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Abstract

Studies on institutional support for the internationalisation of firms from transitional
economies are inconclusive. This research contributes to the studies of institutional support
in cases of firms with complementary innovation — internationalisation strategies. Mixed
method research is used to support quantitative structural modelling. It uses qualitative
interview data in combination with quantitative data gathered by a survey questionnaire on a
sample of 88 telecommunications firms from the Croatia economy the year after it joined the
European Union (2014). SmartPLS model is used to analyse data obtained through a
guestionnaire survey. The results show that institutions can assist firms in recombining their
processes when they offer concrete product development support and, to a lesser extent,
marketing support. The recombination of firms’ processes, i.e. its ability to openly innovate,
leads to significantly better globalised-localised (glocal) financial and marketing performance,
which results are robust. The results are inconclusive in the case of glocal growth
performance. The structural model assessed the effect of readiness for open innovation on
glocal growth as positive and insignificant, while the robustness check found it to be positive
and significant.

Implications for Central European audience: The value of this study is twofold. Firstly, it
provides support and direction according to which institutional support could be directed to
strengthen the internationalisation effort of the incumbent industry from transitional Central
European economy that has transformed from the socialist to a market economy and
undergone a process of joining the European Union. Secondly, it shows managers weak
spots in institutional support and enables them to mitigate them quicker by finding similar
support either outside of the firm on international markets or by employing highly qualified
individuals.

Keywords: institutional ~ support;  open  innovation; globalisation-localisation;
telecommunications; transitional economies
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Introduction

Firms located in regions with well-developed institutional environments achieve high
internationalisation levels (Xiao et al., 2019). Internationalisation results from firms’ external
and internal environments that work jointly to achieve their global and local competitive
advantage (Denicolai et al., 2014). However, for firms from transitional economies achieving
a competitive advantage in the international environment can be challenging due to obsolete
technology and changing institutions, which presents a research problem this paper attempts
to explain.

The Republic of Croatia is a Central European transition economy, which underwent a
change from a socialist to a market-based system in the early 1990s, experienced an
Independence War and changing institutions, and subsequently accessed into the European
Union in July 2013. Accession into the European Union was intertwined with the rising
expectation of European structural funds, regardless of the fact that less than twenty per cent
of European SMEs are aware of institutional support initiatives, especially for
internationalisation, and less than thirty per cent of internationalised SMEs introduced
domestically new products or services (EC, 2010; Kalinic & Clegg, 2017). Moreover,
European SMEs mainly internationalise to other European union member states; hence,
globalisation — localisation debate. The question emerges whether innovation and
internationalisation are substitutive or complementary strategies for firms from transition
economies (Kylaheiko et al., 2011) and whether institutional support is complementary with
innovation — internationalisation strategies which this study addresses (Chen et al., 2018).
Hence, the research question of this paper follows from the research problem and the
abovementioned arguments:

RQ: What is the role of institutional support for firms with complementary innovation —
internationalisation strategies?

This paper is organised as follows. The theory and hypotheses development section
comprises a theoretical foundation and illustrates the conceptual model of the study. The
following section presents methodology with the explanation of data used in the study,
measures, addressing a common method bias and adds a qualitative interview used to
provide a rationale for the study. Results of the study with corresponding robustness checks
are presented after the methodology section. The last section concludes the study with the
main findings, managerial implications and limitations of the research.

1 Theory and hypotheses development

Nelson and Nelson (2002) argue that evolutionary economists see ‘institutions’ as moulding
the technologies used by society and technological change itself. However, the effect of
institutions on firm behaviour is still inconclusive. This is partly due to a vague concept of
institutions as well as innovation processes with which they tend to be associated (Edquist &
Johnson, 2000). Within the neoclassical economic theory that centres on utility, individuals
and profit maximisation, markets, and property rights act as institutions but are also
associated with transaction costs. Nonetheless, as innovation is characterised by
technological trajectories characteristic of a learning process, innovation-driven strategy
(Chen et al., 2018) links innovation to internationalisation (Bryl, 2020). Namely, the export-
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led learning process can be used to combine the two approaches and consider them
complementary.

If globalisation is associated with intertwining ideas, information and practices and offers
alternative institutions, as is the case of transition of former socialist economies, it enables
the diffusion of innovation (Mikl-Horke, 2004), which in turn should incite firm competitiveness
and economic growth (Tomizawa et al., 2020). Bloom et al. (2019) summarise the pros and
cons of different policy instruments for promoting innovation based on the premise that
market economies are likely to underprovided innovation because of the good public nature
of knowledge. They find that in the short run, R&D tax credits and direct public funding have
a positive effect on firm growth. On the other hand, there are strong intellectual property rights
that oppose that argument. Hence, Figure 1 presents a conceptual foundation of this study.

Figure 1 | Conceptual framework

Environmental level Firm level Glocalisation

Glocal growth
performance
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NPD support
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Institutional
marketing
support

Glocal market
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Source: author’s own elaboration

Furthermore, this study inserts the concept of open innovation in the form of firms’
readiness to openly innovate. The concept of open innovation gained legitimacy as product
life cycles and lower costs and the time of product and service development shortened due
to the lack of access to the technologies and high risk of innovating in isolation (Dahlander
& Gann, 2010). It depicts changes in working conditions (the majority of people do not have
a lifetime job; hence, a new talent approach is required), job divisions that allow the trade
of ideas through market institutions (intellectual property rights, venture -capital,
technological standards), and new technologies that induce new cooperation and
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coordination methods in multiple geographic areas (Dahlander & Gann, 2010). If a firm
lacks the competence to adapt to external changes, access information and appropriate
risk, it can use open innovation as an alternative path to market (Mortara & Minshall, 2011).
By using alternative paths to market, firms can become more effective in their utilisation of
internal and external resources, bring a higher quality of products onto the market and
reduce the delays in the supply and value chains (Chesbrough, 2004, 2006) as they
discover and use information, technology and knowledge that is widely dispersed and
increase its competitiveness by acquiring information, technology, and knowledge at lower
costs than it would take for a firm to develop itself (Chesbrough, 2011).

Although innovation is always open to a certain extent and open innovation is not a new
phenomenon (Chesbrough, 2006; Dahlander & Gann, 2010; West et al., 2014), open
innovation processes should complement and sometimes substitute closed innovation
modes (Lakhani et al.,, 2013). Firms can open their ‘inter-organisational networks,
organisational structures, evaluation processes and knowledge management systems to
external processes (Chiaroni et al., 2010, p. 40). In this paper, Chesbrough’s (2006, p. 1)
definition of open innovation is used, whereby ‘Open innovation is the use of purposive
inflows and outflows of knowledge to accelerate internal innovation, and expand the
markets for external use of innovation, respectively. [This paradigm] assumes that firms
can and should use external ideas as well as internal ideas, and internal and external paths
to market, as they look to advance their technology.’

With respect to constantly changing institutions in the transition economy, especially one
that is faced with obsolete technology and a competitive market environment, this paper
takes on the perspective of an open innovation model that a firm can use to re-design its
processes to accommodate them to changing institutional and market conditions and in
order to answer the research question: ‘What is the role of institutional support for firms
with complementary innovation — internationalisation strategies?’

1.1 Institutional support and readiness for open innovation

Support for firms seeking to internationalise is an important institutional policy challenge. The
market, as well as technological knowledge, is often obtained through direct experience and
vicarious learning (Zakery & Saremi, 2020). Balanced policy support for firm
internationalisation considers the diversity of firms and their capability to adapt and learn in
new environments (Wright et al., 2007; Agostino et al., 2020).

Although studies are inconclusive on the effect of the institutional environment of transitional
economies on firms’ innovation capability (e.g. Adel et al. (2020) found adverse effects
between the two), property rights are an important part of developed national institutions
which influence economic development through propensity to innovate (Baklanova et al.,
2020). There also exist five key institution-based barriers to innovation: (1) competition
fairness, (2) access to financing, (3) laws and regulations, (4) tax burden, and (5) support
systems (Zhu et al., 2012). When examining innovation subsidies from a municipality and
government, collaboration with other firms and organisations, links with universities or
research institutes and market scope, Radas and Bozi¢ (2009) found that those institutional
obstacles do not imply firms will innovate less, but that they will find a way around the
obstacles depending on firm’s domestic or international market scope. If internationalisation
is market seeking, firms face similar barriers in terms of financial and capacity problems
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(Svetli¢i¢ et al., 2007). Therefore, a question arises about the possible institutional assistance
for firms striving to overcome international barriers by differing between product development
and marketing support.

H1la: Institutional new product development support has a positive effect on the readiness for
open innovation.

Hi1b: Institutional marketing support has a positive effect on the readiness for open
innovation.

1.2 Readiness for open innovation and internationalisation

This study adopts the notion that internationalisation and innovation present complementary
strategies for growth. Both are connected with uncertainty, asset specificity, appropriability of
knowledge assets in addition to tacitness and economies of scale and scope (Saarenketo et
al., 2008). Moreover, recombination of marketing and product innovation with innovation
culture could exemplify a model for transitional economies (Aksoy, 2017). However, this could
imply only the commercialisation of existing products (Stojci¢, 2021).

In the context of Slovenian companies, Rangus et al. (2017) show that an organisation’s
capacity for open innovation can be used to its full potential in order to impact a firm’s
performance. Stoj¢i¢’s (2021) findings confirm these results in the aspect of both radical and
incremental innovations of Central and Eastern European economies. Additionally, in the
context of transitional economies, Bahl et al. (2021) find that internationalisation can be
negatively associated with innovation. This can be due to the lack of resources or, as they
claim, knowledge-based capabilities found in absorptive capacity, appropriation capability,
and managerial capability that positively moderate the negative innovation-
internationalisation relationship. MioCevi¢ and Crnjak-Karanovi¢ (2010) suggest that a
significant relationship between global mindset and internationalisation exists through the
managerial perception of effective marketing activity, while Fong-Reynoso and Ocampo-
Figueroa (2010) stress the significance of experience and relational capital. A similar notion
was confirmed by Vukovi¢ et al. (2018) in the case of the Serbian hotel industry. These
studies confirm the importance of organisational change (Radas & Bozi¢, 2009). Hence, the
second hypothesis:

H2a: A firm that is ready for open innovation has a faster glocal growth.
H2b: A firm that is ready for open innovation has a better glocal innovation performance.

H2c: A firm that is ready for open innovation has a better glocal market performance.

2 Methodology

2.1 Research context: Telecommunications industry

Telecommunication development is complex and comprises multiple technologies used to
cover both product and service sectors (Huurdeman, 2003). It is composed of both
manufacturing and services whose radical innovations pertain to domestic markets (BaSic et
al., 2018). Over history, it has been naturally attributed as a monopoly whose technical
integration into international systems served as a prerequisite for its development (for
telephone services, see Noam, 1992). Today it operates in oligopolistic markets (Basi¢ et al.,
2020; Erramilli, 1990; Gronroos, 1999; Roy & Yami, 2009) with only a portion of truly global
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firms (e.g. Ericsson or Deutsche Telekom; see Curwen & Whalley, 2007). However,
telecommunications firms’ monopolistic power aims to be limited due to their power and
scope of influence. Telecom’s complex internal processes make it difficult to follow
omnichannel strategy due to historical development and service portfolio (Fabel et al., 2018).
As telecoms depend on retail channels, their key challenges nowadays encompass a
transition to digital channels and an appropriate omnichannel mix in line with productivity,
service quality growth and return on investments in line with an increase in partner channels
for distribution of telecommunications products and services. Therefore, as Laffont and Tirole
(2001) note, telecommunications have been at the forefront of the regulation reform, whose
competition developed faster than in other industries.

Croatia’s telecommunications industry development after the 1991 Independence war and
transition to an open market economy has been exceptionally fast (Brli¢ et al., 2000).
Saboli¢’s (2009) study shows that Croatia’s regulatory system might not be ready for effective
market power regulation compared to the rest of the European Union countries. Nefat et al.
(2012) confirmed the importance of service recovery based on customers’ satisfaction in
Croatian mobile telecommunications. Hence it is the aim of this study to inspect the role of
institutional support for telecommunication firms’ open innovation challenges and how they
transform into effective glocal competitiveness.

2.2 Sample and data collection

The sample for the study was drawn from the pool of Croatian telecommunications
companies. Focus on the Croatian telecommunications industry is a response to calls for
further studies linked to transition economies and based on improving our understanding of
the impact of institutions and firms’ performance (Peng & Luo, 2000; Nyuur et al., 2016).

Firms in the sample (with names and contact details of owners/managers) were identified
through a database of the official Croatian Finance agency known as ‘Croatian Registrar of
the publicly available financial data’ and Orbis database in 2013. Researchers used the
database to identify a total of 347 telecommunications firms operating in Croatia. 334 of them
were small and medium-sized firms. The statistical classification used was NACE statistical
classifications 26.3 and 26.4. All the companies in the population of the identified
telecommunications firms were contacted. The decision assumed that a very conservative
response rate of 10 per cent in Croatia would produce a return of approximately 34 replies.

The study used a survey design that underwent a rigorous three pre-tests procedure and
used pre-existing measures where possible (Coviello et al., 2000; Peng & Luo, 2000; Sheng
et al., 2011). Confidentiality was ensured to encourage participants to be candid in their
responses. Two reminders of the surveys were sent, and additional managers who could not
be contacted over e-mail or telephone were identified and contacted over the professional
social network Linkedin. It allowed identification of CEOs of smaller firms or their respective
Heads of Production, Marketing or Sales.

Data collection took place from the beginning of March until the end of May 2014. A total of
128 questionnaires were returned, 18 firms comprised multiple responses. After the
ambiguous data were eliminated, the analysis counted the total of 88 firms in the sample,
amounting to a 25.36 per cent response rate. A sample of this size is considered appropriate
for the purpose of this study. Quantitative data gathered through primary research used
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structural equation modelling by using correlation and partial least squares path modelling
technique as suggested by Hair et al. (2018). SmartPLS software was used for that purpose.

2.3 Common methods bias

Common method bias results from a measurement error in an instrument that might lead to
the erroneous conclusions (Chang et al.,, 2010). Harman’s single factor tests the latent
variables for the possible noises in the research instrument. The presence of a substantial
amount of common method bias occurs when one factor explains more than 50% of the
dependent variable’s variance (Podsakoff & Organ, 1986; Huang et al., 2010). Harman’s
single factor was tested on all 13 items by constraining the number of factors to 1. The total
variance extracted was 39.05 %, implying that the single factor explained for 39.05% of the
variance. As this is less than 50% of the variance explained by the single factor, the common
method bias is not an issue in this analysis.

On the other hand, the factor loading of 13 variables extracted a three-factor solution by using
a varimax orthogonal rotation. However, in the subsequent structural equation analysis, we
differentiated between several latent variables to sample an adequate discriminant validity.

2.4 Qualitative research

Several interviews were conducted to support a survey as a research instrument and gain
qualitative support for our quantitative research. As Eisenhardt (1989) points out, there is an
additional value to the research when qualitative research is involved. Herein one qualitative
interview is presented to obtain support for our model and to depict significant constructs for
the quantitative study (Yin, 1984). Presenting additional interviews would be a topic for
another research and would demand a different approach. For that purpose, an interview with
the technical project manager from the largest Croatian telecommunications exporting
company took place on 13 April 2014.

Our respondent was male, with eight years of work experience employed on information
systems projects that are not bound by location, i.e., geographical area of one country.
Respondent’s job deals with service improvement and implementation of new services,
mainly in the business-to-business sector of the largest Croatian telecommunication firm. His
firm offers solutions in the form of leasing/renting servers, leasing/renting applications,
leasing/renting CRM, ERM, data storage warehouses, virtual computers, wherein human
resources, legal requirements, and is not part of any cluster, but it is a private company under
foreign ownership.

Market research in a company is performed by the marketing and operations departments.
Its forms include, e.g. users who indicate a particular need for a service or for function in
service. When the company notes similar requests by several users, it moves on to develop
the service. Firstly, a business plan is made to see whether it is profitable to develop this
service, how much are the development costs, and what is the expected revenue of this
service. Then, these demands are being categorised, which are then being taken into
consideration in terms of resources and which are subsequently going to be implemented.
Regardless of that, the marketing department regularly and daily, through the various
agencies and internally, does the market research and inspects the needs for new services.
In this company, market research is more valuable than if the technical employees express
the wish to implement something or suggest doing the same. If a technical employee
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suggests, market research will be done by the marketing department in order to see whether
this idea is viable and could it be profitable or not.

Only in the technical department there are nine main organisations in the company, and each
organisation has, depending on each organisation, 5 to 10 business units making the
communication between departments and prioritising is extremely important. Employees in
these units are mainly tertiary-educated economists/business studies graduates or ICT
engineers, depending on the segment they are working in. New projects are developed and
being thought about on a daily basis, mentioning that these technologies might not be new
globally, but it is new in the region of former Yugoslavian countries. The vision of cooperation
is shared throughout the company but also through external vendors if the project might take
a shorter time to be executed by a vendor company. Each year ‘initiatives’ are planned for
the subsequent year multiplying and spreading down through a hierarchical chain. Although
referrals are made for vendors and penalties in contracts exist, the main barriers in project
implementation occur with vendors, which prolongs project implementation time and serves
not only as a bad reputation but as general disagreements. Also, the noticed issue is
innovation performance measurement. Regardless of the market and technical research,
projects occur where the company spends a lot of money with a little return. However, no one
is to blame for that issue. Although, post-sales process and measures that determine how
much the company invested, how much it earned, for x number of months we will earn y
amount of money. There becomes an issue: who has made these suggestions anyway. In
terms of the internationalisation of new product or service development, the practices of the
whole group apply. If a particular service is launched in Poland, all members of the group will
apply for a similar service. On the other side, if Croatian teams implement a good project in
Croatia, it will be expanded to other members of the group. Hence, each country is looked at
as an entity, and a group is looked at as a whole. Of course, for this size of a group, there
exists inertia in and between particular departments that sometimes diminishes the speed of
project implementation.

In terms of a government role, our respondent suggests that it should help regarding research
on new technologies to cooperate with other countries on, e.g. foreign suppliers, for a
government to receive better deals for their customer base in Croatia. Also, market research
and investment-wise.

In terms of comparison with competitors, our respondent states that a company is better than
competitors in everything apart from the price. And the reason is due to regulators. Namely,
there are other companies in the market in which the regulatory agency stated that we could
not sharply decrease prices because the competitors need to find their place in the market.
Hence, our company obtained a timeframe in which it is allowed to lower the prices, making
its products/services more expensive in the short run. Although in Croatia and the region, a
company has large market shares. The most important thing is that the company is the owner
of the majority of telecommunication infrastructure in Croatia. This is really important
because, at one point or another, it comes down to this. For example, if you as a user chose
another service provider at one point, a customer will come back to them eventually.
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2.5 Measures
Control variables

The validity of the study is strengthened by controlling the variables in the model: the type of
ownership and firm size.

Private ownership. Private ownership was controlled because some firms in the Croatian
telecommunications industry are partly in government ownership and might be more prone
to the inertia of the business model that influences their glocalisation performance (Nyuur et
al., 2016). Namely, in transition economies for both private and public companies, improved
performance might come from social-political and business ties, especially if in the case of a
public state-owned company (Xin & Pearce, 1996). Private ownership was measured with a
dummy variable, coded 0 for private firms and 1 for state-owned firms.

Firm size. We controlled for the firm size as greater firm size can imply the greater ability of
a firm to manage supplier and customer relationships, hence, be readier to adapt to changing
market conditions, and simultaneously imply better glocalisation performance (Coviello et al.,
2000; Peng & Luo, 2000). Firm size was measured with a firm’s average annual turnover for
the period between 2010 and 2013. Firms were grouped according to their turnover based
on the Croatian statistical classification of firm size, which is consistent with the Eurostat firm
size definition: micro-companies less than 2 million EUR turnover (equivalent to 15 million
HRK), small companies less than 10 million EUR turnover (equivalent to 75 million HRK),
medium-sized companies less than 50 million EUR turnover (about 350 million HRK), and
large companies more than 50 million EUR turnover.

Table 1 shows the characteristics of the firms in the sample. There are seven state-owned
firms in the sample.

Table 1 | Characteristics of the sample

Characteristic Frequency %
Ownership

Private 7 8.54%
Firm size

(Average annual turnover for the period between 2010 and 2013)

0-5 million HRK 26 31.7%
5-15 million HRK 11 13.4%
15-75 million HRK 16 19.5%
75-350 million HRK 16 19.5%
more than 350 million HRK 13 15.8%

Internationalisation age

Before 1950s 0 0.0%
1951-1980 2 2.4%
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1981-1995 4 4.9%

1996-2000 13 15.9%
2001-2005 16 19.5%
2006-2010 28 34.1%
After 2010 19 23.2%

Number of foreign markets

0 11 13.4%
1 11 13.4%
2 14 17.1%
3 10 12.2%
4 2 2.4%

5 6 7.3%

6 and more 28 34.1%

Source: author’s own calculations

31.7% of companies have had an average annual turnover of less than 5 million HRK, 32.9%
between 5 and 75 million HRK, and 32.2% had an average annual turnover greater than 75
million HRK. The majority of firms (92.7%) internationalised after the Croatian Independence
war, i.e., after 1995. Also, 13.4% of firms are based purely on the domestic market, 30.5%
cover 1 or 2 international markets, while the rest of firms operate on three or more
international markets.

Dependent variables

The dependent variable was measured using a 7-item scale which was adopted from the
works of De Luca and Atuahene-Gima (2007), Langerak et al. (2004), and Doblinger et al.
(2013). Respondents depicted on a 7-point Likert scale how good, compared to their firm’s
closest international competitors, is their performance according to the given indicators (1 —
worse than competitors, 7 — much better than competitors). Three constructs were
subsequently identified: (1) glocal growth performance, (2) glocal innovation performance,
(3) glocal market performance. Table 2 portrays information on items in the constructs. The
validity of the study is strengthened by controlling the variables in the model: the type of
ownership and firm size.

Independent variables

Institutional support was measured with 5-item scale developed by Busenitz, Gomez and
Spencer (2000) and adopted for the purpose of this study. Two constructs are depicted: (1)
institutional marketing support and (2) institutional new product development support (see
Table 2 for details).
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Readiness of a business model for open innovation was adopted from Huang et al. (2013),
Sisodiya et al. (2013), Johnson et al. (2008), Moore (2004), Parida et al. (2012), and Hung
and Chou (2013). The construct finally contains only two items for the purpose of this study,
namely firms’ readiness to re-design customers value propositions and firms’ readiness to re-
design business processes, as exemplified in Table 2.

Construct validity and reliability

Table 2 shows descriptive statistics, measurement model and convergence validity with
factor loadings. All factor loadings of principal factor analysis are greater than 0.8, Cronbach
alpha is greater than 0.7, composite reliability is about 0.9 or higher and average variance
extracted is greater than 0.7. Hence, the measurement model is adequate.

Table 2 | Descriptive statistics. Measurement model: Convergence validity

Factor

. N Min Max Mean S.D.
loadings

Glocalisation

(Adopted from De Luca & Atuahene-Gima, 2007; Doblinger et al., 2013; Langerak et al., 2004)
Please estimate for the past four years (2010, 2011, 2012 and 2013).

How good, compared to your closest international competitors, is your performance in the following
areas?

Glocal innovation performance

(Cronbach’s alpha = 0.78; CR = 0.90; AVE = 0.82)

1. Rate of new products, services
or processes’ success

2. Time to break-even 0.91 82 1 7 3.85 1.50

0.90 82 1 7 3.99 1.39

Glocal performance
(Cronbach’s alpha = 0.86; CR = 0.92; AVE = 0.78)

3. Total market share 0.94 82 1 7 3.55 1.58

4. Number of identified new
markets and opportunities

5. Total sales revenue 0.80 82 1 7 3.65 1.54

0.91 82 1 7 3.77 1.46

Glocal growth performance
(Cronbach’s alpha = 0.79; CR = 0.89; AVE = 0.81)

6. Growth of the sales revenue 0.97 82 1 7 4.06 1.35

7. Growth of the market share 0.83 82 1 7 3.95 1.44

Institutional support

(Adopted from Busenitz et al., 2000)

To what extent do government agencies’ support your industry’s product, service or process
development?

Government agencies:
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Institutional NPD support
(Adopted from Oviatt & McDougall’'s, 1995; Zahra & George, 2002); Cronbach’s alpha = 0.96; CR =
0.98; AVE = 0.96

1.sponsor organisations which help

to |den't|fy potential coIIaborat_ors in 0.98 82 1 6 184 124
designing new products, services

or processes.

2. have special projects for
organisations wishing to develop a 0.98 82 1 6 2.13 1.36

new product, service or process.

Institutional marketing support
Cronbach’s alpha = 0.82; CR = 0.92; AVE = 0.85

3. help in identifying potential
international markets for a new 0.92 82 1 7 1.94 1.16

product, service or process.

4. help us find new market niches,

even when our organisation does 0.93 82 1 5 1.53 0.87
not do well.

Readiness for open innovation

(Adopted from Huang et al., 2013; Hung & Chou, 2013; Johnson et al., 2008; Moore, 2004; Parida et
al., 2012; Sisodiya et al., 2013)

Cronbach’s alpha = 0.96; CR = 0.98; AVE = 0.96

Please rate your organisation’s readiness for open innovation.

Without negative effects on our core business, our processes and structures enable us to:

1. re-d(_e_3|gn customers’ value 0.98 82 1 7 475 136
propositions.

2. develop a new business 0.98 82 1 7 4.91 144
process.

Control variables

Ownership (private) 82 0 1 0.909 0.28
Firm size (average annual
turnover) 82 1 5 2.70 1.46

Source: author’s own calculations

3 Results

This section depicts the results of the empirical analysis. Statistical software package
SmartPLS was used for quantitative data analysis for structural equation modelling as a
method of analysis. Correlation and partial least square structural equation modelling were
used to test the two hypotheses. Six latent constructs containing reflexive items and a small
sample size (N=82) was the rationale for the analysis (Hair et al., 2018).
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Table 3 | Descriptive statistics. Measurement model: Convergence validity

1 2 3 4 5 6 7
1 Glocal growth performance 0.90
2 Glocal innovation performance 0.61 0.90
3 Glocal market performance 0.50 0.78 0.89
4 Institutional NPD support 0.09 0.55 0.67 0.98

5 Institutional marketing support 0.30 0.68 0.47 0.39 0.99
6 Readiness for open innovation 0.29 0.77 0.65 0.83 0.78 0.98
7 Ownership -0.11 -0.11 -0.10 0.06 0.07 0.08 1

8 Size 0.30 0.67 074 053 051 054 -0.04

Note: bold diagonal figures are the square roots of average variance extracted.
Source: author’s own calculations

Correlation coefficients are not higher than 0.7 apart from those between (1) readiness for
open innovation and glocal innovation performance and (2) readiness for open innovation
and institutional marketing support, indicating that multicollinearity is not a problem in this
analysis. Hence, Table 4 presents the results of the Hypothesis 1 testing.

Table 4 | Structural model and path coefficients: Institutional support modes and readiness for
open innovation

B
(S.E)
Independent variables
Institutional NPD support 0.62**
(0.24)
Institutional marketing support 0.541
(0.28)
f2 (Institutional NPD support) 5.23
f2 (Institutional marketing support) 4.03
R? 0.94
Adjusted R? 0.94
Q2 0.87
SRMR 0.07
(0.21)
Chi-Square 224.04
(301.72)
NFI 0.70
(0.59)

Note: S.E. = standard error. N = 88. Two-tailed test. Unstandardized coefficients reported; 1+ p < 0.10;
*p <0.05; **p<0.01; *** p<0.001.
Source: author’s own calculations
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The results presented in Table 4 show the significant and positive effect of institutional new
product development support on readiness for open innovation at 0.1 per cent level, and
positive but insignificant effect of institutional marketing support on readiness for open
innovation (however, it is significant at the 10 per cent level). Adjusted R2 is 0.94, indicating
that a high proportion of variance in the model is explained by the institutional new product
development and institutional marketing support. Hence, we cannot reject hypothesis 1.

Table 5 presents the results of the structural model and path coefficients between readiness
for open innovation and glocal performance.

Table 5 | Structural model and path coefficients: Readiness for open innovation and glocal
performance

Glocal growth Glocal innovation Glocal market

performance performance performance
Model Model Model Model Model Model
1 2 1 2 1 2
B B B B B B
(S.E) (S.E) (S.E) (S.E) (S.E) (S.E)
Control variables
Ownership -0.11 -0.12 -0.09 -0.08 -0.07 -0.11
(0.14) (0.12) (0.08) (0.07) (0.09) (0.09)
Size 0.29 0.20 0.68*** 0.24 0.74x+* 0.54**
(0.18) (0.31) (0.13) (0.21) (0.15) (0.17)
Independent
variable
Readiness for 0.19 0.83*** 0.37*
open (0.34) (0.22) (0.17)
innovation
f2 (Ownership) 0.01 0.02 0.02 0.03 0.01 0.03
f2 (Size) 0.09 0.03 0.88 0.16 1.24 0.59
f2 (Readiness for 0.03 1.15 0.28
open innovation)
R? 0.10 0.13 0.47 0.75 0.56 0.65
Q2 0.04 0.00 0.33 0.48 0.38 0.46

Note: S.E. = standard error. N = 88. Two-tailed test. Unstandardized coefficients reported; 1+ p < 0.10;
*p <0.05; * p<0.01; ** p<0.001.
Source: author’s own calculations

Model 1 in Table 5 presents the model with control variables, while Model 2 in Table 5
presents the model with control variables and the independent variable. Results indicate a
positive and significant effect of readiness for open innovation on glocal innovation and
market performance. Hence, hypotheses 2b and 2c cannot be rejected. On the other hand,
there is an insignificant effect of readiness of open innovation on glocal growth performance,
so hypothesis 2a cannot be accepted. A summary of the model with resulting path coefficients
and levels of significance is illustrated in Figure 2, and the summary of the tested hypotheses
is presented in Table 6.
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Figure 2 | Structural model
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Table 6 | Summary of hypotheses tests

Glocalisation

Glocal growth
performance
(R?=0.126)

Glocal
innovation
performance
(R%2=0.706)

Glocal
market
performance
(R?=0.653)

Expected Empirical
Paths

sign conclusion

Hla Institutional NPD support — Readiness for open innovation Positive Supported
H1b Institutional marketing support — Readiness for open innovation Positive Not supported
H2a Readiness for open innovation — Glocal growth performance Positive Not supported

H2b Readiness for open innovation — Glocal innovation performance Positive Supported

H2c Readiness for open innovation — Glocal market performance Positive Supported

Source: author’s own elaboration

Robustness check

Amadeus Buro van Dijk database was used to extract seven

information and

telecommunications companies based on the NACE2 main revision (subset J) of industries
in the largest 300 Croatian exporters based on their export revenue in the period 2006—2015.
To check for validities and consistency of our cross-sectional analysis, a panel data analysis
with fixed effects was used. Unfortunately, the database offers only financial and some
descriptive microdata, so a panel fixed effects model was used to assess the effect of the
level of intangible assets, as a proxy for readiness for open innovation, on sales and market
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share, as proxies for glocal performance and glocal growth performance. Interestingly the
increase in intangible fixed assets has a significant positive effect both on sales and on
market share. Additionally, an increase in intangible fixed assets have a significant positive
effect on the growth of sales but not on the growth of market share. Additionally, we tested
the effect of the level of intangible assets and their increase on exports and export growth
and found a positive and significant relationship at a 1% significance level.

Discussion and conclusion

This study attempts to explain the research problem that concerns firms from transitional
economies that attempt to achieve competitiveness in the international environment while
being challenged with obsolete technology and changing institutions. Subsequently, to tap
into this research problem, this study posed a research question: ‘What is the role of
institutional support for firms with complementary innovation — internationalisation
strategies?’

The findings from this study confirm that institutional support is a significant positive factor
contributing to firms with a lack of internal resources to achieve innovation —
internationalisation link. In this study, innovation and internationalisation are viewed as
complementary strategies. Furthermore, the results show that the firm ability to recombine its
existing processes quickly affects its competitive glocal market and financial performance but
does not yet affect its glocal growth. The reason for this could come from the transition of
companies from socialist to a capitalist market system where adjustment to a fast-changing
business environment is a prerequisite for growth, which incumbent companies have not yet
been able to overcome.

Firms need to be able to establish abroad to learn how to compete effectively on the same
terms as their peers. Innovation — internationalisation link is crucial in this respect, as well as
institutional support for firms from transitional markets competing in the developed market.
This is the case of Croatian firms which compete with the developed member states of the
European union’s firm after Croatia’s accession into the European Union in 2013. The
question for policymakers is how best to design policy such that firms lacking knowledge
about international markets or requiring assistance in terms of product or service
development receive that support faster, not merely from the government but that
government serves as a linkage connecting various business sectors. Although some
research shows that institutional support is often unnoticed, firms nowadays are required to
compete in a fast-changing environment. Hence, the lack of visibility should be a problem for
policymakers to address. Considering the Republic of Croatia, which is now a part of the
European Union, according to whose research more than 70 per cent of small and medium-
sized firms do not nor wish to export, they would benefit from a holistic approach to innovation
(Chen et al., 2018). In the framework of this study, assistance in finding marketing niches or
product development support by connecting firms with universities or institutes would make
a good addition to their limited resources and enable non-financial support. Hence, building
on the institutional and international business literature, this study has several theoretical and
managerial implications.
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Theoretical implications

The paper contributes to open innovation and internationalisation literature and provides
insights into how the practitioners can use an appropriate institutional setting to maximise
success in the open innovation paradigm. Based on the support of institutions, research of
which was inconclusive, this study confirmed the importance of positive institutional support
for new product development and slightly less for market development. Hence, institutions
assist firms with limited resources, especially nowadays, when the strive is towards a
transparent society that is encompassed in a holistic innovation approach.

Readiness for open innovation a concept that is nowadays irreplaceable and relates to firms’
absorptive capacity and dynamic capabilities. Namely, their ability to recombine existing
knowledge with external knowledge is extremely important. Not only that it affects firms
current market position, but it also affects firms international and local, i.e. glocal innovation
performance. This finding is especially relevant as there are only limited studies on open
innovation in transitional economies, and the majority of studies aim for developed economies
where there is the availability of data.

Managerial implications

There are several managerial implications. First, the level of impact each of the institutional
support has on readiness is different. The results show that firms can rely on institutional
product development support. Hence, this is a valuable finding. On the other hand, marketing
support should be strived to be found elsewhere as there seem to be better experts outside
the institutionalised arena.

Limitations and future research

The limitations of this study are several. As previously mentioned, this study used a cross-
sectional research design and a relatively small sample size coming from one country. These
limitations can affect the generalisability of the findings only to a sector of
telecommunications. Although the attempt was to include both manufacturing and service
sectors of the telecommunications industry, future studies might consider a longitudinal
approach comprising different industries. Similarly, it would be beneficial to re-examine the
effect of institutional financing and political ties as well as institutional quality on innovation —
internationalisation link.

Additionally, the borrowed scale that is used in previous research was applied in different
institutional settings, e.g. the USA. Although these items have been subjected to validity and
reliability tests, they have not been subjected to rigorous psychometric testing. Hence, to
ensure discriminant validity, only a few items are loaded on each construct. Finally, it would
be beneficial to examine absorptive capacity in more detail to obtain more consistent
estimates and results.
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