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ABSTRACT 

 

Globalization and technological progress are the two issues 

influencing our lives to a great extent nowadays. Indeed, 

national borders between countries are blurring in terms of 

cultural differences. The information overflow around us is 

evident. Progressing convergence is making the Earth a 

homogeneous entity. This, in turn, might be perceived as 

desirable or harmful, depending on one‟s standpoint; however, 

it is having a strong impact on the world of business, among 

others.     

This research investigates internationalization of two 

companies embedded in the clustered Swedish music industry. 

At first, the process is analyzed making use of many theoretical 

concepts in order to get a holistic picture, which results in an 

eclectic approach. Later on, the environment is studied to find 

out how it had determined the companies‟ development, 

international potential and therefore foreign expansion. 

The result indicates congruent evidence that the companies‟ 

successful rapid internationalization is derived from their 

embeddedness in the Swedish music environment. A strong 

synergetic relationship between networking, learning and 

resource acquisition is identified to be strongly enhanced by 

environmental conditions and its legacy. Therefore, competitive 

advantage in international markets of the globalized world is 

still locally embedded. 

 

Keywords: SME‟s internalization process, Toontrack AB, Propellerhead AB, Cluster, 

Environment, Swedish music industry, networks, born global, resources.      
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1. INTRODUCTION  
 

Within the first chapter a reader will be introduced to the background of the problem 

and therefore recognize the reason for formulating the research question. Moreover, 

clear purpose will be outlined together with definitions of some key concepts used 

throughout the thesis. Finally, a disposition will reflect the structure of the paper in 

general.     

 

1.1 PROBLEM BACKGROUND  

National borders across developed countries in the continuously globalizing world seem 

to be blurring. The idea of autarky appears to be trivial nowadays, as countries are 

inextricably interdependent on each other when it comes to economics. Therefore, the 

growing importance of international business matters is indisputable.  

 

In the globalized business environment understanding SMEs internationalization 

patterns have become vital for entrepreneurs and policy-makers. Small and medium 

enterprises are those who determine the majority of GDP in free-market economies. 

Moreover, they are the biggest employers. Consequently, the research into SMEs has 

always been a hot topic among academics. Myriad of theories and approaches towards 

the process of internationalization has been developed over time. However, in the 

extremely turbulent and dynamic context they are easily becoming insufficient to 

explain the complex, ever-changing phenomenon. Therefore, there is a continuous need 

for research in the field.  

 

The issue of internationalization is particularly important in the context of Sweden as 

half of the country‟s GDP comes from export (Statistics Sweden, 2009). Moreover, as 

Swedish home market is relatively small, internationalization often becomes the only 

possible strategy to achieve sufficient growth rate for domestic enterprises.  

 

Theoretical approaches to SME’s internationalization 

 

The field of SMEs internationalization has been lately so intensively researched that it is 

difficult to outline simple, coherent and uniform theoretical foundations. The 

phenomenon is complex itself. In addition, a myriad of approaches explaining it may 

make the field look more confusing than it should be. Therefore, we feel that it is 

necessary to clarify the problem. 

 

To begin with, a static approach towards SMEs internationalization was outlined by 

Dunning (2009, p. 9), who argued that internationalization is determined by the firm‟s 

competitive advantage; and it may develop in forms of export, international cooperation 

or foreign direct investments. However, the static approach has turned out to be 

deficient to explain a dynamic phenomenon, which internationalization in fact is. 

Therefore, the dynamic approach emphasizes the evolutionary nature of the process that 

is determined by learning and thus gathering market knowledge. The dynamic approach 

is reflected in stage models explaining internationalization.    
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The Uppsala Internationalization Model is definitely one of the most popular stage 

approaches towards the internationalization process of the firm, which was developed 

by Johanson & Vahlne (1977). Its main characteristic is the establishment chain, which 

refers to firms‟ gradual commitment to international markets. The commitment is 

determined by learning and the psychic distance, which separates firms from foreign 

markets.  

 

The Uppsala Model was outlined back in 70s; therefore, has been widely criticized as 

well as revised so far (Forsgren, 2002). Consequently, new approaches towards the 

process have been developed in order to explain SMEs behavior more adequately. The 

innovation-related models call for perceiving internationalization as an innovation from 

the perspective of a firm. (Leonidu & Katsikeas, 1996). The innovation of international 

expansion can develop gradually in various forms, which in turn does not differ a lot 

from the assumptions and contribution of the Uppsala school. 

 

Moving on, as scholars continued to research the phenomenon, the resource-based 

approach was formed. It examines internationalization as a process of continuous 

accumulation, acquisition and development of resources within activities on 

international markets (Barney, 1991).  

 

Thus, here comes the contribution of network perspective to the field. Resources, both 

tangible and intangible, are nowadays acquired mostly by interaction with other people. 

An interesting perspective on internationalization is presented by network-approach, 

which describes and analyses the process as development of international, formal and 

informal, business contacts. Therefore, network embeddedness can be perceived as a 

key asset required in foreign expansion. 

 

Finally, thanks to the latest insight into the problem, major fluctuations in the dynamics 

of internationalization have been observed. The new field of International 

Entrepreneurship emerged from a study on International New Ventures (international 

from the start) (Oviatt & McDougall, 2005). Following the idea, the term „born global‟ 

was created in order to describe companies that are international from inception (Rialp 

et al., 2005). 

 

As it has been briefly reviewed, various approaches and theories can be used in order to 

explain SME‟s behavior in foreign markets. For the purpose of the thesis, it is important 

to select and utilize only the concepts that are still topical, so that an eclectic approach 

could be concluded. At the same time, the phenomenon is too broad and complex to be 

studied from such a broad perspective, so it is essential to tailor our theoretical 

framework. Therefore, environmental influences on the process will be studied. 

 

From a myriad of possible causes explaining the increasing speed of 

internationalization, it might be hypothesized that early foreign expansion is plausible 

due to rapid resource acquisition. The mentioned network approach emphasizes the 

important role business contacts play in international activities. Consequently 

establishing, maintaining and developing business relationships may be enhanced under 

certain conditions. Cluster, as a geographical area gathering competing and cooperating 

enterprises in a particular industry, definitely has to be perceived as an environment that 

can influence some of aspects discussed above. This hypothetical impact is reflected on 

the figure below.  
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Figure 1. Clustering and its possible impact on business networking and resource acquisition.  

    

The phenomenon of internationalization is complex, and to a large extent dependent on 

the external environment. Continuous technological progress is providing various 

opportunities in emerging industries. Information convergence makes business 

environment more homogeneous and globalized.  

 

However, Porter (1998) indicated that paradoxically, in spite of globalization, enduring 

competitive advantage in the global economy depends progressively more on local 

things – knowledge, relationships, and motivation. This, together with the above 

digression about possible implications clustering has on networking and resource 

acquisition, enables us to narrow the scope of our research. Therefore, we will apply a 

„lawyer of cluster embeddedness‟ onto the internationalization theory, and analyze 

international behavior of two firms active in a cluster. 

 

Cluster embeddedness and internationalization. 

 

The positive synergic influence obtained from gathering competing and related 

industries in one area is commonly accepted. Clusters, considered to be new spatial 

organizational forms, are characteristic due to the phenomena of positive feedback, 

increasing productivity and growth existing within it (Kuah, 2002). A comprehensive 

definition of a cluster is provided by UK Department of Trade and Industry (1998, in 

Kuah, 2002, p. 2007), which claims it to be „a concentration of competing, collaborating 

and interdependent companies and institutions, which are connected by a system of 

market and non-market links‟. 

 

Power & Johanson (2003) research on the music industry resulted in a strong evidence 

of music cluster in Sweden. Among activities performed within the cluster they outlined 

„selling and distributing music over the internet; web design and computerized 

advertising services tailored to music products; software design focused on multimedia 

products and virtual instruments; high-tech post-production and mixing services; and 

virtual centers and communities of music industry actors‟.  In addition, the Swedish 

music industry is internationally well established and recognized, making the country 

world‟s third music exporter after the US and the United Kingdom 

(www.geographia.com, 2000). 

cluster

resourcesnetworking

http://www.geographia.com/


4 

 

 

Therefore, the empirical part of the research is based on in-depth case studies of two 

companies active in the music industry, i.e. music sampling and music software (virtual 

instruments). As a result, the scope of the research is continuously being narrowed and 

concerns SMEs embedded in a cluster of knowledge-intensive music industry. In order 

to approach the problem and develop own theoretical framework describing the 

phenomenon, it is vital to asses, evaluate and synthesize existing contribution to the 

field first.  

 

Clustering, as grouping companies related to each other, implies establishing mutual 

and complicated relationships between them. Firms often cooperate across an integrated 

value chain, but competition in a horizontal dimension is present as well. Consequently, 

Bengtsson & Kock (2000) argue that firms can be involved and benefit from both 

cooperating and competing at the same time. This contradicts the common belief that 

competition has to be a win-lose situation. Bengtsson & Kock (2000) call the 

observable phenomenon as „coopetition‟. Furthermore, Vanyushyn et al. (2009) relate it 

to SMEs internationalization and find out that almost 40% of companies involved in 

export vigorously cooperate with competitors. Therefore, „coopetition‟ may be seen as 

both a motive and means of foreign expansion. However, the reason for this is still 

unclear; more research is needed to determine mechanisms in which „coopetition‟ may 

drive internationalization.   

 

Moving on, Fernhaber et al. (2003) claim that location determines firm‟s 

internationalization pattern to a large extent. Locating business in a specific area makes 

it easier to acquire resources needed to go international. Lorenzen (2007) validates the 

proposition and discusses successful internationalization of firms active in film industry 

within the Hollywood cluster.  

  

Finally, Zyglidopoulos et al. (2006) claim cluster reputation to be one of the forces 

facilitating SMEs international expansion. Furthermore, Porter (2000) emphasizes 

managerial implications to be drawn from it by business practitioners. He argues that 

not only can cluster reputation be treated as a public good, but has to guarded as well. 

The discussion raises an important issue whether cluster reputation enhances business 

networking and therefore shortens the psychic distance (Johanson & Vahlne, 1977) to 

foreign markets.  

 

As it has been outlined, cluster embeddedness, competition and cooperation within it 

appear to have vital influence on SME‟s internationalization. The issue has received 

relatively little attention from academics so far. Therefore, the background discussed 

makes us narrow our focus and form a challenging and interesting research question 

stated below.  

 

1.2 RESEARCH QUESTION 

How does cluster embeddedness affect SMEs’ internationalization processes? 
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1.3 PURPOSE 

The purpose of this study is to explore possible implications from being embedded in 

the environment of Swedish music industry on internationalization processes, making 

use of two case studies. This is an ambitious and challenging goal and therefore has to 

be approached with due attention, following a certain order. 

 

To begin with, it is necessary to examine on existing theories describing 

internationalization. Consequently, to confront it with the phenomenon of clustering, 

synthesize and explore theoretical linkages between the two fields. Finally, two in-depth 

qualitative case studies of Toontrack AB and Propellerhead AB will be undertaken so 

that the discussed framework can be tested, assessed and sifted through.  

 

Investigating the theory at the early stage of the research made us hypothesize that 

certain factors associated with cluster embeddedness (reputation, suppliers & 

customers‟ proximity, networking) may affect particular dimensions of firms‟ 

international behavior. The empirical study would allow us to validate such assumptions 

or make us recognize some other important implications. As the result, the thesis will be 

an attempt to develop own contribution to the field. 

 

Answering the research question will allow us to find out how the environment did 

influence internationalization of our studied firm. In other words, in what way it 

determined the process. 

 

1.4 KEY CONCEPTS AND DEFINITIONS 
 

SME stands for small and medium-sized enterprise. According to the European 

Commission (2005), to this group belong firms with less than 250 in headcount and less 

than € 50 million in turnover. 

 

Internationalization is as „an outward movement of firm‟s international operations‟ 

(Welch & Luostarinen, 1993). 

 

Cluster is „a group of interconnected firms, suppliers, related industries and specialized 

institutions in a particular field that are present in particular location, which compete but 

also cooperate‟ (Porter, 1990). 

 

Network in business studies stands for all the contacts and relationships a firm or an 

individual has with other entities embedded in environment. 

 

Cooperation is a joint action, which involves two or more entities engaged in mutually 

beneficial exchange of competences or resources (The Free Online Dictionary, 2010). 

 

Competition is the act of rivalry. Two or more businesses can compete for the same 

customer or market (Business Dictionary, 2010). 
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1.5 LIMITATIONS 

The main and obvious limitation of the paper is that choosing case study as a research 

method does not leave much space for generalizing our findings, especially if the number of 

studied cases is two.  

 

We are also aware of the industry‟s specific nature that might limit our findings to a 

particular area; however, it follows the purpose of the paper which is to study firms active 

in music industry. 

 

We have decided to make in-depth case studies of only two companies to gain a deeper 

understanding and explore complexity of the problem. We believe that, although 

investigating a niche market with a specific nature, we may still contribute with some 

findings applicable to other cases outside the music industry.  

 

1.6 DISPOSITION 

 

The paper consists of 9 chapters, which reflect the structure of our research design and 

are as follows: 

 

1. INTRODUCTION. In this chapter we present the background of our study so one 

can understand how we had come up with the research problem, research question and 

purpose. Therefore, some theoretical concepts together with key definitions will be 

discussed. Finally, the introduction ends up with us mentioning some limitations to the 

study. 

 

2. SCIENTIFIC METHODOLOGY. This part discusses our methodological 

assumptions used to conduct the research. We present the choice of subject, ontological 

and epistemological considerations, as well as our preconceptions and scientific 

approach.  

 

3. THEORETICAL FRAMEWORK. The framework introduces all the relevant 

theories that we decided to use when analyzing our empirics. Moreover, we argue about 

our theoretical choices and try to synthesize the concepts we use, in order to have solid 

base for further analysis.   

 

4. PRACTICAL METHODOLOGY. This chapter introduces a reader to the practical 

aspects of our research design. Therefore, the exact course of action undertaken to write 

this paper will be presented. 

 

5. EMIRICAL FINDINGS. The empirics cover all the data collected that we found 

relevant in order to achieve our research goal. Therefore, information about our 

interviewed companies and their environment are presented under different subsections. 

 

6. ANALYSIS. In the analysis part we will apply the theoretical framework to examine 

the empirical data gathered. This part will cover the discussion necessary to draw 

further conclusions.  

 

7. CONCLUSIONS. The conclusion, which is the key part of the paper, will present an 

answer to the research question stated at the beginning. As a result, the purpose of the 
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paper can be achieved. The conclusions will be drawn from the theory and in 

accordance to our empirical findings.  

 

8. FUTURE RESARCH. We are aware of the fact that it is never possible to fully 

achieve one‟s purpose in academic writing. Therefore, taking into account our 

imperfection, we suggest further research directions that would complement our 

findings. 

 

9. TRUTH CRITERIA. The thesis ends up with the truth criteria. In order to ensure 

the paper‟s quality, we discuss the issues of credibility, transferability and 

dependability. 
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2. SCIENTIFIC METHODOLOGY 

2.1 CHOICE OF SUBJECT 
 

As a reader, we firmly believe that you should be presented with the reasons for why 

we, as authors, chose to write within the field of entrepreneurship. Moreover, we would 

like you to fully understand our methodological assumptions that will allow us to fulfill 

the purpose and to answer the following research question: How does cluster 

embeddedness influence SME internalization process? Throughout the whole research 

we have tried to employ and follow USBE guidelines for thesis writing on the master‟s 

level.  

Since both authors of this thesis are business majors with a special interest in 

entrepreneurship, we were really determined from the beginning to write within the 

field. One part of the duo has undertaken studies on the master‟s level in business 

development during a full academic year, whilst the other part has taken three elective 

classes within the same profile. Because of the given reasons we think it is safe to say 

that we are familiar to the subject and its jargon.  

At an early stage we decided to focus on the music industry because of previous 

interest. We also decided to try to study Toontrack AB in Umeå and Propellerhead 

Software AB in Stockholm because of their innovative products and way of doing 

business.  

When it came to narrowing down our purpose to what it is today, we joggled with what 

we wanted to emphasize. On one hand we had our original idea, which were to study 

why „born global‟ firms enter foreign markets from inception and not „go global 

gradually‟ like most firms. And on the other hand, if and how „born global‟ firms are 

connected to a specific cluster and how that, in the case of existence, influence SMEs 

internalization process.   

Due to our first option, reasons for a „born global‟ approach, being too wide, unspecific 

and also the fact that it has already been studied by so many before us, we ended up 

with option two. How does cluster embeddedness influence SME‟s internationalization 

processes? Why we chose this approach instead is because of our interest to study the 

intersection between cluster embeddedness and internationalization process for SMEs in 

the music industry.  

 

Not saying that this option is less wide (or more specific for that matter) but this option 

allows us to study if, and how in that case, our interviewed firms recognize the cluster 

they are embedded in when it comes to the influence on internationalization process.  
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2.2 ONTOLOGY 
 

When conducting a study of this magnitude, one must consider an appropriate method 

for the given circumstances, put in other words, choose the glasses which one will see 

the reality through.  

Ontology in its rightful meaning aims to describe how the researcher sees his or her 

reality (Bryman & Bell, 2007). The reason for presenting this is so that the reader can 

grasp the reality context in which the study was made. Since we are in the business of 

studying rather small firms with individuals within as the main resource, we believe that 

the human beings are in focus. That assumption is made because of our belief that each 

individual within the firms possesses special characteristics and ways of analyzing 

certain situation. Therefore, together they also form not just their personal reality but 

also the firms as a whole; hence, the view of the human being as active rather than 

passive is appropriate. 

Ontology or, „reality view‟ if you may, can be divided in to two major fields with the 

difference in how one perceive social entities as such. People, cultures and 

organizations are some of these entities, just to name a few. The two objectives are 

objectivism and constructivism (Bryman, 2007). We will align us with the latter 

because of our aim being to present a specific version of social reality, and not one 

which should be considered as definitive. The decisive factor was our belief that 

mankind is active in the forming of reality. Hence, the emphasizes on the individuals‟ 

contribution and observation of his or her reality, and how organizations and cultures 

are then build upon that, and not the other way around (Bryman, 2007). 

We also intend to perform the study in a hermeneutical spirit, as explained later, 

because of its qualitative nature and our desire to understand and interpret our 

interviewed firms‟ actions.  

2.3 PRECONCEPTIONS 
 

„One is not born with an approach towards the world‟ (Johansson-Lindfors, 1993, p.25) 

Experiences and preconceptions originate from ones background, education and 

upbringing, to name a few factors. A person with a family of workers will see the same 

social environment through different lenses than one with a wealthy upbringing. Here 

we will state what we believe can be of contributing nature to our interpretation of the 

reality presented to us by our respondents. 

Our preconceptions can be divided in to two different categories, theoretical and 

practical. The theoretical part originates from our previous studies, both here at Umeå 

University and internationally.  

One part of the duo has undertaken a bachelor in entrepreneurship at Cracow University 

of Economics in Poland whilst the other part has his bachelor from Umeå School of 

Business, with a focus on management and marketing. We have both also gained a lot 

of experience within the field of business through international studies in countries such 

as Brazil, USA and Poland. Even our research, in order to find relevant theories for the 

study you are holding right now, can be considered as theoretical preconception thus we 

have used our preconceptions gained through our studies to identify relevant theories.   
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Now on to our practical experiences and preconceptions; first and foremost, since this is 

a master thesis, it is underlying that we have both written bachelor theses and therefore, 

are aware of some of the practical concerns one should have in mind in academic 

writing. One of the authors, Michal Aleksandrowicz, has been exposed to the main 

theories in this study throughout the later part of his bachelor and extensive master 

courses, where doing case studies in the field is a norm. He then introduced these to the 

other author, Ahmed Hersi, and explained where he saw a researchable gap in the 

theories.  Ahmed Hersi, as an aspiring entrepreneur, was not late to „jump on the train‟, 

sort of say because of interest and curiosity regarding the presented gap.  

2.4 EPISTEMOLOGY 
 

Now, as we have presented how we perceive the reality, we shall also explain how we 

interpret the same. 

As mentioned, the science of epistemology deals with how one interprets ones collected 

data, and on what grounds these interpretations are made. The knowledge approaches 

are divided into two sub-sciences, positivism and hermeneutics. Since we consider 

ourselves to belong to the latter of the two, we will briefly state the main characteristics 

of the other, positivism.  

Scientist who considers their research to be of a positivistic nature believes that the laws 

of natural science are also applicable towards the social science (i.e. what cannot be 

observed with ones senses shall not be considered as science). Johansson-Lindfors 

(1993 p.46) further explains the difference in the two approaches as follows: 

“Positivism advocate atomism, that is, the whole shall be broken down to parts and 

these parts shall then be studied severally. Hermeneutics on the other hand represents a 

holistic view of reality which means that the parts must be understood in their context.”  

 

Figure 2. Epistemology (Wiedersheim-Paul & Eriksson, 1991). 
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2.5 HERMENEUTICAL APPROACH 
 

The hermeneutical approach highlights, in difference to positivism, the importance of 

interpreting data and „seeing beyond what is presented‟. Since this thesis has a main 

purpose of understanding the relationship between clusters and internationalization 

process for Small and Medium sized Enterprises, the authors, in accordance with 

Bryman (2006), firmly believe that the chosen approach is the suitable one for a 

research of this nature.  

In accordance with methods used by hermeneutics, we find it important for the reader to 

be aware of any factor that can affect our interpretations of facts stated to us. This 

includes preconceptions and the context of which both the study and the interviews 

were made (amongst others).  

As stated earlier, we are of the belief that the individuals in our studied organization 

make their own reality and are active in every direction the firms take.  Therefore we 

are in the business of interpreting the how‟s and why‟s. 

Last but not least, we as authors, in difference to positivism, neither seek nor want a 

study fully removed from our preconceptions because of the belief that this is neither 

possible nor desirable. We rather seek awareness of these preconceptions in order to 

mind them in our analysis and keep them under as much control as possible (Johansson-

Lindfors, 1993 p.45). 

2.5.1 HERMENEUTICAL CIRCLE 
 

The hermeneutical circle is the process in which one generates new hypotheses with the 

starting point in a primary hypothesis. Heidegger (1927), one of the forefathers of this 

concept, believes that this circle describes the reciprocity between text and context.  

Thus, in this research the authors seek further understanding between text and context in 

the sense of how the internalization models are to take credit for our interviewed firms‟ 

success in going international or, if the music cluster in Sweden deserves more attention 

for its contribution to „our‟ firms‟ success. 

2.6 SCIENTIFIC APPROACH 
 

When deciding on ways to execute a research, there is choice to be made regarding in 

what order one should conduct the research.  

 

The two main approaches are deductive and inductive. A research is deductive when the 

benchmark is in the theory and the goal is to verify or falsify a hypothesis. Whilst in the 

case of an inductive approach the benchmark is a hypothesis and the goal is to generate 

new hypothesis through, and in this way generate new definitions (Johansson & 

Lindfors, 1993).  

 

In our research design, we do not fully rely only on one of them. We will discuss a 

theoretical framework, try to utilize and validate it on our empirical findings 

deductively. However, at the same time, we will have in mind the uniqueness of the 

Toontrack‟s and Propellerhead‟s internationalization processes and try to approach them 
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from an inductive perspective. We believe that the combination of both can give 

outstanding results. The idea is reflected on the figure below. 

 
Figure 3. Wiedersheim-Paul & Eriksson (1991). 

2.7 CHOICE OF LITERATURE  
 

The authors were in favorable position before choosing appropriate literature to 

construct the theoretical part of the thesis. Both of them were already familiar to the 

phenomenon of SMEs internationalization and clustering, due to strong academic 

background and experience in the field of international business and entrepreneurship. 

 

The cornerstone, which directed our literature search further on, was the 

internationalization stage approach by Johanson & Vahlne (1977) and the cluster theory 

developed by Porter (1998). Good insight into the literature of the subject determined 

the combination of the following search words used: internationalization, cluster, SME, 

network, expansion, spillover, competitive advantage, competition and coopetition. 

Those key words were more than adequate to find relevant papers describing the theory 

gap in international activities of SMEs embedded in a cluster. 

 

The majority of the literature was found using Business Source Premier search engine 

accessed through the library at Umeå University. The library‟s own book collection was 

useful as well. The primary objective, when conducting the research into the theory, was 

to relay on primary sources. Therefore, every single relevant reference was looked up in 

the original source in order to get precise understanding of the problem and to prevent 

from possible misinterpreting. 
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3. THEORETICAL FRAMEWORK  
 

In the following chapter all the theories we find relevant to tackle the research problem 

and approach the purpose will be introduced. We will present an explicit line of 

arguments in order show how the concepts relate to each other and to maximize 

understanding for the reader. Firstly, theory on SMEs internationalization will be 

critically discussed, then the phenomenon of clustering. Finally, some existing 

theoretical implications linking the two problems will be explored.   

 

 
Figure 4. Positioning the research in the field – the funnel (own). 

Due to our strong background in international business and experience in the field, we 

support the position of Luostarinen (1979, in Zyglidopoulos et al., 2006, p. 79) and 

claim that internationalization is a holistic process. Consequently, the thesis and its 

design are premised on an assumption that only by utilizing different perspectives on 

the phenomenon the research problem can be approached. Following the funnel 

illustrated above, the aim is to discuss, argue, and sift through the theoretical 

framework. As a result, the relevance of the theoretical concepts chosen can be justified, 

and a comprehensive multi-perspective approach developed.  

3.1 THE SMEs INTERNATIONALIZATION THEORY 
 

Scholars have been over years describing internationalization from various perspectives. 

In the thesis we have no intention to undermine any of them. It is important to show that 

different approaches do not contradict each other, but are rather complementary and 

synthesized may result in a broader, more complete view.  

 

To begin with, the stage perspective on SMEs internationalization will be presented. 

Later on, the reader will be introduced to more up-to-date ideas of scholars investigating 

the phenomenon. Different ideas put emphasis on particular aspects of 

internationalization. Therefore, the process itself, resources and networking will be 

How does cluster embeddedness 
affect SMEs internationalization 

processes?

cluster

internationalization

S M E
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reflected upon when discussing the stage, resource-based and network-based 

approaches towards internationalization. 

3.1.1 DEFINITION 
 

At the outset, it is important to define the process which is going to be investigated 

throughout the thesis. Different researches approach the phenomenon from various 

perspectives and therefore interpret it differently. Consequently, some definitions 

associated with various schools will be presented to illustrate the complex and 

multidimensional nature of firms‟ activities in foreign markets. For the purpose of the 

thesis, it is vital to recognize the diversity in internationalization processes. 

 

To begin with, Welch & Luostarinen (1993) describe internationalization as „an outward 

movement of firm‟s international operations‟. The definition is extremely simple and 

general and therefore it is crucial to seek further explanation at a more specific level. 

Johanson & Vahlne (1977) are the authors of the most commonly used model of SMEs 

internationalization, which they perceive as firms‟ „increasing commitment to foreign 

markets as a result of different types of learning‟. Slightly different perspective is 

presented by Johanson & Matsson (1993), who emphasize the importance of adaptation 

in firms‟ strategies, structures and resources to international environments.  

 

One has to be aware of the fact that organizational learning occurs by interaction with 

other actors in the environment. Consequently, Lehtinen & Penttinen (1999) draw 

attention to SMEs network embeddedness and therefore define the process as 

„development of business relationships in other countries through extension, penetration 

and integration‟. Finally, Ahokangas (1988) applies the resource-based theory to 

explain the process and define internationalization as „mobilizing, accumulating and 

developing resource stocks for international activities‟.  

 

The message given in above discussion is that perception depends on the standpoint one 

chooses. The same process, which is SMEs internationalization, is defined differently. 

Some theoretical concepts explaining mechanisms driving internationalization have 

been outlined, which is a perfect introduction before we take a deeper look into the 

theories. 

3.1.2 THE PROCESS (STAGE APPROACH) 
 

The stage approach towards internationalization is reflected in the Uppsala and 

Innovation-related models. Both models explain the development of activities and 

commitment to foreign markets with focus on SME. The main contribution of these 

models is the incremental and gradual nature of the process. As they have for long 

attracted attention in the field of internationalization research, many updated 

modifications have been developed over time. However, only two core concepts are 

essential as theoretical contribution in order to approach the purpose of the thesis.  

 

THE UPPSALA MODEL STAGE THEORY 

 

The Uppsala Internationalization Model is indisputably one of the most popular 

approaches towards internationalization process of the firm. The idea was developed in 

70‟s and has its roots in the behavioral theory of the firm (March & Cyert, 1963, in 



15 

 

Hansson et al., 2004). The behavioral theory describes the difficulty of resource 

allocation within managing processes with the focus on current conditions, 

consequently rejecting the normative approach. Therefore, the Uppsala 

Internationalization Model‟s main characteristic is the establishment chain, which refers 

to firms‟ gradual commitment to international markets, which is determined by learning 

and psychic distance. The distance separates the firm from foreign markets. Johanson & 

Vahlne (1977, p. 26) perceive internationalization as the process of „constant 

incremental adjustments to changing conditions of the firm and its environment‟ rather 

than as a result of rational cost-benefit optimum calculations.   

 

The establishment chain. 

 

The establishment chain assumes that firms increase their commitment to foreign 

markets following the development pattern: occasional export, export via agents, 

establishing sales subsidiary and launching production abroad (Johanson & Vahlne, 

1997, p. 24). It is vital to mention that the research was based on Swedish companies 

(relatively small domestic market). Gradual commitment across the establishment chain 

is determined by long term profit orientation and risk mitigation. 

 

 
Figure 5. The establishment chain (Johanson & Vahlne, 1997, p. 24). 

 

State and change aspects. 

 

The Uppsala Model has been developed making use of four key building blocks: market 

knowledge and market commitment (state aspects); current activities and commitment 

decisions (change aspects) (Johanson & Vahlne, 1977, p. 26). The concepts are closely 

interlinked and interdependent between each other. Market commitment and knowledge 

influence commitment decision and current activities. As a result, knowledge and 

commitment are determined by current activities and decisions. The relationships are 

mutual and have impact on firm actions at different phases of the establishment chain. 

The mechanism is clearly illustrated in the figure below:  

 

occasional 
export

export via 
agents

establishing 
sales subsidiary 

abroad

launching 
production 

abroad
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Figure 6. The basic mechanism of internationalization: state and change aspects (Johanson & Vahlne, 1977, 

p.26). 

 

 

The state aspect of market knowledge has to be described more in detail, due to the 

great importance of learning in the Upssala Model. Knowledge can be categorized as 

general or specialist (related to particular market). General knowledge can be easily 

transferred and used under different conditions in various markets. However, specialist 

knowledge is essential for firms when entering particular foreign market. This 

knowledge can be gained through experimental processes (or eventually through human 

resource acquisition) and is more related to one‟s experience. On the other hand, general 

knowledge is more likely to be taught in a regular way. Johanson & Vahlne (1977, p. 

28) emphasize the great importance of experimental knowledge, because it is 

responsible for business opportunities identification.   

 

Psychic distance. 

 

Firms‟ commitment to international markets has to be analyzed taking into account 

„psychic distance‟, which is „the sum of factors preventing the flow of information from 

and to the market‟ (Johanson & Vahlne, 1977, p. 24). The concept covers differences in 

language, education, culture, and business customs. According to the Uppsala Model, 

firms prefer to enter markets with less psychic distance at first.  

 

Risk assessment. 

 

Companies base their international expansion decisions on a simple risk assessment. 

They increase their commitment if perceived market risk at the moment is lower than 

maximum tolerable risk. If current risk is too high, companies strive to reduce market 

uncertainty. This can be done by learning or knowledge acquisition, which increases the 

company‟s integration with the market environment (Johanson & Vahlne, 1977, p. 30).  

 

The Uppsala Model has been so popular in last decades mainly because it is extremely 

simple and accurate at the same time. The biggest advantage of the model is that the 

authors were already aware of its possible malfunctions when conceptualizing. 

Johanson & Vahlne (1990) admitted that firms may easily „leapfrog‟ particular phases 
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in the establishment chain if they posses large resources or if market conditions are 

extremely stable and predictable. 

 

The Uppsala Model has been widely criticized, which paradoxally proves its popularity 

and validity as well. The world of business has drastically changed in 30 years, since the 

model was developed. Obviously time has made the theory a little bit obsolete, which 

was unavoidable.  

 

The key issue to be emphasized is the time dimension of the process, reflected in the 

establishment chain. Moreover, vital to be taken further is the importance of learning, 

risk mitigation and psychic distance. Those concepts will be crucial later on, to explain 

why internationalization happens to forget nowadays its gradual nature and proceeds 

more rapidly.  

 

 INNOVATION-RELATED MODELS  

 

Innovation-related models perceive internationalization, akin to the Uppsala school, as a 

gradual process. The main postulate of the I-related models is to describe 

internationalization as an innovation from a firm‟s perspective (Prashantham, 2005). 

Innovation is the foundation of entrepreneurship (Drucker, 1985, p. 72) and therefore it 

is an important determinant of economic growth. From a broader perspective, 

innovation is an attempt to create meaningful change in a firms economic or social 

potential (Acs et al., 2001). Thus, innovation should not be misinterpreted as invention. 

I-related models show that even internationalization can be perceived, described and 

explained as innovation. 

 

The concept of innovation-related models is focused on export development process and 

mainly considers small and medium enterprises. The most recognized conception was 

outlined by Reid (1981), who proposed four export stages, treating the process as 

innovation: 

 export awareness 

 export intention 

 export trial  

 export evaluation 

 export acceptance 

Nevertheless, there are many similar models apart from the one proposed by Reid 

(1981). They are analogous, differ in number of stages but present the same approach. 

Leonidou & Katsikeas (1996) argue that the concept may seem quite vague in 

theoretical terms and identify three generic stages: the initial export stage, export stage 

and the advanced export stage. The innovation-related models, as well as the Uppsala 

stage theory, emphasize the impact of learning as an important factor determining the 

process. 

 

It is commonly believed that the U-model is the only stage approach towards 

internationalization. Our intention is to show that nothing can be further from the truth. 

It is not the particular stage order that is important, but the idea of gradual commitment, 

which is determined by a variety of factors. The innovation-related models should be 

perceived as a critique of the Uppsala school. Therefore, it is not the establishment 

chain that is its main contributions but the time dimension of the process.  
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3.1.3 RESOURCES (THE RESOURCE-BASED APPROACH) 
 

In the previous section we have discussed the processual nature of internationalization. 

Now it is crucial to go one step further in the analysis and apply the resource-based 

perspective on the phenomenon. Apart from learning, internationalization is driven by 

resources that firm can utilize in its foreign expansion.   

 

The resource-based theory originated from the framework of Edith Penrose (1959), who 

perceived a company as a collection of productive resources, imperfectly imitable and 

specific to each firm. Resources are the main source for generating economic rents and 

therefore enable companies to compete against each other. Internationalization is one of 

the possible strategies to grow, compete and gain advantage over others. The resource 

based view (RBV) on internationalization is an emerging field which tries to identify 

key resources that determine firms‟ international performance. 

 

The objective, to identify resources that have impact on firms‟ internationalization path, 

is problematic. The discussion among academics is fierce. Barney (1991) argues that 

resources should be valuable, rare, imperfectly imitable and not substitutable, while 

Grant (1991) claims them to be durable, transparent and transferable. Those are 

essential, as internationalization is, according to RBV, a process of mobilizing, 

accumulating and developing resource stocks in international activities (Ahokangas, 

1998). 

 

The literature in the field of internationalization recognizes the importance of country-

specific resources that facilitate gaining particular competitive advantage for companies 

located in a region (Dunning, 1977). The idea was later developed by Porter (1998) and 

formulated in the Competitive Advantage of Nations. In his work, Porter (1998) argues 

that „nations succeed not in isolated industries, but in clusters of industries connected 

through vertical and horizontal relationships‟. Therefore, some countries possess 

relevant resources and predispositions to be competitive in a particular field. This idea, 

which is crucial for the thesis, will be reflected upon in the section concerning clusters.  

 

It is necessary to present an example, how the resource-based view can be used in a 

more practical way. The most lucid and acknowledged concept was proposed by 

Ahokangas (1998), who combined both strategic and network perspective on resources. 

Ahokangas (1998) argued that firms have to develop key resources, which can be 

internal or external, when they go international. In addition, the development process 

can be determined internally within the firm (inward orientation) or through interaction 

with the environment (outward orientation). Therefore, a combination of the two 

dimensions gives the following typology of the resource adjustment process (Figure 6):  

 internal resources in a firm-oriented development; 

 external resources in a firm-oriented development; 

 internal resources in a network-oriented development;  

 external resources in a network-oriented development.  
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Figure 7. Resource adjustment process (Ahokangas, 1998). 

 

The conclusion to be drawn from the model is that firms may follow different 

internationalization resource strategies. The resource development process, which 

determines internationalization path, can be firm or network-oriented and may combine 

both internal and external resources. Therefore, the model emphasizes the importance of 

the environment and interaction within it as a significant factor that influences 

internationalization.  

 

With the intention of resources accumulation, SMEs may cooperate vertically, 

following the product flow, or horizontally by entering network relations. Therefore, the 

theoretical discussion inevitably leads to the network perspective on 

internationalization, which will be analyzed below. 

 

3.1.4 NETWORKING (THE NETWORKIG APPROACH) 
 

The stage models of internationalization are based on the behavioral theory of the firm. 

Therefore, they perceived company as an individual and independent business entity. 

However, the conclusion to be drawn from the resource-based approach is that 

companies are dependent on resources and other actors in the environment. The nature 

of business has recently evolved and nowadays, enterprises and their activities have to 

be analyzed at a different level as well.  

 

Business activities are run on markets that are „networks of relationships in which firms 

are linked to each other in various, complex and, to a considerable extent, invisible 

patterns‟ (Johanson & Vahlne, 2009, p. 1). Consequently, the network-based 

perspective on internationalization explains it as „a process in which relationships are 

continually established, developed, maintained and dissolved in order to achieve firm‟s 

objectives‟ (Johanson & Vahlne, 1990). 

 

The first aspect that makes the network approach unique, relatively to other theories, is 

the complexity of internationalization stimulus. The major driving force for a company 
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to go international is not explicitly its competitive advantage in a traditional meaning, 

but rather its relations with other business partners within an industry (Johanson & 

Vahlne, 2009, p. 3). Business relationships with customers and suppliers, which are 

developed through social exchange processes, are extremely important for the enterprise 

and determine its behavior in foreign markets. Therefore, building relationships is an 

extremely complex and bilateral process, which involves mutual commitment from 

partners (Anderson & Weitz, 1992, in Johanson & Vahlne, 2009, p. 4). 

 

First of all, networking enables learning. When interacting, companies have great 

impact on each other in terms of accumulative learning processes. Apart from common 

knowledge sharing, companies gain invaluable experimental knowledge when 

exploiting the relationships. Obviously, networking facilitates partnerships and alliance 

creation, which results in explicit resource and strategy-sharing. This is crucial in order 

to achieve synergy, desirable in international strategies.  

 

The emotional dimension of knowledge creation and relationships development cannot 

be neglected (Johanson & Vahlne, 2009, p. 7). The modern networking perspective on 

international behavior is highly dependent on the concept of trust, which may be 

defined as „integrity‟ or „reliability‟ (Morgan & Hunt, 1994, in Johanson & Vahlne, 

2009, p. 7). Trust is undoubtedly an important factor that determines commitment and, 

as a result, the networking phenomenon. 

 

In conclusion, „insidership‟ (being involved in network) is the key asset that enables 

companies to go international. Relationships are complex and various, may be classified 

as vertical or horizontal, formal or informal, but being aware of them is indisputably 

necessary to interact with the environment. This is simply because the environment is 

just a spider‟s web made of business networks (Johanson & Vahlne, 2009, p. 5). Being 

out of the network implies lack of resources and knowledge responsible for opportunity 

recognition and successful expansion. 

 

Both cooperative, as well as competitive relationships are essential in the 

internationalization process. Firms are interdependent through cooperation and 

competition, which has vital implications to be discussed in the later parts of the 

theoretical framework, considering cluster embeddedness and the phenomenon of 

coopetition. What is worth mentioning as well is the joint contribution of the stage, 

resource-based and networking approach in explaining the phenomenon of 

internationalization. The next section of the paper will prove that all of the issues 

discussed above are crucial in order to explain why foreign expansion can take place 

much faster than it used to before. 

 

3.1.5 THE SPEED (INTERNATIONAL ENTREPRENERUSHIP & 

BORN GLOBAL APPROACH) 
 

Johanson & Vahlne (2009, p. 10) argue that the Uppsala establishment chain is „not a 

part of the model, but rather a summary of its empirical observations‟. However, it is its 

most characteristic feature, which is nowadays not universally accepted. Due to various 

factors, SMEs are able not to follow exactly the traditional internationalization path. As 

it has been already discussed, the process is complex and can be explained from many 

perspectives. It is the eclectic and multidimensional approach that has to be utilized in 
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order to re-investigate the parameter of speed. Nowadays firms tend to enter foreign 

markers faster, which is described as early internationalization. 

 

The phenomenon which is called „born global‟ has its theoretical roots in the field of 

international entrepreneurship. Oviatt & McDougall (2005) examined entrepreneurial 

behavior patterns in international context and outlined the concept of International New 

Ventures, which stands for „indentifying and exploiting business opportunities across 

national borders‟. International entrepreneurship is an interdisciplinary research area 

with its roots in international business and entrepreneurship. Its eclectic approach 

utilizes other theories in order to explain behavior of firms that in their activities cross 

national borders.  

 

The discussion how to define a born global company is fierce, as the concept is still in a 

development stage. The quantitative approach assumes that born global is a company 

that takes at least 25% of its revenues from foreign sales within 3 years from 

establishing. More qualitative perspective describes it as a company that is able to go 

abroad from inception due to its unique resources and capabilities (Rialp et al., 2005). 

 

In order to explain why SMEs are capable to go abroad very early, it is important to 

bring up contribution from earlier studies on the internationalization presented so far. 

Comparing the stage, resource-based and network approach towards the process, three 

key internationalization-related concepts can be outlined: networking, learning and 

resources. It is vital to understand mutual relationships between them and therefore the 

synergy that boosts internationalization. 

 

Networking enables resource accumulation. Simultaneously, it has a great impact on 

organizational learning, which is crucial in international activities according to Uppsala 

school. Consequently, knowledge and experience gained through networking facilitate 

efficient resource allocation and triggers the synergy between the building blocks as 

illustrated below. 

 

 
Figure 8. Networking, learning & resources – the synergy (own). 
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Therefore, SMEs can successfully start international operations earlier than they used to 

do, if they utilize the mentioned synergetic potential created by networking, learning 

and rapid resource accumulation. However, apart from the mechanism mentioned, 

business environment has nowadays itself some predispositions towards speeding up 

internationalization.  

 

Therefore, globalization, technological development and information convergence 

(Kudina et al., 2009) make it easier for companies to go international as early as 

possible. Another issue is the way in which firms can rapidly achieve and make use of 

huge, unique resources and knowledge (Rialp et al., 2005). Information can in recent 

times be accessed and accumulated much faster than it was 30 years ago. Consequently 

because of that, companies are more likely to take bigger risk. The problematic nature 

of business environment will be explored and compared thoroughly later on, along with 

cluster embeddedness and its possible impact on international performance. 

 

To conclude, the conceptual model of international entrepreneurship (Antoncic & 

Hisrich (2000) is an attempt to outline current state of the field and set a direction for 

further research on SMEs internationalization processes. The model emphasizes 

entrepreneur's characteristics which are analyzed both from human and social capital 

perspective. Therefore, the importance founders and top managers have on the 

internationalization process is highlighted. Four dimensions in which 

internationalization takes place are outlined: mode, market, product and time, which 

finally, all determine firm performance. 

 

 
Figure 9. The international entrepreneurship conceptual model (Antoncic & Hisrich (2000). 

 

The great role and positive impact founders and individual entrepreneurs have on 

ventures‟ international performance is analyzed by Andersson (2000). He claims them 

to be the most important driving force for change and willingness to take risks, which 

makes it possible to exploit business opportunities across national borders. The idea is 

supported by Alvarez and Busenitz (2001), who even claim entrepreneurs to be the main 

source of sustained competitive advantage in international environment. Individual 

experience, background and especially competences such as networks and knowledge 

are viewed themselves as resources essential in internationalization. Particularly 
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important is that those resources are socially embedded and therefore difficult to 

imitate, as well as time-consuming to generate on its own. 

 

Having right now a comprehensive picture of SME internationalization processes, it is 

time to move on to the next part of the theoretical framework, which will discuss cluster 

embeddedness and its implications on internationalization. The building blocks of the 

process, resources and networking will be explored in the context of cluster. 

 

 
Figure 10. The theoretical contribution before applying the next element of cluster embeddedness. 

 

3.2 THE CLUSTER THEORY 
 

The second part of the framework will introduce the concept of cluster and discuss some 

complex relationships between companies embedded in it. Furthermore, taking into 

consideration the theory on SMEs internationalization, potential implications from 

locating a firm in a cluster on international activities will be discovered.  

3.2.1 HOW TO DEFINE A CLUSTER? 
 

The concept of cluster, although defined in 1990 by Porter, is much older and has been 

established for ages in common knowledge. The notion, which has evolved to an 

important paradigm in business studies, simply depends on the idea of synergy. 

Synergy, originated from Greek „synergia‟, means joint work and a cooperative action. 

It assumes that under certain circumstances, the result of a collaborative outcome is 

better than the sum of its component tasks. Although the common idea of specializing 

and drawing together similar activities seems obvious, simple and is nothing new, it has 

become the foundation for the phenomenon of business cluster. 

 

The importance of clusters and their impact on today‟s economy is inestimable. The 

phenomenon has recently attracted attention from a wide range of interest groups 

(businessmen, scientists and policy-makers). From an outsider‟s perspective of policy 

makers, cluster may be defined as „a concentration of competing, collaborating and 

interdependent companies and institutions which are connected by a system of market 

and non-market links‟ (UK Department of Trade and Industry, 1998, in Kuah, 2002, p. 

2007). However, for the purpose of the thesis, in which we take a more internal 

perspective on business, it is vital to elaborate more on the phenomenon. 

 

World‟s economy is under strong influence of globalization. However, Porter (1998) 

argues that competitive advantage still is driven by locally embedded factors such as 
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knowledge and motivation. Paradoxically, the globalizing world with uncontrollable 

flow of capital and information proves to be very dependent on the impact that business 

clusters have on its economy. This makes us believe that it is vital to apply a lawyer of 

„cluster embeddedness‟ on the SME internationalization theory. 

 

SMEs embedded in a cluster can gain advantage in international markets if they are able 

to exploit potential of linkages, knowledge spillovers and innovation more efficiently 

than competitors. Porter (1990) is known to be a pioneering researcher into the 

phenomenon as he provided a definition stating clusters to be „groups of interconnected 

firms, suppliers, related industries and specialized institutions in particular fields that 

are present in particular locations, which compete but also cooperate‟. Furthermore, 

Porter (1998) concludes how clusters affect competition and create competitive 

advantage making use of synergy, which is outlined on Figure 9.  

 

 
Figure 11. How clusters affect competition and create competitive advantage (Porter, 1998). 

Although there are other than Porter‟s (1990) theoretical approaches towards clusters, Kuah 

(2002) outline three elements common for all of them and widely acknowledged. Those are 

vital in order to indentify a cluster in practice: 

 a cluster consists of groups of interconnected firms that are linked vertically and/or 

horizontally through their commonalities and complementariness in products, 

services, inputs, technologies or outputs activities 

 clusters are physical proximate groups of interlinked firms able to enhance value 

creating benefits via their interaction 

 co-location itself does not automatically involve clustering if relevant benefits 

(innovation, productivity, growth and superior competitiveness) cannot be shown or 

described. 

 

3.2.2 COMPETIITION + COOPERATION = COOPETITION 
 

Porter (1990) emphasizes the fact that entities located within a cluster are condemned to 

both cooperate and compete with each other. Commonly, cooperation is seen as a means 

to achieve economies of scale, enhance R&D potential and gain respectable market 

position by forming alliances. On the other hand, competition as rivalry is believed to 

increasing the 
productivity of 

companies based in 
the cluster

driving the direction and 
pace of innovation ->
underpining future 
productivity growth

stimulating the formation of 
new businesses -> expanding

and strengthening the cluster ->
forming a virtuous circle of

positive feedback
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be quite the opposite. We would like look in details into complex relationships between 

companies embedded in a cluster before analyzing their impact on foreign activities. 

 

The phenomenon of inter-company rivalry for the same customer or market is the major 

force stimulating innovation and economic growth. It is often being perceived as a 

destructive win-lose case, which in fact is disputable. Consequently, the question is 

whether both cooperation and competition are completely exclusive and opposing to 

each other. Following the purpose of the study, the issue is very relevant due to its 

possible influence on the internationalization processes of SMEs embedded in a cluster. 

 

The phenomenon of paradoxically complementary, instead of contrasting, relationship 

between cooperation and competition is discussed by Bengtsson & Kock (2000). The 

research is based on the assumption that competing and cooperating is determined by 

two different logics of interaction. One involves hostility due to conflicting interests, 

whereas the other implies friendliness because of sharing common goals. The problem 

is whether companies can combine both logics in their relationships with other actors in 

the industry and therefore, benefit from it. 

 

Relationships between business entities are vertical if they are mutually sharing an 

interest to interact. Those are easily visible mainly due to the distribution of different 

activities across a value chain. Manufacturers, wholesalers and retailers are connected 

by vertical linkages, which usually imply cooperation between them (Bengtsson & 

Kock, 2000, p. 414). On the other hand, horizontal linkages, often at the same level of a 

supply chain, are invisible and informal due to conflicting interests and rivalry. Firms 

always follow actions of other firms‟ from the same industry. It can be done in different 

ways, from buying and investigating others‟ products, through active participation in 

trade fairs.  Competition reflected in horizontal relationships is, according to Bengtsson 

& Kock (2000, p. 413), responsible for the „struggle‟ between different actors in an 

industry and consequently simulates the dynamics within it. 

 

If a business relationship consists of both competitive and cooperative linkages, it can 

be called as „coopetitive‟. Bengtsson & Kock (2002) argue that, due to the different 

logics of interaction, individuals cannot be in coopetitive relationships, but whole 

business entities indeed can (see proposition 5 below). The coopetitive relationship, as 

an effective way to handle both coopetition and cooperation between competitors, is a 

beneficial and economically justified phenomenon. Its main assumptions are outlined in 

six propositions formulated by Bengtsson & Kock (2000) listed below: 

 

1. Resources' heterogeneity can facilitate both cooperation and competition.  

2. The cooperative and competitive parts of a coopetitive relationship are divided 

due to the closeness of the activity to the customer - firms tend to compete close 

to the customer and to cooperate far from the customers. 

3. The decision to either cooperate or compete has to be made taking into account 

other competitors‟ positions and the connectedness between them - a change in 

one relationship triggers changes in other competitors‟ relationships and 

positions.  

4. The conflict between cooperative and competitive logics of interaction is 

internalized in organizations. Therefore, the acceptance of the conflict is 

extremely important for the establishment and maintenance of a coopetitive 

relationship.  
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5. Individuals cannot cooperate and compete with each other simultaneously - 

therefore, the two logics of interactions need to be separated and divided 

between different units within the firm. 

6. The synergy of coopetition is driven by the pressure to develop within new areas 

provided by competition, and willingness to share and access resources 

provided by cooperation.  

 

In practice, the phenomenon of coopetition can be described as firms handle together 

R&D activities. They cooperate, share each others‟ unique resources and achieve 

development synergy. On the other hand, it is more likely for them to compete rather 

than cooperate when launching the product. This is an accurate example to explain how 

heterogeneity in resources can facilitate both competitive and cooperative behaviors.  

 

Although desirable, it is rather unlikely that a relationship between two firms will be 

evenly combined of competitive and cooperative linkages of their individuals. In that 

hypothetical case, the relationship would be called as equally balanced and coopetitive. 

In diverse and turbulent business environments relationships, can be dominated either 

by competition or cooperation (Bengtsson & Kock, 2002, see Figure 8). 

 

 
Figure 8. Typology of coopetitive relationships (Bengtsson & Kock, 2000, p. 416). 

The discussion and theoretical contribution of Bengtsson & Kock (2000) is interestingly 

related to the clusters theory. First of all, cluster as a group of competing and 

cooperating firms is particularly influenced by the complexity of relationships between 

them. Therefore, we strongly believe that a cluster is likely to be exposed to the 

influence of coopetition.  

 

Following the idea of two contrasting logics of interaction, individuals are only capable 

of pursuing one. However, moving one step up in the analysis, companies embedded in 

a cluster can be treated as individuals. As a result, some companies may decide to 

compete, whereas some may be interconnected by cooperative linkages. Therefore, the 

variety of cooperative and competitive relationships within a group of firms can be 

defined as cluster coopetiveness. In practice it means coopetition at broader, group level 

of analysis.     

 

An important empirical investigation was made by Vanyushyn et al. (2009) who found 

out that almost 40% of companies involved in export cooperate with competitors. 
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However, there is a need to explore the nature of cooperative relationships between 

rivals, which help them strengthen their competitiveness in international markets.  

 

Having discussed the phenomenon of coopetition and hypothesized about its possible 

implications on firms international behaviors, we still believe there is a need for further 

justification on the problem. Our empirical investigation will aim to clarify on the issue 

and explore how, why, and which aspects of the internationalization process has 

coopetition impact on.  

3.2.3 GOING INTERNATIONAL FROM A CLUSTER? 
 

It has already been argued in the paper that cluster embeddedness can have significant 

positive influence on firms‟ competitive advantage. The complex relationships, which 

firms located in a cluster face, were illustrated when discussing the phenomenon of 

coopetition. All of the above, to a large extent, determine firms‟ performance and their 

potential in international markets. Now, it is time to outline some remarkable direct and 

indirect implications that cluster embeddedness may have on the internationalization 

process. 

 

CLUSTER REPUTATION 

 

The literature defines corporate reputation as „the overall estimation in which a 

particular company is held by its various constituents‟ (Fombrun, 1996, in 

Zyglidopoulos et al., 2006, p. 81). Within the purpose of the thesis, it is vital to discuss 

the phenomenon of reputation in a slightly different context and consequently apply it to 

the cluster theory. 

 

The difference between corporate reputation and cluster reputation is self-evident. The 

latter is a result of actions taken by a group of firms instead of an individual. Cluster 

reputation can be defined as a status of cluster seen from its external environment, i.e. 

how people from outside perceive quality of products and services delivered from the 

cluster.  

 

Cluster, as well as corporate reputation, has two typical features. Firstly, it can be used 

as an asset simultaneously in different situations. It is a distinctive characteristic of 

every intangible resource, contrary to tangible ones as capital or land. Secondly, it is its 

historical nature that makes the phenomenon so problematic. Building desirable 

reputation is a long term process. Its current state is determined by actions that have 

been taken up to present time. Consequently, activities in progress will have impact on 

reputation in the future. Therefore, its time-dependence makes building reputation a 

complex and sensitive to changes task, which requires managerial awareness at every 

turn. All of above suggest that cluster reputation can be the source of sustainable 

competitive advantage, as competitors are hardly ever able to build respectable status on 

their own quickly enough due to time constraints (Zyglidopoulos et al., 2006). 

 

However, does a respectable cluster status really influence internationalization 

processes of SMEs embedded in it? Zyglidopoulos et al. (2006) argue that firms can 

significantly benefit from solid cluster reputation when going abroad, especially if they 

are small and medium-sized. The process can be facilitated in two major ways. Firstly, 

cluster reputation can directly help overcome financial, managerial and competiveness 
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constraints associated with internationalization. Secondly, an indirect impact on 

international activities is significant, as reputation influences itself various cluster-

related conditions. What is worth noticing is the positive feedback loop between 

internationalization of SMEs and cluster status. Successful international expansion of a 

cluster member has positive impact on opinions outsiders hold about the firm 

(Zyglidopoulos et al., 2006, p. 82). 

 

One of the basic assumptions determining the discussion in this thesis is that 

internationalization is a holistic process that needs to be approached from various 

perspectives. The stage theories emphasize the importance of knowledge, learning and 

experience when going international. Consequently, a solid cluster reputation allows 

SMSs embedded in it to attract top class managers with international experience and 

therefore boost up performance in foreign markets. Considering network perspective, 

having talented and experience managerial staff enables starting new, and ensures 

maintaining old, international business contacts (Zyglidopoulos et al., 2006, p. 83). 

 

As it has been already mentioned, current cluster reputation does not depend on the 

processes occurring within it at the time. It is based on its historical performance rather 

than present conditions. That means that SMEs can benefit from cluster reputation even 

if they had not contributed during its building period. Small and medium firms can be 

very often perceived as risky and untrustworthy by potential international partners. 

Building own reputation is a long-term and demanding process. Instead, it may be 

desirable to take advantage and utilize cluster reputation and, as a result, build up own 

image making use of cluster‟s status (Zyglidopoulos et al., 2006, p. 83).  

 

Following the same mechanism, cluster reputation determines how outsiders perceive 

the quality of products manufactured in the cluster. Although reputation cannot replace 

technological competences and quality standards, it is still their strong indicator 

(Zyglidopoulos et al., 2006, p. 83). 

 

Zyglidopoulos et al. (2006, p. 85) mention one more important benefit derived from 

cluster reputation, which can be called as information absorption. Indeed, it is plausible 

that clusters attract information from outside, as potential customers preferably look for 

suppliers and strategic partners in places that have respectable position within the field. 

Consequently, clusters with top reputation draw attention of prominent researches and 

scientists. The discussed complex, mutual and path-dependent relationship between 

cluster reputation and internationalization is illustrated in the figure below. 
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Figure 12. The interdependence between cluster reputation and internationalization (Zyglidopoulos et al., 

2006, p. 82). 

 

To conclude, excellent cluster reputation definitely, according to the theoretical 

contribution so far, helps firms to overcome various constraints and therefore has 

positive impact on their international expansion. The status of a cluster can be treated as 

a public good (Porter, 2000, in Zyglidopoulos et al., 2006, p. 85). Therefore, the 

problematic issue of responsibility for „guarding‟ it reflects the conflicting interest 

between the group and the individual. Although it is an interesting dilemma to research 

into, it does not follow the purpose of the thesis. 

 

However, is the positive impact that reputation has on international expansion 

something independent of other conditions? Definitely not; the nature of business and 

the industry does not stay indifferent to it, which is about to be investigated later on. 

 

CO-LOCATION, KNOWLEDGE & NETWORKING 

 

Moving on towards the end of the framework, it is vital to finally discover the 

cumulative impact on internationalization of co-location, networking and knowledge 

creation in a cluster. 

 

Zucchella et al. (2007) outline location-specific factors among the drivers of early 

internationalization of the firm. This suggests that firms located within clusters are more 

capable of following the rapid internationalization path. Zucchella et al. (2007, p. 271) 

argue about the positive role of local networking as the reason for speeding up the 

process. Moreover, they claim clusters and industrial districts to be the fountain of early 

international orientation.  

 

Zucchella et al. (2007) were only focused on the parameter of speed in their research 

into SMEs international activities. However, it is Dunning (1998, in Al-Laham & 

Souitaris, 2008, p. 570) who first stated that local clusters and networks are among the 

issues that influence internationalization patterns at most.   

 

Porter (1998) argues about the importance of glue that holds cluster together and claim 

social capital to serve as it. The cluster network and the degree of trust in relationships 

between its members determine the value of knowledge and information that firms 
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share. Together with the sense of membership, they lay foundations for cluster‟s social 

capital. Social capital creates the feeling of „proximity‟, which is very often reflected by 

physical proximity between cluster members indeed. 

 

Consequently, Dunning (1998) suggests that international firms tend to concentrate in a 

particular location mainly due to the availability of competences that are hunted for. 

Those competences are often enhanced by knowledge spillovers occurring in the cluster. 

The phenomenon of spillovers determines the high rate of innovation found in 

technological clusters (Fallah & Ibrahim, 2004, p. 1). Consequently, the more 

knowledge intensive SMEs are, the more trust is required in their relationships in order 

to be mutually beneficial and take advantage of spillovers.  
 

Finally, forming an alliance may be one way to ensure that firms located in cluster act in 

good faith, with trust. Al-Laham & Souitaris (2008, p. 571) recognize the signaling 

effect of successful alliances, which means that they tend to attract more and more 

partners over time. This triggers the self-reinforcing effect of clustering. Cooperating 

with other companies embedded in international relationships facilitates learning and 

spotting opportunities that exist across national borders. Therefore, cluster insidership is 

perceived as a valuable asset. Obviously, cluster‟s growth increases the effect of 

congestion and results in generating some costs if saturated. However, the positive 

feedback loop showing how clustering and networking influence internationalization 

and vice versa is in that case evident. 

 

The figure above is an attempt to literally illustrate our research area and relate it to the 

complex theoretical discussion conducted. As one can see, comparing the two research 

directions, supported by relevant empirical investigation, can give a new insight into the 

issue of SMEs embedded in a cluster and active in international markets. 
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Figure 13. The research area reflected by the concepts analyzed and synthesized in the theoretical framework.  

Having carefully discussed the theoretical framework, it is time to describe practical 

methodology used when gathering empirics. The multidimensional framework will be 

then utilized and assessed together with empirical findings in order to approach the 

purpose of the thesis, i.e. explore how environmental embeddedness influences 

internationalization. 
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4. PRACTICAL METHODOLOGY 
 

In this chapter we will present our course of action when performing the research. We 

will do so through a thorough declaration of our choices and a critical evaluation 

regarding how those choices affected the direction of the study. We will also argue why 

we believe that these choices are the correct decisions for us, in the context of this 

research.  

 

4.1 SELECTION OF RESEARCH METHOD  

 

Our choice of a qualitative approach to this research is mainly motivated by our desire 

to understand and interpret our studied firms‟ actions during their internationalization 

processes.  

 

Our selection of research method has its benchmark in our research problem, where we 

want to synthesize existing theories in order to outline an eclectic approach describing 

the internalization process for SMEs. We decided to examine two companies to see how 

their internationalization has occurred, this in order to see how it relates to the existing 

models. We selected a qualitative method, which normally aims to analyze „soft data‟ in 

forms of words rather than figures from questionnaires. 

 

Our goal has been to gain a deep understanding of the models that are associated with 

going international and interpret their relation to the business climate of today. 

Furthermore, we want to develop the models rather than to verify or falsify them. A 

qualitative method was therefore the most suitable option for us (compared to a 

quantitative method). By choosing this method, we have been able to draw significant 

distinctions (“soft data” houses more information than its counterpart “hard data”) 

compared to the results we would have achieved from a quantitative research. 

 

Our qualitative research was carried out in the form of interviews and secondary sources 

from which we then took our data and lastly interpreted the same. To get an overview of 

our course of action when performing this study, we will here present the order in which 

it was conducted:  

 Formation of search criteria in empirical data gathering 

 Choice of relevant respondents 

 Data collection 

 Interpreting data  

 Analyzing data in the light of our chosen theories.  

 

4.2 SELECTION OF RESPONDENTS 

 
In this part we will present our choices of respondents and the reasons for those 

choices. We will do so in the light of both the studied firms and the interviewees. We 

will also present criticism that can be directed towards these choices.  

 

Access to the firms of interest is first and last when it comes to choosing one‟s 

respondents, for reasons that seems never ending. For one, it is impossible to interview 

someone that is not interested in participating. So, after weighing of our options, when it 
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came to relevant respondents for the research, we ended up with Toontrack AB and 

Propellerhead Software AB because of several reasons. First and foremost, we can 

obviously classify them as belonging to the group of SMEs and we see them as ideal 

firms to illustrate the internalization process of SMEs. Secondly, since we wanted to 

study the impact of cluster embeddedness on the process, we found that, at least 

according to us, both Toontrack and Propellerhead are embedded in the well known 

and acknowledged Swedish music cluster. Our techniques to make sure that both can be 

defined as SMEs was both through implementing the general understanding of an SME 

in the business, and through a pre-interview with our respondents to be, Andreas 

Sundgren and Timothy Self.   

 

When we gained access to the firms, our next decision was the one regarding who at the 

firm to actually interview. Here, our weighing of options had its emphasize on who we 

believed possesses the most information about our field of interest, which again was to 

understand the affects cluster embeddedness can have on the internalization process of 

an SME. Our choice, regarding Toontrack, landed on the former CEO and today Market 

Director at the firm, Andreas Sundgren and when it came to Propellerhead the same 

line of thinking led us to Timothy Self.     

 

In a qualitative research it is not about having a big sample in order for the result to be 

as generalizable as possible. It is about achieving as much understanding of actions and 

behaviors as possible. The number of respondents one needs in order to achieve 

understanding about certain phenomenon is consequently dependant on what one asks 

and how much the person being interviewed is willing to share. The big question that 

rises then is: how does one know that one has interviewed sufficient amount of 

respondents? Well, according to Jarlbro (2000, p. 34), after a number of interviews one 

will reach what is referred to as information saturation.  Simply put, this happens when 

there is no more important information to gather or when the information received from 

one respondent overlaps with information received from previous respondents.  

 

In the case Toontrack, this phenomenon was a fact after our tour and interview with our 

second respondent, Peter Knutsson. He made it known that what he had to say was 

probably what we have already been told by our first respondent, viz. Andreas 

Sundgren.   

 

4.2.1 TOONTRACK AB 
 

Andreas Sundgren is one of Toontrack‟s founders and has worked at a variety of 

positions at the firm; from developing products, marketing of the same, networking 

through extensive travels across the globe, and even CEO at a point. At the time of the 

interview Andreas position was Marketing Director. Our belief was that, since 

Toontrack as an organization is quite small, we wanted to speak to someone whom we 

believed possessed the most information about the firm and its history. That reason, 

together with the fact that the access to the firm was granted to us by him (and some 

assistance from a very helpful assistant professor Andreas Backe), builds the choice of 

having him as our reference point when it comes to scrutinizing Toontrack‟s 

internalization process. 

 

In order to make our study more credible, we have also made a study trip to the 

company. Thanks to Andreas recommendation, we got in touch with Peter Knutsson, 
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who is the CEO of Toontrack at the time. Peter guided us for an hour around the 

company‟s facilities and described the story of Toontrack from his perspective. We 

were able to experience the working environment of Toontrack, as well as got 

introduced and talk for a while with many of its employees. 

 

Peter Knutsson suggested that we use our interview with Andreas Sundgren‟s as a 

reference point when it comes to Toontrack‟s internalization process. His reasoning 

behind that statement was that he believed that Andreas Sundgren‟s knowledge about 

the firm, with background in him having possessed almost all kinds of tasks at the firm 

as previously mentioned, makes him a very eligible candidate for our purpose and 

spokesperson for the firm. Indeed, we found that Andreas Sundgren‟s knowledge about 

the company was multidimensional and gathered from many perspectives because of the 

fact that he had performed a variety of functions over the years (from product developer 

to CEO).  

 

4.2.2 PROPELLERHEAD SOFTWARE AB 
 

The contact with Propellerhead was initiated and established in a very convenient 

manner. We started by calling the firms‟ reception and asked whom to speak to, with 

regards to our focus in this research. After that we sent an e-mail to Timothy, presenting 

our study and its focus. The day after we received an answer from him stating that he 

was willing to participate.  

 

Timothy Self is the Director of Sales and Marketing at Propellerhead Software AB and 

suggested himself to be the person with the most overview over our field of interest, in 

the context of this study. Therefore, he was made our primary source when it came to 

Propellerhead‟s participation in the research.   

 

Even though our wish was to make a study trip to Stockholm and Propellerhead this was 

not possible due to both time limitation and distance. Hence, this is the reason for lack 

of complementary input from such a visit.  

 

4.2.2 THE SWEDISH MUSIC INDUSTRY 
 

Our second source of data for this research has been two scientifically acknowledged 

papers about the Swedish music industry in general, and its contributions to the Swedish 

economy. Our reasons for this approach are that we believe that these two papers 

describe the environment in which our firms of interest, Toontrack AB and 

Propellerhead AB, are operating in.  

 

First of all, we wanted to execute our own empiric gathering for the part covering 

Swedish music industry of the thesis as well, but we quickly found this to be very 

difficult considering our scarce time and money resources. Due to that, we went on the 

quest to find relevant and suitable secondary sources for our task, which Johansson-

Lindfors (1993, p.118) argues are often under-used.  

 

During our search we came across the articles Are they only in it for the money? – 

Subsidiary strategy and impact on local clusters in the recorded music industry: the 

case of Sweden written by Hallencreutz & Lundequist (to be published) and The 

emergence of a post-industrial music economy? Music and ICT synergies in Stockholm, 
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Sweden written by Power & Jansson (2003). We believe that the data gathered by these 

authors for their respective purposes suits the purpose of our research very well. Thus, 

the usage of these as reference point when it comes to describing the environment, the 

music industry cluster in which Toontrack and Propellerhead are active, is justified.   

 

4.2.3 CRITIQUE TO SELECTION OF RESPONDENTS  
 

Criticism can be directed towards our decision to use only two firms to describe the 

impact, if any, of cluster embeddedness on the internalization process for SMEs. 

However, one needs to be aware of the fact that a research of this magnitude requires 

both time and access, as mentioned earlier. In order for the research to be as 

comprehensive and pinpointed as possible, one needs to acknowledge the importance of 

these two resources and weigh the options. In our case, the weighing led us to the 

choice of a case study model, using two cases, to highlight our area of interest, and 

through that, also analyze the affects cluster embeddedness have/do not have on our 

studied firms and their internalization process.    

4.3 THE INTERVIEW PROCESS 
 

We are in the business of challenging existing theories within the field of SMEs 

internalization process; therefore, we believe two case studies (even though some might 

say that the nature of a case study is not in line with scientific ideals) are preferable for 

our given task.  

 

One might ask why we do not use an alternative approach i.e. focus on the industry as a 

whole or include „state aspect‟, meaning, The Swedish Chamber of Commerce or other 

government officials. The answer to that is plain and simple; it was neither our focus 

nor our aim to have such approaches to our study.  Our purpose is to gain a deep 

understanding of the models that are associated with going international and interpret 

their relation to the business climate of today.  

 

Also, through the used approach we believe that we can end up with interesting research 

topics for further research in this specific area of business.   

 

4.3.1 TYPE OF INTERVIEW  

 

The Toontrack interviewee, not sure if it can be called an interview, more a „pre 

interview conversation‟, was of an unstructured nature were we sent our respondent to 

be an e-mail with a few preliminary questions. This allowed us to get a hint of his 

knowledge level and also the level of interest when it comes to participating in our 

research. Our way of reasoning was; if we receive a relatively fast reply with relatively 

well laid out answers he, Andreas Sundgren, is a suitable respondent in order for us to 

reach our goal of answering our research questions and hence, fulfilling our purpose.  

 

In the case Propellerhead the same process was not needed since he neither asked for 

preliminary questions nor did we need to be assured of him being the person we needed 

to speak to, in order for us to receive as much of information as possible for our 

purpose. The reason for that, as stated, is that we got redirected from the receptionist to 

the Director of Sales and Marketing, Timothy Self.      
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When it came to the actual interviews, we chose to use a semi-structured interview 

guide in order to lure out as much of information as possible from our respondents. If 

we would have used a fully structured interview, we believe that we would have missed 

some „surrounding information‟, since a structured interview takes away some of the 

spontaneity in the respondents answers. Johansson-Lindfors (1993, p. 120) argues that 

when the focus is on the language and interpreting the same, a data collection method 

that allows the respondent to speak as freely as possible should be used.  Yet, another 

reason for the usage of semi-structured interviews is that we wanted to have the option 

to add complementary questions where we found it suitable (i.e. if the respondent left 

out a part of a question, we wanted to have an option to ask it again).  

     

4.3.2 THE INTERVIEW GUIDE  

 

The actual interview guide derives from our theoretical framework, where we 

conceptualized theories into some main concepts that we then formed questions around. 

The main goal has been to get as pinpointed answers as possible to our questions. We 

focused on formulating non leading questions that covered our whole area of interest.  

We let known our respondents that we wanted them to answer for the firm as a whole, 

whilst also having some questions that regarded them, personally. Lastly, all the contact 

with the firms and our respondents has been in English so there is no room for language 

misinterpretations in this paper.  

 

4.3.3 PERFORMING THE INTERVIEWS 

 
Toontrack 

 

The initial contact with both the firm in general and the respondent, Andreas Sundgren, 

in specific was made through e-mails and phone calls. Our main objective for the 

interviews in general was that we wanted to talk to the person with the most insight in 

the firm‟s day-to-day business. After writing that request amongst others to the firm in 

an e-mail, we were introduced to our respondent to be and told to keep further contact 

with him. Then, an extensive e-mail and phone call relationship between Andreas and 

us was started. Due to him being very busy and on travels a lot during that period we 

came to the conclusion that the pre-interview we sought after could be performed 

through e-mails instead of live, which was our wish.  

 

For the interview, Andreas and we decided to meet downtown at a café. Initially we 

thought the environment (the café) could affect the quality of the recording of the 

interview since there are other people socializing (i.e. speaking loudly). However, with 

a hindsight we can see that this was not problem. The quality of the recordings was 

flawless but either way we decided to transcribe the interview in order for us to get 

more oversight when lifting out keynotes in the empirics.   

 

We wanted one of us to be leading when it came to the interviewing situation and the 

other would work as some kind of assistant, writing notes and assisting the leading 

interviewer with suggestions of follow-up questions etc. The reason for this kind of 

separation of roles is because we wanted to present a professional interview situation for 

our respondent in order for him to feel comfortable with us as interviewers. 
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Propellerhead 

 

The interview with Timothy Self, Propellerhead, was booked in the second e-mail 

between him and us. That speaks of how smoothly the interview process was with the 

firm in general and Timothy in specific. Because of him being situated in Stockholm the 

interview was performed through Skype, a well-known and used Internet-based 

interaction tool. The quality of the recording is very clear and available. The interview 

was after that transcribed for the same reasons that declared in the previous paragraph.   

 

Because of the fact that the interview with Timothy was performed ever phone, there 

was no reason for us to allocate roles, as in the case of Toontrack. 

 

4.3.4 CRITIQUE OF PRIMARY SOURCES  

 
Our general opinion about the selection of primary sources is that we have, to the best 

of our ability, chosen two relevant firms for the purpose; to highlight the impact of 

cluster embeddedness, if any, on the firms‟ internalization process. Within those firms, 

we have then picked two relevant people who possess information about the firms‟ 

actions in international markets.  

 

Our main interviewee, in the case Toontrack, is according to the company the one with 

the most oversight over the firm‟s different parts. As we have mentioned, the 

information he provided us resulted in an overflow so we had to choose the data 

relevant to our study. We could see how some might raise their eyebrows when it comes 

to us relying on the company as a reliable source about itself, leaving bias aside. 

Therefore, we had to validate our data and support it from an external perspective. This 

was done mainly through secondary sources such as widely acknowledged music 

journals: Harmony Central, Sound On Sound and RecordingReview.  

 

In the case Propellerhead, the interviewee was the Director of the company‟s division 

that we are interested in, namely Sales and Marketing. Therefore, there is no risk that 

we have been misinformed due to lack of overview of the firm‟s sales and marketing 

activities. Any surrounding information about the firm has been collected both from 

their webpage and the same acknowledged music journals, as in the case Toontrack.  

 

As throughout the paper we will be comparing and analyzing international process of 

the two companies, it is important to see whether the cases are comparable in terms of 

empirical data gathered i.e. whether are presented from similar standpoints. Therefore, it 

is necessary to compare roles of the two respondents have held similar positions over 

the years. 

 

From the two cases we can conclude that both, Andreas Sundgren and Timothy Self, 

has played very similar roles over years in their companies. Although, the titles Market 

Director and SVP Sales & Marketing do not sound the same, they had mainly the same 

responsibilities which were about marketing and sales. This is extremely important to 

show that the cases present similar points of view on the matter of internationalization, 

which in turn is the subject of the thesis. 

 

 



38 

 

When it comes to data collection about the Swedish music industry, we did not try to 

collect it directly from the firms‟ themselves on purpose. Of course, some provided us 

relevant information about the environment; however, having in mind that 

embeddedness is usually something that one is not usually completely aware of, we 

strived to find some sources independent of Toontrack and Propellerhead describing 

Swedish music cluster. The eclectic empirical data collection design showing the variety 

of sources is outlined below. 
 
Figure 14. Outline of the sources used for empirical data gathering. 

Primary sources 

 Pre-eliminary interview with Andreas Sundgren 

 In depth interview with Andreas Sundgren (Market Director, former 

CEO, Toontrack) 

 Study trip to the company guided by Peter Knutsson (CEO, 

Toontrack) 

 In depth interview with Timothy Self (SVP Marketing & Sales, 

Propellerhead) 

Secondary sources 

 Scientific papers describing the environment 

o Are they only in it for the money? – Subsidiary strategy and 

impact on local clusters in the recorded music industry: the case 

of Sweden by Hallencreutz & Lundequist. 

o The emergence of a post-industrial music economy? Music and 

ICT synergies in Stockholm, Sweden by Power & Jansson (2003). 

 Professional product reviews 

o Behind The Groove: Virtual Drum Instrument Developers' Round 

Table by Sound On Sound (2008). 

 Customer product reviews 

o Toontrack EZdrummer: User Reviews by Harmony Central (2010) 

o Toontrack EZdrummer Reviews by RecordingReview (2010) 

 The companies‟ websites www.toontrack.com, www.propellerhead.se 

 

 

4.3.5 RESPONDENT VALIDATION 

 
The last question of our interview was a direct one to Andreas and Timothy where we 

wanted to know if they wanted to see a transcript of the interview before we made it 

final into the paper. Andreas answered yes, so we sent him a transcription of the 

interview as a whole but received no reply, which we took as him not wanting to make 

any changes. Timothy let us known that he did not desire a transcript before making it 

official.  

4.3.7. ANALYSIS METHOD 
 

The empirical data gathered from various sources and different data collection methods 

will be synthesized together and presented in a succinct form. This would provide a 

coherent picture of the companies, their development, and internationalization process. 

On the other hand, we will describe the environment that we believe the companies are 

embedded in from sources that are independent of Toontrack and Propellerhead.  
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Later on, the internationalization process of the firms‟ of interest will be investigated 

from a perspective of the theoretical models presented. We will assess the theories that 

are competing or complementing and pick up only the concepts relevant to explain 

Toontrack‟s‟ and Propellerhead‟s‟ internationalization. Then, having the Swedish music 

industry described in detail, we will apply the framework regarding cluster 

embeddedness to determine impact of the environment on the internationalization 

process. 

4.3.6 METHOD AND THEORY TRIANGULATION 
 

We have employed what Johansson-Lindfors (1993, p. 131) calls method triangulation – 

meaning that we have used different data collection methods in our research. The study 

houses secondary sources in the form of both, as mentioned before, scientifically 

acknowledged articles about the music industry in Sweden as well as professional and 

customer product reviews found in reliable music journals. The primary data was 

collected through interviews with Andreas Sundgren for Toontrack‟s account and 

Timothy Self for Propellerhead‟s account. 

 

Johansson-Lindfors (1993, p. 132) also discuss the concept of theory triangulation, 

which she describes as „the usage of competing theories in the frame of a curtain 

research problem‟. This phenomenon can be viewed in this paper because of the fact 

that we are trying to synthesize, in some parts, competing theories in order to outline an 

eclectic approach to the internalization process for SMEs.      
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5. EMPIRICAL FINDINGS  
 

In order to achieve the purpose of the study, which is to analyze the impact of cluster 

embeddedness on firm‟s internationalization, it is vital to look more in detail into the 

Swedish music industry. Therefore, the first part of the empirics will introduce the 

industry based on data from secondary sources. Later on, primary empirical data 

regarding Toontrack AB and Propellerhead AB, gathered when conducting in-depth 

case studies, will be presented. 

5.1 THE SWEDISH MUSIC INDUSTRY 
 

The first part of the empirics will describe the environment in which we believe 

Toontrack AB and Propellerhead AB are embedded. The data presented here was 

gathered when researching secondary sources, mainly scientific articles by Hallencreutz 

& Lundequist and Power & Jansson (2003). The first paper introduces the industry in 

general, whereas the second puts emphasis on the specific inter-industry position of the 

music sector and business formation within it. All the statements written that may seem 

opinion-forming are secondary, quoted after the authors.  

5.1.2 THE INDUSTRY 
 

In 2001 the total export earnings of the Swedish music industry were estimated to 

approximately 0.5 million USD. Furthermore, the annual growth rates between 1990 

and 1997 amounted to 15 per cent (Forss, 2002, in Hallencreutz & Lundequist, p. 3). 

Providing these figures, Hallencreutz & Lundequist prove that the role music industry 

plays in Swedish economy cannot be overlooked. 

 

An industry, as a localized system, is characteristic because of various value chains that 

contribute to the final outcome – a product (Porter, 1990, in Hallencreutz & 

Lundequist). Hallencreutz & Lundequist (p. 5) outline five types of overlapping value 

chains in case of music industry, which are „artists, production companies, record 

companies/distributors, music publishers and tour production companies‟.  

 

The first step crucial to give an overall picture of the industry would be to explore how 

many firms are active within it. However, investigating the number of firms involved in 

the music industry is a challenging task because industrial taxonomy codes do not really 

distinguish any sector classification directly related to music. Therefore, there is no 

empirical data available at hand as it might be in case of any other, more traditional 

industry (Hallencreutz & Lundequist, p. 7).  

 

However, Hallencreutz & Lundequist (p.9) researched into various sector classifications 

that seemed to be related to the features of the music industry value chain that they 

identified before. In addition, they supported their examination with further inquires 

about the matter to music associations. Finally, they came up with a conclusion that 

there are 1487 firms active in music business based in Sweden, with the majority of 

SMEs among them (Hallencreutz & Lundequist, p. 9). 

 

Relatively high export figures generated by the music sector made Hallencreutz & 

Lundequist (p. 15) to explore potential reasons for its success and international scope. 

This is vital in order to provide a comprehensive picture of the music industry, i.e. to 
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identify sources of its competitive advantage and dynamism. Hallencreutz & Lundequist 

(p. 15) carried out a survey on the matter among music journalists, researchers on 

popular music and policy-makers, who recognized following condition-related factors:  

 human knowledge resources, 

 the musical environment, 

o infrastructure supporting potentially professional musicians, 

o good access to rehearsal premises, 

o instrument provision, 

 access to newest technologies, 

 access to capital, 

 stable home demand, 

 supporting industries and activities (CD plants, studios, video producers) 

(Hallencreutz & Lundequist, p. 15). 

 

Hallencreutz & Lundequist (p. 17) conclude their research stating that Swedish music 

industry can be described as a cluster with Stockholm as its kernel. Furthermore, they 

claim that the industry is determined by „a complex mixture of co-operative competition 

and shared ways of doing and thinking‟. The industry is embedded in the global world 

of music, „the network of individuals – interconnected in dense networks, which 

transcend individual firms‟ (Hallencreutz & Lundequist p. 17).  As far as some practical 

implications are concerned, a great number of respondents (Hallencreutz & Lundequist, 

p. 17) emphasized the positive impact of geographical proximity when it comes to staff 

recruitment, rivals observation, new firms and business ideas formation. 

 

According to Hallencreutz & Lundequist (p. 14), a continuous growth of small, 

independent full-service publishing and production companies in Sweden from 1990 is 

evident. Besides, more and more businesses have emerged at the intersection of music 

and other industries, especially information technology. Thus, Hallencreutz & 

Lundequist (p. 14) claim the new category of music-related IT (Information 

Technology) companies to be of growing importance. Those are in detail explored in the 

latter paper by Power & Jansson (2003).   

5.1.3 AT THE INTERSECTION OF INDUSTRIES 
 

An interesting, slightly different, and crucial for the purpose for this study perspective 

on Swedish music industry is presented by Power & Jansson (2003). They explore the 

emergence of post-industrial music economy while investigating music and ICT 

(Information and Communication Technologies) synergies in Sweden. In their paper 

they argue that technological change played an important role in determining the 

structure of the music industry. Moreover, technological progress enhanced the industry 

potential by opening many commercial and distribution possibilities (Power & Jansson, 

2003, p. 427). 

 

Power & Jansson (2003, p. 428) claim that, due to the lack of previous academic studies 

in the field, the knowledge of what music industry involves is very limited. Therefore, 

following system approach, it may be argued that production of music engages many 

various inputs and agents, difficult to identify or define explicitly.  

 

Moving on, the research (Power & Jansson, 2003) is based on a survey concerning 

firms that combine music and ICT in their activities. As being at the intersection of the 
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two fields is relatively new, the majority of firms studied were not more than 3-years 

old. Although being a new phenomenon, the authors claim studying ICT music firms to 

be justified, as Porter (2001, in Power & Jansson 2003, p. 428) states that commercial 

innovations appear most often at the intersection of industries or clusters.  

 

The idea of postindustrial music economy implies that „profits and the value added are 

to be found in information, service and related activities rather than manufacture‟ (Bell, 

1974, in Power & Jansson 2003, p. 428). Consequently, specialized services and 

information can be easily sold all over the world as music industry is being more and 

more focused on online distribution methods.  Therefore, the authors claim that the 

postindustrial Swedish music economy is extremely exposed internationally. Thus, 

contrary to traditional beliefs, it is vital to understand that Swedish music industry does 

not solely rely on home-grown bands (Power & Jansson, 2003, p. 427). 

 

ICT MUSIC FIRMS  

 

Power & Jansson (2003, p. 427) spot that many companies have recently emerged at the 

intersection of music and ICT industries. Moreover, they recognize their dynamism and 

growing impact for the economy. ITC music firms‟ activities are under-researched 

mainly because their market has existed only for a few years (Power & Jansson, 2003, 

p. 427).  

 

According to Power & Jansson (2003, p. 427), business formation at the intersection of 

two industries implies diversity of activities that firms take up. The variety in practice 

means that, although having music as the core business idea, two ITC music firms may 

have indeed very little in common. This is visible when comparing distributors of music 

for mobile devices with software designers for music production (Power & Jansson, 

2003, p. 427). The nature of the latter - music software designing firms - is crucial for 

the purpose of the study and has to be explored in detail.  

 

One of the activities that Power & Jansson (2003, p. 430) distinguish within ICT music 

firms is software programming and design focused on virtual instruments. A virtual 

instrument usually is a product that combines a music synthesizer and a drum machine. 

Virtual instruments are based on programs only to be used on computers. As developing 

a virtual instrument is quite a small business, there are a very limited number of firms 

dealing with it. Surprisingly, some world‟s leading virtual instrument designers are 

based in Sweden (Power & Jansson, 2003, 430).  

 

Power & Jansson (2003, p. 430) claim that an activity such as VI (virtual instruments) 

development has undoubtedly changed the common perception of what is commonly 

seen to be music industry. Respondents of their study argue that this could be possible 

due to growing active music involvement in societies. After many decades of buying 

music people become more interested in making music on their own, which has become 

simple thanks to music software like VI (Power & Jansson, 2003, p. 430).  

 

Power & Jansson (2003, p. 430) agree that VI developers are active in a niche-market 

and deal with small revenue volumes. However, the way they response to the problem 

of piracy might be of great importance for the whole music industry. VI developers 

admit that it is impossible to protect their copyright in the long term. Instead, their aim 

is to establish communities around their products so that a potential customer may 



43 

 

recognize all the benefits of buying an original copy and registering it online. After 

registration and becoming an official user, customers get tech support and access to 

additional features.   

 

THE CLUSTER ? 
 

Power & Jansson (2003, p. 431) claim cluster to be „an industrial system with a specific 

geographic agglomeration and a unifying discourse, identity or brand‟. Among other 

features typical for a cluster they outline: 

 intensified internal transactions, 

 institutional frameworks and cluster organizations, 

 developed cluster-brands, 

 marketing operations, 

 identifiable social networks, 

 some level of group consciousness (and sometimes cluster‟-consciousness). 

Consequently, they argue that that Stockholm agglomeration proves the evidence of 

many features listed above and therefore identify music and ITC clustering. However, 

the phenomenon is applicable to Sweden in general, with Stockholm being the centre of 

Swedish music production system (Power & Jansson, 2003, p. 432). This production 

system makes Sweden one of the world‟s largest net exporters of music products.  

 

The most important contribution of the research by Power & Jansson (2003) is their 

investigation of potential implications that location in the cluster might have on ITC 

music firms. Companies might to a large extent benefit from the cluster‟s heritage, 

which Power & Jansson (2003, p. 432) define as sectorally based social networks, 

relevant experience and knowledge resources, supporting organizations and venture 

capital sources.  

 

To follow up, Power & Jansson (2003, p. 434) discover an example how the cluster‟s 

heritage may be beneficial in practice. As most of the ITC music companies‟ founders 

have music background, they complain about staff recruitment being their biggest 

trouble. In addition, the absence of formalized music education for music industry 

makes the issue even more problematic (Power & Jansson, 2003, p. 434).  Indeed, 

music-ITC companies are looking for employees who combine skills from both 

industries. Respondents interviewed state that there are only certain countries and cities 

in the world which can provide such staff. They claim Sweden to be one of them (Power 

& Jansson 2003, p. 434). 

 

Summing up, half of the respondents in the study by Power & Jansson (2003, p. 436) 

claim that proximity within the cluster has both material and immaterial positive effects. 

Moreover, it was acknowledged that the cluster inter-industry environment facilitates 

innovation creation because of industrial synergies. Therefore, it is impossible to 

overlook the fact that Sweden‟s strong IT itself boosted many music-ITC companies‟ 

formation and performance. 

 

Last but not the least; the respondents shared a common feeling of being involved in the 

cluster with respectable reputation. Furthermore, they had similar understanding of the 

future and possible market opportunities within the cluster (Power & Jansson, 2003, p. 

436). However, at the same time, corporate cultures of the firms investigated were 

showing a strong sense of independence (Power & Jansson, 2003, p. 436). 
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FOREIGN EXPANSION FROM THE CLUSTER  

 

An important issue raised by Power & Jansson (2003, p. 434) concerns international 

potential of music-ICT companies embedded in the cluster. Sweden‟s demand for 

music, although relatively big and stable, could not fully support firms active in this 

niche-market. However, Swedish population has proved to be a perfect test sample for 

products, which successful domestically, can later be sold overseas. Moreover, 

networks that often reach outside the country have an extremely positive impact on 

internationalization. Those contacts with people active in the music industry outside of 

Sweden are often even more important than local ones. Therefore, most of the 

research‟s respondents claimed Sweden to be a perfect launching platform to start 

foreign expansion (Power & Jansson, 2003, p. 434).  

 

Consequently, all of the firms interviewed by Power & Jansson (2003, p. 435) were 

internationally oriented. Most of their products could be distributed online, which 

facilitated export activities. As it has been already mentioned, small domestic market 

could not sufficiently support firms‟ survival and growth at all. Therefore, many of the 

companies had their customer bases in countries like Germany and the US, as well as 

specialized hi-tech support (software design, coding) providers in California (Power & 

Jansson, 2003, p. 435).  Moreover, it was found that Swedish business culture is 

globally oriented itself. Firms were especially determined to achieve success 

particularly in the US market to indicate their prestige; and again saw Sweden as a 

perfect starting point for it. 
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5.2 TOONTRACK AB 
 

The second part of the empirics concerns one of our case study firms - Toontrack - a 

music software designing company. The data presented here was collected from variety 

of sources, form interviews through the company‟s website, company visit, music 

journals and customer reviews. All the relevant facts and opinions regarding Toontrack 

gathered from primary and secondary sources are presented. To begin with, it is vital to 

introduce Andreas Sundgren, one of Toontrack‟s founders, who was more than willing 

to provide us important information relevant to our study. 

5.2.1 PRESENTATION OF THE MAIN RESPONDENT  
 

Andreas Sundgren, 37 years old, had been up to 2009 the CEO for Toontrack, at the 

moment Market Director at the company.  

 

Andreas was born in Stockholm and grew up in a home with academic background. He 

dropped high school at the age of 16 and moved up north of Sweden to Umeå, where he 

pursued his music career and worked part-time at the same time. He did not know that 

his band-mates from back then would become his business partners at Toontrack in the 

future. 

 

During 90‟s Andreas lost touch with the band he played in and started to work as a 

wilderness guide. At that time, he also got involved in Hamnmagasinet (community 

centre) and social business. He recalls it as an extremely enlightening period of time as 

he could have learned ‟how to do stuff and how not to‟. Later on, Andreas was leading a 

project within the tourism business and thus, got in touch with various aspects 

concerning European Union and its community. 

 

To sum up, Andreas Sundgren has no formal education. He admits being „a jack of all 

trades and master of none‟. Parallel to his working experience, which has always been 

about running own business, he has been writing songs and stories. His language skills 

come from home; his international business experience is derived from the latest decade 

at Toontrack. 

5.2.2 TOONTRACK – THE STORY 
 

Back in 2000, two of Andreas Sundgren‟s former band-mates, Mattias and Henrik 

founded a company called Toontrack. The company was aimed at producing music for 

computer games. In the course of that work they made a drum sound library, which was 

very much for their own use in music production for gaming. That drum library 

unexpectedly turned out to be a product that other people wanted. 

 

Then, at the turn of 2000 and 2001 Andreas Sundgren reunited with his friends and got 

involved in Toontrack. The sound library recorded had an outstanding quality. 

Therefore, the trio decided to put up a PayPal system, start burning the library on CDs 

and sell it directly from the website as an added income. At the same time, Paul White, 

a very influential journalist in the music industry gave it a very high rating. As a result, 

the great potential of the drum sound library, which was assumed to be a secondary 

activity, was recognized.  
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After 6 months Toontrack had established world distribution for its sample products. 

However, the trio decided to take a step further and build its own software on the 

existing library. With help of a professional programmer, who has been with Toontrack 

up till now, the company developed its first music software that could generate audio.  

 

Back in those days, it was natural in the field that sound designers and software 

designers worked separately. The sound designers were making libraries that could be 

used later on in software engines. The case of Toontrack was similar as the company 

made its sound library that could basically fit into other peoples‟ engines. However, 

what the company did as a result, which was developing sound library and software 

parallel, turned out to be revolutionary. The same path was then followed by other 

companies within the field. Basically, the only companies that are nowadays running in 

the business are those who managed to combine both, delivering an engine and a sound 

library that can fit into that engine. 

 

As many companies have followed the same strategy as Toontrack did, it is vital to 

explain what made its software so unique. Toontrack approached music software 

development from the sound side of it. The company‟s founders shared strong music 

background. Andreas puts it clearly: „We came from the music side, having music 

production and the quality of sound as the starting point. A lot of our competitors came 

from the opposite, software side; they could build the software but they were not really 

sound or music people, at least not at heart.‟ The founders wanted to have a better tool 

to control the drum sounds that they were programming in computers for their own 

needs.  

 

In 2004 Toontrack released its first virtual instrument called Drumkit from Hell, which 

was a sample based drum software synthesizer. It mainly featured a huge library of 

heavy sounds, well suited for heavy metal music. Once one has learnt how to use it, it 

could provide outstanding results. However, the DfH was still very much an early 

adopter, heavy to run and install. After a few years Toontrack realized that that if the 

company was to go on being successful developer of software and sound, it had to sort 

of restart its designing process.  

 

Toontrack decided to take basic key parts of the DfH engine, recorded a new sound 

library in New York, and developed a new product – EZdrummer. Its functionality was 

very high, thanks to a graphic engine, and could still provide high-end results. In order 

to make it easily accessible, Toontrack decided to price EZdrummer in a range where 

there was no other product in the segment at the time. This happened in 2006 and since 

then the company really took off. 

 

Andreas Sundgren claims two key factors to have built Toontrack‟s presence in the 

market. First is the advent of EZdrummer, which was successful thanks to the crew‟s 

collective experience and knowledge. It turned out to be a perfect move to restart the 

development process with a new product instead of holding on to the old one (DfH). 

Secondly, Toontrack had a very strong product line and decided, as a very small 

company, to go into direct distribution in the US and other European countries. This in 

turn increased margins and made Toontrack able to grow exponentially. At the time, all 

of the company‟s competitors used a middle man that would take out their margins.  
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Toontrack has now basically 4 different product lines that meet different price ranges. 

At this point, the company has a very strong growth, which amounted to 85% even in 

the latest recession period. It keeps developing its products from the owners‟ personal 

view of what a music production tool should be, i.e. trying to fulfill their own needs as 

musicians and producers. Moreover, they claim it to be Toontrack‟s most important 

competitive edge.  

 
Figure 15. Turning points in the history of Toontrack. 

2000 First sound library with multi sampled drums 

2004 First in house software/virtual instrument DfH 

2006 Breakthrough product EZ Drummer 2006 

2010 Release of Beatstation widening the product scope from drums only 

 

To sum up, the company, which started as a small computer gaming venture in 1999, is 

the fastest growing virtual instrument maker in the world. They were the first one to 

own both a software engine and a sound library used in it. The global market of virtual 

instruments, although small, is continuously growing. Therefore, the company is 

stepping stone towards the future. At Toontrack they say: „Our success sprung from the 

fact that we ourselves as musicians needed better stuff‟, which can serve as the 

company‟s motto.      
 

Toontrack Music AB in numbers.  

Founded in: 1999 

Turnover: 22 000 000 SEK 

Export: 20 000 000 SEK (12 000 000 SEK in the 

US) 

Number of employees: 23 
Figure 16. Toontrack Music – the overview of basic numbers. 

Toontrack has never used any external source of financing to a large extent, apart from 

small loans, occasionally. The company has been financed on its own, thanks to the 

cash flow available from products releases. There has never been any investor involved. 

Toontrack is owned by six partners out of whom three hold a qualified majority. The 

company is built completely organic. 

 

Today, the company structure consists of independent teams working with the areas of 

sales, marketing, coding and content work. The structure is flat. In addition, three 

employees work in the US subsidiary, two full time contractors are based in the UK and 

Germany. The rest of the crew is based and recruited domestically. 

 

Andreas Sundgren’s role at Toontrack over the years 

 

„A huge part of what I have done at Toontrack would be to emphasize storytelling, 

which is very important for the company, it‟s brand and market. I‟ve built the Toontrack 

story around the product, but developing the product as well‟, summarizes Andreas his 

contribution over the years.  
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Andreas‟ job has always been about communicating Toontrack to the market (corporate 

story telling) and about communicating the market back to Toontrack. Moreover, as a 

songwriter, he was involved in product development, especially during the latest period. 

 

Andreas has been with Toontrack from the beginning, as the company by coincidence 

turned form a music gaming production firm to a leading developer of sound and 

software for music making: „We‟ve grown from 3 part time guys, that had sort of a 

hobby business, to being this small but entirely global software and soundware 

developer.‟ He recalls that it was the key to become aware of the company‟s potential 

back in 2005, as he was the CEO. At the same time Andreas was taking marketing 

duties and wrote most of the copy for Toontrack products on the web. 

 

Everything Andreas learnt about business, expansion and growth he has learnt at 

Toontrack. At the time he was reading all the relevant literature about business 

development and consequently tried to apply those things in practice. For the last 4 

years Andreas has traveled on duties with Toontrack 100 days a year. With the decision 

to go direct distribution in the US, Andreas went there to establish a subsidiary, 

organize marketing and sales. „I have never done that and almost nobody in our 

business has done it before‟, he mentions. Apparently, in a small business the area of 

responsibilities one has is very vague: „I‟ve done everything from packing boxes, 

sending invoices and paying invoices, to being the CEO or managing director; I‟ve been 

around the world to shake hands with people and make network contacts. That‟s what 

I‟ve done‟, he concludes. 

5.2.3 THE PRODUCT 
 

Andreas Sundgren with proud admits that EZdrummer has changed the idea of how to 

make virtual instruments. Moreover, it is unusual that very few companies looked at EZ 

Drummer‟s success and copied it. Toontrack is surprised that so many companies still 

keep on building software „by engineers for engineers‟. 

 

Apart from a fantastic sound, EZdrummer has a graphic interface that makes it look 

exactly like what it is – a drum set. Therefore, it is extremely easy in usage, which 

means that one needs no more than 5 minutes to master it. EZdrummer has made it 

possible for a bunch of songwriters and writers of commercial music to very quickly 

realize their artistic ideas. Moreover, EZdrummer can be used along with other 

supporting Toontrack software tools like EZmix, Drumtracker or EZplayer. 

 

It is hard to find any negative comment in 30 diligent customers reviews provided by 

major music journals, pointing out EZdrummer to be usable, of high quality and 

affordable. Moreover, Toontrack EZdrummer is the cheapest in its segment with the 

price of 99£, whereas competitors‟ products prices vary from 140£ to 300£.  

 

EZdrummer has had for now a shelf life of 4 years. This is much more than the 

company had expected. The basic platform of EZdrummer has not changed; however, 

Toontrack has released many expansion packs to the program. Every expansion pack 

features new percussion sounds supported by relevant graphics. „It is strange that 

nobody has looked at this way to successively expand the product‟s target group‟, 

wonders Toontrack‟s Marketing Director.  
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Toontrack keeps on widening the audience of their products. If one feels that 

EZdrummer could not meet more sophisticated demands, there is Superior Drummer 

platform with much more potential. In the nearest future the company is about to release 

its next breakthrough product called Beatstation, which apart from percussion sounds 

will play leads instruments and melodic bass, as well as support MIDI grooves 
1
and 

REX files
2
.  

 

„Beatstation is certainly a step closer to a much broader audience and bigger volumes 

both pricewise and everything else‟, says Andreas Sundgren. However, Toontrack is 

aware that the EZline has carried the company for years and is still, to a large extent, 

doing it. Therefore, Toontrack still wants the line be its foundation: „We bring our 

customers in through the EZline and then they have a variety of tools to choose from, 

with a very clear image. Most of the people, once they get hooked with EZdrummer, 

they become fans and so keep using our products because they feel safe with the fact 

that there is a certain operational stability‟. 

 

Andreas Sundgren reminds, from a songwriter perspective, that „there is nothing as 

simple as picking up an acoustic guitar and playing it compared to turning on a 

computer, a sequencer, and loading a virtual instrument‟. However, Toontrack, as a 

virtual instrument developer, has successfully strived to narrow the gap between the 

user and the computer, which is a part of the big thing with EZdrummer.  People want 

to deal with their music, not with the tools for their music.  

5.2.3 TOONTRACK’S FOREIGN EXPANSION 
 

Why? 

 

The market of virtual instruments and sound libraries, although growing, is still very 

small. This made it impossible for Toontrack to survive relying only on the domestic 

demand. Therefore, foreign expansion came as a natural consequence of the firm‟s life 

cycle. The world‟s biggest music market is based in the US: ‟For most of the companies 

in our business, the US is the most important market, so you have to be there‟. Andreas 

Sundgren points out that „being international in this industry is a matter of music 

production as not being limited to a certain country at all; music production, song 

writing practices and creative process is a global thing‟. Therefore, it is all about the 

music creative community that is basically global.  

 

When? 

 

Toontrack started its international expansion right away from inception. The first sound 

library came out in 2000, six months later it was already being sold all over the world. 

In the beginning the company went exclusively through distribution companies. 

However, as time has gone by, this system has changed and Toontrack now runs some 

of its territories direct (like the US). The intention is to keep it evolving since it is better 

for both, the company and retail, to increase turnover and margins of all involved. The 

Toontrack web-shop was not a priority early on but is becoming increasingly important 

                                                
1 MIDI is a communication protocol (set of rules) which determines transmission format between 

electronic musical instruments and computers 
2 REX is proprietary type of audio sample loop file format developed by Propellerhead Software, a 

Swedish music software company, our second studied company 
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nowadays. The global market for virtual instruments has grown and Toontrack managed 

to grow along with it as all of the major territories were captured very quickly.  

 

Where? 

 

„All the markets are different, some are retail driven, like the US, and others entirely e-

tail driven, like continental Europe‟, points Andreas Sundgren. Toontrack entered 

various international markets rapidly without distinguishing between them, making use 

of distributors. However, later on, the company adapted its strategy to fit into markets 

more specifically. United States market stands for 55% of Toontrack‟s turnover partly 

because its own distribution is run there. In general, Toontrack recognizes e-tail as of 

growing importance for the firm. 

 

How? 

 

Originally, the target markets were divided regarding to territories covered by 

Toontrack‟s distributors; one based in continental Europe, one in US, one in 

Scandinavia and one in Japan. The reason why Toontrack used and still uses a 

middleman in Scandinavia is the market‟s specific structure. Japan is the only market 

where Toontrack does not even consider selling its‟ product directly: „One of the few 

markets I can see today where you need to have a middleman is Japan‟, according to 

Andreas. Apart from the US, Toontrack‟s own retail is established in Canada as well. 

 

Toontrack‟s market approach towards continental Europe has changed to some extent. 

The company is now looking at single countries as separate markets. This approach 

could not have been followed before as the company had not been mature enough to 

deal with it: „First we did not know it, once we had learned from our own process we 

started to work with some European markets more specifically‟.  

 

This, in turn, does not mean that Toontrack deliberately and by all means puts its effort 

on a particular region: „I would say we focus equally on all markets. We have been, in 

the last few years, in the process of optimizing all countries we are operating in, and we 

had picked one by one to see what we can do in those markets.‟ 

 

Therefore, it is not about selecting markets for Toontrack but rather about optimizing 

the geographical territories that the company is already in. This implies continuous 

working on margins and dealing with retailers. Andreas Sundgren points out 

Toontrack‟s approach towards new market‟s exploration: „If you want to identify new 

markets now, you need to have demographics and ways of delivery in mind rather than 

geography. Internet has had its great impact on it.‟ Further on, Andreas continues that 

the idea is organic at Toontrack. There is an ongoing discussion at the company about 

who wants to buy its products, why and at what price. Toontrack believes that world 

will become gradually, with few exceptions, one market: „Basically, everyone use the 

same sequencer
3
, same computers, same programs, most writers/producers use roughly 

very similar creative process to get from point a to point b‟. 

 

  

                                                
3 Sequencer an application or a device designed to play back musical notation 
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What is different abroad? 

 

Scandinavia, in general, is a very computer literate region. Therefore, Toontrack 

realizes that teaching users how to use its‟ products there and teaching users elsewhere 

is a slightly different thing. „I mean, the Scandinavian market is ahead of the other 

markets. If a product is good, it‟s going to do better here first, which was evident in our 

case‟, says Andreas. On top of that, the Scandinavian audience has a high standard of 

living, high standard of hardware, computer literacy is strong here and broadband 

connections are well-built. If a product is good, it will prove it domestically first.    

 

Turning points  

 

The first turning point in Toontrack‟s internationalization was in 2000, when the 

company recorded its first sound library and started international distribution 

immediately.  Secondly, the release of EZdrummer, which had a very strong appeal in 

all markets. Surprisingly, even in the Japanese where Toontrack has done very well over 

the years, mainly because EZdrummer has very little text information in the interface 

and it is a very easy to get, virtual product. As the third turning point, Andreas Sundgren 

draws attention to the decision to go direct in curtain strong territories, losing the 

middleman: „It was crucial because it increased margins for everyone, retailers as well 

as the developer. Moreover, it uplifted us all proving that we can handle it in a big way 

in the future.‟  

 

Hurdles 

 

„There have always been hurdles‟, says Andreas. There has always been competition 

and Toontrack is especially concerned about its future shape. There is the next 

generation coming that is grown up with computers, has different skill set and makes 

music in a different way (faster, more intuitively).  

 

Toontrack is a self funded growth company in a small but highly competitive market, 

and there is a bunch of hurdles beyond its control, for example trade barriers between 

the US and Europe. Here Andreas Sundgren cites Andrew‟s Grove, the CEO of Intel, 

motto „Only the paranoid survive‟. The one thing Toontrack knows not to do is to stand 

still. The company feels confident about its international position, but not safe. 

 

The future 

 

Andreas Sundgren has no doubts: „The future of Toontrack looks very bright. Toontrack 

is certainly not lacking ideas or manpower. We have, to my mind, the best team in the 

world for what we do.‟ Although Andreas could not provide any numbers about 

expected growth due to confidentiality reasons, he believes that company is stepping 

stone towards its future, as it has grown enormously with strong profit during the last 

two years of the worst recession since 1929. Toontrack has the ambition to be one of the 

world‟s largest independent virtual instrument developers within the 5-year period. 

 

Moreover, there is still a potential to be explored in the market itself:  „The one thing I 

see in the MI-software industry is that we are still dominated by companies that are 

composed of engineers building products for other engineers, rather than for musicians. 
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This is a major problem for a lot of developers that are dominant now regardless of 

Toontrack.‟ 

 

5.2.4 KNOWLEDGE, RELATIONSHIPS & RESOURCES 
 

How to learn about new markets? 

 

As far as knowledge acquisition about new markets is concerned, Toontrack turns into 

networking as the most important tool. The company pays a lot of attention to building 

direct retail relationships: „I would say; when it comes specifically to building a direct 

relationship with retailers in the US, it was about networks, knowing people that knew 

people at retail.‟. Therefore, unexpectedly, what is necessary in practice to get involved 

and make use of network is only some common sense, good English in writing and 

speaking, e-mail and phone. This is mainly because the product is so strong that it 

supports itself. „If your product does not back up itself, then, no matter how hard you 

try, your phone call or e-mail to a retailer will be meet with a „no‟ or no answer at all‟, 

claims Andreas. At the same time he states that he does not want to underestimate the 

work done by Toontrack abroad, justifying that without EZdrummer it would just have 

been an uphill battle.  

 

People from the start-up team played a key role in building relationships internationally: 

„We all did our share when it came to signing up distributors in the very early 

beginning. According to Andreas, a strong part of Toontrack‟s network is built on 

meeting other people in the business over a course of a decade. 

 

It is essential to collaborate 

Toontrack avoids using the term cooperation to describe its network relationships: „I 

think collaboration is a better word because it is more organic‟. Most of the company‟s 

relationships, like OEM with KORG
4
, started up with them picking Toontrack because 

they felt it being organically the right partner to work with: „We do not affect the 

products they want to bundle our products with directly, but indirectly indeed. We look 

at the possibilities bundling our products with each other has‟. 

 

Toontrack is very consistent in its relationships with 3 partners. The company works 

with a certain number of firms and people that are based domestically and 

internationally (US, Japan). Although the issue of different culture is visible when it 

comes to negotiations, the most important aspect sought after is still clarity and trust 

with the person on the other side of the table.  

 

The biggest gain from Toontrack‟s collaboration and bundle deals has been branding, as 

the company spreads its name. Getting to use light versions of Toontrack‟s products, 

through people associating them with brands that has a good standing, has proved to be 

working well. On the other hand, the other party can deliver a more complete solution 

for its customers, thanks to light versions of Toontrack software included. In a few 

cases Toontrack is also involved in a collaborative relationship when a partner is 

delivering components for Toontrack‟s products.  

                                                
4 KORG is a Japanese  multinational corporation that manufactures electronic musical instruments and 

electronic tuners 



53 

 

 

Andreas Sundgren emphasizes the importance of choosing the right partner to work 

with: „If it turns out that the product you are bundling your products with is a crap, you 

are going to get crap as well‟. Therefore, there is always some risk associated with 

cooperation. Toontrack is looking forward to expanding its collaborative network; 

however, this is a matter to be hushed up. 

 

Networking 

The great role that networking played in Toontrack‟s development is impossible to 

overestimate: „It‟s a small industry; once you‟ve done a few trade shows you know 

most of the key people. It‟s extremely important to know people. I think a lot of our 

success has come from word of mouth within the industry, a lot.‟ claims Andreas. 

Although it is still the product that carries the business, a good product has to come 

through. For Toontrack the networking is a big part of having it come through. 

 

Toontrack does not take part in any official music network because such does not exist. 

MI-software industry is such a small community that it is a network itself.  The 

company is part of other business networks, for example Connect
5
, which has proved to 

be of great help and support. 

 

Toontrack does not see any potential cons associated with networking. The only risky 

matter is that one hast to be careful what to talk about with whom, especially in the 

small industry. „We all wash our potatoes in the same stream‟, indicates Andreas the 

fact that there are bunch of things happening parallel without people being in contact 

with each other. Therefore, if one claim to have invented something revolutionary, there 

are probably 10 other people that had already thought in the same way before. „Very 

little that happens in terms of product development is a unique concept. There is a lot of 

hush going on but very little of it is a stuff that could be useful and competitive to you if 

you had got it early on‟, comments Andreas on the process of creation. 

 

In practice 

„You meet people at the shows, sit down and talk. To some extent you share everyday 

information about different things in the business‟, explains Andreas. The network was 

utilized when Toontrack went to the US. Getting in touch with Guitar Center
6
 was a 

result of Andreas‟ personal network within the industry: „I simply called someone to ask 

for contact information and used that person as reference‟, he recalls.  

 

The environment 

Swedish music industry is relatively big when compared to the country‟s population. In 

the software-based part of it, 3 firms are actively involved: „If we are talking about MI-

software there are three companies in Sweden that do that. Now, two of those 

companies, namely Toontrack and Propellerhead, are very strongly profiled in the 

                                                
5 CONNECT is an organization that links entrepreneurs to financial, technical and business development 

resources 
6 Guitar Center is the largest chain of musical instrument retailers in the world with 214 locations 

throughout the United States 
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international market. We have both contributed with solutions that have served to 

change how you make music on computers‟, describes Andreas. Apart from that, 

Swedish MI is well know and recognized for its outstanding quality and therefore, 

reputation. 

 

Being embedded in the Swedish music environment has always had an impact on 

Toontrack: „I‟m sure a part of the reason to why we came through so early with our first 

sound library was that at the time Swedish songwriters were really kicking and 

booming‟. One of the reasons for the success of Drumkit from Hell was that it featured 

sampled drumkit of Tomas Haake
7
. As a result, the product became very popular 

internationally within the heavy metal music community.  This was very relevant as 

Swedish heavy music is well recognized abroad. „There are a lot of successful bands 

within extreme kinds of metal so we certainly, in that respect, built our business on that  

reputation and on that legacy‟, claims Andreas. 

 

Toontrack has never used headhunting as a way to recruit personnel but does not deny 

doing it in the future. A crucial part of working at Toontrack is that one is either a 

musician or very interested in music. Therefore, professional skills among staff are as 

important as a gut feeling and necessity. Toontrack‟s great product contributes to the 

fact that most people that work there feel privileged. They are aware of being a part of 

the venture with huge international impact.  

 

The specific legacy of the Swedish music industry has made it easier for Toontrack to 

find staff that could fit into company‟s structure. Moreover, the company realizes that 

the reputation of the whole industry have attracted to Toontrack many of its customers: 

„Again, if we go back to the fact that we built our first product line on the heavy metal 

legacy, certainly has attracted a particular group of customers. The customers that are a 

very strong, supportive and dedicated group, the heavy metal “do it yourself” 

community‟, recognizes Andreas. That community also got into doing music with 

computers faster than anyone else.   

 

It is impossible to investigate cooperative and competitive relationships between 

Toontrack and other actors embedded in the same environment due to confidentiality 

reasons. However, Andreas Sundgren speciously expresses Toontrack‟s altitude towards 

competition: ‟I can‟t see any reason to slam other products as a part of your marketing, 

especially not in a creative community. People are going to have very clear ideas on 

what they want and need to create their music so they are going to pick the right tool. If 

they pick your competitors‟ tool there is something wrong with your tool or it might just 

not fit that guy.‟  

  

                                                
7 Tomas Haake (born 13 July 1971) is the drummer for the Swedish experimental metal band Meshuggah 
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5.3 PROPELLERHEAD AB 
 

The third part of the empirics will present the second studied firm - Propellerhead AB, a 

music software developer based in Stockholm. The data presented here was collected 

mainly from the interview and materials provided at the website. At the outset, it is vital 

to introduce the main respondent Timothy Self, the SVP Sales & Marketing at 

Propellerhead, who was the main source of primary information about the company. 

The case is strongly supported with his quotes. 

5.3.1 PRESENTATION OF THE MAIN RESPONDENT  
 

Timothy Self is the Senior Vice-President of Marketing & Sales at Propellerhead AB. 

He has been working for the company for 5 years now. 

 

Timothy holds a degree in computer music from Stanford University. His professional 

career has been always associated with music and took off as he was hired by Opcode 

Systems, based in the Silicon Valle. At Opcode, which produced MIDI sequencing 

software, he ran product management and marketing for a number of years. 

 

It was while working for Opcode when he first encountered Propellerhead‟s software, as 

running a development project in Sweden. Timothy met then Ernst Nathorst-Böös and 

Marcus Zetterquist (the founders of Propellerhead) with whom he has carried on a 

professional relationship since.  

 

Timothy has been involved in music and music technology since ever. In college he 

started producing events such as concerts attended by up to 10 000 people. At the time 

he also did a lot of audio engineering.  

5.3.2 PROPELLERHEAD – THE STORY 

Propellerhead Software was founded in 1994 by Ernst Nathorst-Böös, Marcus 

Zetterquist and Peter Jubel. That year the company‟s first product, ReCycle, came out. 

The founding trio at that time had already been involved in the music industry. 

Moreover, music had always been their hobby and their main area of interest. Ernst 

played in bands in the 80‟s and worked with importing music synthesizers with a 

company called Fitzpatrick Import Group, the Swedish distributor for Steinberg
8
. 

Marcus and Peter were both working in a company called Clavi (now Nord) making 

high-end digital instruments. Peter was responsible for building sound engines whereas 

Marcus designed software for it. 

The head office of Propellerhead is located in Stockholm. The company is privately 

owned and self-financed. The three founders and owners at the same time are still active 

in key positions. 

 

The company started with a product called ReCycle, which was actually licensed to 

Steinberg that published it consequently for a couple of years. ReCycle was a music 

loop editor with some original features, like changing tempo of a loop without affecting 

                                                
8 Steinberg is a musical software and equipment company based in Hamburg. 
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the quality. Then, in 2007, ReBirth came out which Steinberg also published. However, 

at that time Propellerhead decided to get some control of its own destiny and break the 

relationship with Steinberg, partly because some concerns of them being able to stay in 

the business at that point. ReBirth was a music sequencer that emulated some classic 

sounds of Roland hardware synthesizers. At the same time Propellerhead stated selling 

its product online. 

 

In 2000 the company released Reason, an advanced music sequencer, which has become 

its main product ever since. The award winning Reason has become popular because of 

its original features and interface. In addition, it could run on average computers and 

was really competitively priced. 

 

Simultaneously to Reason release the company started setting up its own distributors all 

over the world. This was necessary after the relationship with Steinberg broke off. In 

2004 a decision was made to start paying more attention to the North American and the 

US market. At that point Propellerhead established a close-knit distribution relationship 

with Line 6. This was, according to Timothy Self a very positive move: „So much music 

and popular culture comes from the US, like it or not‟. 

Apart from customer-end software products, Propellerhead has developed some key 

technologies which were adopted by all the major players in the music software 

industry, like REX file format. 

Figure 17. Turing points in the history of Propellerhead. 

1994 Propellerhead formed, ReCycle 1.0 released 

1996 Official website launched 

1997 ReBirth released, PropShop launched 

1999 Propellerhead set up own distributors, relationship with Steinberg broke off 

2000 Reason 1.0 introduced 

2004 Line 6 became official distributor in the US 

2010 Reason continued to 5.0 version 

 

At the time 35 people work at Propellerhead; 33 are based in Stockholm, whereas 2 

employees operate from the US. Timothy says that the company is active in a niche 

market so that nobody actually is much bigger and that Propellerhead has a reasonably 

decent name in the business. He adds that the company has been designed to be really 

good at developing and marketing its own products: „We haven‟t built a company to 

build a company, so for instance we don‟t do our own logistics, warehousing and sales‟.  

 

This year Propellerhead is on track to do around 50 million SEK in revenue. Last year 

the turnover equaled 44 million SEK. Propellerhead has been profitable every year since 

the start-up. The company has not taken any outside investment money and developed 

organically, although getting outside financing from venture capital would not have 

been impossible for it. 
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Propellerhead AB in numbers.  

Founded in: 1994 

Turnover: 50 000 000 SEK 

Export: 48 000 000 SEK (25 000 000 SEK in the 

US and Canada) 

Number of employees: 35 
Figure 18. Propellerhead AB in numbers - overview. 

Timothy Self’s role at Propellerhead over the years 

 

Timothy started working for the company in 2004, when he was helping with an 

acquisition of a small firm from California. This was aimed to allow Propellerhead to 

look after its north-American business more carefully. Being present in North America 

has always been important for Propellerhead from a public relation and artist relation 

standpoint.  

 

His role at the company has developed over time. As he started working for 

Propellerhead on a consultant basis, Timothy was moved into a fulltime position after 

the US subsidiary acquisition was complete. Therefore, after working for the company 

in California at first, he moved to Stockholm to take on his current responsibilities, 

Senior Vice President of Marketing & Sales. 

 

Propellerhead uses distributors throughout the world; therefore, a large part of what 

Timothy Self currently is responsible for is coordination with them, e.g. with Line 6 in 

the US. „I didn‟t realize when I took on that it would look like doing a large scale job 

interview„, says Timothy. He had run sales and marketing at other small companies in 

the past but at a different level. 

 

One of the founders of the company Ernst, still the CEO to this day, is a very product 

focused person, involved in product design and market research. However, being 

concerned about marketing and sales was taking too much of his time away; „Here you 

can see what exactly my role is, I‟m here to work „in‟ the business so that the CEO can 

fully devote himself to work „on‟ the business‟, explains Timothy.  

 

Timothy Self points out that, although his job title has not changed for the five years, a 

lot of marketing has changed quite dramatically. Therefore, running marketing is an 

ever evolving process, which apparently makes it fun and challenging for him and his 

staff. 

5.3.4 THE PRODUCT 
 

Timothy Self boasts about customers complimenting Propellerhead‟s products: „With 

Reason I made more music in one month than I used to do during one year‟. This is 

what the company is aiming for.      

 

Comparing to other music sequencers, such as Steinberg Cubase or Apple Logic, 

Reason has a workflow that does not get in the way for users‟ creativity but even 

enhances it, according to Timothy. „If you look at Steinberg or Apple, their software is 

really good and very left-brained, designed for micro editing. We actually look at where 
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we can pare down in order to stream music making process. Some people think we are 

arrogant because of it and maybe that is true but that‟s our mantra here - making more 

and better music. This, in turn, means taking decisions that might not be as obvious or 

as popular to people as they seem‟, he elaborates.    

The company's two key software products are Reason and ReCycle. Both of these titles 

have won prestigious international awards. They are used all over the world and, what is 

important, by professional artist and by home based music hobbyist as well. 

Functionality of the product is driven by the design team that has a vast collective 

experience in product development and audio production. Everyone at Propellerhead 

come from diverse backgrounds in the music, media, compute- and software world. It is 

a common thread for people working at Propellerhead to be interested in music on a 

serious level. According to Timothy, Propellerhead‟s products derive competitive 

advantage from that: „We design, market and sell products that we dream of using, 

which is important‟. 

5.3.3 PROPELLERHEAD’S FOREIGN EXPANSION 
 

Where? 

 

Almost 97% of Propellerhead‟s sales go outside Sweden. Timothy Self emphasizes the 

importance of his role at the company as 65% of revenue comes from English speaking 

countries, the US and Canada stands for 50%, UK – 15%, Western Europe and Japan – 

the rest. Recently Korea has become a market of growing importance. Propellerhead 

entered foreign markets directly from inception, from day number one.  

 

Propellerhead does not really make a clear distinction between the domestic and 

international market. The company divides sales organization into those going to the 

North America and these going to the rest of the world, just because of the first market 

being so big and mature. Timothy describes it: „In fact I would say that we are probably 

like an American company doing business in Sweden or something.‟ The company 

tends to focus less on certain markets such as Eastern Europe and South America. This 

is mainly because of piracy problems.  

 

When turning sales by channel rather than by territory, Propellerhead in the past had 

around 85% of sales go through MI-channel, which included distributors, music stores, 

etc.; on the other hand, 15% went through the online store.  

 

How? 

 

The organization of sales at Propellerhead has developed over time. As mentioned 

before, first products were being published and sold using Steinberg. Timothy recalls it 

as a good starting move which helped to establish the company. Propellerhead decided 

to start selling its Reason without middleman in 1999 and launched online shop at the 

website. As the break was made from Steinberg, the company decided to set up 

distributors around the world, territory based, to handle local markets by selling to the 

retailers in those markets. 

 

„Our industry, the music instrument industry, is very traditional. Even though we do 

software and it is on computers, we are still sold mostly through music stores as a 
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channel, so the same places you buy guitars and drums‟, states Timothy Self. The 

business is behind the times in terms of sales models. Propellerhead still sells software 

packaged in a box rather than as a downloadable copy. Therefore, the sales side of the 

industry is still very traditional, whereas marketing side is fairly modern, as most of 

users are online based. 

 

The future 

 

Timothy Self is enthusiastic about the company‟s future in the international market: „I 

know that there are going to be changes. I think we are going to continue our sales 

online and direct sales, and that‟s going to grow for sure.  I also believe in looking at 

other products and services that can fit in other arenas, such as our new iPhone 

application.   

 

Hurdles 

 

However, he has also some concerns mainly about future growth: „I think it is always 

hard to manage how to grow the business, in terms of growing the infrastructure ahead 

of sales, or waiting for sales to happen. It is very challenging to know how much money 

to put down on certain bets‟.  

5.3.5 KNOWLEDGE, RELATIONSHIPS & RESOURCES 
 

Knowledge 

 

When it comes to knowledge about markets Propellerhead uses partnerships as learning 

tools. The key role of networking is emphasized as Timothy Self half jokingly says: ‟I 

even encourage employees to spend holidays where our key markets are‟. Swedish trade 

council has always been very supportive for Propellerhead in foreign activities as well.  

 

None of the founders had any experience in running international business on a large 

scale at the time of setting up Propellerhead. However, business contacts with Steinberg 

and having publishing relationships with them speeded up the learning process. A big 

change occurred when Nils Larsen joined the company. He was responsible for 

establishing network of international distributors. Although the founders had always 

been curious about business matters, it was Lars who brought professional business 

mindset into Propellerhead. 

 

Propellerhead values networks and is continually learning how to take part and develop 

them at the same time. This is a big part of Timothy‟s duties and, according to him, the 

main reason he was brought into the company.  

 

Cooperation 

 

Cooperation is extremely important to everything Propellerhead does internally among 

teams and individuals, or externally with partners. Timothy Self explains it precisely: 

„We talk a lot about cooperation in sales. We call it as getting to 12 o‟clock, which 

means that we are in complete cooperation with our partner; i.e. we are sharing 

numbers, we are talking about business prospects and about partnering in a sort of co-
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funded way with them. But most of the times we are not on 12 o‟clock but at 1 o‟clock 

and arguing about pricing or something.‟ 

 

Propellerhead have had a few cooperative relationships over the years. However, it is 

natural that new are established and some come to end over time: „Relationships kind of 

come and go as products, services and needs come and go. We had a relationship with 

Steinberg early on, which I was not privy to, but that was a very important one. More 

recently, we have provided OEM software Reason Adapted to several different 

hardware entities. The two best examples of that are Digidesign and Line 6.  I think 

those are the best relationships we have at the time.‟ adds Timothy. 

 

Whom to cooperate with? 

 

Propellerhead seeks similarity in outlook on what is important in the business when 

choosing potential partners to cooperate with. There is one value that is particularly 

important: „What we are pretty uncompromising with is quality.  That makes 

partnerships sometimes really hard. We have always level A quality and the partnering 

firm might have level B or even C, because they value speed or something else more. 

Partners must feel honored to work with us because we feel honored to work with 

them‟, he clarifies. Culture does not play that important role; however, it is 

recommended to have something in common. 

 

Propellerhead keeps always eyes open looking for new potential partners. It has always 

been difficult for Timothy Self to figure out where to partner or when to build yourself: 

‟That sort of when do you build, buy or borrow question is very tricky.‟ It is not 

impossible to disclose any details about partnerships due to confidentiality: „I cannot 

say what, who and when, it comes to these matters, it‟s a secret‟, he adds. 

 

Music industry 

 

Timothy Self describes music industry as small in general when comparing to others: 

„It‟s globally about 15 billion dollars. If you put that in perspective, Apple sells more 

iPods than the worth of the entire music instrument industry‟. However, it is impossible 

to overlook the specific nature of Swedish music sector: „I‟m sure Sweden shows some 

signs of clustering and is a bit overrepresented in this music tech thing, although not 

enormously so‟. Consequently, Timothy argues that the music industry is relatively 

small and the barriers are lower for entry compared to other industries: „If you want to 

go out there and make guitar straps or picks or something, you can probably do it, get 

yourself in to music stores, and start selling it. I think the reason to why you are seeing 

clustering here is the culture of music production in Sweden. And that spins off to 

somebody wanting to make the instruments themselves, like Toontrack or us.‟   

 

Propellerhead has throughout the years contributed to the music software industry by 

developing well-known REX file format. It has become widely used by many 

applications, including those made by competitors. Timothy Self argues that the 

company has benefited a lot over the years by making it open to be used by other 

parties: „This was absolutely beneficial. We developed that format and opened it to 

others. By doing it more people were buying ReCycle. That kept us involved in those 

networks; we had developers telling us what‟s wrong, what‟s right and what they want.‟ 
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Propellerhead sees being embedded in Swedish music industry as both, advantageous 

and disadvantageous. The one downside is that the company is not where the biggest 

players in the market are – the US. This concerns the time zone issue, communication, 

interaction, and headhunting problems.  

When it comes to the reputation of Swedish music industry, Timothy is not very 

enthusiastic about it: ‟Maybe it attracts some attention. I think a lot of people in our 

industry are surprised about how important Sweden is. I would say I‟m neutral on that. I 

don‟t think it has hurt but I don‟t know if it has helped either‟, he concludes. On the 

other hand, the company CEO, Ernst, claims that representatives in the US consider it as 

an asset and speak proudly about the highest quality of Scandinavian providers. 
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6. ANALYSIS 
  

Analysis will synthesize the theoretical framework discussed with our empirical 

findings, following the methodological assumptions made. Therefore, the discussion 

carried out in that part will enable us to draw final conclusions and achieve the purpose 

of the thesis. 

 

The purpose of the thesis is to investigate the impact of cluster embeddedness on SMEs 

internationalization process. The analysis part will reflect structure of the theoretical 

framework and discuss important aspects of the process, the role of learning, 

networking and resource acquisition. Later on, we will analyze the specific nature of the 

environment and its influence on the above internationalization-related issues. To begin 

with, we can investigate in detail the specific nature of products sold by the interviewed 

companies. 

6.1 THE PRODUCT 
 

At the outset, it is vital to analyze characteristics of Toontrack‟s and Propellerhead‟s 

key products like EZdrummer or Reason. This will allow us to find out whether their 

nature can itself influence the companies‟ international potential.  

 

Computer software 

 

To begin with, it is important to discover that the products are computer software 

applications. Their main value and uniqueness is therefore kept in intellectual property. 

Developing software is a time and capital-consuming activity; however, when 

developed, it can be easily manufactured at relatively low costs, compared to 

investments done when designing. Therefore, EZdrummer and Reason, as other 

computer programs, show low global distribution and logistics costs compared to their 

value. The products are of intangible nature and have potential to be distributed through 

the Internet.  

 

However, the case of Propellerhead has shown that online distribution is still not that 

popular among customers. In fact most its software is still being sold via traditional 

retail channels, i.e. in music shops. This makes it puzzling why customers, who are 

based around online community, do not buy their products using online distribution. 

They fact that Propellerhead, as Timothy Self explained, generally outsources 

everything that is not related to its core competence might partially explain this 

phenomenon. The company does not want to pay too much attention to distribution, but 

uses retailers instead. However, as Propellerhead eventually started selling its products 

itself online, it might be of growing importance in the future. 

 

The demand side – the market 

 

Our empirical findings suggest that Toontrack and Propellerhead customer target group 

is very computer and internet literate. According to Andreas Sundgren, creative music 

community is global itself, as well as the music creation process. This, in turn, makes it 

easier to market the products using the Internet as the community can be easily reached; 

the companies can with no trouble gather information about their customers as well.  
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All of above suggest that Reason‟s and EZdrummer‟s international potential is 

enhanced at the outset. However, it is not that much because of their specific 

characteristics arising from the intangible nature of software for now. It lies more on the 

demand, rather supply, side and is about the music community being global and online 

embedded. This makes the market international and not that fragmentized along national 

borders and therefore easily accessible. 

6.2 THE PROCESS 
 

After getting familiar to the product and acknowledging its international potential, it is 

time to analyze in detail internationalization process of the firms using the theoretical 

framework discussed. 

 

The holistic approach 

 

„An outward movement of firm‟s international operations‟ (Welch & Luostarinen, 

1993) – this definition of internationalization is a good starting point to begin our 

analysis with. It is broad and can be applied to any case. However, the empirical 

findings gathered when conducting our in-depth case studies proved the phenomenon to 

be much more complex than the above definition. Therefore, the stories of Toontrack 

and Propellerhead support our theoretical assumptions about the holistic nature of 

internationalization. In other words, it is necessary a take step further from the 

definition by Welch & Luostarinen (1993) and analyze the phenomenon in different 

dimensions.  

 

Indeed, the case of Toontrack shows the great role of networking in developing business 

internationally. First of all, personal and business networking had some direct 

implications for Toontrack as the company was establishing its foreign distribution 

channels. Moreover, Toontrack used networking as a tool to acquire information 

resources that were crucial in entering foreign markets. Apart from that, the personal 

role that Andreas Sundgren played in Toontrack‟s foreign expansion illustrates the 

phenomenon of organizational learning in foreign markets.    

 

Toontrack has had Andreas Sundgren, who spent most of the year travelling around the 

globe and doing storytelling about EZdrummer. On the other hand, Propellerhead, using 

personal network contacts of the founders, hired Timothy Self to do so. He had 

experience in the industry, business skills, and knowledge about the key market – the 

US. This led to acquisition of a subsidiary in the US so that Propellerhead could more 

efficiently operate in the biggest market.  

 

Therefore, Propellerhead utilized networking as a tool to access information stocks as 

Toontrack did, although in a slightly different way. The first captured a „network node‟ 

by incorporating Timothy Self to the organization, whereas the Toontrack devoted more 

time and resources to network development, which was done by in person by Andreas 

Sundgren. 

 

Johanson & Vahlne (1977) perceived SMEs internationalization as firms‟ „increasing 

commitment to foreign markets as a result of different types of learning‟. This reflects 

what Toontrack did when started to approach some markets individually at the latest 

period of its expansion. This perspective, together with the definitions by Lehtinen & 
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Penttinen (1999) and Ahokangas (1988), which highlight the importance of network and 

resource stocks in foreign markets, provided us a broader and comprehensive 

perspective on the process.  

 

All of the three concepts: learning, networking and resources that represent three 

different schools describing internationalization were mentioned above. Therefore, we 

firmly believe that the holistic perspective is necessary to approach the purpose of the 

thesis with wide-ranging understanding. As a result, we can see that the process of 

internationalization occurs in many dimensions and, therefore, needs to be studied using 

different approaches. 

 

The establishment chain 

 

It is essential to assess the contribution of the stage models in explaining the cases. The 

main feature of the Uppsala model, the establishment chain, postulates that firms 

increase their commitment to foreign markets following the development pattern: 

occasional export, export via agents, establishing sales subsidiary and launching 

production abroad (Johanson & Vahlne, 1997, p. 24).  

 

The cases of Toontrack and Propellerhead partly invalidate assumptions of the 

establishment chain. First of all, both companies had entered foreign markets from 

inception. Therefore, they did not really experience the stage of occasional export. On 

the top of that, the latter phase of the chain, which is launching production abroad, 

seems totally irrelevant in the cases, as the companies are computer software 

developers. Launching production abroad would not strengthen the competitive 

advantage simply because the cost of literal production (not design) and distribution of 

software are relatively low compared to value.  

 

However, the establishment chain does not seem totally obsolete and might, to some 

extent, be visible in the internationalization of Toontrack and Propellerhead. Toontrack, 

for example, increased its commitment when modified foreign expansion policy and 

went direct distribution is some key territories. The company moved from exporting via 

agent to establishing own sales subsidiary on the establishment chain.  

 

In case of Propellerhead, the gradual character of the process is even more visible. At 

the beginning the company completely outsourced its publishing and selling to 

Steinberg. Later on, own distribution network was established and finally, a subsidiary 

was acquired overseas in order to better coordinate sales in the US. This shows how 

Propellerhead has adjusted its sales strategy so that the focus could be set on the key 

market.   

 

The cases show that the idea of internationalization as continuous adjustment and 

adaptation to the market (Johanson & Vahlne, 1977, p. 26) is still supported. Therefore, 

internationalizing, even if it is rapid, has not lost its gradual nature completely and is 

determined by learning. 

 

State/change aspects and the psychic distance 

 

The idea of firm‟s constant adaptation in its foreign expansions has a reflection in our 

empirics. However, interaction between the state and change aspects that drives the 
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mechanism of adjustments in the Uppsala approach needs to be modified. The original 

Uppsala Model was based on the behavioral theory of the firm; therefore, it perceived 

company as an individual and independent business entity. Nevertheless, the case of 

Toontrack and Propellerhead international expansion proves that business world has 

evolved and enterprises should nowadays be rather considered at a different level of 

analysis.  

 

First of all, market knowledge and commitment in case of Toontrack is not particularly 

related to a specific market in terms of geographic area. The company, as Andreas 

Sundgren says, pays much more attention to demographics rather that geography when 

organizing its international activities. Toontrack is committed to particular markets 

through its network contacts, with as less possible tangible assets as possible involved. 

Network contacts, in turn, are determined by trust in relationships which lead to 

knowledge acquisition.  

 

Propellerhead has followed a similar path as at the later stage of its expansion the 

company decided to acquire a subsidiary in the US and increase market commitment. 

This was arranged using relationship with Timothy Self that was established in Sweden.  

 

Johanson & Vahlne (2009, p. 10) propose the following modification of their original 

international behavior pattern that could fit into the more up-to-date environment: 

knowledge opportunities, network position (state aspects); relationship commitment 

decisions, learning/creating/trust building (change aspects). This slightly adjustment 

switches the focus to the network position as key in determining the other aspects of 

internationalization, reflecting the mechanism observed. As a result, Toontrack and 

Propellerhead replaced particular market commitment with relationship commitment.  

 

Toontrack and Propellerhead did not follow any sort of psychic distance when entering 

foreign markets. As it has been already mentioned, the companies entered international 

markets that were psychically distant from inception. We believe this was possible 

thanks to the network, and therefore customer commitment that was replaced by 

traditional Uppsala geographical concept of market. Obviously, the nature of the 

product and the customer group – global music community – made it easier for both to 

overcome the psychic distance at its early internationalization stage. The community is 

global so national borders are of diminishing importance. However, it is interesting that 

Toontrack sees it still as necessary to have a middleman in Japan. This suggests that, 

although the world of business is heading towards the point of convergence, the psychic 

distance is still justified under certain circumstances where culture varies a lot.  

 

Going international = innovating? 

 

We have concluded that some of the contribution provided by the U-model is applicable 

when analyzing the cases. Toontrack had the switch phase from distribution via agents 

to direct distribution. Consequently, Propellerhead gradually increased its focus on a 

particular international market when incorporating a subsidiary in the US.  Now, we 

will to try to explain those courses of events from the perspective of I-related models.    

  

Innovation-related models perceive internationalization as a gradual process of 

innovating from a firm‟s perspective (Prashantham, 2005). The concept is focused on 
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export development process and proposes its different phases that vary from school to 

school.  

 

To begin with, it is plausible to approach the described internationalization paths from 

the innovation perspective; however, one has to have in mind that I-related models are 

still vague in theoretical terms (Leonidou & Katsikeas, 1996). Consequently, we would 

like to combine the approaches by Leonidou & Katsikeas (1996) and Reid (1981) 

discussed in the framework to outline an export development pattern that will reflect our 

cases. 

 

The domestic demand for Toontrack‟s and Propellerhead‟s product was obviously not 

sufficient to support their existence domestically. The cases clearly state that, although 

of big importance, Swedish music market is small just because the population is not 

numerous.  Therefore, the companies had to innovate and find an outlet abroad to 

support their survival and growth ambitions.  

 

At the beginning, Toontrack used some international retail channels to sell its products. 

Later on, the company moved a step forward and established direct distribution in some 

key territories. Moreover, Toontrack web shop has recently become growing in 

importance. The same story of moving towards excellence has been experienced by 

Propellerhead; the company began licensing its products to Steinberg, which allowed it 

to realize it international potential. Then, over time own distribution network and even 

overseas subsidiary were established eventually. An ongoing aspiration in innovating in 

to operate more efficiently in international markets is visible. As a result, we propose 

the following export development pattern that resembles the phases described: 

 export awareness, 

 export involvement, 

 export excellence. 

Obviously, one may argue that the three stages are very broad and universal. This is 

true; however, the thing is to emphasize the importance of learning and adaptation 

which proves validity of the stage approaches to internationalization. The development 

process is determined by learning and discovering international potential.  

6.3 RELATIONSHIPS & RESOURCES 
 

As we have analyzed the process itself and concluded the companies did not follow 

exactly the internationalization pattern proposed by the traditional Uppsala model, it is 

time to identify potential reasons for this course of actions. Therefore, we will look in 

detail at the role networking and resources played in Toontrack‟s and Propellerhead‟s 

internationalization.  

 

Is it all about contacts? 

 

The empirical study provided us strong evidence proving networking to be the key of 

means utilized in internationalization. Therefore, the definition by Johanson & Vahlne 

(2009, p. 1)  claiming markets to be „networks of relationships in which firms are linked 

to each other in various, complex and, to a considerable extent, invisible patterns‟ is 

highly appropriate to take as a standpoint.  
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The role that Andreas Sundgren played in Toontrack‟s foreign expansion is impossible 

to overestimate. During his period as the CEO, he travelled more than a hundred days 

every year to establish, develop, and maintain network relationships in order to achieve 

firm‟s internationalization objectives. Propellerhead‟s SVP Timothy Self in his 

statements was clear that networks had always been of key importance in 

internationalization of the firm. He believed that networking was the main reason he 

was brought into the company. Moreover, he joked about encouraging his employees to 

spend holidays in key markets in order to develop informal contacts. This makes us 

deduce that the network dimension of internationalization is crucial in explaining 

Toontrack‟s and Propellerhead‟s global success.   

 

Johanson & Vahlne (2009, p. 3) claim firm‟s relations with other business partners 

within an industry to be the major driving force for internationalization. This daring 

idea outweighs the importance of competitive advantage in foreign expansion. This is 

questionable in case of Toontrack. Although Andreas Sundgren himself acknowledged 

the outstanding impact of networking on internationalization, he still claimed the 

EZdrummer, to be of the biggest importance. It simply means that all the relationships, 

formal or informal, business or private, could not have been utilized if the product had 

not been so competitive itself.  

 

Toontrack and Propellerhead have developed many of its relationships with customers, 

suppliers and partners through social exchange processes. However, many of them had 

been already established during the founders‟ early music-related careers (e.g., music 

performance). This makes us believe that the successful stories of Toontrack and 

Propellerhead have its roots back in the founders‟ early days, when they got immersed 

in the music community and started developing their large network of contacts.  

 

On the top of that, Andreas Sundgren, especially, mentioned the delicate approach 

towards networking as he emphasized the importance of trust and clarity when staring 

new, and maintaining existing, relationships. Therefore, this is the first point when we 

have to acknowledge the importance of the environment, the proximity to other actors 

that create the social capital facilitating network development in case of Toontrack. 

However, the role of environment we will deliberately mention in the latter part of the 

analysis.  

 

The above discussion proves that building relationships is an extremely complex and 

bilateral process and involves mutual commitment from partners (Anderson & Weitz, 

1992, in Johanson & Vahlne, 2009, p. 4). However, the cases prove it to be undoubtedly 

worth doing, as the potential benefits driven from network embeddedness are unlimited. 

 

From networking to strategic relationship building 

 

The story of both Toontrack and Propellerhead explicitly show how networking can 

lead to strategic relationship building.  In the theoretical framework, we have argued 

that networking enables learning. Indeed, Toontrack acquired knowledge about 

international markets through its network business contacts. Networking and 

relationship building enabled the company to quickly become strong in some key 

territories such as the US and Germany, thanks to the knowledge that Toontrack‟s 

partners there possessed. Propellerhead managed to establish its US subsidiary and 
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approach the market with due attention because of Timothy Self, who had became part 

of the company‟s network earlier on.  

 

It is necessary to investigate the long-term perspective of networking and its outcomes. 

Over the years Toontrack has managed to establish some strategic relationships with 

partners at different levels. The first to assess is the one with KORG, which resulted in 

adding the light version of EZdrummer to KORG devices. EZdrummer contributes to 

the external controllers used to manage music sampling software sold by KORG. At the 

same time Toontrack gets a perfect promotion tool within a desirable target group. It 

shows how a strategic alliance enhances product competitiveness and international 

potential. KORG is an internationally well known electronic musical instruments 

manufacturer so featuring EZdrummer light along with its product is significant for 

Toontrack. Apart from that, both companies enable learning when interacting with each 

other and exploiting their relationship, as far as support and product development are 

concerned.  

 

Toontrack has also established relationships explicitly related to product development 

with some partners based domestically and in the US. Moreover, as a result of personal 

network and distribution relationships, the company managed to set up its sales 

subsidiary in North America. Finally some endorsement relations were established, like 

the one with Tomas Haake, who is featuring Toontrack products. 

 

Cooperation is an important concept in the story of Propellerhead as well. At the 

beginning, the company could probably have never taken off if it had not been involved 

in a partnership with Steinberg. This is an explicit example how networking led to 

establishment of tight cooperative relationship. Propellerhead outsourced publishing and 

selling its first Product ReCycle and this was possible mainly because of the contact 

Ernst had started with them when working in Fitz Patrick Import Group. Recently, 

Propellerhead is engaged in partnership with Line 6, established by Timothy Self, 

whose one of key duties at the company is network development. Taking into account 

benefits that both sides derive from this cooperation (Propellerhead gets access to the 

distribution channel of Line 6, Line 6 makes its products more attractive by adding 

software of the first), it is clear that Propellerhead has excellently exploited Timothy‟s 

networking potential. 

 

In conclusion, network „insidership‟ has had a positive impact on the companies‟ 

performance in foreign markets. Moreover, network contacts enabled the companies to 

build many of its partner relationships with others embedded in the same environment.  

We will try to analyze the specific nature of those relationships later on. 

 

Resources = pals? 

 

As discussed above, „network insidership‟ has always been an important asset for 

Toontrack and Propellerhead. Now we will try to explore whether being embedded in 

the network has been helpful when acquiring resources essential for internationalization 

in particular. 

 

In the theoretical framework, we have argued that internationalization may be perceived 

as a process of mobilizing, accumulating and developing resource stocks in 
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international activities (Ahokangas, 1998). We have also concluded that it is vital to 

identify and explore those resources that impact firm‟s activities in foreign markets. 

 

Surprisingly, the cases of Toontrack and Propellerhead show that capital resources are 

not those that guarantee successful international expansion. Toontrack developed its 

first product in-house and used bootstrapping methods to organize its sales. Burning the 

first drum library on CDs at and selling it directly from home are perfect examples. 

However, the product was still unique and had a great value. It was the continuous 

product release that provided capital resources necessary to achieve outstanding growth 

rate later on. The same situation concerns Propellerhead. The company has never used 

any external financing and has grown organically. By the way things stand, what 

resources were requisite to develop and sell the product then?  

 

Here it is impossible to overlook the nature of the environment that Toontrack and 

Propellerhead start-up teams were embedded in. It was argued that country-specific 

resources facilitate achieving particular competitive advantage and therefore boost 

foreign expansion (Dunning, 1977, Porter, 1998). The companies have utilized the 

legacy of Swedish music industry and community as much as possible. The impact of 

this embeddedness on the firm‟s internationalization will be explored in detail in the 

latter part of the thesis. However, briefly, the uniqueness of their products has been 

determined by the qualities of many people who have contributed over the years. They 

all have had one in common – a passion for music. Consequently, those key human 

resources and social capital have been triggered by networking, which ends up as a 

vicious circle making it a kind of „open sesame‟ necessary to develop the unique 

product. 

 

Therefore, a mutual relationship between resource acquisition and networking skills in 

the cases of Toontrack and Propellerhead is evident. Being embedded in the 

environment and the network „insidership‟ has proved to be a requisite for resources and 

knowledge acquisition, opportunity recognition and therefore, successful expansion.  

 

Toontrack‟s and Propellerhead‟s foreign expansion has been highly dependent on 

internal (the product) and external (the environment, supporting customer community) 

resources form the firm perspective. Moreover, those resources can be developed in a 

firm-oriented or network-oriented manner. The product, as an internal resource, is 

provided by the company itself. Later on, it is being marketed in a network-oriented 

manner when, e.g. when being endorsed by the famous Swedish heavy metal drummer. 

This example shows that the typology of resources and their development proposed by 

Ahokangas (1988) is worth considering when investigating firm‟s foreign expansion 

and that network and resource perspective are complementary. 

 

To conclude, the following pattern illustrates the complex relationship discussed above: 

the environment  network insidership  knowledge and resources acquisition  

opportunity recognition  foreign expansion. Thus, it is clear now that, supporting the 

hypotheses by Barney (1991) and Grant (1991), the resources responsible for successful 

foreign expansion are valuable, rare, durable and imperfectly imitable. The legacy of the 

Swedish music industry and the personal network of Toontrack and Propellerhead are 

impossible to imitate or transfer. They have been built over a long period of time as the 

start-up team members have been professional musicians since their adolescence. 
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The speed – towards the phenomenon of rapid internationalization 

 

Heretofore, we have identified the synergetic relationship between networking, learning 

and resource acquisition in the cases. Moreover, it has been said that Toontrack and 

Propellerhead did not follow the traditional gradual course of action, but went 

international more rapidly. 

 

It is out of the question that Toontrack and Propellerhead are both early-

internationalizing firms. Moreover, it is well-founded to call the companies as „born 

globals‟. Toontrack had a worldwide distribution of its products within six months after 

establishing. The company was able to go abroad from inception due to its unique 

resources and capabilities, which perfectly fits into the definition of born global 

provided by Rialp et al. (2005). Propellerhead started selling its products to overseas 

from day one via Steinberg. Nowadays, almost 97 of its sales come from international 

markets.  

 

We have shown and argued that the case study companies could have successfully 

started its international operations very early because they utilized the mentioned 

synergetic potential created by networking, learning and rapid resource accumulation, 

reflected in Figure 7. Nevertheless, this is still not enough to give a comprehensive 

picture of the phenomenon of internationalization.  

 

The entrepreneur 

 

It was not without a reason that we have paid so much attention to Andreas Sundgren in 

our empirical findings. Obviously, he was the main respondent of our study, but we 

deliberately tried to describe in detail the role Andreas played in Toontrack‟s 

development and foreign expansion because he has been part of the company from the 

beginning. The role of Timothy Self at Propellerhead has also been clearly presented in 

our empirics; however, it was not Timothy who started the company; therefore, we 

cannot call and analyze him as the entrepreneur behind the story of Propellerhead.  

 

Andreas was Toontrack‟s CEO for 10 years. His great impact on the company has been 

already mentioned. His contribution to Toontrack was from both technical and business 

perspective. He travelled for more than 100 days a year to make network contacts. 

However, there is still one thing about him that could have been experienced only by us, 

who conducted the interview. This is his unbelievable charisma and social skills. 

 

The conceptual model of International Entrepreneurship by Antoncic & Hisrich (2000) 

highlights the entrepreneur as the most important force driving internationalization of 

the firm (the source of social and human capital) (Figure 9). Following the model, we 

can say that Andreas Sundgren has shown a great deal of environmental perception 

during his period at Toontrack. Moreover, at the same time, he developed professional 

business skills and was very internationally oriented in what he was doing. His 

contribution to Toontrack‟s success was huge. This reflects the strong impact that 

founders and top managers have on internationalization discussed by Andersson (2000). 

However, still we do not find accurate the findings by Alvarez and Busenitz (2001) who 

claimed entrepreneur‟s characteristics to be the main source of competitive advantage in 

foreign markets. Andreas Sundgren emphasized it many times that he could not have 

done anything if EZdrummer itself would not have been a strong product. Therefore, no 
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matter how big human capital one has, a strong product is still requisite in foreign 

expansion. 

 

Moving on, we would like to draw attention to some externalities, issues independent of 

Toontrack and Propellerhead itself, which have boosted its internationalization process. 

 

The 21
st
 century 

 

Following the idea of Kudina et al. (2009), who argued that globalization, technological 

development and information convergence enables firms to go international very early; 

we might say that it reflects the cases of Toontrack and Propellerhead to a large extent. 

The products, EZdrummer and Reason, are software applications to be used along with 

computers. It is the technological progress that has changed our life that nowadays so 

that more and more activities are performed on machines. This applies to music creation 

as well. 

 

The market for computer software itself plays an important in explaining the 

phenomenon. Fits of all, virtual and intangible products like computer programs can be 

delivered to customers at relatively low cost. At the demand side, globalization and 

information convergence affects the whole music community. It has become easier for 

people to maintain international contacts. In addition, the process of music creation 

tends to take place across national borders. Finally, a good news can spread quickly, 

meaning that a product can become popular within a particular group of people globally 

within a short period of time. If it is worth buying, like EZdrummer or Reason, people 

will talk about it on different internet forums, review it in their blogs etc., which triggers 

the self-reinforcing whisper-marketing avalanche. The discussion above proves that, 

apart from the mechanisms determined by the companies itself, there are some 

externalities as well that made its products prone to early internationalization. Music 

community would not have been that globally integrated if it had not been for 

information flow over the Internet. 

6.4 THE ENVIROMENT 
 

What about the cluster embeddedness? 

 

One may feel that we are getting off the track in the analysis and not approaching the 

purpose of the study, which is to investigate how cluster embeddedness affects firm‟s 

internationalization process. However, nothing can be further from the truth.  

 

We have now provided a broad picture of the process and analyzed in detail every 

single aspect of it. We know almost all the determinants of Toontrack‟s and 

Propellerhead‟s global successes. Some of them, as networking, were closely associated 

with the environment that they are embedded in, although we did not want to state it 

explicitly. Now we would like to analyze the environment, explore whether there is 

something special about Swedish music industry that facilitates foreign expansion. In 

other words, fulfill the purpose of the thesis and answer if all of those mechanisms 

driving early internationalization could have existed and worked in a different 

environment. 
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The cluster 

 

The international entrepreneurship conceptual model by Antoncic & Hisrich (2000) 

outlined domestic and international characteristics to play important role in shaping 

firm‟s foreign expansion.  As far as the international environmental characteristics are 

concerned, we have already discussed the global nature of the music industry and the 

music creation processes, which take place across national borders. Now it is time to 

turn our attention to the domestic environment that Toontrack and Propellerhead are 

embedded in.  

 

Hallencreutz & Lundequist and Power & Jansson (2003) provide in their papers explicit 

evidence and claim Swedish music industry to be a cluster. However, in order to 

approach the purpose of our thesis, we need to compare their findings with the 

theoretical assumptions regarding clustering from our framework.  

 

At the outset, there is no any reasonable cause to do debunk the findings of both papers 

as their definition of cluster is based on the same theoretical assumptions we used, by 

Porter (1998). What is especially important for our paper is that findings of the two 

papers, by Hallencreutz & Lundequist and Power & Jansson (2003), complement each 

other.  

 

Hallencreutz & Lundequist present Swedish music industry from a broad perspective. 

We can see that Sweden, despite being a small country, is an important player in the 

global market. They found an evidence of almost 1500 firms that are involved in the 

diverse music production value chain. This is a big absolute number, although we could 

not manage to compare it with other countries. Hallencreutz & Lundequist identify 

reasons for the clustering and their findings correspond to what Andreas Sundgren and 

Timothy Self told us. They emphasize the importance of the Swedish music legacy and 

access to the newest technology as some of the factors. This, in turn, was later 

developed by Power & Jansson (2003) who investigated the music cluster and its 

linkages with IT industry. Therefore, this makes us perceive both papers as 

complementary to each other. Their findings are remarkable for the purpose of the paper 

as Toontrack and Propellerhead are exactly companies located at the intersection of the 

music and IT cluster.  

 

Hallencreutz & Lundequist and Power & Jansson (2003) indicate that there are many 

firms concentrated across various activities in the music production value chain. Those 

firms are embedded in a mixture of cooperative competition. However, both papers do 

not develop this idea further. On the whole, there is strong evidence that many 

companies are grouped around various activities related to music in the region of 

Sweden, which allows us to call the area as a music cluster according to the definition 

provided by Porter (1998).  Timothy Self does not have any concerns about it as he says 

that Sweden for sure show evidence of music clustering. Proximity between actors 

embedded in the Swedish music industry is described by Andreas Sundgren who says 

that different parties know each other very well. 

 

Sweden – a launching platform 

 

We have identified the cluster. Now, it is necessary to analyze whether all of the factors 

driving Toontrack‟s and Propellerhead\s internationalization could have been enabled in 
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a different than the clustered Swedish environment. The theoretical framework 

postulates that cluster embeddedness can have positive implications on firm‟s 

internationalization. We will compare those assumptions with our empirical findings. 

First of all, we will discuss the specific role that the environment has had on 

Toontrack‟s and Propellerhead‟s start up-team. 

 

Although it may sound groundless to many, we believe that the environment has had a 

vital impact on the owners starting their music hobby back in old times. Our empirical 

findings discuss the specific Swedish music legacy. Instruments are easily accessible; 

the society is reasonably rich, which makes them even more affordable. Therefore, it is 

plausible that this common musicality drives music interest among many young people 

unconsciously. Therefore, it is not a coincident that the start-up teams of the interviewed 

companies were set up in Sweden. 

 

This has vital implications for our previous discussion regarding the synergetic effect 

between networking, resources and learning that made the companies able to go 

international very early. The Toontrack network is inseparably assigned to the Swedish 

music environment; the same concerns Propellerhead. The networks developed by the 

founders became so extensive because of other actors in from the wide field of music 

that were active in Sweden. As we have already discussed, network enables resource 

accumulation so the vastness of the Swedish music network could be seen as a large 

resource stock. Therefore, it is questionable whether the same internationalization-

driving network could have been developed by Toontrack and Propellerhead in any 

environment different than Swedish, where music legacy can make use of the newest 

technology advancements.  

 

Cooperative competition 

 

In the theoretical framework we have clearly described the phenomenon of cooperative 

competition that is called coopetition. Moreover, we argued, following Vanyushyn et al. 

(2009), that coopetition might be an important internationalization driving factor. At 

first, we aimed to explore in details those relationships and identify explicitly their 

impact on internationalization. However, we have come across many obstacles when 

trying to collect data necessary to approach the problem (confidentiality). 

 

Vanyushyn et al. (2009) found out that almost 40% of companies involved in export 

cooperate with competitors. The empirical findings regarding Swedish music cluster by 

Hallencreutz & Lundequist state that firms embedded in it are affected by a mixture of 

cooperative competition. They argue about the enormous international potential of 

Swedish MI; however, they do not relate it explicitly to the phenomenon of coopetition. 

 

In our empirical findings regarding Toontrack, we have found some evidence of 

coopetitive relationship that the company is embedded in. First of all, it is necessary to 

state that two major players in the very niche market of virtual instruments are based in 

Sweden – Toontrack and Propellerhead. Andreas Sundgren admitted that, of course, 

they know each other, not only with Propellerhead, but with other virtual instrument 

companies all over the world as the industry is small. 

 

The new Toontrack product, Beatstation, will support REX file format which is a native 

file format for Propellerhead software. This means that Propellerhead, which makes 
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Reason Drum Kits (competition to EZdrummer), contributes to some extent to the 

competitiveness of Toontrack‟s new Beatstation. This shows an evidence of coopetition, 

even if it is may seem as unconscious coopetition. In fact, it is not unconscious as 

Timothy Self stated that by letting others use some of Propellerhead‟s technologies can 

be beneficial, i.e. popularizing it, getting feedback, getting into networks.  Therefore, 

the proposition by Bengtsson & Kock (2002), stating that synergy of coopetition is 

driven by the pressure to develop within new areas provided by competition, and 

willingness to share and access resources provided by cooperation, is supported. 

 

An interesting to investigate is the relationship Propellerhead established with Steinberg 

in early days. The company used Steinberg as a published and seller of software. 

Although nowadays Steinberg‟s Cubase is Propellerhead‟s Reason competitor, both 

sides were successfully cooperating at the time. Propellerhead was able to get into 

business and international networks because of this relationship; on the other hand, 

Steinberg got insight into new products and ideas that could heal the company‟s poor 

condition at that point. The evidence of a coopetitive relationship and incentives behind 

it are clear. 

 

However, at this point, our empirical data sufficient to analyze the phenomenon of 

coopetition has come to end. One plausible implication to be drawn is that as a result of 

coopetition products became more competitive in international markets. This, in turn, 

has a positive and strengthening impact on firm‟s foreign expansion. Another one could 

be that thanks to coopetitive relationships firms may exchange, and gain access, to 

others‟ resource stocks and international networks.  

 

We were aiming to explore in detail what influence coopetition explicitly has on firm‟s 

internationalization. However, this turned out to be difficult due to the confidentiality 

reasons. We have found out that firm‟s relationships with partners or competitors are of 

strategic meaning to any business, which makes it regrettably difficult to investigate. 

Therefore, we believe that this fascinating phenomenon will soon get more attention 

from researches at a higher academic level. 

 

Moreover, we have formulated our own proposition regarding coopetiveness of a cluster 

as an entity. After some evidence proving Swedish music cluster to be a mixture of 

competitive and cooperative relationships, the concept seems plausible and its impact 

on firms‟ international performance is worth researching. The mentioned case of 

Beatstation and Propellerhead‟s REX file format makes it probable to argue that firms 

embedded in a cluster can be hostile to each other due to conflicting interests, whereas 

friendly because of sharing common goals. The common goal is definitely guarding the 

cluster‟s reputation, which determines how outsiders perceive Swedish MI products at 

the outset. However, our research design unfortunately did not allow us to validate such 

assumptions in detail, which means that is should be investigated with a different 

research method.  

 

As we have mentioned, the idea of cluster‟s reputation as something that companies 

should take care of, it important to consider. We will now apply the concept of cluster‟s 

reputation to our findings. 
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Reputation 

 

We have already analyzed the multidimensional impact that the legacy of Swedish 

music has had on Toontrack and Propellerhead. As we will prove below, the reputation 

of the cluster, as the altitude people from outside have to the Swedish MI industry, has 

also affected the internationalization path of both companies.  

 

Andreas Sundgren mentioned the outstanding quality and therefore, reputation of the 

music industry in Sweden. Surprisingly, he barely admitted that it had influenced 

Toontrack‟s international activities. We were personally expecting much bigger 

acknowledgment of the reputation from his side. Propellerhead‟s Timothy Self was a bit 

more positive about the reputation of the cluster as the factor facilitation 

internationalization, although not excessively. It was the CEO, Ernst, who really 

thought that perception of the company by outside stakeholders is positively affected by 

industry‟s reputation.  

 

We have realized that, following the theoretical discussion by Zyglidopoulos et al. 

(2006), the reputation is something that firms are really not aware of. Therefore, 

Andreas Sundgren could have not even realized how positive the impact of Swedish MI 

industry on Toontrack‟s international network could have been. Outstanding quality of 

the cluster has facilitated establishing relationships, for example with distributors. 

However, we have in mind that the reputation was very helpful but not indispensable for 

Toontrack and Propellerhead in internationalization. 

 

Zyglidopoulos et al. (2006) mentioned cluster reputation as something that companies 

inherit. Indeed, Toontrack started its activities in 2000, at the time when Swedish music 

industry was booming (Hallencreutz & Lundequist, p. 3). Therefore, the company has 

utilized the cluster‟s reputation at the early stage of development, which enabled it to 

overcome some constraints that SME usually have to face. For example, being a part of 

the Swedish music industry made Toontrack more credible when negotiating with 

potential distributors. Reputation of the Swedish heavy metal music was utilized when 

establishing the endorsement partnership. Toontrack have built a strong customer 

community globally thanks to this relationship with Tomas Haake – a famous drummer 

of metal band Meshhugah.  

 

Concerning the matter of reputation and its impact during the start-up phase we cannot 

compare Toontrack and Propellerhead, as the latter was established earlier. The papers 

discussing the Swedish music environment were issued in 2000‟, so we have no reason 

to claim that the reputation Toontrack used had existed during Propellerhead‟s at start-

up phase; however, undoubtedly it became relevant and influential later on.  

 

To sum up, as Toontrack and Propellerhead are successful and well recognized 

internationally, the positive feedback loop between internationalization of and the 

cluster status mentioned by Zyglidopoulos et al. (2006, p. 82) is visible (Figure 12). 

This means that right now both companies guard the reputation and leave space for 

other start-up from the industry to utilize it when doing business. 

 

The team 
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Our empirical findings fully support Zyglidopoulos et al. (2006, p. 83) proposition that 

SMSs embedded in a cluster with a good reputation are able attract top class 

professionals. Andreas Sundgren believes that Toontrack has the best team in the world 

for what the company is doing. Moreover, he said that Toontrack does not lack 

manpower, owing it to the specific environment with dozens of people who combine 

music background with other professional skills.  

 

Andreas Sundgren‟s stand is reflected by Power & Jansson (2003, p. 434) who 

acknowledge the positive impact of cluster embeddedness on recruitment process. 

Moreover, it is extremely important that Toontrack and Propellerhead might be 

perceived as companies located at the intersection of the music and IT cluster.  

 

E.g., Toontrack, as software developer, has to employ the best programmers to ensure 

its product top quality. As it is commonly accepted, Sweden is well known for its hi-

tech so specialist in the field can be found. However, it is extremely desirable and 

beneficial that the programmers have music background and can fit into the Toontrack‟s 

mission, which may sound as „musicians develop software for musicians‟. This, in turn, 

is feasible because of the Swedish music legacy discussed. 

 

The manpower that is provided within the cluster is a valuable resource that contributes 

to competitive advantage and therefore, has vital strengthening impact on international 

potential.  

 

The above discussion proves Porter’s (1998) stand that competitive advantage in 

the global economy is still locally embedded. We have argued about, and 

explained, the specific nature of Toontrack’s and Propellerhead’s rapid 

internationalization, as well as the cumulative impact of networking, learning and 

resource acquisition on this process. Later on we carefully analyzed the 

environment and cluster embeddedness as favorable circumstances determining 

the cumulative impact mentioned. Now it is time to draw the long-anticipated 

conclusion.   
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7. CONCLUSIONS  
 

After fulfilling step by step our research design, it is time to move towards implications. 

The final conclusions will provide an answer to the research question stated in the 

introduction. As a result, the research purpose will be achieved. 

 

The analysis conducted allowed us to identify some implications that lead us to the final 

conclusion. We will present them in a resultative order:  

7.1 Implications 
 

The process 

 

 We have analyzed Toontrack‟s and Propellerhead‟s internationalization and 

identified its pattern. The companies did not follow the traditional Uppsala stage 

approach but still showed a great evidence of learning and gradual commitment 

in the process. Therefore, we found the stage pattern proposed by innovation-

related models of export awarenessexport involvementexport excellence 

applicable to the cases.  

 

 Identifying the stage pattern outlined above does not prevent us from calling 

Toontrack and Propellerhead as born global companies. Toontrack covered 

international markets within six months after the start-up and derived most of its 

revenue from abroad. Propellerhead entered foreign markets directly from 

inception. Consequently, we are showing that the born global concept and the 

idea of gradual commitment do not have to be mutually exclusive. The point is 

that learning and gradual commitment can be boosted and result in a rapid 

internationalization pattern. 

 

 We have discovered the cumulative impact of co-location on networking, 

knowledge (learning) and resource acquisition, and therefore commitment to 

foreign markets. Consequently, it turned our attention to Toontrack‟s and 

Propellerhead‟s domestic environment as an important factor determining their 

international potential. 

 

The environment 

 We managed to support our assumptions and identify an evidence of clustering 

around the music industry in Sweden. The cluster was build around the legacy of 

the Swedish music environment. Moreover, new business formation at the 

intersection of music and IT industries was indentified.  

 

 We have analyzed that being embedded in the Swedish environment had vital 

influence on: 

o The entrepreneurs themselves. The founders of Toontrack were 

professional musicians. Taking advantage of the Swedish music legacy 

they identified the business opportunity which was „making music 

software for musicians by musicians‟, and resulted in building a unique 
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product. Propellerhead‟s founders were engaged in activities around 

music and music itself, which brought a distinctive impact on product 

qualities.  

o Their network. The deep embeddedness in the music environment and its 

social capital had an enormous impact on personal networks, which in 

turn had vital implications on development and expansion. Networking 

enabled the companies to acquire knowledge and resources rapidly. In 

other words, the „network insidership‟ was among key resources 

determining internationalization.  

o The company as en entity. Toontrack and Propellerhead acknowledged 

that being embedded in the environment, which stands for excellent 

quality, had impact on its reputation. Moreover, Toontrack took 

advantage of the environment and its valuable resource, for example 

when employing („the best team in the world‟
9
). In addition, it was found 

that the domestic environment was a perfect launching platform for 

international expansion and integration into the global music community. 

7.2 Conclusion 
 

The implications outlined above lead to the following final conclusion of the paper: 

 

How does cluster embeddedness affect SMEs‟ internationalization processes? 

 

Cluster embeddedness has had a significant boosting impact on Toontrack’s and 

Propellerhead’s international expansions. This proves that competitive advantage 

in global market is still locally embedded. Toontrack and Propellerhead, as 

companies with strong position and commitment to foreign markets, took a great 

advantage of the unique environment in their development and expansion, making 

themselves born global firms with unique products. The model describing the 

phenomenon is outlined on the figure below. 

 

 

                                                
9 There is no reason to undermine the objectivity of this quote as Toontrack‟s EZdrummer is the best 

selling virtual instrument in the world and its quality has been acknowledged by third parties. 
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Figure 19. The boosting impact of cluster embeddedness on the internationalization process. 

 

Therefore, cluster insidership is a valuable asset. The positive feedback loop showing 

how clustering and networking influence internationalization, and vice versa, is in 

the case studies evident. Local networks derived from the environment are among the 

issues that influence internationalization patterns at most, speeding up the process.  

The sense of membership lays foundations for cluster’s social capital that creates the 

feeling of ‘proximity’ and enhances networking. Toontrack and Propellerhead are 

deeply embedded in the Swedish environment and therefore derive its competitive 

advantage from it.  
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8. FURTHER RESEARCH  
 

Although we have fulfilled our research objectives and formulated the conclusions 

presented above, as researchers striving for perfection we can never be fully satisfied 

with our findings. Therefore, it is important that we suggest some further research 

directions that will discuss issues not completely covered by our paper as well as some 

new research paths triggered by our contribution. 

 

We have chosen our particular research design appropriate to fulfill the purpose of the 

paper. However, we have noticed that many issues mentioned in the framework require 

still more research attention from different perspectives and at different levels. 

 

Coopetition 

 

The phenomenon of coopetition and its explicit influence on internationalization needs 

to be further investigated. As we have mentioned in the analysis, the empirical data 

gathered and the confidentiality of the matter did not allow us to investigate the 

phenomenon in detail. Therefore, it would be interesting to explore in depth some 

coopetitive relationships between companies active in foreign markets and indentify 

some direct implications on the process.  

 

One issue to be taken into consideration is coopetition driven by relationships between 

individuals in companies. Another standpoint to be used is to look at the cluster as an 

entity and investigate the coopetition driven by relationships between different 

companies, not individuals. 

 

Reputation 

 

We have found the evidence of the environmental reputation influencing firm‟s 

internationalization among other factors affecting the process. However, there is still a 

great research potential in the field. It is necessary to study the impact of reputation 

from firm‟s external perspective, i.e. investigate its perception among customers, 

corporate partners or job applicants in international markets. 

 

Redefining internationalization 

 

We have argued about the complexity of internationalization as a process and the 

holistic approach as an appropriate way to study it. Various schools perceive and, 

therefore, define the process in different ways. It is necessary to outline a synthesized 

approach that would consider the latest changes in business environment and new 

business models that have emerged. 

 

Different industries 

 

The contribution of the paper, although we believe to some extent unique, is still based 

on only two in-depth case study of the companies active in the specific industry of 

music. Therefore, there is a need to develop our ideas and try to apply them to different 

cases of companies active in other industries to support or undermine our findings.   
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9. TRUTH CRITERIA  
 

This section discusses the trustworthiness of this study based on the commonly 

employed standards for this type of research. Awareness of the norms for good research 

is important to ensure its quality. 

 

There are some measures of trustworthiness to consider when one is conducting a 

research of this width. It is important to consider the diversity in the study and use the 

most suitable measures of trustworthiness for the research in hand. In this paper, we 

have chosen to mention and elaborate the credibility, transferability and dependability. 

The reason for this is because of the fact that we have conducted a qualitative study. 

The measures of credibility and transferability are also used in quantitative studies, 

albeit in a different manner. In the case of a quantitative study, they are sought to ensure 

if suitable measures were used and whether they measure what they are aimed to do in 

the data collection part of a study. On the other hand, in the case of a qualitative study, 

as ours, credibility, transferability and dependability aim to ensure the same but 

throughout both the data gathering and analysis, in a systematic and holistic view. 

 

The description of the following measures derives from Johanson-Lindfors (1993) and 

her book „Att utveckla kunskap‟. 

8.1 Credibility 
 

The measure of credibility aims to catch the researchers‟ ability to communicate the 

process validity. This is done through understanding and explaining ones 

preconceptions, data gathering, sample and a description of the analytical process. One 

of the components when measuring credibility is intersubjectivity. It considers whether 

the interpretations made are accepted by the individuals representing the reality one is 

aiming to study, and also if the interpretations are accepted by other stakeholders (i.e. 

other researchers, practitioners).   

 

Our primary participants in this research had the option to add complementary 

comments in retrospect through reading a written draft of the interview sent to them by 

us. He did not have any additional comments and accepted our draft to be final. 

Moreover, we found that the information he provided was supported by other sources as 

well.  

 

In the aspect of our peers accepting our interpretations; well, frankly that is left to see at 

the seminar, but, from our point of view, we sincerely believe that we have done 

everything in our power to ensure the credibility of this study.  

8.2 Transferability 
 

The transferability concept, in quantitative research, aims to grasp if the research can be 

generalized to fit other organizations other than the researched one. In qualitative 

studies the concept is more aimed towards presenting a theory‟s applicability than its 

generalizability. The potential generalization is then left to the reader.  

 



82 

 

We believe that the applicability of our rendered theories has been discussed and 

presented thoroughly throughout the whole paper. Furthermore, we do not claim that 

any of our suggested conclusions can or should be viewed as generalizable.    

 

8.3 Dependability 
 

In a qualitative research both humans and technical equipment are used as instruments. 

The human instruments consist of the researchers their supervisor, and technical 

equipment like a recorder used to record the interviews. The quality of the recorder can 

affect the quality of the interviews since a bad recording can lead to misinterpretation of 

respondents‟ answers.  We used the recorders provided by the university. They are of 

high quality so there was not a question of mishearing from our part. What the 

interviewees actually said is what we have on recording, and also what we have 

transcribed.  

 

In case of human equipment, we cannot objectively scrutinize our role as interviewers 

so we leave that to the readers and our supervisor. But what we can say on the other 

hand is, as mentioned in our practical method section, that we divided the tasks amongst 

us when performing the interviews. One of us acted as the „lead interviewer‟ and the 

other was somewhat of an assistant were he wrote notes and kept an eye on the 

recording to ensure the quality of the same.  The reason for this distinct separation of 

tasks was to present as professional approach as possible to our interviewees.  

 

Another important aspect of this research‟s dependability is the guidance of our 

supervisor, whose expertise resides in the field of entrepreneurship. Her kind advice has 

been the guiding star whenever we had questions as to how to proceed. 
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Appendixes 
 

I. Interview manuals 
 

Pre interview with Andreas Sundgren (Toontrack):  

 

 Tell us about your personal background (education, skills, language skills, 

experience, in international business). 

 Do you personally play drums? 

 How many people work within the organization? 

 What were the firm‟s revenues last year? And how much, percentagewise, 

consist of foreign sales? 

 How the company was started, what was the story behind it? 

 Can you tell us the company‟s history? 

 Any critical moments/ turning points/incidents? 

 When did the company enter foreign markets? Which market was that? 

 How did your job role look like at the beginning and how has it developed? 

 Can you briefly describe the product, is it unique? In that case, in what way? 

 The market, competitors, cooperators (existing and potential). 

 The music industry in Sweden, can you recognize a cluster? Can you 

describe it? 

 Does it affect the company? And how? 

 Ownership? How is it divided amongst the founders at the company? 

 How does the company structure look like? (Fördelningen av 

arbetsuppgifter)  

 How does the company organize it foreign sales? How has it developed over 

time? 

 Is there any focus on a particular market? 

 How do you feel about the company‟s future? 

 

The main interview with Andreas Sundgren (Toontrack): 

 

Background 

 

 Tell us about your and Toontrack background. 

 What did your job role look like and how has it developed? 

 Can you tell us the story behind the foundation of Toontrack?  
 

The product 

 

 What is your view on EZline as a product? What do you think Toontrack 

contribute with to the music sampling industry? 

 When did Toontrack start working the international market „for real‟? 

 Do you make a clear distinction between the domestic and international market. 
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Internationalization 

 

 Why did Toontrack start working the international market? 

 What critical events in the history of Toontrack‟s internationalization can you 

define?  

 How do you define the markets you work on? Why have they been divided the 

way they are? 

 How do you select new markets to work at? 

 Are there markets you focus less on? If so, why? 

 Do you see any differences between working the international market compared 

to the domestic? 

 How do you look upon the future of Toontrack from an international 

perspective, how should the company work the market in the future? 

 Hurdles? 

 

Knowledge 

 

 What kind of knowledge is necessary in order to get in contact with new 

markets? How does a company like Toontrack obtain that kind of knowledge?  

 Did anyone from the start-up team have any experience especially in 

international business? 

 

Cooperation  

 

 How do you relate yourself to the term „cooperation‟? What does it mean for 

you? 

o Internally 

o Externally 

 Do you have any established cooperative relationships? Are those consciously 

set up? 

 What do you value when it comes to partners to cooperate with? 

 Does culture play a part when choosing partners to cooperate with? 

 What are the gains from cooperating in general, and for Toontrack? 

 What does Toontrack contribute within these relationships? 

 Do you see any risks connected to cooperating with others? 

 Are there any cooperative relationships you wish to establish? 

 

Networks 

 

 What is Toontrack view on networks and their importance? 

 Does Toontrack take part in any networks? Official or inofficial? How are these 

normally established? 

 How does it work in practice? 

 What pro‟s and con‟s do you see with networks, in general, for Toontrack in 

specific? 

 Can you give us some example when you have utilized network, formal or 

informal, in foreign expansion? 
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Music industry 

 

 Where do you place Swedish music industry in a global perspective with regard 

to following concepts? 

o Clustering 

o Its contribution to GDP 

o Rankings 

o Market share, both software and productions/editing 

o Reputation 

 How has it affected Toontrack? 

 When recruiting people, what qualities you were looking for in particular? How 

did the process look like? 

 

Reputation 

 

 Do you think that the reputation of Swedish music industry could have attracted 

any of following stakeholders? 

o Potential employees 

o Corporate partners 

o Customers 

o Investors 

 How did you finance your growth? 

 What do you have to say about your competition? 

. 

Additional 

 

 Is there anything you would like to add? 

 

The interview with Timothy Self (Propellerhead): 

 

Background 

 

 Tell us about your and the company background (education, skills, language 

skills, experience, experience in international business) 

 How and when did you get into Propellerhead?  

o How did you find out about the company/possible vacancy?  

o What attracted you to the company? 

o Did you have any interest in music at the time? Ex. Do you play any 

instrument or use music software for your own use? 

 What did your job role look like and how has it developed? 

 

Propellerhead 

 

 How many people work within the organization? 

 How does the company structure look like? (Fördelningen av arbetsuppgifter) 

 What was the firm‟s revenue last year? And how much, percentagewise, 

consisted of foreign sales? 

 Can you describe the market, main competitors, and cooperators in a few words. 
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 There is one thing behind the story of Propellerhead that is not mentioned at the 

website: where does the founders‟ interest in music come from? What turned 

their attention into music in their software programming activities? 

 What is your quick view on Propellerhead products? How do you think 

Propeller contribute with to the music industry? i.e. what is unique about the 

products that competitors (Steinberg, Toontrack) do not have? 

 

Internationalization 

 

 When did the company enter foreign markets? Which markets were these? 

 Why did Propellerhead start working the international market? 

 Do you make a clear distinction between the domestic and international market? 

 How do you define the markets you work on? Why have they been divided the 

way they are? 

 How does the company organize it foreign sales? How has it developed over 

time? 

 Are there markets you focus less on? If so; why? 

 Do you see any differences between working the international market compared 

to the domestic? 

 What critical events in the history of Propellerhead internationalization can you 

define?  

 How do you look upon the future of Propellerhead from an international 

perspective? How should the company work on the international market in the 

future? 

 Future hurdles? 

 

Knowledge 

 

 What kind of knowledge is necessary in order to get in contact with new 

markets? How does a company like Propellerhead obtain that kind of 

knowledge?  

 Did anyone from the start-up team have any experience especially in 

international business? If no, who brought a business mindset into the company? 

 

Cooperation  

 

 How do you relate yourself to the term „cooperation‟? What does it mean for 

you? 

 Do you have any established cooperative relationships? Are those consciously 

set up? 

 What do you value when it comes to partners to cooperate with? 

 Does culture play a part when choosing partners to cooperate with? 

 What are the gains from cooperating for Propellerhead? 

 How does Propellerhead contribute to these relationships? 

 Do you see any risks connected to cooperating with others? 
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 Are there any cooperative relationships you wish to establish? 

 

Networks 

 

 What is Propellerhead view on networks and their importance? 

 Does Propellerhead take part in any networks? Official or unofficial? How these 

are normally established? 

 How does it work in practice? 

 What pro‟s and con‟s do you see with networks for Propellerhead? 

 Can you give us some example when you have utilized network, formal or 

informal, in international activities? 

 

Music industry 

 

 Where do you place Swedish music industry in a global perspective? 

 Can you recognize any signs of clustering? Can you describe it? 

 Does it affect the company? How? 

 When recruiting people, what qualities are you looking for in particular?  

 The story of Propellerhead shows that the company shares some memories with 

its biggest competitor Steinberg (one of the founders had at the beginning 

worked for Steinberg). How would you describe Propellerhead‟s relationships 

with its competitors? 

 Propellerhead has throughout the years contributed a lot to music software 

industry, e.g. developing well-known REX file format, which now can be used 

in applications of competitors (Toontrack‟s Beatstation). Does the company 

benefit from it; how? 

 

Reputation 

 

 Do you think that the reputation of Swedish music industry could have 

attracted any of following stakeholders? 

o Potential employees (e.g. you) 

o Corporate partners (endorsers) 

o Customers 

o Investors 

Additional 

 

 Is there anything you would like to add? 

 Can we possibly e-mail you with one or two short follow-up questions? 
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