which the users have a high degree of involvement in the process. To guide our design of these workshops, we have embedded the four components of successful virtual customer environments: pragmatic, sociability, usability, and hedonic (Nambisan and Nambisan 2008). We have chosen to conduct these workshops within Second Life for several reasons. First this virtual world has enjoyed exponential global growth over the last several years both in terms of international membership and economic activity. In March 2009, Second Life reported that there were 1.4 million residents or avatars logging in during the previous 60 days and more than 1100 individuals earning more than USD 1,000 in profit monthly through their online activities
. The members have a mean age of 32 years, are 42% female, and 55% come from outside of North America, thus facilitating our ability to reach users of different national and demographic (Mahaley 2009). Second, the majority of Second Life users perceive that collaboration, communication and cooperation between users are improved in this virtual world (Fetscherin and Lattemann, 2007). Finally, this world is especially conducive for user-driven innovation activities as it has no preset script and it is created almost entirely by its users who co-innovate and co-produce the products they consume, a characteristic that has encouraged many large firms to conduct co-creation activities here (Kohler et al 2009).

During August to October 2009, we conducted four workshops with 21 participants from 10 countries. To capture data, we recorded all text chat and voice communication and filmed and observed the workshops. We also collected data through an online survey, which was completed by 18 participants, and conducted interviews of 11 participants. To guide our data coding, we build on previous internationalization research that classifies knowledge as either 1) international experiential knowledge, or knowledge about conducting business within an international setting, or 2) technological experiential knowledge, or knowledge about the technology upon which the firm’s products are built (Melen 2009). To conduct our analysis, we used an abductive research approach, implying that we start by identifying the particular phenomenon and then relate that phenomenon to broader concepts (Coffey and Atkinson 1996, Dubois and Gadde 2002). It is appropriate to use the abductive approach when there is a high level of novelty in the research area and the researcher is investigating a new phenomenon and the underlying variables and their relationships.
Results and Implications

Such inquiry makes three important contributions. First, this research makes possible more precise theoretical models of how SMEs may design their internationalization and innovation activities to support foreign market knowledge acquisition to enhance organizational performance. Second, this research includes the examination of the use of the 3D internet as an enabler of the transfer of knowledge and can therefore contribute to the ongoing internationalization theoretical debate. Finally, this research empirically examines the use of virtual worlds as a medium to facilitate SMEs in their acquisition of foreign market knowledge, thus of potential use to practitioners.
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