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I dentifying paths of SM E pursuing inter national buyers, and the influence of
third parties: a promising tool for Latin American Agri-Food SMEs

Abstract

The present paper analyses the effective processesgtinddod SMEs from Latin America have
followed to obtain the necessary resources and cajebsib as to reach an international buyer.
Drawing upon theories on Resource-based view (Barney 19819caml network (Granovetter
1973), qualitative data collected empirically from five aged SMEs in Mexico are compared
and contrasted using a grounded theory approach (Eisenhardt 1088t of testable
propositions suggest that agri-food SMEs in Latin Anzergo through three events that
ultimately leverage unique resources and capabilities
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I ntr oduction

Nowadays globalization has led many SMEs to pursue atienal markets (Kaleka 2002). In
order to comply with the conditions set up by internalanarkets, SMEs have the necessity to
catch up with the different regulations embedded in anrnat®nalisation strategy (i.e.
exportation) in terms of knowledge, production capacitydpct specifications, and trade
policies. However, SMEs have been regarded by severabrautis resource constrained
organizations (Bijman 2003, Dentoni 2010) where core resoam@scompetences are hardly
available and especially when it comes to organizatioaindewith less technology-intensive
products (i.e. agrifood products). Therefore for SMEs taioltore resources and competences
SO as to meet the conditions present in internatiovaakets; it has been found that SMEs are to
pursue strategies such as the pooling of resources with pdinties both inside and outside the
supply chain that ultimately can leverage strategic capebilJohnson et al. 2009). Strategic
alliances are regarded as strategies that enable firolimgpoesources in order to obtain a more
robust set of resources and competences (Johnson et gt 2008 informal types of alliances
(i.e. networking, resource sharing, etc) have been iteht#mong small firms. Moreover, in
other instances SMEs have obtained valuable resource®amettences upon networking with
third parties that are outside the supply chain suchgenh@ations or individuals from the public
sector -i.e. Business Development Service Organizati®@SQs) and Trade promotion
organizations (TPOs)- and organizations or individuals fiieerprivate sector such as chambers
of commerce and agriculture organizations (Yusuf 1995). Majormation on international
markets (Belloca and Di Maiob 2011) as well as sourcésabhical and financial support have
been identified as resources enabled by these type of matjans (Sud 2010; Belloca and Di
Maiob 2011). Despite some scholars have researchedeoresburces and competences that
ultimately become sources of competitive advantage @ompanies pursuing international
strategies (i.e. exportation) (Kaleka 2002) the majorityhese studies have focused in some
cases on companies from developed countries (Kaleka 2002hamanpanies with technology-
intensive products but very rarely on small firms froeedeping countries. Moreover neither
the processes by which such resources and competenee®btained nor the stage at which
more resources and competences were obtained havealdesssed by previous studies.
Therefore in order to understand how these processestdlea place in the context of small
firms from developing countries, we research five orgaioima from Latin America that obtain
resources and competences over time and which ultimdttetame strategic capabilities
leveraging their competitive advantage in internatiomairkets. We posit that the different
events identified within the processes followed by thegmnizations and the resources and
competences obtained through the creation of such evebriog lessons on the type of process
that agri-food SMEs should follow to ultimately meet ttwnditions in international markets.
We move forward in the next sections by introducing theoretical background and
methodologies that ultimately are utilized in the folamon of the testable propositions
presented in the last part of this paper.



Theor etical background
The resource-based view

The resource-based view perceives the firm as a uniqueebohddiosyncratic resources and
capabilities where the primary task of management is tanmee value through the optimal
deployment of existing resources and capabilities, whileldping the firm’s resource base for
the future (Grant 1996). In turn, resources and capabitiiasbe viewed as bundles of tangible
and intangible assets, including an organization’s manageskgls, its organizational processes
and routines, and the information and knowledge it contBlrney 1991). Nevertheless
according to Eisenhardt (2003), attributes such as valualbde jmamitable and non-substitutable
(VRIN attributes) that are embedded in one or moreuress and capabilities, determine the
competitive advantage and superior performance of an aegam. Some examples of resources
that deliver such attributes as to become a competiivantage are for example, a powerful
brand, or a technological patent (Johnson et al. 2009).ek#woverall, it is more likely that
capabilities may be found as the sources of distinats®mvithin a small organization (Johnson
et al. 2009), and even more when it comes to non-higmddmipical small organizations (i.e.
Agri-Food SMESs)(Ellram and Ogden 2007), as this type of orgammaneed to cope with the
downsides of competing against non-differentiated prodimtge competitors (Ellram and
Ogden 2007), whose resources and capabilities are far ma®ped(Johnson et al. 2009). In
an attempt to balance this issues, some of the approaskdsby small organizations in the
guest to reach competitive advantage have included organiziegsetves in larger
organizations with variable levels of governance (Bijm&on, and Meijerink 2007), whereby
more resources and capabilities can be pooled though indepgndeimited (Anderson and
Gatignon 1986). Another approach, has been viewed as aallad ‘bootstrapping’(Ebben and
Johnson 2006), whereby small organizations squeeze the esanct capabilities they have at
hand in order to reach a competitive advantage (Timmaah$Sgainelli 1994), such resources and
capabilities may be externally requested and borrowedrall ®rganizations (Timmons and
Spinelli 1994) and yet, not to undermine their independencogetheless, Nelson and Winter (;
1982) highlight that for organizations to eventually obtairque resources and/or capabilities
that may deliver competitive advantage, routines amdgsses embedded in an organization
need to take place over a long period time (path dependientieally result in the procurement
of a unique resource or capability (i.e a dense marketingoniet a global brand), unless such
unique resources or capabilities may be obtained in shaotdpdime by casual ambiguity. From
this theoretical background on resource-based view, we apméth two propositions that will
provide with direction for our research 1) by finding oatwhsome approaches such as pooling
resources or bootstrapping, undertaken by small organizatamesléveraged unique resources
and/or capabilities to these organizations (i.e. so@alwiith high-status third parties, customer
building relationship capability) that either were devetbpa a long term or short term basis. 2)
by finding out whether routines and processes embedded irrgamization and that were
undertaken over long periods of time have leveraged the uregoerces and/or capabilities or
whether the procurement of such unique resources and/diltggsmwas leveraged by external
factors independently from the path dependence.



The importance of social ties with third-party actors

According to Ahuja (2000) a way in which knowledge carirbasferred and resources can be
pooled across organizations is by building networks. Thesalsietworks are defined as ‘set of
nodes’ (i.e. organizations, people) linked by a set of @iffertypes of relationships (i.e
friendship, fund transfers, overlapping membership) (Laum&uailaskiewicz, and Marsden
1978; Dentoni and Reardon 2010). Nevertheless, weak sosiaréiagegarded as important ties
in the context of small organizations (Dentoni and Rear@610), since they bring new
knowledge into organizations (Granovetter 1973) . Also Der{@010) highlights the key role
that plays the position in a dense network of such orgamiatr individuals with which small
organizations build social ties. As their market stalays a crucial role as a signal of quality
(Podolny 1993), As result of the latter, some smallditmave been capable of positioning their
labelled products into differentiated market channels (Hsdtkin 2005) Parallel to this, some
authors (Darby and Karni 1973; Humphrey 2005) have stressetmffortance of building a
brand to have a product image linked to credence attributeébese attributes are cues from
which consumers elicit quality features, but are not ghylsi perceived either before or after
consumption (Darby and Karni 1973). Moreover, Humphrey (200§gested that by building a
brand of a strong country-of-origin image, Agri-Food SMias pursue successful opportunities
in international markets. Yet, more credence attrbutuch as organic, fair-trade,
environmental-friendly related to Agri-Food products havenbiglentified in the literature and
are receiving growing attention(Van der Lans et al. 2001tdwe et al. 2009). Since they have
become a tool by which SMEs can pursue brand equity, msthall brands are recognized by a
set of consumers that demand high-quality, sustainablejiti@cent products (Humphrey 2005).
Therefore combining the theoretical framework on sotia$ with third-party actors and
credence attributes, | come up with a second propositatnsdeks to address and explore 1)
how the social ties built between third parties (i.BOT among others) and SMEs have brought
resources and capabilities into the SMEs which in turre Hawilitated the transaction with
international buyers. 2) Find out whether credentebates have been determinant in the
transactions with international buyers.



Data and methods
Sample and case selection

We follow an inductive, theory building, case-study apphogEisenhardt 1989; Yin 2009). In
particular, the empirical observation from the casescompared and contrasted with the
resource-based view (Barney 1991), and social network ti{&mgnovetter 1973; Gulati and
Gargiulo 1999). We follow a multiple-case approach (209) to compare and contrast
different processes of obtaining the necessary respbuarel capabilities to reach out
international buyers. Five cases were selected inr aodget a more robust sample that could
enable theory formulation in later stages (Eisenhardt)198®@ cases were selected purposively
to understand “discontinuity and disequilibrium” acrdssm (Cooper and Morgan 2008).

First, we chose organizations of different ages whicrevieunded by groups of entrepreneurs
and eventually showed exportation activity in order toehamough history to observe and
analyse in gaining the necessary resources and capalsilites to meet the requirements of the
exporting activity (Ebben and Johnson 2006). Nonethelessn@dlibased organizations (such as
farmers’ cooperatives) were regarded as suitable foréb@arch as they may have got resources
or capabilities by pooling them. Second, organizations thate ranging between 1-50
employees including part-time or informal workers (Pered Stumpo 2000) were selected in
order to stick to the concept of small and medium ensapin Latin America. Third, the cases
were selected in Mexico and were compared and contrasteddata and literature on cases
from other Latin American countries, especially CoRtea. Fourth, the selected cases were a
mix of 1) organizations that already obtained third-pa#itifications and endorsement for at
least one of the credence attributes among countoyigilh, organic, fair-trade, and
environment-friendly; 2) organizations that already obthiren endorsement but not a
certification 3) vice versa and 4) organizations intendingain a third-party certification and/or
endorsement to enter into an international marketh,Rifie selected cases include organizations
that are marketing comparable agri-food products — i.e. edfel cocoa (commodity food
products), processed fruits (strong related to the couhtigigin attribute).

Procedure for data collection

In an attempt to screen the likely set of organizatitias later would become cases. We first
performed brief telephone semi-structured interviewssrt@all and medium organizations in
Mexico that seemed to fit the unit of analysis we were ymgs Organizations were asked
whether they exported or had ever exported, what kingraduct they exported, whether they
had a certification, how long they had been engaged irexpert activity, the age of the
organization, whether they had attended internationad &id the number of employees. These
semi-structured interviews were designed by making us@eottiteria set up for the unit of
analysis. Afterwards collection of empirical data wesformed by means of semi-structured
interviews (Ritchie and Lewis 2003), as they allow explprin depth the background and
perceptions of the interviewee on the topics addressetiébynterviewer (Ritchie and Lewis
2003; Jarratt 1996)

By making use of the guidelines and hints for the elalmradif semi-structured interviews
(Ritchie and Lewis 2003). We proceeded to elaborate a questnmaich included the main
topics the interview unfolds around. Such topics were onhikry of organizations, the



organizational map of the organizations, the market setgntle@ organizations targeted on, the
internal and external environment of the organizatidhs, challenges encountered by the
organizations along their existence, certifications emtbrsements got along their existence, the
industrial processes and technology adopted by the organgatiertical integration in the
supply chain of their offered products, marketing strategieleniaken by the organizations and
the use of label on their offered products. We posit tha addressing these topics the
determinative events that could have forged the procéstmsed by the cases selected can be
disclosed.

To triangulate the data collected from the interviewsthe organizations, semi-structure
interviews with experts in different topics such as,iness development services (DBS),
certifications, and SMEs consultancy were performedrder to get a second wave of primary
data. Insights in the processes followed by Latin AcagriSMES so as to meet the conditions set
by international markets (i.e. transact with an ma&ional buyer).

Secondary data of the organizations were collected inbennet through their official websites
and through other websites from agricultural organizatioses;ond level cooperatives,
distributors overseas, business development organizatipade promotion organizations,
NGOs, certifiers, and specialty food retailers ovessea

In order to interpret the data drew from the fieldwavk, set up sets of criteria that allowed us to
follow the recommendations made by Yin (2009). As datact from case studies are to be
triangulated (Yin 2009). First, the data collected from thmganizations were analysed
individually case by case 1) by drawing upon the transcrigtidhe conducted interviews 2) by
elaborating a thorough analysis depicted in the form afiegram. From this first rough
interpretation, we proceeded to start the first stepthentheorization process. Furthermore,
taking into account the suggestions made by Van de Ven (200 process study design, we
tried to either 1) link elements (i.e. a resource oaability) found in one process to elements
found in another process 2) link external events (i.ehange of policy in the exportation
process) that had a repercussion in the developmenttaficprocesses to one or more cases.

After completion of this first step, we continued by docting a set of interviews with different
experts in the topic in order to get approval in the fingliag well as get insights in other
external issues that might have affected the developofehe processes followed by SMEs in
Latin America. This step involved an iterative processvhich the propositions and theories
created in the interpretation of the results werestzonily compared, contrasted and refined with
the theoretical framework used for this research.

A final step in the interpretation of the findings inclddthe search of evidence like data,
records, testimonies, that enabled us the triangulaYion2009).

Finally, an exhaustive search of evidence from differemiirces (i.e. websites, books and
articles) was conducted in order to draw data belonginy tieelorganizations that became cases
2) the third parties that were identified in the process®sved by them 3) examples of other
organizations Agri-Food SMEs in Latin America that énagached out international buyers.



Key background data analysis

The results drew from the five organizations used as staslgscwere analysed in the tables
below which contain a detailed assessment of the res®uand capabilities that the

organizations obtained over time (Kaleka, 2002). Each tdeunts for an overall event that

was identified in each specific case study process, thsogietimes it took place either earlier
or later in the process.

Tables 1, 2 and 3 are attached at the end of the document

By drawing upon the suggested resources and capabilitiebrihgta competitive advantage in
export markets (Kaleka 2002); we proceed to assess 3 ekahtgdre clearly identified within
the five study cases for this research. Arranged in twia s&ts; one for resources and one for
capabilities which in turn are sub-arranged in sub-setssoiurces and capabilities, we assumed
that once an organization had obtained the majoritiiedd resources and capabilities they were
ready to engage actively in the exporting activity. Theetaalso matches with the insights and
feedback got from different interviews realized to etgen the subject, and literature on
resource-base view (Barney 1991). However, it is impottastress on the fact that this step of
assessing the organizations with regard to the resouncesapabilities suggested by Kaleka
(2002); is only realized taking into account the internaénéy that took place in the
organizations, and therefore events or factors that lmag affected those internal events are
analysed in depth in the overall findings section ofriymort.



Findings
The overall processes of agrifood SMEs from Latin America whenrenieternational markets

In an attempt to identify and describe the processésgnafood SME have undertaken to enter
international markets; five cases from Mexican agoef&MEs have been researched. However
this sample could not allow us to generalize the findingthis respect for the whole Latin
American SMEs context (Yin 2009). Therefore we have eptecarve out our findings and
reinforce them by getting the remarks and insights of éxgeym different fields (Eisenhardt
1989). The latter has provided us with a reliable sourdafofmation to test the findings we
originally drew from the studied organizations; and hasadened our understanding on the
different aspects that a developmental process may ifijph de Ven 2007).

Following this track, we go on by comparing and contrastinglasiities and peculiarities that
were found in the five studied cases with the literatumethe resource-based view (Barney
1991), social networks (Granovetter 1973) and internaticc@hamics (Reference), the latter
with the aim of getting insight on the external fast@nd events that affected the processes
undertaken by the studied organizations. Moreover, following recommendations and
validations made by the experts we introduce propositiorth@effective processes that Latin
American SMEs have followed so as to find internatidnalers and the implications that this
processes have had.

The need for pooling resources

As found in the literature on transaction cost; smédiws hardly can aspire to an international
market by their own means (Bijman and Hendrikse 2003).r&gnto that, smallholders have
opted in many instances to pool their resources in atav@in endeavors towards a competitive
advantage (Johnson et al. 2009). Cooperatives are a taegétele of this reality (Bijman and
Hendrikse 2003). Yet, a group of entrepreneurs also matchddofogy of pooling resources
(Timmons and Spinelli), as they want to avoid risk ta@eatain extent, and they look for
obtaining other resources and capabilities from othersn(ibing and Spinelli).

In the context of Latin American small and mediungasrizations it has been found that
organizations have been formed by at least three or stakeholders (udlap 2008) . Moreover,
cooperatives have been found to be the main type of coafignrfor organizations that are
commercializing commodities —i.e. coffee, pepper, sugaong others (Raynolds, Murray, and
Leigh Taylor 2004).

Furthermore in this research all of the studied organizaitwere found to have started their
process towards internationalization by forming a groughafreholders that contributed with
resources and capabilities, which were ultimately pooled.

Some of these resources and capabilities obtained satifistance by forming a group of
entrepreneurs are clearly comparable with those suggegtether authors (Kaleka 2002) and
which ultimately become a source of competitive advantagbe internationalization process
(i.e. exportation).

Also, at this point looking inwards at the process undentéyean SME; social networks play an
important role, by pulling together entrepreneurs by meatisedadtrong ties built among them in



order to start an organization. As, these strong tiesprehe level of trust that is necessary for
the shareholders to commit their resources, ideas,amdesndeavors. In this respect, all of the
studied organizations showed to be formed by groups of enteepsethat beside of being
shareholders had built strong friendships among them.

Moreover, two other factors have been found to drive ernepirs into this action of pooling
resources. One seems to be the accrued experiencdewears that one or more entrepreneurs
forming a group of entrepreneurs may have in the expomntagtiocess; as for this research, 3 out
of 5 companies studied showed that at least one of thehshders forming the firm had worked
in the past within a company engaged in exportation or x@akrtd on their own. The other one
seems to be an external event that strongly thmedter prompted the wellness of one or more
entrepreneurs (i.e. downsizing, a plague, job offering, appiby identification, etc); as in all of
the cases there was always a motive for the emeimeprs to start a new venture either perceived
as a threat or opportunity (Johnson et al. 2009). Howghvsrfactor is more linked to economic
and social issues which are later further addressed.

We come up with a testable proposition that underpinseffeet of opportunities and threats
found in the environment of the entrepreneurs, as we fthaidhese two factors could have a
greater and so far less analyzed impact in the decisakingn process that a group of
entrepreneurs follow to pool their resources

P1: The more urgent the opportunity or threat is to the emviment of one or more
individuals (entrepreneurs) the more responsive they becoongool resources so as to create
a new venture regardless whether they have or not inteorad! experience.

Forming an alliance

The formation of a dyadic strategic alliance hasnbsteidied by several scholars (Gulati and
Gargiulo 1999). The networks in which firms are embedded Hmen identified as key
precursors of strategic alliance formation (Gulati @adgiulo 1999); as individuals with whom
firms have been found to establish an alliance are pras¢hese networks(Gulati and Gargiulo
1999). Moreover, a strategic alliance formation with pasate group of entrepreneurs or
stakeholders either within the supply chain or outsidestipply chain has been also regarded as
a way of pooling and obtaining more and unique resources andbildésgsa that leverage
competitive advantage (Johnson et al. 2009); or at leashrtéxghold resources and capabilities
that a firm needs to compete at the different markeglde (i.e. locally, nationally, and
internationally). In that sense some organizationkatin America have opted to seek for that
second level of integration. In the case of the coopesathis could be seen when cooperatives
join second level cooperatives (Peres and Stumpo 2000), inhilee case of small agri-food
firms this could be seen as partnerships, or less fahmhces formed with other firms from the
same sector or a different one. With regard to our aedlgample of five organizations, we
found that 4 out of 5 organizations have formed one or mafli@ces with one or more
stakeholders in the supply chain or outside the suppipn,civhich have brought more resources
and capabilities into the organizations, and ultimatele lenabled them exporting.

Perhaps a clear example of organizations that havenetitaaluable resources and capabilities
when forming alliances are cooperatives (Bijman and Hies&lr2003). In the literature of
transaction costs some cooperatives mainly in CeAtradrica have been identified as having



formed partnerships among them (Mendez 2002); building up dustecooperatives that
attained higher volumes, more access to finance, valsablees of supply, valuable sources of
exporting experience, strategic localization, among stherour sample of five cases only one
organization was a cooperative and effectively this cratipe could obtain such type of
resources and capabilities as the ones above mentionegl, tieey started networking with a
second level cooperative.

Furthermore, the formation of a strategic alliancelosely related to the level of trust between
the parties (Johnson et al. 2009), and although it is suggagt@danovetter (1973) that novel
resources and capabilities are generally drawn into tgan@ations by means of weak ties,
mainly built among the organizations and the stakeholdersntrepreneurs with whom they
form the alliance; in some cases the latter canyimptertainty and opportunistic behavior from
one of the parties forming the alliance (Johnson e€20419). Therefore, in many cases strategic
alliances pursued by SMEs have been with close contletsds, suppliers, among others
(Mikkelsen 2001), and hence this has not had a positivet efféhe procurement of novel and
valuable sources and capabilities that enable accespdotiag markets (Mikkelsen 2001); as
many times the social ties involved were identifiedsiasng ones (Granovetter 1973). In the
study cases for this research, 2 out of 5 organizations Wend to have formed a strategic
alliance with individuals with whom they had weakeriabties (i.e. foreign investors, foreign
distributors); this in turn leveraged much faster resousodscapabilities that are valuable in the
exportation activity. Differently, also 2 out of tlhecases were found to have formed strategic
alliances with close friends or individuals they tagstand though also resources and capabilities
were obtained through these alliances these organizatenesfocused first in the local markets.

With regard to the above reviewed points, we come up with testable propositions that
underpin the influence of social ties on the formabdstrategic alliances and the influence of
the nature of the formed alliance on the type of resmuand capabilities.

P2: The less experienced on international market an SME ig thmore valuable a strategic
alliance with a non-familiar partner becomes in the procurenteof unique resources and
competences so as to meet conditions to pursue an internatisinalegy

P3: The more experienced on international markets a SME igs tess valuable a strategic
alliance with a non-familiar partner becomes in the procurenteof unique resources and
competences so as to meet conditions to pursue an internatisinaiegy.

The need of support from third parties: Business development serger@zations

Small and medium organizations may have obtained soruahlal resources and capabilities
from a strategic alliance with a trustworthy partnerikiddlsen 2001).Yet, in pursuing of a
foreign buyer in many instances the obtained resousoescapabilities are not configured
enough so as to deploy them in a way to meet foreigarlmugequirements (Mikkelsen 2001); as
it has been suggested by some scholars that these coompgtare built up by bringing new
knowledge and experience from outside (Mikkelsen 2001).

In a way to overcome these issues; governments adten inmdertaken actions to create business
development service organizations (BDSOs) (Mikkelsen 200d,;2910; Belloca and Di Maiob
2011). In this process, governments have had as premigtdbatorganizations can supply the



services for SMEs to develop their competencies. Diss#ian of information, assistance in
export marketing, and general training about export actikiég, been identified as some of the
services offered by these organizations (Ten Kate 1992).

In a Latin American context, TPOs have played a kdg n supplying development services
(Ten Kate 1992; Mikkelsen 2001). Motivated by the fact that ShiEate new job opportunities
(Vives 2006); governments have undertaken actions to imphevedrformance of TPOs (Ten
Kate 1992; Sud 2010). It has been found that TPOs training prodparasaddressed technical,
managerial, social, and cultural aspects (Ten Kate 199#ghwn a way has brought further
valuable capabilities into SMEs (Wilkinson and Brouthers 2006o0ur five studied cases we
found that all of the cases were supported technicallyfimachcially during attendances to
national and international events i.e. fairs, sympusjuworkshops, etc. Also, training
programmes on several subjects such as organic agriguitntdications, among others were
promoted by public BDSOs.

Moreover though embedded in our cases private BDSOs werunad, we ran across with
some private BDSOs that are supporting small agri-foodsfitim cope better with the
international market demands in a manifold way (i.e. byngithem advice whether or not to
enter an international market, by assessing the fefsibflthe SMEs, by supervising them in
raising funds, by enabling their networks, by lending traiosiaind other services, etc). Overall,
these private BDSOs are individuals with a lot of ettperon management and other fields, or
even NGOs mostly founded in Europe (i.e. twin trading). e

Despite business development organizations are not inteadgthin a major commitment with
the organizations they supply (Mikkelsen 2001); key contributenes drawn from BDSOs
towards SMEs which enhance and redesign the particulaurees and capabilities owned by
each firm (Mikkelsen 2001). In the table 3 displayed inpgtevious chapter; we find that SMEs
come to have access to important sources of finangatsasi.e. credits, loans, grants, among
others- which SMEs use to cover expenses in internaticade promotion. Moreover, SMEs
broaden their portfolio of likely suppliers and buyers dstmally and internationally by means
of the databases that BDSOs facilitate -i.e. PROMEX(Promexico) and PROCOMER (Costa
Rica). According to Ten Kate (1992) information about qualiandards for food processing,
labeling and packaging is diffused by BDSOs into SMEs. Thusfication procedures become
available to SMEs as well, as they start transactiitly BDSOs. Also, export’s experience is
transferred towards the management team and ownemaidf fams (Mikkelsen 2001), as the
implicit knowledge on exportation of the BDSOs becomeslable for SMEs.

Finally, if we see in table 3 there are also two capasliwithin SMEs that are enhanced by the
interaction with BDSOs. First, the informational chility suggested by Kaleka (2002),
undergoes an improvement as SMESs are in a bettergroaitd have at their reach a new source
of information on international market (Mikkelsen 2001). Selcdhe supply chain capability of
SMEs is strengthened by the procurement of a broaddolmf suppliers. From our studied
cases, we found that 2 out of 5 cases had obtained hmbilitzes in previous events that took
place within the organizations, namely, “formation afraup of entrepreneurs” and “formation
of a strategic alliance” and this influenced by the exmee on exportation markets that the
entrepreneurs had.



Following the above addressed issues, we come up with shabte propositions that underpin
the influence of BDSOs on Latin American SMES’ perfante in finding international buyers
and the relevance of novel resources and capabilit@stgted by BDSOs to SMEs in Latin
America.

P4: The less experienced a SME is on international markets thore valuable networking
with BDSOs becomes in the procurement of unique resouraed capabilities so as to match
conditions to pursue an international strategy

P5: The more experienced a SME is on international markets tass valuable networking
with DBSOs becomes in the procurement of unique resouraed capabilities so as to match
conditions to pursue international strategy

What can agri-food SMEs find outside? - A trend by SMEs to find competgvame
international markets

As briefly commented in the first event ‘pooling @&sources’ identified in the processes that
agri-food SMEs from Latin America are undertaking toche@ternational buyers, in the next
paragraphs we discuss some external factors that hagle strong implications in the
developmental processes of SMEs and that have to dowmitbréhe environment and context in
which Latin American SMEs are embedded, and which sorastare seen as threats, whereas in
other instances they are seen as opportunities.

SMEs have been found to pursue international strategere frequently since the last two
decades (Hollenstein 2005). Since the international pslfoietrading have changed (Mikkelsen
2001), leaving open the opportunities for them to pursue shadestinct markets (Mikkelsen
2001). At the same time, transnational firms, among whigtailers and wholesalers stand out,
have taken advantage of the same international poliMeSullough, Pingali, and Stamoulis
2008). So as to establish their own systems of distobwaind setting up their own payment
policies (McCullough, Pingali, and Stamoulis 2008).

In the context of Latin American SMEs this issue haad an impact in two different directions.
Firstly, some SMEs have perceived the openness of thiel wwade as an opportunity to get
better returns for their products offered to internatiaslients, since in the local markets they
have encountered barriers set by transnational findsetailer chains. From the 5 studied cases,
we found that for 3 out of 5 cases, it has been bétethem to try to export their products
overseas, as they get better returns for them mtiemally than locally, and especially when
their products are commodities, or products highly assstisvith credence attributes - i.e.
organic coffee, fair trade, etc.- firm managers haviedttnat if they do not go international the
business becomes unsustainable.

“Unfortunately here in this area the culture of organic products consumptistill igcipient.
Therefore we have got to seek for markets outside this area of Soutedasdt and even
outside the country, where our product is far more valued (...) gttdur product has an added
value, secondly the plant bears less fruit when growing organicallyasta lower yield in
comparison with the conventional production, hence the overall costs in@edgsberefore you
cannot sell it at the same price like conventional product, othegwisgyo bankrupt”



Secondly some firms have perceived the openness ofdhestras a threat, and therefore have
opted to strengthen their core businesses in a leeal. IFrom the 5 studied organizations 1 was
found to be willing to bet more for the local market amcergythen its operations locally,
although from time to time they have exported.

Moreover, high barriers have been set by these chamigeslicies in the world trade for
smallholders and small and medium organizations to campettheir domestic markets
(McCullough, Pingali, and Stamoulis 2008), and for thosallsand medium organizations
manufacturing fresh raw materials this scenario hasrbeceven worse(McCullough, Pingali,
and Stamoulis 2008), given that the market for fresh ratemals (i.e. agri-food products) is
dominated mainly by larger organizations, which possesgi@@rproduction processes, better
configured distribution channels, and traceability systdmsmeet quality standards and
requirements set by retailers at domestic and inter@tmarkets (McCullough, Pingali, and
Stamoulis 2008). In accordance with the latter, we fohatl éffectively fresh products such as
chilli and avocado have encountered higher barriers to gneznational markets. 2 companies
out of the 5 companies studied were found to have producddpreducts in first instance but
later during the formation of the new venture they lwib a processed product and undertook a
process to reach an international buyer.

Also, it is important to considerate that a large slwaré\gri-food processed products has been
left at the reach of small and medium organizatiope@ally in developing countries (Regmi
and Dyck 2001). As the availability of the raw materialgreater (McCullough, Pingali, and
Stamoulis 2008) and the quality standards imposed by retaleds other international
wholesalers are less stringent for agrifood processedupt® (Regmi and Dyck 2001). In this
sense, we found that all of the studied cases have sakemtage of this external factor, and the
availability of the products has played an important folehem to bet for international markets
and comply with the volumes requires. As a proof ofléber, all of the cases were found to be
set up in areas where the product is either abundantiuped or readily supplied at a low price
(i.e. food market in Mexico City).

Again, we propose two testable propositions that seek t@sslthie way in which these external
factors have shaped the processes undertaken by SMEseamdptltations they have had in
setting the conditions for a SME to follow an interoaal strategy (i.e. exporting)

P6: The more the products manufactured by agri-food SMEs in Laimerica are associated
to credence attributes the more SMEs are ready to meet thenditions for
internationalization.

P7: The less stringent are the requirements for the prodoftfered by agri-food SMEs in Latin
America the more SMEs are ready to meet the conditions bernationalization



Figure 1: The proposed conceptual framework for Latin American §M
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Conclusions

In order to understand the effective processes undertake3Mis to obtain the necessary
resources and capabilities so as to meet the condite@ngysan international market (i.e. an
international buyer); diverse processes undertaken byagvefood SMEs were studied with the
objective of figuring out the events that underpinned theysemsent of unique resources and
capabilities within the organizations. By following a mes study approach (Van de ven 2007)
three events were found to underpin the procurement bfresources and capabilities as those
that leverage a sustainable competitive advantage innattenal markets (Kaleka 2002).
Moreover stuck to a grounded theory approach (Eisenhardt 1888n testable propositions
were formulated by drawing upon theories on resource-based (Barney 1991) and social
networks (Granovetter 1973), as well as by comparing m@rgally collected data with the
extant literature on SMEs in Latin America (Mikkels@001). We highlight in the next
paragraph four main conclusions drawn through this study arsliggest that their lessons can
be adopted by other organizations that are in a sinulaegt as those organizations studied in
Mexico.

First, by pursuing a similar process as the one tragealiofive cases in Mexico, organizations
embedded in similar contexts like those from Mexico race prone to obtain the necessary
resources and capabilities needed to meet the requiresetnip by international buyers —i.e.
retailer chains, distributors, wholesalers, among othérs from the fact that the three events
proposed, namely ‘group of entrepreneurs formed’, ‘strataflience formed’ and ‘network
creation with public or private market development ageht¢@sk place in a time line and
underpinned the procurement of most resources and capabiiities the studied organizations.
Furthermore some of the obtained resources and capabbiiesme unique resources and
capabilities over time by which organizations ultimatelyem the requirements of an
international buyer. This result is consistent witle theory on resource-based view (Barney
1991), and mainly with Nelson and Winter (1982) who suggestduiique resources and
capabilities that deliver competitive advantage (i.eodf@io of clients overseas) need to be
obtained through processes and routines that take placetime. Second, organizations can
draw unique external resources and competences from gtratlégnces formed with non-
familiar partners. In turn, such resources and compesenan ultimately deliver competitive
advantage when meeting the conditions of an intenmatistrategy (i.e. exportation). This
conclusion is consistent with Eisenhardt (2003) suggestiothe valuable, rare, inimitable and
non-substitutable (VRIN) attributes embedded in the resewand capabilities. Moreover, this
conclusion also matches Granovetter's theory onakaatworks (1973) where he states that
weak social ties (i.e. social ties with non-familiadividuals) prompt more the flow of novel
information among individuals. Third, organizations can drawgue external resources and
competences by networking with public and private market denedat agencies - i.e. business
development services (BDS), trade promotion organizatigiffO), market development
organizations agencies (MDA) - especially when they dd have any experience in
international markets. It is well known that this typé organizations supply training,
technological and technical assistance and enable laagisgrants to SMEs to undertake
international marketing strategies (i.e. attendingraermational fair). Therefore our finding is
consistent with Kaleka’s proposed sets of resources apdbdities (2002) and therefore we
suggest that mostly experience-based resources and infomalatapabilities can be obtained by
organizations by networking with this type of third parties



Fourth, the nature of the products offered by agri-foodESNlays an important role on the
readiness with which SMEs meet the conditions of &éarmational market. Such a nature needs
to be linked to product attributes or to whether the offeredymt is processed or not. On the
one hand this finding is consistent with Humphrey (20059 whggests that SMEs can enter
global food chains by pursuing niche marketing strategies valsoecredence attributes play an
important role. On the other hand this finding matchegnitend Dick (2001) findings on the
less stringent requirements in international marketspfocessed products from developing
countries.

We posit that the above summarized findings, if confirnmeduture research, may have
implications mainly both on agri-food SMEs pursuingtrategy for internationalisation and on
policy makers. First, agri-food SMEs embedded in alamuontext like the studied cases
pursuing an international strategy may make a self-sissag and determine whether they are
likely to meet the conditions of an internationalrked. Moreover, policy makers could foster
the design of more accurate instruments to assededbibility of agri-food SMEs to meet the
conditions of an international market. Second, agrdf®&MEs pursuing international markets,
can consider forming a strategic alliance with a nonifanpartner organization as a means to
obtain unigue resources and capabilities. Such non-famil@&tners can be preferably
organizations that are embedded in a different contert the one the focal organizations are in
—i.e. distributors, companies or entrepreneurs in foremgmtries-. Third, agri-food SMEs with
limited experience on export markets could boldly appraaeld parties such as public and
private market development agencies (i.e. TPOs, BDSMe)eover, policy makers could
enhance the performance of public and private market devefpagencies by introducing
programmes that may enable passing on experience onaitiberal markets and informational
capabilities from the agencies towards the agri-food SMHnhally, agri-food SMEs that match
most of the suggested list of resources and capabilitigsré=4) could ensure to meet sooner the
conditions of an international market either by switghfrom a conventional product to a
product more linked to credence attributes (i.e. conventimodfee — organic coffee,
conventional cocoa — fair trade cocoa) or by switchimgnfra fresh product to a processed
product (i.e. fresh avocado — frozen avocado mash, fre#lh— dried chilli powder). Policy
makers in developing countries could promote more programmencourage agri-food SMEs
to offer processed products rather than fresh productsimternational markets. Also, when
the products are commodities this initiative should lmemoted to encourage agri-food SMESs to
offer commodities with credence attributes rathen float conventional commodities.

Due to the exploratory nature of the present researcth2009), we acknowledge that there are
multiple limitations in the generalization of thexdings. First of all, since the sample size for
this study involved five organizations from the targeted gmguucal area, namely, Latin
America, and moreover the context among the diffenintries encompassed in this area
varies in terms of infrastructure, institutions, policiesyd other conditions governing the
international trade. Nevertheless, we suggest that bgssmg a more robust sample of
organizations in other Latin American countries mooanpelling results might be found.
Finally, the inclusion of proxies that may enable meagucertain variables - i.e. proximity to
target market, strength of social ties with partnets, € might facilitate as well the use of
guantitative methods.
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Attached documents

Table 1: Resources and capabilities available in the first overavent “Group of
entrepreneurs formed”

DIPROANSA TOSEPAN FROZAVO LOLTUN KINCHILES

RESOURCES
FINANCIAL ASSETS
Stock X X X X
Bond
Bank deposit (savings) X X X X X
Loans X
Grants
PHYSICAL ASSETS
Technology X
Knowledge on the X X X X
production process
Preferential access to X X X X
unique sources of supply
Geographical proximity to X
the export target market
Production capacity X
availability
Brand X X X
Fleet X
Facility X X
Certification
Lands X X X
SCALE OF OPERATION
Annual turnover
Number of full-time
personnel
Personnel engaged in the X X X
export activity
FIRMS EXPERIENCE
Length of time exporting X X
Number of ongoing
exporting ventures
Market knowledge X X
Past performance in X X
export markets

>
>

CAPABILITIES
INFORMATIONAL
CAPABILITY
Ability to make contacts X X
in export markets
Ability to identify X X
prospective customers
overseas
Monitoring competitive
products in export
markets
Ability to capture X X
important foreign market
information
CUSTOMER
RELATIONSHIP BUILDING
CAPABILITY
Exporter’s ability to X X
understand the
requirements of overseas
customers and establish
and maintain close export
business relationships




PRODUCT DEVELOPMENT

CAPABILITY

Development of new X

products for export

markets

Improvement and X
modification of existing

products

TECHONOLOGICAL

INNOVATION CAPABILITY

Adoption of new methods X
and ideas in the

production/manufacturing

process

SUPPLY CHAIN

CAPABILITY

Ability to identify X X X X
attractive sources of

supply and establishment

Ability to develop and X X

establish strong

relationship with suppliers

TOTAL OF RESOURCES 14 out of 32 8 out of 32 20 out of 32 7 out of 32 9 out of 32
AND CAPABILITIES

AVAILABLE IN THE FIRST

EVENT

Table 2: Resources and capabilities available in the second ovevahte“Strategic alliance
formation”

DIPROANSA TOSEPAN FROZAVO LOLTUN KINCHILES (N.A)
RESOURCES
FINANCIAL ASSETS
Stock X | X X X
Bond X K X
Bank deposit (savings) X X X X X
Loans I X
Grants
PHYSICAL ASSETS
Technology X X
Knowledge on the X X X X X
production process
Preferential access to X X X I X
unique sources of supply
Geographical proximity to I I X
the export target market
Production capacity I I X X
availability
Brand X X X
Fleet X I I
Facility X X
Certification I I
Lands X X X
SCALE OF OPERATION
Annual turnover
Number of full-time
personnel
Personnel engaged in the X X X
export activity
FIRMS EXPERIENCE
Length of time exporting X X
Number of ongoing I

exporting ventures




Market knowledge
Past performance in
export markets

INFORMATIONAL
CAPABILITY

Ability to make contacts
in export markets

Ability to identify
prospective customers
overseas

Monitoring competitive
products in export
markets

Ability to capture
important foreign market
information

CUSTOMER
RELATIONSHIP BUILDING
CAPABILITY

Exporter’s ability to
understand the
requirements of overseas
customers and establish
and maintain close export
business relationships
PRODUCT DEVELOPMENT
CAPABILITY

Development of new
products for export
markets

Improvement and
modification of existing
products
TECHONOLOGICAL
INNOVATION CAPABILITY
Adoption of new methods
and ideas in the
production/manufacturing
process

SUPPLY CHAIN
CAPABILITY

Ability to identify
attractive sources of
supply and establishment
Ability to develop and
establish strong
relationship with suppliers
TOTAL OF RESOURCES
AND CAPABILITIES
AVAILABLE IN THE FIRST
EVENT

12 out of 32

CAPABILITIES
X |
X X
K
K X
X
X
|
|
| X
| X
11 out of 32 9 out of 32

| X

X

X X
7outlof 32 0 out of 32

Table 3: Resources and capabilities available in the third ovileeakent “Network creation with
public and private market development agencies”

DIPROANSA TOSEPAN FROZAVO LOLTUN KINCHILES (N.A)
RESOURCES
FINANCIAL ASSETS
Stock X X X X X
Bond X X X
Bank deposit (savings) X X X X X
Loans X X X X X




Grants

PHYSICAL ASSETS
Technology

Knowledge on the
production process
Preferential access to
unique sources of supply
Geographical proximity to
the export target market
Production capacity
availability

Brand

Fleet

Facility

Certification

Lands

SCALE OF OPERATION
Annual turnover
Number of full-time
personnel

Personnel engaged in the
export activity

FIRMS EXPERIENCE
Length of time exporting
Number of ongoing
exporting ventures
Market knowledge

Past performance in
export markets

INFORMATIONAL
CAPABILITY

Ability to make contacts
in export markets

Ability to identify
prospective customers
overseas

Monitoring competitive
products in export
markets

Ability to capture
important foreign market
information

CUSTOMER
RELATIONSHIP BUILDING
CAPABILITY

Exporter’s ability to
understand the
requirements of overseas
customers and establish
and maintain close export
business relationships
PRODUCT DEVELOPMENT
CAPABILITY

Development of new
products for export
markets

Improvement and
modification of existing
products
TECHONOLOGICAL
INNOVATION CAPABILITY
Adoption of new methods
and ideas in the
production/manufacturing
process

X X X XX

>

X X Bl X B

>

CAPABILITIES

X X X X X

>

>




SUPPLY CHAIN

CAPABILITY

Ability to identify X X
attractive sources of

supply and establishment

Ability to develop and X X
establish strong

relationship with suppliers

TOTAL OF RESOURCES 4 out of 32 12 out of 32
AND CAPABILITIES

AVAILABLE IN THE FIRST

EVENT

3 out of 32

9 out of 32

12 out of 32
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