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1 INTRODUCTION TO INTERNATIONAL SOFTWARE DISTRI-
BUTION

1.1 Software industry globally and in Finland

The global software industry started developing in the 1950s when the first generic
programming languages came into use. Before this, computers were programmed either
by customers, or by the few commercial computer vendors of the time. The industry
expanded significantly in the early 1960s, almost immediately after computers were
first sold in mass-produced quantities. Universities, governments, and business custom-
ers created new demand for software. Many of these programs were written in-house by
full-time programmers. Some were distributed free-of-charge between users of a partic-
ular machine, others on a commercial basis. The industry expanded significantly with
the rise of the personal computer in the mid-1970s, which brought computing to the
office desktop. Soon an ever growing market for software had emerged (Steinmueller
1995).

A lot has changed since the early days. Today, a relatively large number of the fastest
growing businesses in the world are software firms, and the industry continues to in-
crease its significance. In 2006, 15 of the 100 fastest growing businesses in the U.S.
were software firms. The U.S. accounts for over 40 percent of the global software mar-
ket's value (Ali-Yrkkoé & Martikainen 2008; SGIG 2010).

The size of the worldwide software industry has shown consistent growth since the
“dot-com” bust in 2001 exceeding USD 300 billion in 2008, with an increase of 6.5
percent from 2007. In 2013, the global software market is forecasted to have a value of
almost USD 460 billion, an increase of over 50 percent since 2008 (SGIG 2010). Re-
search provider Gartner evaluated that in 2010, the global spending on software was
roughly USD 230 billion, and grew roughly 3 percent from 2009 (for reference, see
Ronkkd, Peltonen & Parnénen 2011). The statistics may vary according to which indus-
try definitions and measures are used. Nevertheless, it is clear that the industry is grow-
ing at a steady pace.

Besides being a part of global economy itself, the software industry generates eco-
nomic growth by enhancing the performance of other industries. It develops solutions to
business challenges and thus drives productivity and innovation in almost every eco-
nomic sector, helping businesses of all sizes to perform better in good times and bad. In
the U.S., information technology, including software, was responsible for two-thirds of
total factor growth in productivity between 1995 and 2002, and virtually all of the
growth in labor productivity. Some of the top organizational users of information tech-



nology are manufacturing, telecoms, financial services, construction, health, and utilities
(SIFF 2008).

Manufactured products, such as cars, trains, cellphones and elevators, have increas-
ingly software as crucial components. On the other hand, business software, such as
electronic resource planning or accounting software, assist firms in performing their
everyday tasks more efficiently. Furthermore, new businesses emerge around the soft-
ware industry providing consultation, training and integration, just to name a few ser-
vices (Ali-Yrkko & Martikainen 2008). The positive externalities of the software indus-
try’s growth benefit the world economy (Ali-Yrkkd & Martikainen 2008).

The commercialization of the Internet has affected all businesses, but especially the
software industry (Ali-Yrkkd & Martikainen 2008). New Internet-based solutions and
widespread availability of broadband connections continuously shape the software in-
dustry and the ways of conducting business. The change creates new business possibili-
ties and enhances growth. Increasing number of software can be used online, ‘from the
cloud’, without installation to any device (Ronkko, Ylitalo, Peltonen, Parkkila,
Valtakoski, Koivisto, Alanen, & Mutanen 2010). The Internet also enhances the global-
ization of the industry. Functions can be offshored even on task level, and networks of
software firms may be dispersed in dozens of companies worldwide. Through the mod-
ern ICT-technology, these firms are able to exchange real-time information globally.
The dispersion of the supply chains is has also increased the outsourcing of the support
services to outside firms.

New business ventures are drawn by low entry barriers in to the field of software,
where knowledge is more important than cash or equipment. Usually business activities
can be initiated in a very small scale, which enables testing of business ideas without
significant investments or risk. The use of the Internet and solutions based on it fur-
thermore reduce the required investments (Hoch et al. 1999; Ali-Yrkkd & Martikainen
2008). As a result, the birth rate of new firms in the software industry is considerably
higher than in other industries (Ronkko et al. 2011).

The high amount of investments sunk in the R&D activities is very characteristic of
the industry. Nonetheless, after the software is once developed, its reproduction costs
may be close to zero. For instance, producing the first CD containing Windows 95 cost
over 1 billion dollars, whereas the second copy less than 3 dollars (Hoch et al. 1999).
New technologies expand globally at a rapid pace, replacing existing ones and continu-
ously changing the industry structure, making software business a highly turbulent field.
Software firms can lose their investments in R&D easily, but the possibility to a rapid
growth is substantial. By creating a standard status in the global markets by replacing
similar software, it is possible to generate enormous profits since the reproduction costs
are often low, and profit margins high. A good example of this is Microsoft’s Windows
operating system. On the other hand, software developed for the needs of a small niche



can find a substantial customer base in the global context. For the reasons above, capa-
bility to internationalize quickly is a feature appreciated especially in the software in-
dustry (Rajala, Rossi & Tuunainen 2003; Ruokonen 2008).

Software, with its intangibility and knowledge- and service-intense nature, is very
distinct from manufactured products. Despite the similarities, software businesses are
not a homogenous group. Some software may be described almost as full-scale services,
whereas some are very similar to products. Some may be developed and tailored to each
from the scratch, while some are sold without any tailoring to millions of customers
(Rajala et al. 2003).

The Finnish software industry is described as the most probable growing ground
for the “next Nokia” (Nukari, Saukkonen & Seppénen 2003). Finland has been charac-
terized as the second most favorable environment for software industry after the U.S.
(RoNKko et al. 2011). The foundations for competitiveness are in good shape, as Finland
has skillful workforce, good international reputation, and plenty of technological know-
how. In developing industry-specific software, Finland is one of the top countries in the
world. However, there are many weaknesses as the lack of experience in international
sales and markets, the lack of capital funding, and resource and competence gaps of
small companies (Ronkko et al. 2010). Finland has numerous flourishing small software
firms that possess significant international growth potential, but lack the willingness and
resources to expand internationally (Ronkkd, Eloranta, Mustaniemi, Mutanen & Kontio
2007).

From the 50 fastest growing Finnish businesses in 2006, over one fourth was soft-
ware firms. The size of the industry is over EUR 3 billion and 33,000-48,000 people
work in software development (Ali-Yrkko & Martikainen 2008; OEK 2009). The num-
ber of employees covers roughly 3 percent of all the employees in the private sector and
the size of the industry covers roughly 1.8 percent of the GDP. In addition to this, also
the public sector employs the designer and developers of software that are not included
in the statistics (Ali-Yrkkd & Martikainen 2008). Some studies suggest that the size of
the industry is considerably higher, even EUR 6 billion (e.g. OEK 2009), but the differ-
ence is mostly due to different definitions to the industry, as some of them cover third-
party service providers to be a part of the industry. This refers to the firms that do not
produce software, but rather provide software-related services, such as consulting. Ac-
centure, for example, is a major player in the field (OEK 2009).

During the recession in 2009, the industry only suffered a little, and its size only de-
creased by 1 percent. The industry shows clear signs of recovery and it grew by 5 per-
cent in 2010. Though, the growth is still below the pre-recession rate, the growth expec-
tations for 2011 show positive marks. Compared to other industries, the effect of the
recession on growth seems to be less significant. In 2009, one fourth of software firms
were poised to hire more personnel in the upcoming year, while in other SME dominat-



ed industries one tenth were poised to decrease personnel (Ronkko et al. 2010; Ronkko
et al. 2011). One rationale for this is the fact that during an economic downturn, most
firms aim at increasing their effectiveness and productivity, which is usually put into
practice by utilizing IT in the business processes (Ali-Yrkkoé & Martikainen 2008).

Finnish software firms have powerful incentives to expand abroad as internationali-
zation is often considered as a natural step in the life cycle of a software firm operating
in a country with small home markets (Lassila, Jokinen, Nylund, Huurinainen, Maula &
Kontio, 2006; Ronkko et al. 2010) It is typically required from Finnish software firms
who desire to grow even to medium-size (Nukari et al. 2003).

Selling software abroad covers roughly 6.5 percent of the total Finnish exports,
which is extremely high percentage compared to the European average. Only Ireland’s
percentage is higher (Software industry 2010).

The small size of firms is very characteristic for the Finnish software industry. Ap-
proximately half of the Finnish software firms had revenues less than 300,000 euros in
2009. The large number of small firms in the industry is not typical only for Finland,
but for the rest of Europe. This may generate some constraints for internationalization
and has been pointed out as one of the key problems of the industry. Successful interna-
tionalization of the firms can be seen as a major challenge for the Finnish software in-
dustry (Ronkko et al. 2010).

In 2009, approximately 40 percent of them received some, though relatively small,
revenue from foreign countries. For the half of the firms that had international revenue,
it was less than 20 percent of their total. Only 18 percent of all software firms consid-
ered their international revenue significant. The international expansion of the industry
has remained relatively stagnant within the last few years. In fact, the number of firms
involved in international operations has slightly declined from the level of 2006. In
2009, roughly 20 percent of the software firms had plans to internationalize. It has been
5-10 percent higher in earlier years and the apparent decrease is most likely caused by
the recession and is not permanent (ROnkko et al. 2010). Figure 1 illustrates the interna-
tionalization of Finnish software firms in the terms of their foreign revenue share.



Figure 1 Share of revenue from abroad in Finnish software firms
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Organizing the international distribution of software is a focal area of interna-
tionalization, in which Finnish software firms often lack knowledge. Product-based
business model seem to be a significant predictor for Finnish software firms entering
foreign markets (Kuitunen, Jokinen, Lassila, Mé&kela, Huurinainen, Maula, Ahokas,
Kontio 2005; Ronkko et al. 2007; Ronkko et al. 2010) From the more service-oriented
firms, international distribution typically requires a stronger physical presence abroad,
which requires greater capital investments and involves more risk (Software Industry...
2010). Utilizing low-involvement distribution arrangements such as foreign agents or
the Internet is easier to product-oriented firms. The reproduction costs of highly stand-
ardized software products are almost nonexistent, which enables significant economies
of scale that cannot be fully utilized in small domestic markets (Choi, Stahl & Whinston
1997). It certainly seems that the characteristics of software seem to have significant
implications for selecting distribution channels both domestically and internationally.

The results of Finnish software industry survey (2007) reinforce this assumption.
Software firms with product-based business models used various channel intermediaries
more than firms that are oriented in services or tailoring their products to customers.
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Product-oriented firms also utilized the Internet as a sales channel significantly the most
(R6NKkO et al. 2007).

Nonetheless, direct sales were used the most by all types of software firms in the dis-
tribution, whereas resellers and agents were the second most used. The channel
strategies of using the brand or product of a reseller, through subsidiary or joint venture
were quite rarely used. Same patterns repeated both on international and domestic
markets (Ronkko et al. 2007).

The Finnish software firms’ tendency to rely on direct channels may stem from the
fact that most of them operate mainly on business-to-business markets, in which the low
use of intermediaries is more common. Over 80 percent serve either other businesses
exclusively or businesses and the public sector, while only 14 percent of the companies
serve consumer markets. The limited number of business customers decreases the need
of using intermediaries (Ronkko et al. 2010).

The downside of the reliance on direct sales is the fact that it may constrain the
growth of Finnish software firms. Utilizing intermediaries in creating an efficient distri-
bution channel network is important for two reasons. Firstly, this allows firms to con-
centrate on product development, generating benefits in terms of focusing and resource
allocation. Secondly, utilizing intermediaries in distribution allows firms to grow faster
than through direct sales, which often requires increase in personnel. The successful use
of partners also enables access to outside resources. This is especially important on for-
eign markets (Coviello & Munro 1997; Varis, Kuivalainen & Saarenketo 2005). How-
ever, attaining these potential benefits include risk (Ronkko et al. 2010).

Rajala (1997) points out that the shortcomings in foreign sales, marketing, and deliv-
ery systems have been the worst bottlenecks for the internationalization of Finnish high-
technology companies (for reference, see Al-Obaidi & Gabrielsson 2002). In 2007,
more than 60 percent of software companies found improvement in international distri-
bution, marketing and sales important, very important or extremely important for inter-
nationalization. Developing networks abroad and localization and customization of
products for foreign markets was seen even more vital (Ronkko et al. 2007). It is gener-
ally recognized that Finnish software firms do not lack know-how in technological
sense, but rather in marketing both domestically and internationally. Therefore attaining
information how to distribute Finnish software internationally is crucial (e.g. Nukari et
al. 2003).

A recent trend in the distribution of software is that the role of the Internet has in-
creased, and is expected to continue to challenge the more conventional channels. The
Internet-based software segment is expected to grow 4 to 5 times faster than the tradi-
tional software segments. This partly enabled by the increasing availability of broad-
band connections. According to the European Commission, 93 percent of the EU25
population has broadband Internet access and half of European households and over 80



11

percent of businesses have fixed broadband connections (Arenius et al. 2006; Ronkko et
al. 2010) Most software firms rely more on online delivery via the Internet than physical
delivery (Kuitunen et al. 2005).

The use of the Internet for international distribution enables even small firms’ instant
access to global markets (Arenius et al 2006; Ronkkd et al. 2010). It requires less capital
investments than internationalization through conventional channels and as the website
functions as the public image of a firm, the small size makes less difference (Albaum,
Strandskov & Duerr 2008). The Internet offers a potential low-cost channel to foreign
markets for small resource-constrained Finnish software firms.

1.2 Earlier empirical research on the role of software characteristics
in selecting international distribution channels

In this chapter, the empirical studies that address the role of the characteristics of soft-
ware in organizing the international distribution are discussed briefly. Only the parts of
the findings that are relevant for this study are presented.

Bell (1995, 1997) found evidence on the connections between the characteristics of a
software firm’s products and the entry mode. Finnish, Norwegian and Irish software
firms that were in the solution consultant or product tailoring business used their own
export sales staff in dealing with end users, whereas software firms in standard product
business chose agents or distributors to handle the market.

McNaughton (1996) investigated Canadian software firms’ channel integration deci-
sions by using the transaction cost theory. His study adduced that channel volume, asset
specificity and requirements for product customization were important determinants for
the choice of entry mode. He found out that especially the product customization needs
are connected to an integrated entry mode selection.

McNaughton and Bell (2002) conducted quantitative study on channel switching be-
tween domestic and foreign markets. The data was collected from 120 software firms.
The relevant finding for this study is that the low asset specificity favors the use of mar-
ket-based channels.

McNaughton (2002) continued investigating Canadian software firms to explain the
use of multiple export channels by small knowledge-intensive firms. The central argu-
ment was that integrated export modes were generally preferred, as they facilitated pro-
tection of knowledge-based assets and provided high levels of customer service and
support. McNaughton also claimed that either plural or hybrid selling may be used, if
assets can be protected effectively, when sales volumes are sufficient to support multi-
ple channels, and in relatively mature markets, where sales growth has started to level.
It was also discovered that finding distribution partners who have both product- and
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market-specific knowledge, as well as the ability and interest to support the customers,
is not an easy task for a small software firm.

Burgel and Murray (2000) studied the determinants of entry mode selection of 246
hi-tech firms and found out that the requirement for customer support, customization
needs and newness of the product-related technology affected the choice of entry mode.
The need for customization favored direct channels, but quite surprisingly, the need for
after-sales service did not. It was supposed that when the sales volumes were high
enough, after-sales services could be performed by distributors. New technologies were
exported more through collaborative export modes than through direct exporting.

Varis, Kuivalainen and Saarenketo (2005) investigated partner selection for interna-
tional marketing and distribution in corporate new ventures. The empirical part of the
study consists of a single case study focusing on a corporate venture in the software
industry producing systemic enterprise software. The ability to provide support services
for end-users and know-how and expertise on the field were seen as important factors in
partnering with foreign companies. One of the conclusions was that the product should
be built in such a way that it can be developed further and distributed by co-operative
methods.

Ojala and Tyrvéinen (2006) examined how software firm’s business models impact
the entry mode choice in a target country. This was conducted by a multi-case study,
which included eight Finnish software firms operating on the Japanese market. The
findings imply that a firm’s product strategy has a strong connection to the entry mode
choice. The firms that have tailored their products for customer specific needs favored
own representatives in the foreign market. These firms were able to handle the small
niche market without investing, for instance, in a subsidiary. The firms who offered
semi-standardized products or enterprise solutions used more sales subsidiaries as entry
modes. Mass market products to consumers relied more on cooperative entry modes,
such as joint ventures. In software industry, products itself can very often be delivered
around the world without any significant distribution costs making physical distribution
less important. In many cases, though, software products still require an intensive coop-
eration with customers in pre- and after-sales phases.

Ruokonen, Nummela, Puumalainen and Saarenketo (2007) studied the market orien-
tation and internationalization in small software firms by studying two Finnish software
firms. They found out that standardized products that do not require localization or lo-
calized training can be introduced to many new markets quickly. If the product is very
complex and requires customer-specific customization, however, the importance of
network management is highlighted as there is a very limited amount of potential part-
ners that possess sufficient product and customer-specific knowledge to perform the
distribution tasks. Furthermore, companies with simple products should consider value-
network coordination instead of interfunctional coordination given the fact that partner-
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ing is, in many cases, the only option for a small software company that has no re-
sources to invest in its own subsidiaries in foreign countries.

Winkler, Dibbern and Heinzl (2009) examined the influence of product-specific de-
terminants on software firms’ international entry mode choices i.e. the degree of owner-
ship in distribution channels. They developed a knowledge-based research model that
outlines the influence of software product and service characteristics on software firms’
international entry. The data was collected from 172 medium-sized German software
firms. They found out that the need for software firms to enter foreign markets through
company-owned channels i.e. wholly-owned subsidiaries or employee deployment if the
selling requires unique knowledge inherent in a software product, or if the business
processes and the functionality reflected in software product are highly specific. Simi-
larly, company-owned channels are chosen if a high share of complementary services,
such as implementation, consulting, training, maintenance and support, need to be pro-
vided along with the introduction in a foreign market. In contrast, if there is a need for
substantial country-specific adaptations of software products, especially language lo-
calization, the required knowledge is most effectively integrated through cooperation
with local partners.

Similar patterns can be found in the earlier research on the topic. There is strong evi-
dence that the nature and characteristics of software play role in international distribu-
tion selection (e.g. Burgel & Murray 2000). Most of the addressed earlier research sug-
gests that the requirements for customization and services, and the specificity of assets
are important characteristics influencing the international distribution channel structure.
Most of these characteristics and their role in organizing distribution are supported by
the general literature on marketing channels, but they need to be examined in more de-
tail in the case of software.

The earlier studies on the topic provide quite a solid base for new research, but some
gaps in the earlier research can be found. Firstly, most of the studies give a simplified
picture of international distribution assessing only one aspect, for example the level of
integration in the channel. Yet, international distribution channels are complex networks
of different structures and functions. The structures are often the topic but how the
channels of software actually function has not been comprehensively studied.

Only one research was found that concentrated solely on software characteristics
role in international distribution channel selection. This was Winkler, Dibbern and
Heinzl’s (2009) quantitative study on German software firms. However, it only de-
scribed channel selection as a choice between three possible channel alternatives: 1)
company-owned, 2) mixed method, and 3) independent channels. Some simplifications
have been necessary, which has been the case in most quantitative studies.

None of the earlier studies made a clear distinction between the characteristics of
consumer and business software and none addressed software types separately. Very
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often software is considered as a homogenous group, even though this is not the case.
Distributing business software is totally different from distributing consumer software.

None of the above studies address the Internet as a distribution channel profoundly.
The Internet is crucial for some firms either as a main or complementary channel.
Online and conventional distribution channels co-exist and complement each other in
the software product business and require be given more attention from the scientific
community.

Almost all of the earlier research concentrated merely on foreign entry modes. The
chosen entry modes may not be the best possible sales channels, especially in the long
run. Nummela and Saarenketo (2011) point out that the most of international business
researchers have concentrated their efforts in studying firms’ entry to foreign market,
and paid considerably less attention to what happens in subsequent phases. And yet,
later changes of foreign operation mode seem to be relatively common.

Furthermore, most of the earlier studies are cross-sectional in nature, implying that
the empirical data only allows for an analysis of distribution channels at one point in
time.

1.3 Objective and structure

While the large software product firms and some game companies typically receive the
most media coverage, an SME that serves the business and public sector customers is
the most typical case in Finland. These are often small, resource-constrained and tech-
nologically-oriented lacking marketing skills, especially in international context. These
firms are mostly serving the local markets, but the limited size of the home markets mo-
tivates them to internationalize. However, since business software is often bundled with
significant amount of services, these business models do not internationalize as easily as
pure product businesses (Ronkko et al. 2011). Studying the distribution of Finnish soft-
ware-producing SMEs that serve business sector and whose software products are bun-
dled with services, yet succeeded on international markets, can increase the knowledge
on the topic.

The nature and characteristics of software set opportunities, but also limitations to
organizing international distribution, especially in business software sector where soft-
ware products are typically highly service-intensive and complex. It is claimed that the
thorough understanding of the software product is the starting point for organizing the
international distribution channels (Aijo, Kuivalainen, Saarenketo, Lindqvist & Han-
ninen 2005). Overcoming the limitations and utilizing the opportunities, set by the soft-
ware characteristics, is crucial for successful channel selection and internationalization.
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Therefore the objective of this study is to examine how a business software produc-
er needs to consider the characteristics of its software product when selecting interna-
tional distribution channels. The objective can be explained through three sub-
objectives, which are to:

1) describe the international distribution channels suitable for business software
products;

2) describe the characteristics of business software products that have role in select-
ing international distribution channels; and

3) evaluate the role of those characteristic in selecting international distribution
channels.

In order to achieve this objective, two globally distributed Finnish business software
products are selected as the cases for a qualitative case study. The first two objectives
are descriptive by nature whereas the third one is explanatory. The descriptions of the
first two are necessary to explain the third.

The structure of the study is constructed in the following way. The definitions of
international distribution channels vary depending on their research stream background.
A model that combines marketing and international business research streams is intro-
duced is introduced in Chapter 2.1. The different dimensions of channel structure and
the channel functions essential to software distribution are presented. In addition, it is
explained why these are covered by this study and other functions are left outside.

In Chapter 2.2 two fundamental theories that address the product characteristics’ role
in distribution are briefly presented as no such theoretical framework exists exclusively
for software products. These theories are Transaction Cost Analysis (TCA) and
Knowledge-Based View (KBV). As these theories are very comprehensive, only the
parts that address the topic of this study are covered. Furthermore, the software charac-
teristics that affect channel selection were recognized from the earlier research since a
well-established framework of software characteristics does not already .

In Chapter 2.3, a synthesis that encapsulates the previous theoretical chapters is built
in order to clarify the objective and theoretical background of this study.

Methodological choices are explained in Chapter 3. This is a qualitative, intensive
case-study. Two cases with different product characteristics are compared to each other.
The data is collected with two theme interviews of the CEOs of two Finnish business
software product firms and by utilizing documents and websites provided by these
firms.

In Chapter 4, the data is summarized and categorized by themes. These two cases are
first cross-analyzed in order to find their similarities and dissimilarities.
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In Chapter 5, the cases are analyzed in contrast to theory and earlier empirical re-
search. Also managerial implications and suggestions for further research are given. The
structure of this study is illustrated in Figure 2.

Figure 2

Main objective

Structure of the study

To examine how a business software producer needs to consider
the characteristics of its software product when selecting interna-

tional distribution channels

|

To describe the To describe the To evaluate the
international characteristics role of these
distribution of business characteristics in

o channels typical software prod- selecting inter-
Sub-objectives of business ucts that have national distri-
software prod- role in selecting bution channels
ucts international
distribution
channels
\ 4 \ 4 \ 4
Ch.2.1 o
International Role of software characteristics in se-
Theoretical distribution lecting international distribution chan-
« channels of
framewor software
Ch. 2.3 Synthesis of the concepts and theories
\ 2
Methodology Ch. 3: Methodological choices
Ch. 4: Within-case and cross-case
Results analyses
Ch. 5: Analyzing the results in contrast
Conclusions to theory and earlier empirical research




17
1.4 Key definitions

This chapter defines the most important concepts introduced in this study. This also set
the boundaries for the study, emphasizing what is studied and what is left outside of the
scope. This is especially important as the key concepts are ambiguous and have multiple
overlapping meanings.

Software and software products. The term software refers to the various kinds of pro-
grams used to operate computers and related devices. In comparison, the term hardware
describes the physical aspects of computers and related devices. Software is highly in-
tangible and knowledge-intensive product or service, or a combination of these. It can
be characterized as pure knowledge in codified form (Hoch et al. 1999). A common
classification of software is into application software and system software. The purpose
of application software is to help the user to perform specific tasks, while systems soft-
ware is designed to operate the computer hardware and to provide a platform for run-
ning application software (ICT 2011).

The concept of software is becoming harder to define since software development is
becoming a fundamental part of product development and service design in many areas
of business (ROnkkd et al. 2010). Figure 3 illustrates this phenomenon.

Figure 3 Categorization into four types of software
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The visibility of software in the offering addresses the question of how apparent it is
for the customer that a part of the product or service being purchased has software as a
central component or is produced by software. The level of productization refers to the
ease of duplication of the software offering, in other words, how much extra work is
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needed when delivering software to a new customer. Fully-productized software can be
duplicated practically without any costs, whereas fully-tailored software is coded from
the scratch for each new customer. In addition, services such as consulting and user
training increase to level of productization. Fully-productized and fully-tailored present
the polar opposites, but the majority of software locates between these types (Kuitunen
et al. 2005; Ronkkd et al. 2010)

In in-house systems, the software is often unique and exists only on one server or
server system. It has been built for the needs of one firm, by the firm. In embedded
software, the same software is copied on several devices that are sold to different cus-
tomer. These devices may be, for example, mobile phones, elevators or cars (Ronkko et
al. 2010). This study concentrates of the upper quadrants in Figure 3.

Figure 4 offers another categorization of different software types by the level of
productization and the volume sales of sales transactions.

Figure 4 Categorization into three types of software
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Source: Hoch et al. (1999, 36)

Packaged mass-market software products can be delivered to a large number of cus-
tomers in the same format without any tailoring. The product development and order-
delivery processes are completely separated. The quantity of sold licenses can be mil-
lions. These kinds of software products include hardly any producing costs and the
marginal costs of extra copies are next to nothing (Hoch et al. 1999).

In enterprise solution business at least some customization is almost certainly needed
in order to implement and integrate the software to suit the customer’s needs. Installa-
tion may require a lot of effort and time. However, enterprise solutions business is
based on pre-developed software products. Often the customization is made by chang-
ing the program’s configuration thus requiring no changes to the actual software prod-
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uct. Installation projects may take long time, instead of hours or minutes required by
mass-market software products. This places certain limits to the number of customers
(Hoch et al. 1999).

Relatively lowly productized software can still be distinguished from professional
services if the amount of work going into customer-specific tailoring is small in relation
to the whole effort of the software product development. If this requirement is not met,
a firm is not considered to operate in software product business, but rather in service
business. Software that is developed solely for the needs of one particular firm is rather
a service than a product. Software products include various types of consumer and busi-
ness software, or enterprise solutions, as it is referred in Figure 4 (Hoch et al. 1999)
Professional services are outside the scope of this study.

The software product business is based on selling company-owned software either as
licenses or services, and services that are tightly linked to this business. The software
product is the main object of trade even though the total offering may include customer-
specific work and other services (Ronkko et al. 2007; Ronkko et al. 2010). The firms
operating on this field can be divided into three subgroups by the revenue share generat-
ed from license sales and the level of productization, and are shown in Figure 5
(Kuitunen et al. 2005; Ronkko et al. 2007; ROnkkd et al. 2010).

Figure 5 Categorization of software product firms
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Product licensors receive most of their income straight from license selling and rent-
ing software rather than from accompanied services. They focus on developing and sell-
ing highly productized, ready-made, off-the-shelf software products. Product licensors
are in the purest end of software product business and are often expected to have high
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growth potential. Product licensors may operate on both, consumer and business mar-
kets (Ronkko et al. 2007).

Product integrators may have a relatively standardized software product, but it is
usually sold with a certain amount of service or as a service. These companies highlight
their roles as service providers and the pricing is often based on the usage of service or
customer perceived value addition. Nevertheless, the software is still the core part of
their offering (Ronkko et al. 2007).

Solution providers have a product with a relatively low degree of standardization or
such a complicated product that every delivery has to be accompanied with a unique
project. As a consequence, a large amount of their revenue may come from services, but
still their own software product is the essential part the all customer-deliveries (Ronkkd
et al. 2007).

All the categories overlap to some extent and they should not be considered as whol-
ly separate entities, but rather as a continuum of different characteristics. This implies
that most of the software product firms generate income from other sources in addition
to their main revenue source. For example, Finnish software survey of 2007 shows that
product licensors received approximately 74 percent of their revenue from licenses
whereas product integrators only 28 percent, other sources of revenue being different
services and customizations. However, both types of firms still had revenues from other
sources as well (Ronkko et al. 2007). In which firm type a software firm falls into, is
fundamentally determined by the characteristics of the software product it produces.

Business software products. This study concentrates solely on business software prod-
ucts. The definition is mainly drawn from Hoch, Roeding, Purkert, Lindner and Miil-
ler’s (1999) enterprise solutions. The word ‘product’ refers to the fact that full-scale
professional services are out of the scope of this study. The solution to a business relat-
ed problem domain must have a software product as a central component, i.e., the solu-
tion has to be productized at least to some degree. Obviously, the customers have to be
mostly businesses or other types of organizations instead of consumers.

Software characteristics. The intention in this study is not to identify the characteris-
tics that separate the software products from the manufactured products, but rather on
identifying the software-specific characteristics that separate business software products
from each other and other types of software.

International distribution channels. The international business and marketing litera-
ture have developed distinct definitions of distribution channels. The international busi-
ness literature examines distribution channels from the internationalization stage and
entry mode perspective (Al-Obaidi & Gabrielsson 2002; Gabrielsson, Kirpalani &
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Luostarinen 2002). Entry mode can be defined as an institutional arrangement for or-
ganizing and conducting international business transactions (Erramilli 1991). These
enable the transfer of products and resources such as technology, skills, or management
to foreign operations (Sharma & Erramilli 2004). An entry mode is the initial form of a
distribution channel when launching operations in a foreign market, but distribution
channels may evolve and different operation modes to be utilized in the later phases of
internationalization.

The marketing literature has more strategic and managerial perspective. It often op-
erates from a domestic market or single market perspective and emphasizes slightly
different aspects than the internationalization literature. According to Kotler (1994)
marketing channels are designed to move the goods from producer to consumers and
overcome the gap of time, place and possession that separate goods and services from
those who would use them. In other words, marketing channels are links connecting
producers and final customers (Hollensen 1998). Besides satisfying demand, they also
stimulate it through promotional activities (Stern, EI-Ansary & Coughlan 1996). Mar-
keting channels are also described as network of activity flows from producer to satisfy
the needs of the customer (Bowersox & Morash 1989). Obviously, as this this study
concentrates on international distribution channels, the producer and its customers have
to locate in different countries. Maybe the most used definition for marketing channels
in the marketing literature is Stern, EI-Ansary and Coughlan’s (1996):

“Marketing channels can be viewed as sets of interdependent organiza-
tions involved in the process of making a product or service available for
consumption or use.”

Distribution channel, marketing channel, sales channel, entry mode and operation
mode have similar, but still distinct meanings. The term distribution channel is used in
this study. All the above definitions apply for this term as well, but some boundaries are
set. Only the channel functions of sales, delivery and promotion are included in the def-
inition as they are the most crucial ones for software distribution (Al-Obaidi &
Gabrielsson 2002; Tahtinen & Parvinen 2003; Ronkko et al. 2010). These functions and
the reason for choosing them are further explained in Chapter 2.2.

The perspective of producers is taken in this study. They are in the beginning of the
distribution channel and ultimately in control of decisions concerning distribution. They
also best know the characteristics of their software products as they are have designed
them.
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2 CHARACTERISTICS AND INTERNATIONAL DISTRIBUTION
OF SOFTWARE

2.1 International distribution channels of software

The international business literature usually recognizes two main groups of international
marketing operations: export operations and direct investment operations. These form
the base for channel strategies. Export operations are further divided into three different
export modes: an indirect export mode, a direct export mode, and an own export mode
(Luostarinen 1970; 1979; for reference, see Al-Obaidi and Gabrielsson 2002).

Marketing literature usually recognizes two main channel alternatives. The indirect
channel refers to using one or more independent channel intermediaries located in the
target market, whereas the direct channel refers to selling directly to the customers
through own organization (Hardy & Magrath 1988).

Despite the differences, the marketing and international business research streams
emphasize such dimensions as the directness, the degree of ownership, the variety and
quantity, and the degree of selectivity of the channels (Pelton, Strutton & Lumpkin
1997; Gabrielsson et al. 2002; Hollensen 2007).

Gabrielsson (1999) combined the two research streams into a model of internation-
al distribution channels. This model has been originally developed for computer
hardware firms, and has been mostly used to depict the channel structures in hi-tech
firms. Arenius, Sasi and Gabrielsson (2006) have also used this model in a study con-
centrating on a software firm. Thus it is seen as suitable for this study as well.

Though originally developed for conventional channels, the model can be easily
adapted to online channels as well. The Internet can be used on three channel levels: 1)
by the producers for exporting purposes 2) by the foreign subsidiaries, 3) or by the in-
termediaries (Arenius et al 2006). The chosen strategy for Internet as a main distribution
channel or a complementing channel will reflect on the extent of which conventional
international operation modes and distribution channel are selected (Arenius et al.
2006).

Figure 6 illustrates various possible international distribution channel arrangements.
The arrows represent the flow of sales, delivery and promotion functions through the
channels.
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Figure 6 International distribution channel model
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Pelton, Strutton and Lumpkin (1997) suggest that distribution channel structures
vary along the following dimensions: the number of levels in the channel, the number of
intermediaries at each level and the types of intermediaries at each level. Hollensen
(2007) has made a similar division into channel length, channel width, the types of
channel intermediaries and the level of control in the channel. In this study, channel
structure is viewed through two dimensions: 1) operation mode and 2) channel strategy,
I.e., the shape of the channel. All these arrangements provide different levels of control.
Therefore control is not included as a structural dimension separately.

All firms should choose from the four types of operation modes operation modes
when expanding abroad: by 1) exporting indirectly through a middleman at home coun-
try, 2) exporting directly through a middleman in the host country, 3) using own export
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mode by serving the foreign customers directly from home country, or 4) establishing a
sales, promotion or marketing subsidiary (Gabrielsson, 1999). As many of the software
firms are small and lack the resources to establish a green field subsidiary by them-
selves, it is quite possible to establish a firm with a partner or to acquire an equity share
of an existing firm. The World Bank defines foreign direct investments as the invest-
ments to acquire a lasting management interest of 10 percent or more of voting stock in
an enterprise operating in an economy other than that of the investor (World Bank
2011).

Brouthers, Brouthers and Werner (1996) divide the types of foreign operation modes
in to three: 1) market-based, 2) cooperative and 3), hierarchical. Examples of market-
based, modes are: licensing, franchising, distributors, resellers, agents, and contracting.
In the case of cooperative intermediaries, the domestic firm and one or more other inde-
pendent firms join together. In integrated or hierarchical mode the producer either ac-
quires an existing entity or establishes a start-up company to perform all distribution
functions or some of them. In Gabrielsson’s (1999) model, the direct investment mode
includes both cooperative and hierarchical modes. An operation mode is considered as
direct investment mode, if the equity share of the foreign entity exceeds 10 percent.

If a firm chooses to export through market-based channel a question of selecting a
suitable intermediary comes next. This applies that the producer relies on a separate
company that it does not own and often has a little control over. However, a variety of
alternatives that provide the producer with different levels of control exist. The question
of selecting an intermediary includes two partly overlapping questions: 1) what kinds of
firms are wanted to operate as intermediaries (e.g. industrial firm vs. professional sales
organization) and 2) what kind of roles these firms have in distribution (e.g. agents vs.
resellers)?

Many types of potential intermediaries exist for software producers. These include,
for example, value-adding resellers (VARS), system integrators (Sls), consultants that
provide guidance and training, and agents (Varis et al. 2005). All alternatives can be
distinguished from each other and seen as different types of distribution channels. The
most usual types of intermediaries used in the software industry, as well as their roles
and functions are listed in Table 1.



Table 1

25

Potential intermediaries for a software producer

Intermediary type

Function

Role in distribution

System integrator

Provides consultation for the
end-users (defines their needs)
and designs custom solutions

Should know your product, so
you should train and educate
them.

Solution provider

Provides solutions. Work is based on the
end-user’s definition of needs.

Should know your product,
but you should also market it
to potential end-users (they
need to know your product
and to ask for it).

(Value added) Re-
seller (VAR)

Provides products with configuration and
integration; turn-key projects.

Effective channel, if good
partners can be found

Value distributor

Distributor in the chain provides value
added services in addition. Target cus-
tomer normally not the end-user, but the
one who sells to the end-user.

Could take care of interna-
tional operations (similar role
to that of indirect exporter).

Volume distributor

Distributor in the chain, mostly usable
for packaged software products.

See above.

Retailer Business front-end sales partner Might be able to bring in more
sales from new markets. The
length of the chain increases,
hopefully also sales.

Sales Third-party software vendor. Might be useful in distant

agent/representative

Revenues based on fees from the actual
sales.

markets in which one’s own
presence is not always useful
or profitable.

Independent soft-
ware vendor

Software provider without
contractual relationship with
you

Usable for packaged software
(i.e. software products).

Influencer, consult-
ant etc.

Companies that comment,
evaluate, and give guidance and advice
to end-users

Useful and important especial-
ly in the case of systemic
software (e.g., extra applica-
tions of ERP systems).

Own equipment

Normally provides one privately labeled

Easy way to get your products

manufacturer product. onto the international market.

(CEM) However, this does not devel-
op your own brand (potential-
ly risky).

Source: Varis et al. (2005, 24)

These types of intermediaries are often the ones who enable the producer firm’s in-
ternationalization by representing its products at different markets. By using different
kinds of partners firms can benefit from various complementary assets. The key aspect
is to find the right firm or person, for the right task in the distribution network. Regard-
ing international distribution, most of the partners who are able to sell and deliver are
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useful, but there are many possible problems in finding suitable partners and in manag-
ing to establish successful relationships with them (Varis et al. 2005).

Depending on the type of the product, whether it is a software service or packaged
software product, the need for a partner may increase and the available options differ.
For example, in the case of enterprise solutions, software products and supporting ser-
vices are dependent on each other and partnering becomes even more crucial. Such
software firms require additional services and partners who are willing and able to pro-
vide these (Varis et al. 2005).

Besides the operation mode, a firm must select a channel strategy from two basic
options: direct, where the producer sells directly to its end-customers, and indirect,
where the producer sells through one or more channel middlemen to its end-customers
(Hardy & Magrath 1998; Gabrielsson 1999). Furthermore, multiple channels, both di-
rect and indirect, can be used simultaneously. These issues are related to the shape of
the channel network. How long and wide a channel structure should be are focal ques-
tions concerning channels strategy (Frazier 1999; Gabrielsson et al. 2002; McNaughton
2002).

Each intermediary that performs a particular function in bringing the product and its
ownership closer to the final buyer constitutes a channel level, increasing the length of
the channel. Every channel consists of at least two channel levels, the producer and the
customer. This is called a zero-level or a direct channel. Consumer products are general-
ly sold through longer and wider channels than industrial or business products (Kotler
1994; Hollensen 2007). However, when distributing to foreign countries, more complex
arrangements are often needed to ensure the channel performance, due to multiple fac-
tors such as liability of foreignness, time difference and distance.

The amount of market coverage the channels provide and the use of parallel channels
define the width of the channel. The first one refers to deciding how many sales outlets
should be established in a particular geographic area. Intensive coverage means that the
product is distributed through the largest number of different types of intermediaries
and the largest number of individual intermediaries of each type. Selective coverage
means choosing a limited number of intermediaries. Exclusive coverage involves choos-
ing only one intermediary in a market (Stern et al. 1996; Hollensen 2007). Within indi-
rect channels, when an exclusive or highly selective approach is taken, the intent is
normally to provide territorial protection to intermediaries to promote their investments
in the brand (Frazier 1999).

Another issue related to channel width is the use of parallel channels. Frazier (1999)
claims that the use of multiple channels of distribution is becoming the rule rather than
the exception, given the fragmentation of markets, advancements in technology, and
heightened interbrand competition, among other things. While multiple channels poten-
tially increase the firm’s penetration level and raise entry barriers, intrachannel conflict
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may become a major problem, leading to lowered levels of support in the firm’s direct
and indirect channels. Two types of multiple distribution channel structures are often
recognized in the literature: 1) dual channels and 2) hybrid channels (Frazier 1999; Ga-
brielsson et al. 2002; McNaughton 2002).

In dual channel structures two or more channel members are serving consumers in
the same geographic area performing the same distribution functions. In hybrid channel
structures, channel members are serving the same consumer, but a division of duties
exists. For example, a marketing subsidiary can be responsible promotion, whereas an
intermediary is in charge of sales and delivery (Gabrielsson et al. 2002). Hybrid sales
channels are often utilized in hi-tech businesses, such as in software firms. The Internet
may function as a global direct channel (Gabrielsson et al. 2002; McNaughton 2002).

All of the above-mentioned distribution arrangements lead to some level of control in
the channel. Vice versa, the desired level of control affects the distribution channel se-
lection. Each type of channel alternative provides a different level of control (Cateora &
Ghauri 2000). The control of one member in the channel is its ability to influence the
decisions and actions of other channel members. Producers must decide how much con-
trol they wish to have over their software. There is usually a trade-off between produc-
ers’ ability to control important channel functions and the requirements for financial
resources and risks (Hollensen 2007). Usually full control is not practical because of the
high costs (Cateora & Ghauri 2000). Distribution through hierarchical channel struc-
tures provides more control than through market based-intermediaries. In between there
are many options such as contractual agreements or equity investments. Short channels
provide more control than long. Similarly selective or exclusive distribution provides
more control than intensive distribution (Hollensen 2007). The more involved a firm is
with its distribution, the more control it gets (Cateora & Ghauri 2000).

Channel functions are the tasks performed by the distribution channel. The selected
distribution channels are the structure through which these functions ‘flow’, from pro-
ducer to end-customers (Kotler 1994). Bowersox and Morash (1989) (see also Kotler
1994; Stern et al. 1996) have defined eight channel functions: 1) physical exchange, 2)
title transfer, 3) promotion, 4) negotiation, 5) financing, 6) risking, 7) ordering, and 8)
payment. Physical exchange, title and promotion move forward in the channel, whereas
ordering and payment move backwards. Negotiation, financing and risking functions
move to both directions (Bowersox & Morash 1989).

Beckman and Davidson (1967) have grouped marketing functions into three major
categories. The exchange functions include the marketing activities related to selling.
The exchange process requires additional tasks such as finding and seeking buyers and
stimulating sales by using promotional means. The logistical functions are connected to
the physical distribution of products. They deal with such issues as transportation, stor-
age, and inventory management. In the case of products that can be delivered online,
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logistical functions have a different nature as the product has no physical form. Facili-
tating functions, such as, financing, payment and order handling are sub-functions that
merely support the first two functions (for reference, see Tamilia, Senecal & Corriveau
2002).

This study concentrates only on the channel functions that are related to the exchange
and logistics of products, and the facilitating functions are left outside. As the view is
from producer’s perspective, only channel functions that are directed forward within the
channel are covered. The forward moving exchange and logistics functions are: physical
exchange, title transfer, promotion and negotiation. These functions can be compressed
into the general terms of delivery, sales and promotion. Performing these functions ef-
fectively is crucial in the software industry. The functions are often attached to each
other, especially in the software business as sales and delivery are often combined due
to the intangibility of software (Gabrielsson & Al-Obaidi 2002; T&htinen & Parvinen
2003; Ronkko et al. 2010).

Performing the sales function is often considered as the most essential task of distri-
bution channels. Its purpose is to complete sales transactions with customers through
either producer’s own channels or through various types of intermediaries by generating
and closing leads and turning prospective customers into actual ones. Sales require in-
clude negotiation the terms of contract with customers and the transfer of the owner-
ship. Sales functions can also be performed online through a web-store that can be ei-
ther operated by the producer or an intermediary. There line between sales and promo-
tion may be flickering, for example in the case of direct marketing (Tahtinen &
Parvinen 2003). Business-to-business sales are much more relationship-based than con-
sumer sales. There are different types of sales approaches in software business that
closely relate to the software- characteristics differing from product-oriented to solu-
tion-oriented. Also the sales cycle (i.e. the time used for making buying decision from
the first customer contact) may differ significantly, up to being years. In solution-
oriented selling the customer problem is the starting point instead of the product. A
software product firm have to consider whether it is able to deliver a solution based on
it software product by adding services and customizing the software (Sahwney 2006).

Performing the delivery function is necessary to transport the sold products to cus-
tomers (Tahtinen & Parvinen 2003). Software can be delivered: 1) in interaction with
customers, 2) by posting software on CDs or DVDs, or 3) online. Traditionally software
products have been delivered physically on CDs, but technological development has
enabled sending them through or downloading them from the Internet. Online delivery
can be further divided into two types. All digital products, including software, can either
be delivered as full products at one time through Internet downloads or they can be de-
livered interactively on a continual basis. When the product is delivered via download,
the value of the product is transferred to customers in a relatively clear-cut fashion. On
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the contrary, in the case of online services, interaction between the customers and the
service provider via the Internet is often needed during the transaction. Therefore, the
functions or the values of the products are provided in a piecemeal fashion and in an
interactive mode (Hui & Chau 2002).

Software is increasingly delivered interactively as a service. This implies that noth-
ing is installed to the systems of the customer, but it is ran online instead (R6nkko et al.
2010). The applications are hosted online and the user only needs to sign up online to
use the service. This method is often faster and cheaper to implement than traditional
software (Hazard 2006). Even though the name of the delivery method, Software as a
Service (SaaS) refers to services, it should not be mixed to software service business. It
is rather used to deliver standardized software products (ROnkko et al. 2010). SaaS blurs
even further the line between software product business and service business.

Since business software products are mostly service-intensive, the selected distribu-
tion channels have to be able to deliver the services. Some services, such as installation,
are necessary for a successful software delivery, and some, such as customer training
add value to the customer.

Performing the promotion function is needed to provide an information flow from
producers to customers. Téahtinen and Parvinen (2003) have listed the most essential
promotion channels in software business: advertising, direct marketing, fairs, seminars,
PR-meetings, relationship marketing and the utilization of the Internet. The Internet can
be applied to most of the promotional means and it should not be considered as just a
single channel. For example, the Internet can be utilized in promotion through e-mail
marketing, search engine optimization (SEQO), social media or pay-per-click-advertising.
Advertising is traditionally used less in the software business than in many other lines
of business. The most prominent channels for advertising business software are profes-
sional magazines and Internet advertising. Direct contact with the customer is useful
mean in promoting business software. It refers to promotional means that is concentrat-
ed directly to the customer or a potential customer (T&htinen & Parvinen 2003).

These functions may be performed through single or multiple channels. Furthermore,
they may flow through the same or different channels. For example, a software package
may be bought at a web store and delivered through post service. The same package
may be also sold in physical outlets owned by intermediaries. In this case, multiple
channels are used for sales. In addition, channels are different for delivery and sales.
However, in the case of software, these three channel functions are often intertwined
(Té&htinen & Parvinen 2003).

All the channel functions can be performed both through conventional channels and
online channels. Choi et al. (1997) have created a model to determine fully digital busi-
ness. It consists of three dimensions, product, process and agent, which all have to meet
the following standards. Obviously, the product has to be digital. The agents (sellers,
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buyers, intermediaries) have to communicate via an electronic interface. Also the pro-
cess has to be digital. A simple example illustrates the nature of the process. Searching
on the Internet is a digital process whereas visiting a store is a physical process. All this
is applicable to software, especially when the offering is highly standardized. Some
software products, for example packaged mass market software, meet all the require-
ments of the model (Choi et al. 1997). For example virus protection programs can be
sold and delivered online easily. In the reality though, there are many constraints for
performing all the functions online. As a result both conventional and online channels
are often utilized in the distribution of software.

2.2 Role of software characteristics in selecting international distribu-
tion channels

There are plenty of theories and models that are used to explain the construction of in-
ternational distribution channels, from which two were chosen: TCA and KBV. These
theories are very comprehensive and therefore only aspects that are relevant for this
study are introduced in this chapter. They provide the basic understanding why the
characteristics specific to software play role in channel selection. After explaining the
key aspects of these theories, a more practical view is taken by identifying the charac-
teristics specific to software and their role in selecting international distribution chan-
nels.

Transaction Cost Approach (TCA) is one of the most commonly used methods in
the research of distribution channels. It is based on the early work of Coase (1937) and
later Williamson (1975, 1985). It provides a general framework for better understanding
the forces shaping distribution channels. Most international business research on soft-
ware relies exclusively on the TCA to explain entry mode choice decisions (for refer-
ence, see Brouthers & Brouthers 2002).

TCA suggests that the level of vertical integration, i.e. the selection between market
and hierarchical control, is based on the efficiency of transactions. Transaction costs are
the costs related to performing functions necessary to accomplish transactions, and they
reduce the efficiency. These may be, for example, the costs of finding, training and
maintaining an appropriate partner to perform the distribution functions on international
markets, the risk of disseminating proprietary knowledge, and the risk of deterioration
of the quality of the product or service. Because it is difficult to measure such costs, the
following proxies suggested by TCA researchers are often used: asset specificity, exter-
nal uncertainty, internal uncertainty, and transaction volume (size multiplied by fre-
quency) (Gabrielsson et al. 2002).
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Asset specificity is the concept mainly utilized from TCA in this study. It is defined
as the extent to which specialized or nonredeployable investments are needed to support
an exchange (John & Weitz 1988; Klein, Frazier & Roth 1990). Example of such in-
vestments include railcars specialized to haul one bran of automobile, refrigerated
trucks needed to ship unpasteurized beer or specialized software that communicates
only with one firm's computers (John & Weitz 1988). Furthermore, teaching a salesper-
son to speak English, one of the most widely-understood languages of the world, is a
highly asset unspecific investment. Conversely, teaching Lithuanian to a salesperson is
a highly specialized investment, as the language can be only used in a relatively small
market area, and cannot be redeployed somewhere else. Similarly, in the world of soft-
ware, learning to use a word processing software program has a low asset specificity
compared to a sophisticated technical engineering software program. The basics of the
latter may take weeks to learn, whereas the basic use of the former takes minutes and
the skill can be utilized in many different tasks.

The main suggestion of the TCA relevant to this study is that the high level of asset
specificity supports a high level of channel integration and control on foreign markets
(Al-Obaidi & Gabrielsson 2002). Firms will internalize the activities that they are able
to perform at lower cost than by using an outsider, and will rely on the market for ac-
tivities in which other providers have an advantage (Klein, Frazier & Roth 1990). A
simple example illustrates this; selling chewing gum requires no specific assets to sup-
port the distribution functions, and it can be distributed through kiosks, shops and vend-
ing machines. In comparison, when selling highly specialized machinery, the seller
must be perfectly educated on all the sophisticated details of the machines. The amount
of knowledge inherent in specialized machinery is very high compared to chewing gum
and absorbing this knowledge is a specific investment. Thus the asset specificity of the
latter is significantly higher.

The positive effect of asset specificity on channel integration has received empirical
support in several studies, such as Anderson’s (1985), Anderson and Coughlan’s
(1987), and John and Weitz’s (1988) (for reference, see Klein, Frazier & Roth 1990).
Nevertheless, TCA has its limitations. It usually addresses only the question of whether
a firm should adopt an integrated or nonintegrated channel, despite the importance of
various types of middlemen (Anderson & Coughlan 1987). Bello and Lohtia (1995)
suggest that moderate transaction cost pressures can lead to quasi-integration. It means
only partly integrating the distribution functions and utilizing, for example, an agent to
perform the functions that it can complete at lower costs than hierarchies. In this sense,
the quasi-integrated mode is an intermediate governance form because it has character-
istics of market and hierarchy modes, as one function, most often sales, is contracted out
and other functions are self-performed (Bello and Lohtia 1995).
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Despite its limitations, the TCA provides an insight to the basic logic of channel se-
lection. If software has high asset specificity, i.e. if distributing through intermediaries
requires specialized investments, firm-owned channels are favored.

As software is “pure knowledge in codified form”, the knowledge assets are the most
important assets concerning software. This implies that Knowledge-Based View
(KBYV) is the most suitable theoretical approach to characteristics of software. It effec-
tively captures the knowledge- and service intensive nature of software (Hoch et al.
1999; Winkler et al. 2009). It is based on the resource-based view of a firm that consid-
ers knowledge as a critical input in production and as the primary source of value of the
firm. Each firm possesses its own unique set of human resources that is a unique source
of knowledge (Conner 1991).

The choice whether to use intermediaries is affected in two ways. Firstly, a firm may
choose to get access to knowledge of the foreign market. Secondly, a firm needs to con-
sider that getting access to external knowledge requires a certain level of knowledge
integration between internal and external knowledge. That integration may become
costly in the case of highly specific knowledge (Winkler et al. 2009).

Knowledge exchange is often required between two parties in the distribution chan-
nel. Such knowledge transfer requires time and effort which has to be taken into account
in terms of knowledge transfer costs (Demsetz 1988). Knowledge transfer costs are
transaction costs that include the cost of transmitting knowledge and the cost of absorb-
ing knowledge (Teece 1977). The question is under which circumstances the external
market is too costly in terms of knowledge transfer costs.

Knowledge will be inefficiently transferred to intermediaries if it is highly firm-
specific (Fransman 1994). This is especially true if the potential intermediaries lack the
capability to absorb such knowledge (Winkler et al. 2009). For instance, if the distribu-
tion of a product requires sophisticated firm-specific knowledge on its technical fea-
tures, it is unlikely that a volume distributor would possess neither such knowledge nor
the capability to absorb such knowledge with reasonable costs.

Conner (1991) claims that knowledge that is not firm-specific can be easily trans-
ferred through market-based channels without a loss of value. For example, even though
cars are highly complex products, their basic characteristics are widely known. This
enables the use of market-based channels, such as car dealers, to distribute the product.
Driving a car is taught in driving schools, instead of the car producers. Even though it
takes a long time to learn to how drive, the producers are not the only ones possessing
the knowledge. The knowledge related to driving is highly firm-unspecific.

These theories give direction what characteristics favor integration and what charac-
teristics enable the use of market-based channels in international distribution. KBV
suggests that knowledge transfer needs time and effort which has to be taken into ac-
count in terms of knowledge transfer costs. The more specific the knowledge inherent in
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a product is, the more costly it is to both transmit and absorb (Winkler et al. 2009). Ac-
cording to TCA, if the transaction costs of transmitting and absorbing knowledge are
higher than the costs of performing the distribution functions internally, the firm will
internalize the respective functions. Thus the channels selection is affected by the soft-
ware firms’ ability and ease to transfer knowledge about software-specific characteris-
tics to a foreign entity (Winkler et al. 2009).

Besides these two theories, there are plenty of models in general marketing and in-
ternational business literatures that classify general product characteristics and evaluate
their impact on selecting distribution channels. It is generally accepted in these models
that all products that require adjustments (i.e. customization) are generally distributed
through shorter channels than standardized products. Specialized and complex products
favor more direct channels (Aspinwall 1958; Root 1994; Rosenbloom 2004) and service
intensive products can be effectively distributed through licensing or direct investment
modes. Also technology intensive products favor licensing (Root 1994). All these char-
acteristics also favor exclusive distribution instead of utilizing all possible channels
available (Lewison 1999).

Though these types of classifications of product characteristics exist, they are fun-
damentally designed for manufactured products and do not take into account the special
nature of software. However, these product characteristics and their affect mechanisms
are quite similar compared to the characteristics recognized in earlier research regarding
software.

All business software can be characterized as specialized, complex and service- and
technology-intensive compared to other products. Consequently, it is reasonable to fa-
miliarize with the characteristics specific to software in more detail, since software dif-
fers from regular manufactured products a great deal (e.g. Winkler et al. 2009).

The software-specific characteristics presented in this chapter were chosen, since
they: 1) were repeatedly mentioned in the earlier research, 2) their impact on channel
selection can be explained through existing models and theories, and 3) were all includ-
ed in Winkler, Dibbern and Heinzl’s (2009) theoretical research model that was a source
of inspiration for this study. The model is shown in the Appendix 1.

Many traditional product characteristics, such as bulk and weight do not apply to
software as it is knowledge in codified form. The characteristics related to knowledge
and services are more important. Thus, the characteristics are divided into two groups:
1) the specificity of knowledge inherent in software and 2) the level of productization,
I.e., the adjustments and services needed supplement the core software before delivering
it to customers. Adjustments and services make the duplication of software more costly
and effort consuming, and thus decrease the level of productization. Purely productized
software can be delivered practically without any costs or extra work.
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The specificity of assets seems to have impact on the international distribution chan-
nel selection in the software industry (e.g. McNaughton 1996, 2002; McNaughton &
Bell 2002; Winkler et al. 2009). Since knowledge is the most important asset in the
software industry, the specificity of knowledge inherent in software is under scrutiny
in this study. Winkler, Dibbern and Heinzl (2009) distinguished three types of
knowledge inherent in software: 1) business process, 2) functional and 3) technical.

For software based on these types of knowledge, it will be necessary to transfer this
knowledge to foreign channel members to a certain extent, as it may be required to per-
form the distribution tasks, such as promoting, selling delivering the software and relat-
ed services. Complicated software requires certain level of expertise from the partners,
and therefore the complexity sets a barrier to involving intermediaries (Burgel &
Murray 2000). The more product-related knowledge is required to sell the product, the
more likely the channels are integrated. Especially, when some highly specific
knowledge is important for the transaction, selling function tends to be integrated (Ra-
maseshan & Patton 1994). The producers need salespeople that are capable of convey-
ing the software’s features to potential users and service people who provide continuing
value after the sale. These can be either employees of the producer or outsiders. Which
ones are favored, is strongly dependent on the product that is sold, and what kind of
knowledge is inherent to it (Rosenbloom 2004; Pelton et al. 1997).

The term tacit knowledge is closely related to these types of knowledge. According
to Polanyi (1966) explicit knowledge related to software can be coded into systematic
language and easily transferred to external entities, but transferring tacit knowledge is
more difficult as it is based on personal experiences and skills.

Specific knowledge inherent in software requires more assets invested in knowledge
transfer. This means basically the cost of transmitting the software-specific knowledge
that is required to perform the distribution tasks. If these costs are higher when using
intermediaries than performing respective functions internally, hierarchical channels are
favored over market-based (John & Weitz 1988). For example, training foreign sales
intermediaries requires much more resources in the case of highly specific software.

Business process specificity refers to the knowledge about the application problem
domain, i.e., the area of expertise that needs to be examined to solve a particular prob-
lem. This knowledge serves as the basis for the functionalities of a system and typically
resides among the users of software and is seldom explained in written documents
(Bjerknes, Bratteteig, & Espeseth 1991).

Some software programs are used across industries whereas some software programs
are designed for a particular industry, which requires knowledge on the industry’s busi-
ness processes in order to offer solutions they valuate. To develop and distribute highly
business process specific software, it is crucial to know the customers’ businesses well
(Ali-Yrkko & Martikainen; Winkler et al 2009).
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Different branches, such as banking logistics, media and communications have typi-
cally industry-specific software applications designed particularly for them. In addition
there are generic applications that are not specific to any particular industry (Ali-Yrkko
& Martikainen). For instance, designing an accounting software program requires
knowledge on accounting principles, but not necessarily knowledge on all the business-
es that use the particular program.

This kind of knowledge is expected to be transferred to foreign markets through
company-owned channels as external firms may not be able to invest in absorbing such
knowledge. On the other hand, business processes that are not industry-specific and are
based on general practices, such as human resource applications, can be distributed in-
ternationally through market-based entry modes since other software firms or interna-
tional distributors are likely to possess such knowledge (Winkler et al. 2009).

Functional specificity refers to the extent to which software’s structure, functionality,
underlying operational procedure and use are unique to particular software (Winkler et
al. 2009). The functional specificity is often high in the case of highly specialized and
unique software as no similar software is sold on the markets.

Possessing functional knowledge on the product is absolutely crucial in order to be
able to thoroughly explain a product’s functionality to customers. If the functionalities
are not understood by the channel member with the customer contact, serving the cus-
tomer may be very difficult. The functionalities of a product may have evolved from
complex social interactions during the development process (Winkler et al. 2009).

Software with low functional specificity may largely involve standard or commodi-
tized functionality that is well-established in the market (West 2003). This kind of
knowledge is more widely available than knowledge on the products with highly specif-
ic functionality that is often bound to the developer firm of the software.

Knowledge concerning unspecific functionality can be efficiently transmitted
through independent channel members. But as the level of functional specificity in-
creases, more interaction between the software developers and the sales people of the
foreign entity will be required to transfer the knowledge. Knowledge transfer to inde-
pendent intermediaries may be more costly than through vertically integrated channels,
since internal personnel may possess higher levels understanding based on longer-term
experiences with the software (Kogut & Zander 1993; Dibbern et al. 2008).

Technical specificity refers to the complexity and the technical design principles of
software (Bjerknes et al. 1991). Software may include proprietary knowledge that is
organization-specific or they can be also built upon common technologies that are al-
ready well-established and available on the market.

Complex software requires more technical knowledge during the sales process in in-
ternational markets as complex technical products usually require explanation. This
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implies that sales personnel should be familiar with the underlying technology of soft-
ware (Winkler et al. 2009).

External firms may not be able to absorb proprietary, organization-specific
knowledge since it usually requires long-time involvement in the specific context. This
kind of knowledge is expected to be transferred more efficiently within firm boundaries
(Winkler et al. 2009). In addition, Anderson and Gatignon (1986) claim that the propri-
etary content of sophisticated products increases monitoring and control costs, making
distributor use inefficient. This encourages manufacturers to self-perform most export
functions (for reference, see Bello & Lohtia 1995). Thus the specificity of technical
knowledge affects the selection between hierarchical or market-based distribution favor-
ing hierarchies.

The level of productization, i.e., the extra work going into delivering the software
to each customer, has a significant role in selecting international distribution channels.
Generally, software is described as knowledge-intensive having cost characteristics typ-
ical to other information products; expensive to produce, but very cheap to reproduce
(Shapiro & Varian 1999). However, there are characteristics that increase the reproduc-
tion costs by making the duplication more and costly and effort-consuming. In this
study, these characteristics are divided into two groups: 1) requirements to localization
and 2) requirements to services, including implementation services such as customizing
and consulting, and after sales services such as product support.

The more implementation, maintenance, and repair services are required, the more
direct and selective will the channel be. When middlemen are used, they must be able to
provide these (Mallen 1996).

Figure 7 illustrates this by showing how the final customer offering of a software
firm constructs. In the case of highly productized software, the core software is deliv-
ered to the customer as such, whereas in the case of non-productized software a lot of
effort needs to be put on implementation and after-sales services. Figure 8 is modified
from Ruokonen’s (2008) model by adding the localization perspective.

Figure 7 Components of the offering of a software firm

Core product J Localization Implementation /' After-sales Total
requirements requirements requirements offering

Source: Modified from Ruokonen (2008, 78)
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When distributing software to foreign countries, some adjustment for foreign market
areas are often needed as local cultures, languages and standards may impose require-
ments. There are three types of these localization requirements: 1) language, 2) legal
requirements and 3) foreign standards (Winkler et al 2009). The user interfaces need to
be translated to the foreign market’s native language or at least to a language that is un-
derstood by users in the foreign market. Furthermore, localization of software involves
the adaptation according to the respective legal requirements of a foreign market, for
example, tax rates (Chan & Suwanda 2000). During the process of localization, soft-
ware must also be adapted to a foreign country’s customary standards. This implies to
numbers, units of measurement, dates, currencies and time formats etc. Anticipating
typical requirements of potential foreign customers and localizing the software accord-
ingly increase the attractiveness in the eyes of foreign customers (Collins 2002).

Different types of software require different amounts of adjustment for the local con-
ditions. The amount and complexity of localization work can be thus seen as a charac-
teristic of software. In order to be able to perform localization tasks, a software firm
needs to adopt specific knowledge about foreign market requirements. By partnering
with firms in the respective foreign markets, software firms are able to close such
knowledge gaps. Thus, in case of higher localization requirements, foreign partners are
favored over hierarchical channels, at least in the entry mode stage (Winkler et al.
2009).

Service requirements consist from implementation services and after-sales services.
Another common categorization is between customization or tailoring services and oth-
er services. Typically customization is considered as one of the implementation services
among installation and customer training, and so is the case in this study as well. Figure
8 illustrates the services that often accompany a software delivery. If the total offering
includes customer specific systems work and consultation, the service level can be con-
sidered high. On the other hand, for some software, mere customer support in problem
situations, or even self-service can be sufficient (Rajala et al. 2003).

Figure 8 Service requirements for software
HIGH LOW
Consulting & customer  System inte- Installation Customer Self-
specific system work ~ gration pro- services support service
jects

Source: Rajala, Rossi and Tuunainen (2003, 16)
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The provision of services generally requires close interaction between the services
provider and the customer in a foreign market (Bell 1995; Messerschmidt & Szyperski
2003). Complementary service requirements may include installation, maintenance,
support, deployment, integration and consulting services. When any product requires for
a high level of before or after-sales service, direct channels will help to ensure that ser-
vice will be performed (Ramaseshan & Patton 1994; Pelton et al. 1997). Close interac-
tion with a customer also enables feedback to the producers about problems and new
customer requirements that emerge during the customization process or provision of
services. This feedback can be important for the development of later versions of soft-
ware. This favors direct channels when the services or customization requirements are
high (Winkler et al. 2009).

Rosenbloom (2004) suggests that wholly custom-made manufactured products are
typically sold directly as intermediaries they often lack the necessary product-
specialized knowledge. Semi-custom products such as accessory equipment in the in-
dustrial market often include one intermediary whereas highly standardized products
tend to have more than one intermediary. Burgel and Murray (2000) claim that it is
more probable that the technological skills to customize a particular product to the
needs of a customer reside within the producer and developer of the product rather than
with the distributor in a foreign country. If the producer requires these skills from an
intermediary, it may need to invest in knowledge transfer. If this is very costly, it is eas-
ier to customize the product for the customer. Thus, intermediaries are excluded from
the sales process if a high degree of customization services is provided. The costs of
acquiring specialized technological skills and creating networks to be able to sell prod-
ucts that require customization may be prohibitive and economically irrational for the
partner.

McNaughton and Bell (2000) suggest that customized software has a stronger service
component. There is close interaction between the developer-producer and the final user
at all stages from conceptualization through prototyping and implementation. The pro-
ducer often provides training and maintenance. It is assumed that an integrated channel
facilitates this. Contrariwise, packaged software is a standardized product that is not
customized by the producer for individual users. Support for packaged software is usu-
ally limited to notification of upgrades, newsletters, and telephone help lines. Packaged
software has more in common with a product than a service, and it is assumed that it
can be more easily distributed by market channels.

Blomstermo, Sharma and Sallis (2006) suggest a division between hard and soft ser-
vices. With soft services production and consumption occur simultaneously and the cus-
tomer act as co-producer, which requires a stronger presence abroad from the producer.
Especially the producers of soft services are more likely to choose a hierarchical high
control entry mode.
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From the software producers’ perspective, the closeness to the customer becomes es-
pecially important as software innovation usually derives from both the supply side and
the customer demand side. Close interaction with a customer during the development of
a software solution enables feedback to the developers not only about problems, but
also about new customer requirements that emerge during the provision of services.
This feedback can be utilized in the development of later versions of software (Winkler
et. al 2009).

2.3 Synthesis of the theories and concepts

The synthesis in Figure 9 summarizes the theories and concepts introduced in previous
chapters. This synthesis aims to be as relevant as possible; it has exclusively built for
software taking into account their special characteristics: knowledge-intensity and ser-
vice characteristics.

The key findings of earlier research on the topic, as well as some earlier models were
utilized in building this model. The research model of Winkler, Dibbern and Heinzl
(2009), the sales channel model of Gabrielsson (1999) and the software offering concept
of Ruokonen (2008) were all utilized in this synthesis.



40

Figure 9
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The upper part of Figure 9 illustrates the characteristics specific to software: the
knowledge- and service-intensity. The fewer requirements to supplement the core prod-
uct with different adjustments (i.e. services and localization) exist, the more productized
is the software offering. It is suggested in the theories and earlier literature that localiza-
tion needs favors the use of outside intermediaries whereas the service requirements
favor integrated modes. In addition, the core software product may entail specific busi-
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ness process knowledge or be technically complex. It is expected such products are ra-
ther distributed through integrated channels than intermediaries.

A firm must consider its channel operation mode, channel strategy and how to per-
form the distribution functions in the selected channel. The lower is related to this, de-
picting the channel structure through which the distribution functions flow from the
producer to end-customers. The lines and arrows show the movement of channel func-
tions through the chosen channel structure in order to get the total software offering to
the foreign customers. Performing these functions can be easy or challenging depending
on the software characteristics. Multiple channels may be used simultaneously and all
the functions may flow through the same path or through different paths. For example,
the delivery may be direct but the sales indirect. This is related to the channel strategy
chosen. There are different types of multiple channel strategies including dual and hy-
brid distribution as well as quasi-integration, which is a type of hybrid channel. Also the
Internet can be used to perform all the distribution functions or some of them. It can be
used only in some levels of the channel or it can be the main channel distribution of
distribution.

Performing these functions requires some level of knowledge transfer between the
producer and the channel members in foreign countries. These can be independent, part-
ly or fully-owned (10-100 %). When using independent channel members, the producer
needs be able to transfer the knowledge to an outsider that needs to be able to absorb
such knowledge. Transferrin knowledge within an organization is less demanding
(transaction costs).

This model provides a useful framework for examining how a business software pro-
ducer needs to consider the characteristics of its software products when selecting inter-
national distribution channels. It shows all the issues that are under scrutiny in this
study. The suitability of this model is evaluated and possible changes are presented in
the conclusions. It is also examined if the causalities between the characteristics and
channels selection recognized in the theoretical framework are reinforced by the results
of this study.
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3 METHODOLOGY

The methodological path followed in this study shown in Figure 10. It gives an over-
view of the research methodology used and is explained in the following chapters.

Figure 10 Methodological path followed in this study
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3.1 Research approach and strategy

Both qualitative and quantitative research approaches are commonly used in business
research (Koskinen, Alasuutari & Peltonen 2005). The difference between the ap-
proaches mostly derives from the different methods used to demonstrate their scientific
explanatory power (Gronfors 1982). Mostly quantitative approaches have been used for
researching topics similar to this. These studies have usually aimed to find correlations
between internal characteristics of software firms and channel characteristics, such as
the business model and the degree of channel integration. It is quite well-known what
product characteristics affect distribution channel selection and whether they favor inte-
gration or intermediaries. However, explaining more specifically how and why these
causalities occur has remained partly unanswered. This study utilizes the software char-
acteristics recognized in the earlier research in order to deepen the understanding of the
phenomenon of international distribution channel selection by studying it more deeply
with a smaller sample. Typical of qualitative research is that the sample is small, but all
units are analyzed very profoundly. Quantitative studies are often prone to structured,
standardized, and abstracted modes of collecting data, whereas qualitative studies pro-
vide more flexibility (Eriksson & Kovalainen 2008).

Quantitative research often gives a simplified picture of distribution channels. When
using hypotheses-based and strictly predefined questions sent to hundreds of respond-
ents, simplifications are necessary. By using a qualitative approach this study addresses
international distribution channels as the complex networks of different structures and
functions as they truly are. The underlying objective of this study is not to create theo-
ries, but rather to test the fit of existing ones within this particular context. In addition
the suitability of existing concepts is challenged.

This study is conducted as case study. Case study takes into account the background
of the phenomenon that is under investigation and discusses it in its natural environ-
ment. It does not isolate the target from the surrounding world, but rather aims to ex-
plain the interactions between the target and the surrounding phenomena. In this way it
enables creating a deeper insight to the target (Yin 2002; Koskinen et al. 2005.) The
focus of case study is on a phenomenon within its real-life context. It is very suitable for
studying complex social phenomena (Yin 1994). This study is concerned with the chan-
nel selection, which is a social phenomenon. It is a complex set of decision made by the
top executives.

Case studies can be roughly divided into two categories: intensive and extensive. In
intensive case study single or few cases are used, whereas in extensive case research
multiple cases are used. This study is an intensive case study as it concentrates only on
two cases, which are studied intensively in their proper contexts. Intensive case study
draws on the qualitative and ethnographic research tradition, highlighting understanding
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and interpretation of the case. The main purpose is to understand and explore the case
from the inside and develop understanding from the perspectives of the people involved
in the case. This does not mean that this understanding would not be theoretically in-
formed or that the case study could not develop theory. Yet, often the objective is to
provide a thick description of the unique nature and the workings of the case (Eriksson
& Kovalainen 2008).

Yin (2003) makes a division between single and multiple case studies. A clear set of
testable propositions based on theories can justify a single case. Nevertheless, multiple
case studies are often more robust than a single case study (Yin 2003). As this is a two-
case study, it has characteristics of both intensive and multiple case studies.

The small number of cases is justified since the theoretical framework of this study
provides a relatively clear set of testable propositions. Two cases were chosen instead of
one to improve the external validity and to enable a comparison across the cases to pro-
vide a more comprehensive view on the topic (Yin 2003). Yin (2003) claims that by
applying two-cases, the changes of conducting a successful case study improves signifi-
cantly.

Extensive case study was not chosen as the method, since the limited resources of the
researcher favored the selection of only two cases. Nonetheless, a number of studies on
quite similar topics have addressed only one or two cases (e.g. Varis et al. 2005;
Ruokonen et al. 2007). Applying more than two cases could improve the generalizabil-
ity of the results. On the downside, taking into account the researches limited resources,
this could have led to rather superficial examination.

Case study may involve more than one unit of analysis. This occurs when within a
single case attention is given to subunits. In this study there are three units of analysis:
1) the characteristics of the case software, 3) the international distribution channels of
the case software and 3) the characteristics role in selecting channels. Therefore this
case study is embedded by design in distinction to holistic case study design, in which
one case does not divide into units of analysis (Yin 2003).

Eriksson and Kovalainen (2008) divide case studies to intrinsic and instrumental.
Intrinsic case study focuses on learning about a unique phenomenon. The researcher
needs to be able to define the uniqueness of this phenomenon, which distinguishes it
from all others. The instrumental case study provides a general understanding of a phe-
nomenon using a particular case or cases. The chosen cases are studied as instruments
that allow the researcher to generate knowledge that extends beyond the case itself. The
cases chosen can be typical, although unusual cases may help to illustrate matters over-
looked in a typical case because they are subtler there. Instrumental case studies are
typically constructed around a well-defined set of questions, whereas intrinsic case stud-
ies are often based on recognizing something particular, unusual or special about the
chosen case and seeking to understand the case by close sustained attention. This study
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is based on a defined set of questions and is instrumental by nature, which means that
the two cases are more seen as instruments used in researching this particular business
related phenomenon. This is often characteristic of extensive case study, but does not
mean that all intensive case studies would be interested only in the cases themselves,
and could not have a main focus on certain phenomenon (Eriksson & Kovalainen 2008).

As two cases is not a very extensive sample, they are positioned to a larger frame-
work by utilizing theory and earlier studies on similar topics (Yin 2002). Yet this re-
search has no great aspirations in generalizing the results to all software firms. The
unique settings of these cases and the possible randomness in the channel selection have
to be taken into account. Nevertheless, the results and conclusions may be useful for
firms that produce business software and are planning to internationalize.

Furthermore, case studies can be divided into: 1) exploratory, 2) descriptive, and 3)
explanatory. Exploratory studies often are often pilot studies about a certain new phe-
nomenon. Descriptive studies give descriptions of real-life cases in order to provide
answer to well-defined research questions. Explanatory studies strive to explain and
understand a specific complex case to find relationships between constructs. This study
is both descriptive and explanatory by nature (Yin 2002; Eriksson & Kovalainen 2008).
This study produces detailed descriptions of the international distribution channels and
the characteristics of the case business software products. These descriptions are neces-
sary to evaluate the relationship between the channel selection and characteristics, i.e.,
to accomplish the third sub-objective, explanatory by nature.

3.2 Case selection

Case study is a flexible method as it allows searching information from where it is
available. Often cases are selected in a discretionary manner and the selection is ulti-
mately based on the original research objective settings (Syrjala, Ahonen, Syrjélainen &
Saari 1994). The selection of cases in this study was information-oriented, instead of
random sampling. The expectations about the cases’ information content were utilized
in order to maximize the utility of information from the small sample (Flyjberg 2006).

The case selection is generally influenced by numerous factors. When selecting a
typical case, the results are transferrable to other similar situations to a certain extent.
Unique, special or educating cases can be chosen when the aim on learning some specif-
ic features of a certain phenomenon. Revealing research can be produced by studying
phenomena that cannot have been approached through scientific research methods earli-
er. Critical cases can challenge theories or conceptual systems (Syrjélé et al. 1994).

Two globally distributed business software products, Alpha and Beta, were chosen as
the cases of this study. The case software products have truly global customer bases and
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have been sold internationally for a long time. Their offerings to customers are clearly
based on core software products, but still bundled with services. These firms have met
challenges in distributing their products internationally, and have been forced to consid-
er the suitability of their channel arrangements in the past. Yet they have succeeded in
distributing their software in all the continents all over the world to thousands of cus-
tomer organizations.

These software products are software very typical of the Finnish software industry,
and thus provide a cross-section of a larger group (Patton 1990). The case firms have
succeeded in selecting suitable channels to globally distribute their business software
products along with the necessary services, in which many similar Finnish have had
difficulties. This makes these cases, if not unique, at least special. The case software
products are quite typical for the Finnish software industry, but the firms have succeed-
ed in something that is considered problematic in the industry.

The selection of two quite similar cases was intentional. Two extremely dissimilar
software types would have had too little in common. For instance, the distribution of
mobile games and highly specialized software projects are from two different worlds
and would have provided very little for meaningful comparison. Then again, these case
software products are quite different by nature when examining within the concept of
business software products, which enable rich comparison of the cases.

These case software products have been distributed internationally for a long time.
This has given the producers an extensive amount of knowledge on the topic of this
study. On the other hand these software products have been internationalized recently
enough to ensure that the knowledge from the early stages of the internationalization is
still fresh on the respondents’ minds.

Many newly internationalized firms may not yet have considered the best possible
distribution network for their software. The international distribution networks of the
case software products have evolved over time, and therefore the respondents of these
firms know which distribution arrangements have or have not worked for their software.

Both case firms are of Finnish origin and develop, produce and sell their own soft-
ware, and are therefore in the control of their global distribution network. They are
SMEs with less than 100 employees and EUR 10 million turnovers. Firm Alpha was in
the 208" place and Firm Beta in the 212" in the listing of largest ICT-firms in Finland
(Tietoviikko 2011). Their software products are the main objects of trade though ser-
vices are relatively significant parts of the total solutions. Both generate significant in-
ternational revenue through their global distribution channel networks, in which various
forms of foreign operation modes and the Internet have been utilized.
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3.3 Data collection

There are several ways of collecting research data for case study, such as: archives,
documents, interviews and observations (Hirsijarvi et al. 2001; Yin 2003). For the ob-
jective of this study interviews seemed the most suitable data collection method. Se-
cond-hand sources were utilized to reinforce the interview data, and to familiarize with
the cases beforehand. Thorough familiarization with the cases was important to fully
utilize the finest features of interviewing, the insightfulness and the possibility to focus
directly on relevant issues (Yin 2003).

Interviewing is the most used way of qualitative data collection in Finland. The
methods vary from strictly structured interviews to open interviews with no structure. A
method between the two opposites was chosen for this study. Theme interviews are
flexible, yet structured enough to insure that all the topics are discussed within the time
limit. Though the themes and questions had no strict form and order, the topics of dis-
cussion were predefined. The topics were rather discussed in an order that felt natural in
the interview situation (Eskola & Suoranta 1998). Flexibility also enabled covering in-
teresting issues beyond the original framework (Hirsijarvi et al. 2001).

Theme interviews with the CEOs of Firm Alpha and Firm Beta produced the main
body of the research data. A digital recorder was used to capture the interviews. No dis-
tractions occurred, the situations were relaxed and there was plenty of time to conduct
the interviews. The first interview with the CEO of Firm Alpha took roughly 80 minutes
and the second one about 70 minutes. An informal lunch of with the CEO of Firm Beta
paved the way for the recorded part of the second interview, which created a relaxed
atmosphere.

The CEO of Firm Alpha was interviewed in the headquarters in Tampere on the 24th
of March in 2011. The respondent had worked over 20 years for the firm. He had been
in his current post since 2005, but before that worked as the vice-president and as a
branch manager. According to his own words he had been constructing the international
distribution network from the beginning. The data was reinforced with second-hand
sources, such as Firm Alpha’s website, articles in newspapers, and customer magazines.

The CEO and co-founder of Firm Beta described had been in an executive role in the
decisions concerning the international distribution of Firm Beta since the foundation of
the firm. He was interviewed at Firm Beta’s office in Helsinki on the 8th of April in
2011. Besides the interview material, some second-hand sources were utilized, includ-
ing Firm Beta’s website, articles in newspapers, and earlier scientific case studies on the
firm. Some of this material was provided by Professor Nummela from the Turku School
of Economics, who has researched Firm Beta earlier. Some was found from the Internet
and libraries. Taking contact to Professor Nummela was suggested by the CEO of Firm
Beta.
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Welch, Marchan-Piekkari, Penttinen and Tahvanainen (2002) address the term elite
interviewing, elites being synonymous to top management. They recognize four issues
that require attention when interviewing corporate elites: access, power, openness and
feedback.

Access to the elites may require substantial efforts (Welch et al. 2002). In this study
the accesses were established quite easily by sending e-mails to four CEOs of Finnish
software firms whose software products seemed suitable for this study. Two of the re-
spondents answered within few days that they are willing to participate, as long as the
interviews are conducted in their premises. Two of the CEOs never answered, but a
quick familiarization with the other two firms and their software products revealed that
they offered an interesting sample. Checking the backgrounds of the respondents further
encouraged to select Alpha and Beta. During the interviews, the researcher was told that
the CEO of Firm Alpha had been willing to support students in their Master’s Thesis
when possible. The CEO of Firm Beta had cooperated with Turku School of Economics
before, and was therefore interested in participating. The easiness of access was also
probably due to the relatively small size of organizations of the interviewees. There
were no gatekeepers and the direct contacts with the CEOs were easy to establish as
their contact information was publicly available.

A power imbalance between the researcher and interviewees can hinder the devel-
opment of a successful relationship between them. Elite interviewees may patronize the
interviewer, dominate the conversation, and avoid undesirable question (Welch et al.
2002). It has to be admitted that a power imbalance was present in the interviews since
the interviewer was a novel business researcher and the interviewees experienced busi-
ness executives. However, both of the respondents were used to work with business
researchers, and had no false images what was to come. Both were talkative, but yet let
the interviewer to lead the conversation. The CEO Firm Alpha had given many inter-
views for students writing their Master’s Thesis and the CEO of Firm Beta even had
supervised and guided a student writing his thesis. He also encouraged the researcher to
be more informal during the interview.

While the openness of interviewees is always crucial, the question is especially im-
portant when interviewing elites. Elite interviewees are more practiced in fielding ques-
tions and are more tightly bound to organizational policies. Especially senior executives
often speak behalf of a formal organization, or even if they were the organization. It
may be disappointing for a researcher to realize not gaining anything more than infor-
mation already available in press statements and annual reports. However, elite inter-
viewees are more than capable of dealing with demanding and probing questions
(Welch et al. 2002). The interviewees spoke very openly, probably due to the fact that
this study did not address very confidential issues. Only the exact sizes of few figures
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were kept as secrets. Both of the respondents were offered a change to see the results
before the publication, but only the CEO of Firm Alpha seized this opportunity.

Post-interview cooperation with the elite informants is can be very beneficial to re-
search, as the factual verification of findings by the interviewees increases the validity
(Welch et al. 2002). Both respondents offered to answer additional questions by tele-
phone or e-mail. The findings were sent to be verified by the CEO of Firm Alpha from
request.

3.4 Data analysis

The purpose of analysis in qualitative research is to create new knowledge on the re-
searched topic by creating a clear meaningful entity from dispersed data. The data
should be summarized without losing any essential information (Eskola & Suoranta
1998).

The analysis of the interview data was conducted in the following steps. Firstly, the
tapes were transcribed as text documents and scrutinized thoroughly. The transcriptions
were read multiple times in many phases: before, during and after of writing the results.
This was done to assure that no valuable information was left unutilized.

Secondly, the data from both cases was categorized by themes and summarized.
Categorization enabled extracting themes from the raw data that address the objective of
this study. Quotations referring to the themes were utilized abundantly to invigorate the
text and to justify the researchers’ interpretations. The division into themes is illustrated
in Table 2.

The analysis in case studies most often begins with the analysis of each individual
case separately. This is called within-case analysis, in which data from each case is
treated as a separate “experiment” (Miles & Huberman 1994). It often includes drafting
general descriptions of the cases, which may be structures either in chronological order
(emphasizing events, actors, and actions) or in thematic order (emphasizing themes,
issues, problems, and conceptual categories. The key objective of this is to construct for
a meaning by linking empirical patterns to each other to form a holistic configurations,
the cases (Eriksson & Kovalainen 2008). These within-case analyses of both case
software products were conducted in thematic order. Also short descriptions were given
in chronological order to illustrate the development of the case software products’ inter-
national distribution channel networks.

Thirdly, the analysis progressed to cross-case analysis where the results of the cases
were compared to each other in order to find similarities and differences across the cas-
es (Eriksson & Kovalainen 2008). This also eased the positioning of the cases into the
theoretical framework and revealed some new insights. Comparison of seemingly simi-
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lar cases by a researcher looking for differences can break simplistic frames (Eisenhardt
1989). Also the cross-case analysis was carried out in the thematic order.

Fourthly, the results were analyzed in contrast to earlier empirical research and theo-
ry, as discussion between empirical data and theory is required for effective theme anal-
ysis (Eskola & Suoranta 1998). This is a typical challenge for intensive case study re-
search is to relate theoretical concepts with empirical examination that engage the read-
ers to learn (Eriksson & Kovalainen 2008).

This can be referred as pattern matching introduced by Yin (2003). It means com-
paring empirically based patterns with theoretically predicted ones. It is especially fit
for explanatory and descriptive studies. In explanatory studies the patterns may be relat-
ed to the dependent or independent variables of the study, or both. Using this terminol-
ogy, typical of quantitative research, the international distribution channels would be
dependent variables and software characteristics independent. The dependency between
these variables was predicted in a theoretical part. Even if case study is descriptive by
nature, pattern matching is still relevant, as long as the patterns are defined prior to the
data collection. The description of the software characteristics was provided in Chapter
2.3 and the description of international distribution channel model that was typical of
software products was illustrated in Chapter 2.2. As two cases were applied instead of
one, the research findings are more robust due to the replication (Yin 2003).

Table 2 below shows the operationalization of the research objective into sub-
objectives and themes, and the interaction between theories and empirical data.
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3.5 Evaluation of the research

There are many ways to evaluate the trustworthiness of the study (Hirsijarvi et al.
1997). In qualitative research the concepts of validity and reliability have traditionally
provided a framework for the evaluation, and are also utilized in this study (Eriksson &

Kovalainen 2008).

The validity of a research refers to how well the chosen research methods measure
the object that they are meant to measure (Hirsijarvi et al. 1997). If the research is valid
the findings accurately represent the research topic and are backed up by evidence. Yin
(2003) suggests that validity can be analyzed from three perspectives: 1) construct, 2)
internal, and 3) external.

Construct validity refers to establishing correct operational measures for the concept
that is studied (Yin 2003). In other words, it is the extent to which what was to be
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measured was actually measured. It is especially problematic in case study research and
has been a source of criticism because of potential investigator subjectivity. Yin (2003)
proposed three remedies to counteract this: 1) using multiple sources of evidence 2)
establishing a chain of evidence, and 3) having the draft report reviewed by the inter-
viewees.

The main body of data was collected was in two long interviews with the CEOs. The
interview data was reinforced with second-hand data, such as company websites, com-
pany documents, earlier cases studies, and news bulletins. This enabled triangulation of
the sources of evidence to a certain extent. Interviews with other personnel besides the
CEOs could have been beneficial. On the other hand, the respondents were experienced
in their roles as executives and had been internationalizing the case software products
from the beginning until today. The researcher was privileged with a plenty of time in a
disruption-free environment with the CEOs to conduct long interviews. They possessed
knowledge on their products, distributing them, the decision-making behind the channel
selections, and thus, on the topic of this study. The interviews were recorded and there-
fore it was easy to return to the raw data through the whole analyzing process. The draft
report was sent to the CEO of Firm Alpha.

Internal validity is the approximate truth about inferences regarding cause-effect or
causal relationships and is only relevant in studies that try to establish a causal relation-
ship. It's not relevant in most observational or descriptive studies. Internal validity in
this study is related to the third sub-objective (Yin 2002). There are many factors be-
sides software product characteristics influencing distribution channel decisions, such as
financial resources or environmental uncertainty. The researcher acknowledged this,
and attempted to carefully asses the importance of software product characteristics
compared to other factors. The respondents were first asked about the important factors
influencing the international distribution channels in general. Most answers addressed
issues related to software characteristics, even though this was not directly asked. For
instance, difficulties in finding potential partners that know the end-customers’ busi-
nesses well enough can be interpreted in a way that the high level of business process
specificity hinders the use of outside partners.

However, the respondents knew the topic of this study, and may have adjusted their
answers accordingly. Any signs of this did not occur, but the researcher cannot prove
otherwise. Nevertheless, the general image that the characteristics specific to business
software had played a significant role in international distribution channel selection
passed on to the researcher. Strong evidence from existing theories and earlier studies
further provide evidence of this causality. Pattern matching technique suggested by Yin
(2002) was used to increase the internal validity.

External validity refers to the generalizability of the case outside the case contest.
Being an intensive case study, this research is not externally very valid. Generalization
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of results is problematic in qualitative research in general, but especially in intensive
case studies. The problem of weak generalization can be adjusted with the use of theo-
ries. Usually the generalizations are not made to the population but to theory. Through a
general theory, a small number of cases may enable more general conclusions (Eriksson
& Kovalainen 2008; Yin 2002). Yin (2002) calls this analytical generalization. Theories
enable assessing the reasons that affect the case and also evaluating how the case would
have been in different conditions. They enable positioning a case into a more general
framework (Koskinen et al. 2005). Also in this study, all the results were analyzed in
contrast to theory and earlier empirical research to increase the understanding of the
phenomenon and to better position the cases to a larger framework.

It is possible to increase the external validity of a research by providing rich descrip-
tion of the cases (Koskinen et al 2005). Case study research does not need to satisfy the
ideals of quantitative research as the thick descriptions of cases support the interpreta-
tion and understanding of the cases (Eriksson & Kovalainen 2008). In this study, the
case software products and their international distribution channels were described quite
thoroughly.

Reliability is the other classic evaluation criteria commonly used in qualitative busi-
ness research. It refers to the level of consistency in the research. If the study would be
replicated by another researcher, he should come up with similar findings. There is no
randomness involved (Hirsijarvi et al. 2000; Eriksson & Kovalainen 2008). The repeat-
ability of the observations is one of the cornerstones of scientific research. If the obser-
vations cannot be repeated by outside researchers, will be unable to neither qualify nor
disqualify the results. If the observations can be repeated, it is possible to perceive that
the studied phenomenon is real and the interpretations can be accepted. However, the
repeatability is a very strict demand considering business research and should not be
taken literally. The settings are constantly changing. For example, when studying a firm
that evolves, grows and employ new key personnel, it may be difficult or even impossi-
ble to repeat the study (Koskinen et al. 2005).

The methodological path was very clearly explained to increase the possibility to re-
peat this study ending up with relatively similar findings. Furthermore, the unit of anal-
ysis, the reasons for case selection, the data sources, the data collection and how the
data was analyzed were presented in such a way that other researchers could replicate
this study (Yin 2003). The abundant use of quotations in presenting the results enables
the readers to make their own interpretations of the answers (Koskinen et al. 2005).
Consequently, quotations were used plentifully in the result chapter.
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4 CHARACTERISTICS AND INTERNATIONAL DISTRIBUTION
OF THE CASE SOFTWARE

The results of this study are presented in this chapter in a similar order to Chapter 2.
The results are presented in two parts regarding: 1) international distribution channel
structures and functions, and 2) the case software’s characteristics and their role in se-
lecting these channels. Both cases are first introduced separately and then together.

Both secondary and primary sources have been utilized in collecting the data. As the
vast majority of data is from the interviews, references are only marked if they are from
secondary sources.

4.1 Software Alpha

Alpha is application software for computer aided design and product data management
(CAD-PDM) purposes. It is used to construct 3-dimensional models of different objects,
such as machines or buildings. Alpha consists of customizations to several industries
that are all based on the same core software. The industry-specific customizations are
supplemented with PDM features to add value for the customers by enforcing processes
in product development, design, sales and production (Firm Alpha’s website 2011).

Alpha is mainly used in machinery and equipment manufacturers of metalworking
industry, building and furniture industry, process industry and energy production as well
as in the corresponding engineering companies. The customer base is global as over
8000 licenses have been sold to thousands of customers in over 30 countries (Firm Al-
pha’s website 2011).

The software is sold as licenses that can be either bought or rented. The license pric-
es are around a couple thousand euros, and upgrades are included in the price. Addition-
ally, a wide variety of services, such as consulting, training, customization or imple-
mentation, is available from additional fees. The basic support services, if provided re-
mote instead of on-site, are free of charge (Firm Alpha’s website 2011).

Firm Alpha, founded in the 1970s, is the producer of the software. It is an interna-
tionally-oriented SME headquartered in Finland and a parent company for a global net-
work that consists of two subsidiaries in Asia and an affiliated firm in the U.S. It also
runs foreign offices in three countries, the U.K., Germany and France. The group em-
ploys globally nearly 100 individuals, mostly in Finland, Asia and the U.S. Firm Al-
pha’s primary focus is in Europe and North America, but it is capable of providing cus-
tomer support worldwide. The turnover of the parent firm, Firm Alpha is currently ap-
proximately 6 million euros and it employs roughly 80 persons.
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4.1.1 International distribution channels of Alpha

The international distribution network of Firm Alpha has developed over two decades.
All started in the beginning of the 1990s, when a potential partner in the U.S was found.
The software had prospered on the Finnish market and the executives thought they
could easily transfer the success into the U.S. by establishing an affiliated firm with a
local partner. The road to success proved to be more problematic than expected, but the
international distribution network was established.

In Europe, Firm Alpha participated in an export ring and managed to find an inter-
mediary in France, who still sells Alpha on an agent contract. Gradually, more interme-
diaries were found. Some succeeded, some failed, but eventually Firm Alpha ended up
establishing a sales office in the U.K. in 2003. It had not succeeded in finding partners
effective enough. Same followed in Asia, where subsidiaries were established in Aus-
tralia and Singapore to cover the distribution on the Asian market. The firm-owned
channels have been supplemented with intermediaries in both, Europe and Asia, and
pursuing new intermediaries yet continues.

The CEO of Firm Alpha described the formation of the current channel structure as
follows:

“Determinedly it [international distribution channel network] has
grown. The know-how has increased in the channel, and | guess, we’ve
learned how to operate the channel. It’s a growing process all in all. And
I guess, the selections, the successes and failures have increased our
knowledge and will direct our [future] selections.”

The structure of Firm Alpha’s international distribution channel network is illustrated
in Figure 11 according to the model introduced by Gabrielsson (1999).
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Figure 11 International distribution channels of Alpha
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Source: Modified from Gabrielsson (1999) to the case of Alpha

The types of operation modes that Firm Alpha currently utilizes are: 1) direct ex-
port mode through foreign intermediaries, 2) direct investment mode through fully-
owned subsidiaries, foreign offices and an affiliated firm, and 3) own export mode di-
rectly from the headquarters in Finland.

The network of intermediaries partly covers Europe and East Asia. In Europe, the in-
dependent intermediaries consist of four VARs (value adding reseller) and one agent.
These intermediaries can be characterized as VARS since they provide a wide variety of
services to the customers. Three of the VARs distribute the building design software
and one the mechanical engineering software. In East Asia operates a single VAR and
numerous agents. All of these only concentrate on mechanical engineering software and
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are controlled by the subsidiaries in East Asia. The subsidiary in Australia solely per-
forms the distribution of the building sector software in East Asia.

In East Asia, most of the intermediaries are operating in the metal and machinery re-
lated-industries. They only sell and promote Alpha to their customers and leave delivery
of the product and services to the Singaporean subsidiary. An exception is the VAR in
Japan, which performs all the functions itself. In East Asia’s mechanical engineering
sector agents do not perform the delivery and it is taken care of by the Singaporean sub-
sidiary.

The channel members in Europe, and the one in Japan, operate on reseller contracts
and are concentrated on the sales and service concept of software. In Europe the only
exception is the intermediary in France that operates on an agent contract and does not
provide delivery of the software nor the services.

Firm Alpha has an American sister company, which operates quite independently
and takes care of the distribution on the American markets (North and South). The firms
are under the same ownership, but Firm Alpha is the parent firm of Alpha group.

The CEO of Firm Alpha refused to comment on the division of turnover between dif-
ferent channel members in detail. However, he evaluated that roughly 15 percent from
the foreign sales derive from the headquarters’ own exports. Furthermore, he added that
approximately half of their turnover is generated through intermediaries.

Firm Alpha is seeking to expand to new markets areas. For example, the newly found
office in Germany is searching for potential resellers in Poland and German speaking
countries. It has not been determined whether to expand through independent intermedi-
aries or direct investments, but these decisions are rather made according to the situa-
tion. Potential partners are actively searched.

“I’d say were looking for new markets. That’s the point. And to get onto
new markets, you need a partner.” (The CEO of Firm Alpha)

If effective channel intermediaries cannot be found, it is possible that a subsidiary or
sales office is established. This has occurred in the UK and East Asia already.

The channel strategy of Firm Alpha is to distribute through both, direct and indirect
channels, yet not more than through 1% tier channel structures. The sales responsibilities
are geographically divided between the headquarters, local units and intermediaries.
Sales are highly exclusive and no dual channel structures exist. When contacted by cus-
tomers in areas where foreign unit or intermediaries locate, Firm Alpha re-directs the
potential customer to these. Own exports are used only in areas where no intermediaries
or foreign units operate. Promotion on the other hand is performed through both direct
and indirect channels. Especially the website of Alpha Group operates as a global pro-
motion channel. This is typical of hybrid channel structures.
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Multiple channels may be used for sales in a particular market, but then the sales are
focused on different industries. For example, the VAR in Japan distributes exclusively
mechanical engineering software in Japan while the distribution of building design
software in the whole East Asia, including Japan, is performed by the subsidiary in Aus-
tralia. Yet, a solution for a particular segment is not sold through more than one channel
in a certain market area.

Firm Alpha aims at providing sales and delivery functions from a single channel in a
single market. This implies that also the intermediaries are increasingly expected to per-
form the delivery. The channels for mechanical engineering software in East Asia are
quasi-integrated. The subsidiaries provide the delivery while agents take care of the
sales.

The structure of the distribution channel network is quite complex. Both direct and
indirect channels are used, and various kinds of firms with different relations to Firm
Alpha are utilized as intermediaries. To illustrate the variation, an example is given.
Alpha is simultaneously sold by Far-Eastern metal processing machine firms operating
as agents and by European professional software firms that provide full-scale services.

The distribution functions were performed through both: online and conventional
channels. Selling Alpha is more solution than product-oriented and requires deep inter-
action with the customers. It is based on recognizing the customer need and assessing
whether they could be solved with Firm Alpha’s software. The sales negotiations take
place very traditionally by participants meeting face-to-face. Online sales channels, i.e.
web store, are not utilized at all.

“We may sell additional services online, but the first deal, you don’t buy
it on the Internet or anything. [...] this business doesn’t work that way.”
(The CEO of Firm Alpha)

Nonetheless, the importance of the Internet has increased significantly and continues
to do so. It is a crucial channel for the promotion and delivery.

“It’s a tool for marketing and information sharing, that’s what the Inter-
net is for us — and a support tool, of course.” (The CEO of Firm Alpha)

Delivering the core software through the Internet is simple and it has overthrown
physical delivery almost completely. Some customers still insist delivery on CD, but
they are a small diminishing minority as the software program can be easily download-
ed from the Internet.

Similarly, the related services can be provided online. It is possible to customize, in-
tegrate and install the program to the customers’ existing systems through the Internet,
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without any activities on-site. Yet these pre-sales services are usually conducted con-
ventionally in customers’ premises. For example, from the customer trainings over 90
percent are conducted on-site even though the training could be completed also through
the Internet by arranging a video conference. After-sales services are mostly delivered
online through support websites. The recent trend in the software delivery, cloud com-
puting, was not utilized in delivering Alpha as CAD-software requires so much compu-
ting power that it cannot be run from the cloud.

Promoting Alpha is conducted in cooperation with the headquarters, foreign units
and intermediaries. The guidelines are created on the top, but local units and intermedi-
aries localize promotion to local conditions. Promotion is heavily dependent on direct
contacts.

“Our customer base is such that the customers can be easily found. We
[Firm Alpha’s employees and the employees of an intermediary] take our
briefcases and go there alone or together, and check out what’s the situa-
tion. We familiarize ourselves with it and see if we can find enough value
to the customer in order to continue.” (The CEO of Firm Alpha)

Organizing events, campaigns and participating fairs play fairly important role in the
promotion. Also advertising is utilized, not in the mass media, but rather in professional
magazines and publications. Firm Alpha also publishes its own customer magazine in
Finnish and English.

Online channels have become very important for promotion. It is expected that all
the relevant information is provided online.

“Well it has increased [the importance of the Internet]. Everything’s
there. When we were at a fair in the States, nobody took our brochures or
leaflets. They just asked if we had them online.” (The CEO of Firm Al-
pha)

The visibility on the Internet, especially high rankings in search engines, is absolute-
ly crucial for Firm Alpha. Instead of searching for a firm, the customers search for a
product or a feature. Therefore search engine optimization and search engine advertising
are extremely important. Firm Alpha aims to be among the first three search results, and
the minimum requirement is to be on the first page. After a contact is once established
direct marketing by e-mail is easy. As the CEO put it:

“Today within this industry, within our customers, if somebody needs a
solution like ours — what he’s going to do? | bet he’ll google it.”
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4.1.2 Role of Alpha’s characteristics in selecting international distribution chan-
nels

The specificity of knowledge inherent in Alpha seems to have limited the number of

potential intermediaries. The nature of the software is such that finding partners has

been problematic.
“We’ve got to find the know-how there [on foreign markets], in one way or
another. We’ve looked for intermediaries on new markets; that’s the op-
tion number one. But many times we’ve realized that we can’t find ones
that meet our requirements, or if we do, they’ve something similar or
competitive going on and we can’t cooperate. That’s why we’ve estab-
lished our own [foreign units].”” (The CEO of Firm Alpha)

Especially the fact that Alpha offers solutions to highly specific business processes
seemed to play role in selecting international distribution channels. Even though Alpha
is not specific to one industry, it truly requires knowledge on the customers’ industries
as it has been developed further to offer customized solutions mainly to homebuilding
industry, machinery industry and smaller niches within these industries. Possessing
knowledge on these industries is crucial for the channel member with the customer con-
tact.

“In mechanical sector we have some niche-areas, such as sheet metal
design, where you really need to know the industry. Same applies in
house building, it is absolutely essential that we know the processes of
the industry and the ways they work there.”” (The CEO of Firm Alpha)

The division of education backgrounds of Firm Alpha’s employees gives an idea
about how extremely business process-specific software is in question. The majority of
the employees are engineers with education in fields such as building industry, mechan-
ical engineering or facility planning. Only few employees in the headquarters have edu-
cation on computer software programming. As the CEO crystallized it:

“It’s way more important for us that our guys know what our customers
are talking about than that they know how to code, because that you can
learn. It’s more difficult to get the branch know-how.”

This seems to be important in selecting distribution channels. As Alpha requires a
very high level of expertise on customers’ businesses, possible intermediaries need to
meet certain requirements. Consequently, the intermediaries distributing Alpha are
somehow linked to the industry they are distributing to. This hampers the use of inter-
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mediaries that are professional sellers (e.g. volume distributors), but lack the industry
know-how. Simultaneously, this limits the length of the channel since no intermediaries
without the business process knowledge can be included. The respondent strongly de-
nied that an only requirement for an intermediary could be effective selling capability,
know-how from the business processes of the customers’ industries is certainly needed.

The exclusiveness of distribution mainly stems from the fact that Alpha is a highly
specialized professional application sold to small niches. The number of potential cus-
tomers is limited and there is simply no need for intensive distribution as one effective
intermediary in one market area is usually enough to cover the markets.

The decision not to sell Alpha online is not technical by nature. The core software is
actually quite standardized package and it could be sold on a web store. However, the
CEO of Firm Alpha claimed that the nature of Alpha essentially prevents this:

“This is such specialized software that it’s not going to go there. Well,
we can put this on sale on the Internet, but nobody would buy this.”

CAD software programs’ user interfaces have simplified over the years and now all
of them share certain de facto standards. Therefore, mastering some other CAD soft-
ware program also helps to understand the functionalities of Alpha. The respondent
suggests that certain strength of Alpha is its easiness to use. Similar software may take
weeks to learn, but for Alpha it is possible to train new users in a week. Yet, compared
to many other software products, the program is not the easy to master, though some
industry-specific solutions of Alpha require a little less from the users than others. Most
of the solutions, such as building design, just cannot be built easy-to-use, which makes
the software very complex.

“Ok, let’s put it this way. You want to build a house. Inside the wall of
the house, there are all the pieces that the wall comprises of, and all the
little things inside those pieces; and you need to know exactly where to
place all of them. Our software designs everything. It has got to be com-
plex. 1t’s not like word processing or playing a computer game. It has so
many functions. That’s just the nature it has.” (The CEO of Firm Alpha)

This sets high standards for selecting intermediaries. They need to be able to deliver
the services related to the product, which requires some knowledge on the field of CAD
software, besides the customers’ industries.

“When we’ve worked with companies [intermediaries], they’ve had the
right kind of profiles. Know-how about [the customers’] industry and
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about this type of software [3D design], as well as possessing local
knowledge, have been important reasons [for cooperation].”” (The CEO
of Firm Alpha)

Firm Alpha utilizes universally used 3D-modeling components in their program. As
they are readily available, there is no sense in making them from the scratch. Yet Alpha
is mostly based on technology developed in-house, and outside coders would be quite
useless in developing the software, before thorough familiarization. This implies that in
programming sense, the knowledge inherent in the program is quite specific.

“...if we compare to other Autodesk or Solid Works [Other CAD-
programs], it’s a totally different world. [...]...they have the same func-
tion, but are made differently.” (The CEO of Firm Alpha)

However, as the program has been built easily customizable, some alterations such as
adding data libraries can be made by outsiders quite easily. These customizations can be
made to the software even without fully understanding of the underlying principles of
how it constructs. This decreases the amount of technical knowledge required from the
intermediaries, as well as from the customers who are willing to perform customizations
their selves.

Even though the software is mostly based on proprietary technology, protecting this
from outsiders was not seen critical and nothing is protected with patents.

“We haven’t patented anything. The protection of our software is based
on the fact that we’re making such a specialized application. If you want
to copy, be my guest. We’ll run a step ahead.”” (The CEO of Firm Alpha)

The level of productization is supposed to have significant role in selecting chan-
nels. Firm Alpha has productized industry-specific solutions, all based on the same
software, that are customized to fit the basic needs of different customer segments.
Nonetheless they require further customization and other implementation and after-sales
services to construct the solution. Also the requirements for localization proved to be
significant.

Alpha has relatively high service content. It is so complex to use and rich in features
that most software deliveries have to be accompanied with training courses. Firm Alpha
provides a wide variety of product- or customer-specific training courses to its custom-
ers. There are courses available from sheet metal pressing to log house building. The
courses are arranged either in the premises of Alpha or at a mutually agreed location
near customer. Also a possibility for online-training exists (Firm Alpha’s website 2011).
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User training may take a week just to learn the basics. However, according to the CEO,
this is quite modest time compared to other similar software that may require few
weeks.

The installation process is quite simple, and most of the customers install the pro-
gram their selves. Sometimes installation may require more complex procedures and is
conducted by the distributor. After-sales support services are always provided. Services
can be performed either on-site or off-site according to what best suits the customer’s
needs (Firm Alpha’s website 2011).

The amount of services that accompany the product delivery varies. In an average
project roughly 80 percent of the income derives from selling the software license and
20 percent from services. However, the percentages may vary significantly up to being
another way around depending on the customer’s capabilities and needs.

The CEO of Firm Alpha saw the new intermediaries’ capability to deliver the ser-
vices very important. Mere selling capability is not enough.

“The most important is that we believe that they can sell and support.
Which one is more important? Well... | guess you have to sell first. But
on the other hand, if you’re not able to install and implement and support
that solution to the client, you’re not going to be selling it for long.
They’re both important.” (The CEO of Firm Alpha)

Alpha is already pre-customized to meet the needs of various industries, such as
house building and mechanical engineering. It consists of quite standardized industry-
specific packages, which all are based on the same core software. Yet these packages
are hardly ever delivered as such, but rather with varying levels of customization de-
pending upon the needs of the customers. Also the customers’ willingness and capabil-
ity to perform these services themselves affect the amount of services that the distribu-
tion channel has to provide. The customizations are increasingly performed by the
channel since not all the customers have the possibility or willingness to put effort in
conducting the customization internally.

“Sometimes the customers are willing to do it. They want to train their
own main user for making adjustments and build [data] libraries and
such. But today it’s pretty much that we make them [adjustments] since
not all have the time or staff for that. Then they’ll buy them as services.”
(The CEO of Firm Alpha)

Even the slogan of Firm Alpha refers to the fact that some customer-specific work is
often included to the deliveries. The firm delivers complete systems more comprehen-
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sive than the standard software, and attempts to serve the development of customers’
core business. The CEO described this as follows:

“Very rarely, very rarely [standardized package is delivered un-
changed]. Well, we do have a standardized package, but very often we
add something as the customers have different needs.”

Alpha has been designed to be easily customizable to the needs of each customer.
The support engineers can develop customized functionality such as modifying or creat-
ing component libraries and material databases to more closely integrate the system to
the needs of customers. As the CEO describes:

“[...] the basic software product has been built in a way that it’s same
for all [...] everybody uses the same program globally. But we can cus-
tomize it for every client. It has been taken into account in the features of
the product.”

Customizations among other implementation services relate to providing solution in-
stead of mere products. The CEO claims that this type of special software is just not
bought online, even though selling is technically possible. The distribution function that
most requires physical customer contact is the sales.

“[...] this business doesn’t work that way, because it’s always related
with selling solutions. There will be a contact [with the customer] in a
way or another.”” (The CEO of Firm Alpha)

Also the implementation services usually take place on-site, from slightly different
reasons than the sales negotiations.

“It’s not a technical barrier [providing services online]. It’s just a little
bit boring for our guys and the customers, if you just sit on the computer
the whole day instead of traveling and doing it face-to-face [...] it’s the
humane aspect and face-to-face you get the service experience way better
[...] the Internet is, even with the cameras and all, quite a cold tool. [...]
but I do think that the use of the Internet will increase [in delivering ser-
vices]. We use it quite a lot and our customers are beginning to get used
to it.”” (The CEO of Firm Alpha)
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Alpha has often required localization when introduced to new markets. According to
the CEO the level of localization requirements depends on the characteristics of the new
market area.

“...When we went to England, we needed to make some changes to the
[data] libraries and the presentation of drawings. But when we went
from England to Australia we didn’t need to do those things anymore
[localize]. We always need to do something, but it depends on the mar-
ket. You don’t always need to translate the language.”

Also quite surprising localization requirements have occurred. When first introduced
on the U.S. market, the font of the text needed to be changed to look like hand-written.
This played no role on the Finnish market, but in the U.S. at that time, it was seen very
important.

Alpha is designed in a way that language localizations can be done easily. There are
language options in the program, but all the translations are not yet made, since they
require the most effort. Also the different industry-specific solutions may require differ-
ent levels of localization work. Especially house building is always local activity as the
desired building designs vary significantly from country to country. This truly requires
knowledge on the local preferences. When localization requirements go beyond lan-
guage, the localization requires more technical knowledge on the software.

“Well, the job [localization] needs to be done. And then comes the ques-
tion of who’s going to do it. In that way it [localization requirements] af-
fects [selecting channels]. A sales buddy is not enough when making a
strict localization; it needs to have the technical competence.” (The CEO
of Firm Alpha)

4.2 Software Beta

Beta is an application for permanent and reliable data erasure. It overwrites the destroy-
able data 7 times with random data, and the erased data cannot be recovered with any
existing technology. A detailed data destruction report is automatically generated, once
the information is erased. Besides being reliable, the software is well differentiated from
other similar products with many value-adding features. Many types of organizations
need this kind of software as they hold confidential or delicate information that must be
erased in a way it can be never restored (Firm Beta’s website 2011).
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Beta is pre-customized to different needs and segments. It can be used to erase data
from mobile phones, PCs and laptops, and data centers. Different variations of the soft-
ware can be used from simple daily data erasure from PCs to more complex server sys-
tems. It has been granted many certificates, such as NATO’s. The public sector such as
governments and defense organizations covers 20 percent of the sales. In the private
sector, Firm Beta serves the needs of banks, insurance and financing companies, and
recyclers of used companies just to name a few.

The main customer segments have been recently defined: 1) large companies, 2) pub-
lic sector, 3) sellers of used computers, and 4) service providers, such as data centers.
Sellers of used computers are an especially important segment, covering roughly half of
the sales. This segment is called ITAD (IT-asset disposition).

Though similar products exist, the market is not yet saturated. The market potential
Is extensive on business markets alone. Beta is not even sold to consumers at this point
despite the possibility. The firm is globally a major player in the field of data erasure,
and has sold millions of software licenses. Usually, one license is per one machine, and
entitles for a single erasure (Firm Beta’s website 2011). These licenses are mostly sold
in bulks to large customers, while small customers are generally ignored.

Firm Beta is the producer of Beta Data Eraser-software. The firm was founded in
Joensuu in 1997. It has experienced rapid international growth ever since its foundation.
Internationalization has been a natural step for this firm as the size of the home market
is minuscule, approximately 500 000 euros. International markets are truly the lifeblood
of Firm Beta as the vast majority of 97 percent of the total sales of is generated abroad.
The firm has expanded abroad rapidly and the Beta Group now consists of two units in
Finland and thirteen abroad. Firm Beta has named its foreign units as international area
offices, which are all except one at least partly owned.

The size of the personnel is over 80, roughly half of them working in Finland. The
CEO believes that the sales will continue to grow at a pace of 30 percent and that the
number of employees will exceed 100 this year. The turnover of Firm Beta was 4.7 mil-
lion and the growth rate near 40 percent more than the year before and the correspond-
ing figures of Beta Group were 7.5 million and almost 40 percent. Firm Beta has been
awarded multiple awards from its innovativeness, growth and rapid internationalization
(Firm Beta’s website 2011).

4.2.1 International distribution channels of Beta

The international operations of Firm Beta began in the late 1990s by exporting from

Finland to the newly-found foreign customers. In the end of the 1990s, the firm started
to build a network of foreign intermediaries in order to respond to the increased interna-
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tional demand. In 2003, the partner network was cut drastically in order to increase the
efficiency of the remaining partnerships as the extensive partner network was difficult
to manage. The model changed to franchise model where some of the remaining part-
ners started to operate under Firm Beta’s name. To increase the control over its distribu-
tion and to commit the channel members to distribute its software, Firm Beta has moved
towards direct channels through direct investments (Nummela & Saarenketo 2011). The
CEO of Firm Beta described the formation of the distribution network along these lines:

Basically it [Firm Beta’s international distribution network] has devel-
oped in such a way that at first we sold straight through resellers — didn’t
work out that well, and tried to sell directly from Finland — had its own
challenges. Then we started these franchising activities and gave Firm
Beta’s name to everybody who wanted to do that [sell Beta]. After that it
developed into — umm — that we started to establish subsidiaries and af-

filiated companies.

The current form of the international distribution network of Beta is illustrated in

Figure 12.

Figure 12 International distribution channels of Beta
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The types of operation modes Firm Beta currently utilizes are principally direct in-
vestment mode and own export mode. Also resellers were utilized actively in the past,
but their role has diminished and they cover only few percent of sales anymore (there-
fore dashed arrows in Figure 12). The main body of the international distribution chan-
nel network currently consists of 13 international units, called area offices. They locate
in Canada, Italy, Spain, the U.S., Mexico, Great Britain, Japan, France, Germany, Aus-
tralia and Sweden.

From these one is a foreign office and the rest are either subsidiaries or affiliates.
These are in most cases established with ex-intermediaries that now operate under Firm
Beta’s name. It is noteworthy to point out that the Finnish employees are a minority
within the group, which consists of 15 different nationalities (Nummela & Saarenketo
2011). Beta still has independent resellers in several countries, but their share of the
total sales is currently less than 1 percent. Also the significance of own export mode is
decreasing since the international area office network expands.

Most of the area offices are subsidiaries with the ownership of 51 percent, though
exceptions exist, such as Sweden’s office with 75 percent and England’s office with 100
percent. In affiliated firms, the ownership is usually around 20 percent. The ownerships
are divided between Firm Beta and the local area office managers, except in one case,
where the co-owner is a firm. The distribution model can be considered as entrepreneur-
ial, though it is not franchising anymore. This kind of an arrangement provides control,
but is less resource-demanding than establishing green field subsidiaries with full own-
erships.

The channel strategy of Firm Beta is to distribute through partly-owned subsidiary
network, sales being exclusive to subsidiaries in their responsibility areas. The number
of levels in the distribution channel structure is currently quite limited. Indirect channels
have been utilized by exporting directly through local intermediaries, but this has de-
creased rapidly as Firm Beta has constructed its own distribution network. The sales
through resellers cover less than a percent of the total sales and are no longer seen as
crucial. Firm Beta has been moving towards direct investment mode for some time by
establishing area offices with either minority or majority shares. A small percentage
comes from the few customers that also resell Beta. Their percentage from the total
sales though is currently few percent.

The aim of Firm Beta is to sell only through a single channel in a particular market
area. The sales are highly exclusive; the parent company directs customers to the local
area offices if they contact the headquarters. Own export mode is used in areas where no
area offices operate. A majority of the area offices provide delivery and promotion, in
addition to sales. Providing everything via one channel in one geographic area is the
aim in the future.



69

The headquarters and area offices are together responsible of the international pro-
motion of Firm Beta. Beta Group’s website constructs an important part of the global
image and provides the contact information of all the area offices.

The distribution functions are mostly performed through online channels, the sales
being an exception. The sales negotiations mostly require the buyer and seller meeting
in person as they are more based on recognizing the needs of the customers rather than
offering same software to all. This is currently considered basically as the only way of
attaining worthy new customers.

[...] we do it face-to-face - in sales we almost always visit the customer.
You’ve got to see the face when you’re making expensive deals [...] you
don’t buy expensive systems from a web store. (The CEO of Firm Beta)

Beta is also sold on a web store. However, this web store is more used for promo-
tional means. Often only single licenses are sold online and online sales do not cover
even 1 percent of the total. The web store is maintained as it provides Firm Beta with
sales leads, i.e. identities of entities potentially interested in buying Beta. As a result the
web store may trigger sales since direct promotion is focused on the leads.

Performing the delivery function of both core software and services is increasingly
an online activity. Both implementation and after-sales services are mainly delivered
through online channels. It has almost completely replaced the conventional delivery.
The respondent defined two main ways of delivering the core software.

[...] one: we send the software from the headquarters to the customer if
it is our direct client. It is either send directly as an e-mail or as an e-
mail link to a FTP-server where the customer downloads the software.
Our area offices use the same method. Or two: that we install it, for ex-
ample, by using a remote connection. (The CEO of Firm Beta)

Sending the software on CD is quite uncommon, but in deliveries to some countries
this still occurs. Nevertheless, this method of delivery is gradually disappearing as the
CEO described vividly:

The age of the CD-ROM shall never return

Firm Beta actively promotes its software to the media by preparing press releases to
the media with ready content for newspapers. This content mostly ends up in online
newspapers, but some even on print. The firm is actively present in direct marketing
fairs and other events, participating to 25-30 events a year.
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The single most important promotion tool is direct contacts to potential customers by
e-mail, telephone and customer visits. Direct marketing is seen more important than
indirect, such as advertising. Firm Beta has also advertised indirectly in the print media,
but cancelled after it was realized that measuring the actual results was very problemat-
ic. Online advertising is seen more traceable and the returns for investments are easy to
estimate.

If you put an ad on a magazine it’s really hard to follow if it brings any
profit. Online you can see it directly. Big old fat companies say that half
of their marketing works; they just don’t know which half. (The CEO of
Firm Beta)

The online visibility of Beta is enhanced by online marketing and search engine mar-
keting and optimization. Also the web store is used as a promotion tool. The Internet’s
role in promotion is seen more significant than the traditional media’s. Tens of thou-
sands of euros every year are invested in search engine marketing alone since ranking
high in search engines is seen as crucial part of promotion. The benefits of online adver-
tising are quite traceable and the returns for investments are easy to estimate.

[...] we invest in that [Internet marketing], and attempt to create demand
through it. We monitor quite accurately how many leads we get, how
long people spend time on our websites, what’s the rebound rate, and
what’s the average time spent on our website. (The CEO of Firm Beta)

4.2.2 Role of Beta’s characteristics in selecting international distribution channels

The specificity of knowledge inherent in Beta seemed to have role in selecting the
international distribution channels. The CEO of Firm Beta stated that the knowledge on
the customer’s business processes is very important for operating with some customer
branches. For example, an extensive share of the turnover generates from the sellers of
used computers, to whom Firm Beta has developed customized branch-specific solu-
tions. The CEO describes their requirements for business process knowledge on their
customers’ industries in a following way:

Absolutely [requires business related knowledge]. The biggest, roughly
half, 48 percent, of our turnover came from the re-users of computers
[...] we’ve customized a really good branch-specific solution for that IT-
AD-segment [IT-asset disposal].
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Firm Beta has customized solutions to other segments as well that are data centers,
large companies, and public sector. For instance, the Dutch public sector uses one certif-
icated process to erase data designed by Firm Beta. Despite its few segments with cus-
tomized solutions, Firm Beta serves the needs of quite a vast variety of different firms
and therefore the business process specificity can be seen as moderate.

Explaining the basic functionality of Beta is easy and the use only takes minutes to
learn. The complexity lies in delivering the product, which has been recently a topic
under discussion in Firm Beta.

Unfortunately we’ve made the delivery and stuff a little too difficult. [...]
So it is really simple to explain [the basic principles], but after that it
goes dirty and muddy. (The CEO of Firm Beta)

The delivery requires specific technical knowledge on the software and thus tech-
nical know-how from the channel members. Hence, resellers are not ideal for delivering
the product, as the successful delivery would require training of the intermediaries or
software that is easier to deliver.

Beta is based both on self-developed technology and common standards. The soft-
ware is based on Linux, on which Beta has built its own user interface. In the U.S.,
where protecting software with patents is possible, Firm Beta has considered of protect-
ing their software. Protecting the technology is not seen as very crucial though, as long
as their brand and such things are protected with intellectual property rights.

The level of productization is dependent upon the services that are required to ac-
company the software delivery. Beta has relatively low service content and only few
services are delivered with the software. Only roughly 5 to 10 percent of income in an
average sales transaction derives from service deliveries. The CEO enlightened their
business model accordingly: on a scale from 0-100, at the other end being project busi-
ness (0) and at the other end fully product-based business (100), they would situate
somewhere near 85. It was clearly stated by the CEO that Firm Beta mainly concen-
trates on developing software:

We don’t go to our customers’ premises to erase data. We are a software
firm.

Nonetheless, Firm Beta provides installation services to implement the software to
customer’s systems, maintenance and support services and regular updates. The installa-
tion is complicated and requires technical knowledge on the software. It is usually con-
ducted through an electronic interface, using remote connection, instead of performing
it on-site.
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The day will come when these [the installations] are simple. Now we are
far away. (The CEO of Firm Beta)

A significant reason the current distribution channel structure is the fact that the suc-
cessful delivery of Beta requires a complex installation process. This has been facilitat-
ing the movement away from independent intermediaries towards direct investment
modes.

We have drifted towards subsidiary model or area office model. It is due
to the fact that this is not a very good product for resellers, because it’s
technically complex to deliver, but the size of the deal is relatively small.
So even if you get a big percentage [commission], it isn’t necessarily
profitable. (The CEO of Firm Beta)

Also the difficulty to add any value adding services to data erasure software products
discouraged intermediaries to distribute Beta.

There isn’t a value adding service that you could combine with data
erasure software. If you sell, let’s say, financial management software,
you can offer user training, other financial management software or cus-
tomizing. (The CEO of Firm Beta)

Especially combined with the complexity of delivery and small transaction size, the
resellers are not provided with enough incentives to distribute the product.

In addition to other implementation services, roughly 90 percent of the product de-
liveries require some customization. However, Beta has been built easily customizable
by developing its own configuration tool to customize the software to each customer.
The CEO called it mass customization, and described it as follows:

“When you buy a car, they are usually built on the same base, on which
they pile up a car that you ordered. We basically got the same base for
everybody and we pile up different kinds of configurations on it. I’d call
it mass customization.”

In addition to mass customizing, Beta is occasionally customized even further by al-
tering the source code of the product. This occurs in approximately 5 to 10 percent of
customer deliveries. As a result, roughly 80 to 85 percent of the software deliveries are
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mass customized, while the rest is sold either non-customized or further customized by
changing the source code.

The source code is usually a bit like a tree trunk, it’s same for all. But
then we make our own branches by modifying the source code, from
which we then deliver own branches to customers. (The CEO of Firm Be-
ta)

Firm Beta have utilized own export mode more in the past, but it made the delivery
of services significantly harder. The own export mode is still used, but its significance is
decreasing all the time. The CEO described the difficulties as follows:

Selling directly from Finland takes you only until a certain point, when
come the practical issues, such as, time difference, language, culture,
and stuff like these. There are lots of challenges on that field.

For instance in Japan, the requirements for product support and technical assistance
are very high, which necessitates local presence. This is especially true for some of the
customer segments.

Yeah, as said our product support in some segments is so intense that we
have had to go for a local salesman and a local supporter. (The CEO of
Firm Beta)

The resellers of used computers require very intensive product support, which place
requirements for the distribution arrangements

When selling from Finland, for example, product support becomes very
difficult and it’s crucial part of the process. If it goes wrong and they (re-
sellers of used computers) receive truckloads of stuff and our products
don’t work, it’s going to be hard for them to call to Finland (from the
West Coast of the U.S.) at noon. Here everybody’s already at home. (The
CEO of Firm Beta)

The localization requirements for new market areas are relatively low. The software
is designed to be easily localizable.

We have made localization easy, in a technical sense | mean. If we want
the Chinese language, we can implement it maybe within a day if some-
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one has translated it first. Getting the translation is usually more de-
manding, though. (The CEO of Firm Beta)

Beta is currently available in 12 languages. In addition to the language localizations,
there are only minor localization requirements, such as time formats. These relatively
low localization requirements did not set heavy constraints on organizing distribution.
Operating with locals makes the language localization easier, but is not necessary.

The lack of localization requirements (i.e. the ease of localization) played a signifi-
cant role in building the international network of intermediaries, as the excerpt from
Firm Beta’s business plan from year 2000 shows (for reference, see Nummela &
Saarenketo 2011).

Due to global need for the data erasure software, Firm Beta considers all
the countries its market. However due to limited resources will concen-
trate to major European (Scandinavia, Germany Great Britain and Ire-
land) and American markets. Because Beta can be localized relatively
easy, Firm Beta will make localized version of product if it can find good
partners for the other markets also.

Due to the intangible nature of the product, the Internet is considered as a natural
channel for delivery. The delivery of the software requires no physical interaction. Also
the most complicated part, installing the software, can be also conducted through re-
mote connection.

The easiness and quickness [are the reasons]. In practice it’s always free
to send. Always when you use some traditional media, somebody must do
something and it costs. [...] Because we can, we do it like that. (The CEO
of Firm Beta)

The transaction size seemed to have role in the distribution. Firstly, the average
transaction size was too small to motivate resellers taking into account the complexity
of the delivery and the lack of suitable value adding services. Secondly, it was too high
for Internet sales. Even though single licenses can be bought online for tens of euros, it
is not what Firm Beta aims to.

We don’t want the small customers. Our segmentation goes in a way that
we don’t concentrate on consumers or SMEs and that’s why we don’t
concentrate on that [selling through the Internet]. Not many buy a large
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amount; let’s say thousands of licenses via the Internet. (The CEO of
Firm Beta)

The CEO wanted to add one more characteristic that played role in organizing inter-
national distribution. This could be referred as the liability of foreignness that means the
hardship of doing business as a foreigner. Though it is not directly software characteris-
tic, the respondent claimed that especially when selling certificated products, the na-
tionality of the seller makes a lot of difference.

[...] and when we certificate our products on different market areas, it
usually leads into that [...] the end-customer wants to buy the product
from a local seller, not from some far away country or else. It’s kind of a
spiritual thing. (The CEO of Firm Beta)

Firm Beta also desires to have control over their distribution network, which inde-
pendent intermediaries do not provide enough.

When we operate through resellers, we got no control over what they’re
doing. They represent other products and focus on Beta just for a small
time. Instead, when we operate through self-owned or partly-owned
channel, we get the controllability and at the same time we get them to
focus solely on Beta. Resellers are always concentrated on many things.
Discipline — control - focus. (The CEO of Firm Beta)

4.3 Cross-case analysis

4.3.1 Comparing the international distribution channels

The international distribution channel structures of Alpha and Beta seemed quite differ-
ent on the surface, but a closer scrutiny revealed many similarities. Table 3 summarizes
the main characteristics of the channels.
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Table 3

Distribution channels structures of Alpha and Beta

Channel structure:

Alpha

Beta

The types of operation
modes

Direct investment
mode: foreign units
with full-ownership
Direct exporting
through VARs and
agents

Direct investment
mode: subsidiaries
and affiliates

Channel strategy

Both indirect and di-
rect channels

Hybrid structures
Quasi-integration in
East Asia

Aim to direct all the
distribution functions
through one channel
Exclusive distribution

Mostly direct chan-
nels

Hybrid structures
Aim to direct all the
distribution functions
through one channel
Exclusive distribution
(used to be more in-
tensive)

Firm Beta relied almost exclusively on direct investment while Firm Alpha utilized
various types of intermediaries along with its direct channels. However, Firm Beta’s
model was not as hierarchical as it appeared since the area office network was actually
only partly owned. Neither of the firms relied solely on hierarchical operation modes
(i.e. fully-owned subsidiaries), although both have foreign units with full ownership.
Firm Beta’s distribution network could be characterized as entrepreneurial, close to
franchising but with significantly more control. Firm Alpha seeks control with a close
cooperation with its VARs. In the future, Firm Beta aims at expanding its area office
network while Firm Alpha seeks for new intermediaries, keeping the option of new sub-
sidiaries or foreign offices open if suitable ones are not found.

Firm Beta has smoothly switched its operation mode by changing resellers to fran-
chisees, and further to area offices. Firm Alpha’s operation modes and channel strate-
gies have been more constant over the years. Constructing the international distribution
networks took place at very different pace in the case firms. Firm Beta built a global
reseller network very rapidly, whereas Firm Alpha had difficulties even in finding few
suitable resellers. The foreign units of both firms were relatively small, employing few
persons.

Both firms relied on short channels. Firm Alpha distributed directly and through its
intermediaries. Firm Beta distributed mainly directly through its area offices. Both case
software products were sold through highly exclusive channels. Sales in a particular
market were exclusive to the channel member operating in that area. In some cases in
both firms, delivery was performed separately from the sales. This was due to the inca-
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pability of the foreign channel members to do this. Both respondents emphasized that in
the future they are aiming at providing all the channel functions through a single chan-
nel in a given market.

Promotion on a global scale was taken care of by the producers. On the local level
channel members took care of the direct promotion, contributing with their local
knowledge. This was often done in cooperation with the producers. Nonetheless, the
duties were always divided in the case firms, and channel did not compete with each
other.

The channel functions were performed in rather analogous manners in both firms.
The ways of performing these functions are summarized in Table 4.

Table 4 Performing the distribution functions in Firm Alpha and Firm Beta

Distribution functions: Firm Alpha Firm Beta
Sales e Always require face- e Mostly require face-
to-face contact to-face contact
e Solution-oriented e Solution oriented
e \Web-store
Delivery e Core software deliv- e Core software deliv-
ered online ered online
e Implementation ser- e All services deliveries
vices mostly provided mostly provided
on-site online
e After-sales mostly
online

Promotion

Web-site promotes also
channel members
Search engines optimi-
zation and advertising
Direct promotion cru-
cial

Events, ads in profes-
sional magazines, own
customer magazine

Web-site promotes
also channel members
Search engines opti-
mization and advertis-
ing

Web-store

Direct promotion cru-
cial

Events, press releases

Both the CEOs strongly emphasized that selling their software require face-to-face

customer contact. This was especially true for Firm Alpha as the respondent emphasized
that the first sales transaction always requires face-to-face negotiations. Firm Beta
sometimes closed deals without on-site meeting and had a web store through which oc-
casional sales of single licenses took place. However, most of the sales deals in Firm
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Beta required customer contact and the web-store was mainly used to support sales by
creating customer leads. Both firms sold solutions rather than mere products, which
required different approach to selling as it requires knowledge on the customers’ busi-
nesses. The starting point was the customer’s problem rather than own product. This
was especially clear in selling Firm Alpha and was clearly stated by the CEO. Firm Beta
on the other hand had a little bit more product-oriented approach.

Firm Alpha could quite easily identify its potential customers whereas Firm Beta’s
potential customer base was more extensive. Alpha was sold to industrial niches and the
corresponding engineering companies. Other types of firms will probably not come up
with a need to use Firm Alpha’s software. Firm Beta’s software on the other hand, could
be sold to all who need reliable data erasure. Potential customer base was very vast, but
currently only few segments were served with industry-specific solutions. After identi-
fying potential customers, both firms approached them with direct contacts. The line
between sales and promotion was often blurry. The CEO of Beta jokingly said that a
customer visit that does not lead to a sale is a promotion visit.

In delivering the case software and the services related to them, Firm Alpha relied
more on on-site deliveries, while Firm Beta conducted almost all deliveries via online
channels. For Firm Beta the decision to deliver conventionally was not a result of tech-
nical barriers, but rather on customers’ conventional preferences. Working with the cus-
tomer was believed to increase the customer experience and to motivate the employees.
Delivering the services also required longer time of involvement with the customers in
the implementation phase, due to the customer training. This may have been another
reason for the on-site deliveries. Anyway, both respondents believed that online chan-
nels and cloud computing will further increase their importance in delivering software
in the future. The change in customer preferences was seen crucial in this development.

Promotion of both case software products was heavily dependent on the visibility on
the Internet. The firms’ web-sites operated as the global images to the customer’s
world-wide in both firms. Neither of the firms utilized customer leads generated through
the Internet in an opportunistic manner disregarding the foreign channel members. On
the web-sites of both firms, the contact information of resellers and subsidiaries were
given. Both firms seemed to avoid channel conflict. Usually channel conflict is not seen
as an issue when using direct channels. However, as Beta’s distribution network was not
fully firm-owned and was in fact highly entrepreneurial, channel conflicts could have
occurred if the parent firm had behaved opportunistically. Both firms had clear goals on
generating traffic to their web-sites. This goal was mainly promoted through search en-
gine optimization and advertising.

Direct promotion by telephone, email and customer visits was seen as crucial in both
firms. Firm Beta did not advertise in magazines, like Firm Alpha, but offered ready ma-
terial for the press. It also used web store innovatively to create customer leads.
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To sum up, both products have been distributed through various distribution chan-
nels. Firm Alpha seemed to rely more on indirect distribution through independent
channel members, whereas Firm Beta was building its own area office network under its
own name. The first was keen on finding new reseller partners, while the latter had
practically abandon its reseller network and more concentrated on direct distribution.
Nevertheless, taking into account that the products were totally different by their func-
tionality, other being a data erasure program and other a CAD-PDM program, their dis-
tribution channels and the ways of performing the distribution functions, were surpris-
ingly similar.

4.3.2 Comparing of the role of characteristics in selecting international distribu-
tion channels

Table 5 summarizes the key characteristics of the case software products and their role
in selecting international distribution channels. It has to be remembered that the
amounts that these products possess particular characteristics are compared to each oth-
er, not software in general. The concepts of functional specificity and technical specific-
ity are compressed in to one term, technical complexity.
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Table 5 Characteristics and their role in selecting international distribution
channels in Firm Alpha and Firm Beta

Characteristic of Alpha/ Characteristic of Beta/
role in organizing the distribution role in organizing the dis-
tribution
Implementation | e Extensive training requirements | o Installation complex
service re- —>Intermediaries need to be -> direct channels
quirements very competent e Weak possibilities to
e Customizations were made ra- add value-adding ser-
ther easy vices
->Still, solutions not sold online -> direct channels
After-sales ser- | ¢ Some support services required | ¢ In some segments very
vice require- high support service
ments requirements
-> N0 OwWn exports
Localization e Very high e Low localization needs
requirements —> using foreign partners, which -> lower requirements
need to have technical for intermediaries
knowledge in addition to local - more flexibility in
knowledge channel selection

The importance | e  Applications really specialized | e Some knowledge need-

of knowledge —->channel members need to be ed on the field

on customers’ experts in the field

businesses —>direct channels

Technical e Very complex e Easytouse

complexity —>Explaining the software re- e Complex to install
quires skilled salespeople -> direct channels

—>Channel members need to be
technically competent

The case software products were both clearly enterprise solutions rather than mere
products, and required some implementation and after sales services. The most crucial
implementation service for Alpha seemed to be the customer training, which took a lot
of time. It was not easy to find intermediaries that knew enough about the industry and
software to provide the training. On the other hand, if an intermediary could be found,
providing training services offered an income source for the resellers. The installation
and customization of Beta seemed to be more complicated than Alpha’s. Both firms
customized their products for each customer, but Firm Alpha’s customers were able to
make the customizations their selves. Firm Beta sometimes even customized on source
code level, which required technical competence and knowledge on the product. One of
the reasons that moved Firm Beta towards direct investment operation mode was that
the installation process was too demanding for intermediaries to perform. Customization
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requirements seemed also to affect the possibility to use the Internet as a sales channel.
As the total offering almost always required some level of customization, it was diffi-
cult to utilize online channels. It could not be known what the kind of customization and
other services the customer needs before familiarization with the situation.

The service requirements clearly played role in selecting the international distribu-
tion channels. When the time difference was substantial and quick customer response
valued, providing the service required presence abroad. Firm Alpha valued more the on-
site provision of services while Firm Beta delivered all services primarily via the Inter-
net.

In the end, both software products were quite equally productized, though Firm Al-
pha received more income from services than Firm Beta, which had products that can be
bought online without any customizations for personal data erasure. However, these
only covered less than a percent of Firm Beta’s turnover, majority consisting of custom-
ized solutions to large organizations.

While Beta was more complex to install, Alpha was much more complex program to
use. It also required much more information on the customers’ industries than Beta.
Actually the whole software was designed from the beginning for these industries. Even
though knowledge on customers’ business processes was important for Firm Beta as
well, this knowledge was rather related to the world of software than to completely dif-
ferent industries. A simple example illustrates this. Firm Beta did not have to know
about warfare when providing solutions to NATO, knowing the specific data erasure
needs of the organization was enough. For Firm Alpha on the contrary, it was crucial to
know what is important in building houses when developing software to customers in
the house building industry. The functionalities of Beta were always tied to the core
business of the customer.

Both software products set high standards for choosing distribution channels. For
Firm Alpha the key characteristics hindering the use of independent intermediaries were
substantial training needs and the high knowledge requirements of customers’ business
processes. Complex localization sets requirements for the technical competence of in-
termediaries, but still favors their use. For Firm Beta these were especially the needs for
installation and customization, which were complicated to perform for outsiders of the
firm. Furthermore, no value adding services could be easily added by the intermediaries,
which discouraged them to invest in learning the skill required for installation. Low
localization needs provided flexibility in channel selection.

In the case of both software products, online sales channels were not utilized even
though the products could have been easily sold and delivered online. The reasons for
that were not of technical nature. Both firms aimed to making large transactions with
each customer and when the price tag for a deal is thousands, purchasing online is hard-
ly the practice.
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Face-to-face contact was still crucial in selling the case software products, even
though everything else from installation to customer service can be conducted online.
All the not-standardized parts of the offering, such as training, customization and instal-
lation needs, hindered the use online sales channels.
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5 CONCLUSIONS

5.1 Theoretical implications

This chapter begins with the synthesis model that aims to find an answer to the main
objective of this study, which was to examine how a business software producer needs
to consider the characteristics of its software product when selecting international dis-
tribution channels. The model is illustrated in Figure 13 and is discussed according to
the sub-objectives and themes of the research.

The results of this study did not reveal any revolutionary contradictions to existing
theories, concepts or earlier research. Contrariwise, the software characteristics and dis-
tribution channels proposed in the theoretical chapter were mostly identified in the case
software products. The causal relationships proposed between software product charac-
teristics and channel arrangements were also mainly reinforced. However, the models
are slightly altered to better correspond business software products.

In Figure 13, the upper part reveals the characteristics that need to be considered
when selecting international distribution channels for business software products. The
thick arrows show what kind of operation modes certain characteristics favor. For ex-
ample, high technical knowledge requirements, intensive implementation requirements
and high knowledge requirements on customers’ industries favor direct investment
mode over direct export mode.

The bottom part of Figure 13 is related to the channel structures. Gabrielsson’s
(1999) model is modified to better depict the channel structures suitable for distributing
business software products. The thin arrows represent the flow of sales, delivery and
promotion, whereas the lines represent the flow of distribution function-related infor-
mation from the producer to the subsidiaries and intermediaries.
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Figure 13
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The first sub-objective was to describe the international distribution channels
suitable for business software products. All the possible channel alternatives are not
shown in this model, only the ones that seemed to be the most suitable for business
software products in the light of this study.

Transferring software-specific knowledge from a producer to foreign channel
members is crucial for performing sales, promotion and delivery efficiently. It came
apparent that the distribution functions do not necessarily flow all the way from the
producer to the customers. In the case of traditional products, this logic seems more
suitable as the producer often sells and delivers its products to its reseller. In the case of
software, this movement does not necessarily take place. The producer rather transfers
knowledge to its channel members to support them in selling, promoting and possibly
delivering the product. When a sale occurs, software is simply downloaded on the Inter-
net and the responsible channel member performs the implementation and after-sales.
The sales revenues are then divided between the producer and channel members. Soft-
ware products are usually not bought in advance by intermediaries nor delivered to
them, and thus, these functions do not flow through the whole channel, only between
customers and intermediaries.

A producer of business software can select from three different operation modes
when distributing abroad: exporting through intermediaries, investing directly to an ex-
isting or green field entity in the target markets, or exporting from the home country.
Direct investments can be divided into two: investments into subsidiaries, when more
than 50 percent of the voting stock of a foreign entity is acquired, and investments into
affiliated firms when this share is less than 50 percent but more than 10 percent. Do-
mestic intermediaries were not utilized by the case firms. This may be since they often
possess no knowledge on the target markets and add an extra level to the channel.

Exporting through intermediaries is seen as a viable alternative because it provides
knowledge on the target market and is less resource constraining than direct invest-
ments. However, it seems that the intermediaries need to be highly committed to the
relationship. Firm Alpha had high requirements for its intermediaries. Similarly, Firm
Beta realized that its relatively loose relationships with its intermediaries were not the
best possible ones, and moved towards tighter cooperation and control. Ultimately, for
both firms, these issues led to direct investments into foreign entities. The cooperation
with intermediaries resembles service channels a lot as the intermediaries provide the
necessary and complementary services, but no actual products is sold to intermediaries.

For rather small software firms, expanding through hierarchical operation modes can
be too resource-constraining. Therefore, it is suggested that producers of business soft-
ware should actively seek for good distribution partners. This does not exclude the pos-
sibility of later developing the relationship and establishing an entity with the partner or
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invest in the existing firm, as Firm Beta did. Switching the operation mode is actually
quite common (Nummela & Saarenketo 2011). Another option that is less-resource de-
manding than hierarchical mode is to establish fully-owned foreign units to support in-
direct channels. It seems that the Internet as an only channel is not a sufficient for dis-
tributing business software products globally from the home country, at least when sales
volume is high, markets distant, and localization needs extensive. Consequently, rapid
internationalization utilizing the Internet as the main channel is not suitable strategy for
most business software products. The Internet can be rather utilized as a complementary
channel. Physical interaction with the customers in sales negotiations appears to be
needed, at least when selling the type of software that is not standardized, but rather
customized to meet the individual needs of customers. It became clear that solutions
cannot be sold online as easily as ‘off-the-shelf’ software products.

A producer’s direct contact with its customers, or at least with the intermediaries
with the customer contact, was considered important in both firms. It is thus assumed
that channels with more than one tier are not suitable for most business software prod-
ucts. Rosenbloom (2004) suggest the same for industrial (B-to-B) products in general.
Depending on the level of their customization they are either distributed through zero-
level or 1%-tier channel structures. Longer channels could be useful in distributing more
productized software.

Intermediaries can be used together with direct channels. Nevertheless, dual distribu-
tion was avoided in the case firms. It is not seen as a very suitable strategy for high-tech
firms, in which distribution through intermediaries often requires close cooperation ra-
ther than competition. Frazier (1999) suggests that channel conflict between direct and
indirect channels may become a major problem. This can be avoided by not using dual
distribution and dividing the responsibility of distribution functions among the channel
members. Moreover, different channel members can sell the same software’s industry-
specific solutions within the same market area if these solutions have clearly dissimilar
customer bases. Otherwise, exclusive or at least selective distribution is recommended
in order to avoid channel conflicts.

Performing the three distribution functions of sales, delivery and promotion were
highly integrated in the case firms, which supports Téahtinen and Parvinen’s (2003)
proposition that these functions are highly incorporated in the software industry. How-
ever, these functions did not always flow through the same channels. Gabrielsson,
Kirpalani and Luostarinen (2002) suggest that in a hybrid channel, the distribution func-
tions are shared by the producer and the channel intermediary; the former usually han-
dles promotion and customer-generation activities, whereas the intermediary is in
charge of sales and delivery. Both firms utilized hybrid channels. The global promotion
and customer generation was performed by the case firms. Beta’s distribution network
was direct so it cannot be called hybrid distribution in the traditional sense. However,



87

the channel strategy was quite similar to hybrid channel strategy; the parent company
was promoting the software on a global scale, while the channel network handled the
promotion locally, in addition to sales and delivery.

The web-sites of the case firms constructed important parts of their global image. As
Albaum, Strandskov and Duerr (2008) suggest, when the website functions as the public
image of a firm, the small size makes less difference. Even though the online promotion
of the parent firms’ web sites generated contacts and offer requests from foreign coun-
tries, these potential customers were redirected to the responsible channel members.

The promotion is mainly conducted through the Internet, but also by attending events
together with local intermediaries. Also traditional advertising was utilized to some ex-
tent, but the benefits of Internet promotion were seen as more traceable. The means of
promotion used in the case firms were generally very similar to the ones suggested by
Tahtinen and Parvinen (2003). Not surprisingly, the visibility on the Internet, especially
on search engines, has increased its importance in software promotion since 2003, and
is considered crucial in promoting business software.

There is a possibility to utilize also a different kind of hybrid channel structure by es-
tablishing a subsidiary to support sales intermediaries such as agents in delivery and
promotion in the target markets. This alternative called quasi-integration was introduced
by Bello and Lohtia (1995), and it often used when the transaction cost pressures are
moderate, as in the case of Firm Alpha that utilized this channel strategy in East Asia.
The quasi-integration channel strategy can be utilized if delivering the software cannot
be handled by the intermediary for some reason. The delivery can then be performed by
the headquarters if the target markets are not distant, after-sales requirements not inten-
sive, and localization requirements not significant. If are, foreign subsidiaries should be
established to support the delivery.

Both case firms are moving towards further integrating delivery and sales, Firm Beta
by investing in subsidiaries and Firm Alpha by seeking for establishing partnerships
with technically competent foreign intermediaries that can perform the delivery.

The findings of this study suggest that the delivery of services is a crucial function
regarding business software distribution. The core product can be easily delivered
online, but delivering services requires more work. There is a possibility to deliver all
the services through online channels, from implementation to after-sales Also soft ser-
vices that have traditionally required physical presence in the market can be provided
from another country. This eases the use of quasi-integrated channel structures because
the headquarters or a subsidiary can deliver the services. However, if the delivery is
handled by the headquarters, it consumes the producers’ time and resources. This can be
avoided by establishing foreign subsidiaries to support intermediaries in distant market
areas, which allows the producer to concentrate on its core business.
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The second and third sub-objectives are discussed together. The sub-objectives were
to: 2) describe the characteristics of business software products that have role in
selecting international distribution channels and 3) to evaluate the role of those
characteristic in selecting international distribution channels. The upper part of
Figure 13 shows the knowledge-and service characteristics specific to business software
and their role in channel selection.

It is claimed that the reproduction costs of software products can be almost nonexist-
ent, which enables significant economies of scale (Choi, Stahl & Whinston 1997; Hoch
et al. 1999). Neither of the case software was productized enough to meet this standard,
which seems to be the case concerning most business software products, due to the high
amount of services. As suggested by Hoch, Roeding, Purkert, Lindner and Mdller
(1999), in enterprise solution business at least some customization is almost certainly
needed in order to implement and integrate the software to suit the customer’s needs.
This suggestion certainly applied to the case software products. In addition to these cus-
tomization services, business software products often require other services as well.
These issues fundamentally separate business software form consumer software and
hinder the utilization of market-based distribution channels and the Internet.

The specificity of knowledge inherent in software is not isolated from the service re-
quirements. For example, technical complexity is closely related to the required level of
implementation services, such as training and installation.

Case-Beta surprised the researcher as he was convinced it was very highly produc-
tized software. In the field of business software, Beta can be considered as relatively
productized, but in comparison with consumer software products this is not the case. On
the surface, the facts gave an image of an ‘off-the-shelf’ software package, as millions
of licenses had been sold through numerous intermediaries and a web store. But by giv-
ing a closer look, this image proved to be false. Actually the number of customers was
very limited, their demands high and specified, and they required the installation of the
software. The importance of web store proved to be miniscule for sales volume and the
intermediaries were continuously getting less significant. The high volume of licenses
sold was mainly due to the fact that the large customers had bought large amounts of
licenses.

This well describes the nature of business software. Even the producers of produc-
tized business software, such as Beta, have limited freedom in selecting international
distribution channels. Cusumano (2004) suggests that manufacturers of productized
software receive more than 60 percent of their revenues from license sales. Applying
this criterion, both case products can be considered as relatively highly productized.

It is suggested in this study that the total customer offering in an international context
comprises of the parts showed in Figure 8. Core software is the foundation on which the
total offering constructs on. In addition to this, industry or segment-specific customiza-
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tions are often needed. Also localization is usually required when introduced to new
markets. Implementation services and customer-specific customizations are needed to
offer solutions to individual customers, and after-sales services to keep customers satis-
fied. The amount of these modifications and services defines the level of productization.
For fully-productized software, only the core software product would be delivered to the
customer. The components of the total offering to foreign customers are shown in Fig-
ure 14.

Figure 14 Components of the total offering of a business software firm
Imple-
Industry or mentation
Core customer . services/ After- Total offering
software [ segment- Localiza- | cystomer sales ser- to foreign
prOdUCt specific tions specific vices customers
customiza- customi-
tions zations
Source: Modified from Ruokonen (2008, 78) on the basis of the empirical data

The case software products were built as easily customizable and localizable from
the beginning as possible. This is also suggested by Varis, Kuivalainen and Saarenketo
(2005). They state that the product should be built in such a way that it can be devel-
oped further and distributed by co-operative methods.

Drawing from the earlier research (e.g. McNaughton 1996; 2002; McNaughton &
Bell 2002), TCA, and the results of this study, asset specificity seems to have indisputa-
ble role in selecting international distribution channels. The basic proposition of the
TCA is that a firm will internalize activities that it is able to perform at lower cost and
will rely on the market for activities, in which other providers have an advantage. If the
knowledge is too specific for external intermediaries to absorb at a reasonable cost, di-
rect investments are favored.

Case-alpha showed that high asset specificity may not directly guide top executives
to select direct channels, but may complicate finding partners so much that own units
are established. Firm Beta instead, has been eliminating intermediaries and moved to-
wards subsidiary network, partly because the delivery is complex and requires invest-
ment in training the intermediaries.

Knowledge transfer costs are transaction costs that include the cost of transmitting
knowledge and the cost of absorbing knowledge (Teece 1977). The question is under
which circumstances the external market is too costly in terms of knowledge transfer
costs. As the CEO of Firm Alpha stated, they need to find the know-how in a way or
another. This led to directly investing in wholly-owned subsidiaries as there was a lack
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of foreign firms that possessed enough knowledge. Firm Alpha also utilized intermedi-
aries in distribution, but these had to possess knowledge on customers’ businesses and
CAD-software, in addition to local markets. This kind of knowledge would probably
have been too costly to transfer.

Saarenketo, Kuivalainen and Jaaskeldinen (2000) suggest that the requirements to
VAR:s are rather high when distributing business software, since the relatively complex
product and rapid technological advancements necessitate expertise in many fields. As a
result, it is not easy to find new companies that are willing and able to become VARs. It
is a real challenge for software producers to build an attractive proposition for the po-
tential partners (Saarenketo et al. 2000). Also McNaughton (2002) states that finding
distribution partners who have both product- and market-specific knowledge, as well as
the ability and interest to support the customers, is not an easy task for a small software
firm. Firm Beta was able to construct a wide network of resellers in a short time to sell
its software, while Firm Alpha was struggling to find even few capable ones. This was
mainly due to the fact that potential intermediaries of Firm Alpha had to possess
knowledge in many fields, regarding customers’ businesses, technology and local mar-
kets. Yet, knowledge transfer costs concerning the installation of Beta discouraged the
use of intermediaries. Transferring the knowledge concerning the installation required
certain efforts from Firm B and the resellers. Investments in such knowledge transfer
could have not paid off as the average transaction size and sales volume were small, and
value adding services were difficult to include into the offering.

Knowledge on the customer’s business processes can be seen as a very important de-
terminant for selecting distribution channels. It is generally supposed that all specialized
products, not only software, are sold through short and exclusive channels (Lewison
1994). This statement seems to fit software as well. Both Alpha and Beta are sold to a
wide variety of industries, and are not in that sense very business process specific or
specialized. But taking a closer look reveals that both are customized to the needs of
various segments and industries, and thus require knowledge on customers’ industries.
In the case of highly business process-specific software, outside firms operating in the
same or related fields of end customers’ businesses can be utilized as intermediaries,
especially if distributing the software does not require technical knowledge.

McNaughton (2002) argues that integrated export modes are generally preferred
since they facilitated protection of knowledge-based assets. At least in these two cases,
proprietary assets did not seem to have significant impact on channel selection as pro-
prietary technological knowledge required no protection from the resellers. Winkler,
Dibbern and Heinzl (2009) ended up with similar results in their study.

Software can be complex in two ways that have bit different affect mechanisms. If
software product complex to use, it requires user training. If the software is complex to
deliver (i.e. customize, localize, install) it requires training the intermediaries. User
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training can actually offer a source of revenue for intermediaries and thus encourages
them to operate as VARs. Complex delivery on the other hand, seems to discourage the
use of intermediaries. Business process specificity and complexity, especially together,
significantly increase the knowledge transfer costs.

The knowledge requirements of software have significant implications for channel
selection. Figure 15 illustrates what types of knowledge foreign channel members
should possess. If all these requirements are very high, the possibility to find channel
members that meet all these requirements is low. Local intermediaries often possess
local knowledge, but often lack the two other types of knowledge. Own personnel, on
the other hand, lack local knowledge.

Figure 15 Knowledge requirements for foreign channel members

Technical knowledge
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Service requirements are generally seen to favor direct channels. McNaughton
(2002) found out that integrated export modes were generally preferred as they provided
high levels of customer service and support. Also Winkler, Dibbern and Heinzl (2009)
found evidence that company-owned channels are chosen if a high share of complemen-
tary services are required along with the introduction in foreign markets. Burgel and
Murray (2000) noticed that the need for after-sales service did not correlate with the use
of direct channels, but all other service requirements did. Based on the results of this
study, it is suggested that high amount of services does not automatically favor integrat-
ed channels. The possibility to add value adding services may actually encourage re-
sellers to sell the product and charge the end-customer of these services. However, if
providing the necessary implementation and after-sales services require high amounts of
knowledge, finding potential intermediaries may be too problematic, and direct channels
are favored.

Ojala and Tyrvdinen (2006) propose that firms who offer semi-standardized enter-
prise solutions in distant markets use more sales subsidiaries as entry modes than other
types. Both case firms of this study have established subsidiaries in the East Asia. They
also point out that in software industry, products itself can very often be delivered
around the world without any significant distribution costs making physical distribution
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insignificant. This was also true for the case software. The service requirements, how-
ever, necessitated presence on foreign markets through intermediaries or integrated op-
eration modes. This was also acknowledged by Ojala and Tyrvdinen (2006). They sug-
gest that in many cases software require an intensive cooperation with customers in pre-
and after-sales phases. If there is a need for quick customer response as in Firm Beta’s
ITAD-sector, there should be a channel member in the same time zone as the customer.
Obviously, this channel member needs to be able to deliver the service.

Earlier empirical research reveals that requirements for customization to customer-
specific needs favor direct channels (McNaughton 1996; Burgel and Murray 2000;
Winkler et al. 2009). It is also suggested that if the customization requirements are high
and the product is complex, the role network management is highlighted, since there are
only few potential intermediaries (Ruokonen et al. 2007). This very much resembles the
Firm Alpha’s situation; complex and customized solution can be distributed through
intermediaries, but finding potential ones and training them can be quite resource con-
straining. These intermediaries are basically partners and a lot of effort is put on making
the relationship work. If the services require very specific knowledge on the software,
integrated modes may be the best way to go to into foreign markets.

Collins (2002) claims that software products are increasingly designed to support in-
ternational conventions, languages, formats and processing from the beginning. This
seems to apply to case software products; both have designed to be easily localizable.
However, it depends on the nature of software how much can be done for the localiza-
tion the early phases. Localization requirements may be hard to predict in advance, be-
fore launching the product on new markets. In some industries business practices are
rather global, but in some, extremely local, house building as an example. Consequent-
ly, Alpha’s localization needs were greater than Beta’s.

Ruokonen, Nummela, Puumalainen and Saarenketo (2002) discovered that standard-
ized software products that do not require localization or localized training can be intro-
duced to many new markets quickly. Firm Beta was able to introduce its software to
new markets at a fast pace due to the lack of extensive localization requirements. Firm
Alpha however, needed to localize its software more than Firm Beta and its channel
members in new market areas had to be technically capable to localize the software,
which decreased the number of potential intermediaries.

Winkler, Dibbern and Heinzl (2009) propose that the requirements for localization
favor market-based entry modes, instead of hierarchical ones. In this study, it is rather
suggested that high localization requirements favor the use of local employees, no mat-
ter whether they work for the producer or an intermediary. If extensive localization is
necessary, own export mode is hard to utilize since it does not provides knowledge on
local conditions.
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Figure 15 is quite complex as it attempts to capture everything that is covered in this
study. Thus, it is reasonable to present the main findings also in summarized written
form. Figure 16 encapsulates the main findings into ten arguments. These arguments
have been already discussed in this chapter and are not further explained.

Figure 16 Main findings of the study

10.

The service- and knowledge characteristics of software should be taken into account
when selecting international distribution channels. Business software often requires
modifications on country, industry or individual customer-level, as well as various ser-
vices to accompany the delivery.

High service requirements and the complexity of software-related knowledge generally
favor integrated channels, or at least selectiveness in choosing intermediaries.

However, a possibility to add own services may encourage outside firms or individuals
to become intermediaries.

Intensive service requirements and localization needs, as well as great time difference to
foreign markets, hinders utilizing own export mode through the Internet.

Transferring software-related knowledge to outside entities and finding competent in-
termediaries may become difficult to carry out especially if performing the distribution
requires both, knowledge on a specific industry and technical software knowledge. In
this case, direct investments in own foreign units may a more viable alternative.

Simple and standardized products with low service content, as well as general applica-
tions used across various industries can be more easily distributed through independent
intermediaries or the Internet.

Involving foreign actors in distribution is especially beneficial if extensive modifications
to local conditions are needed. Low localization needs provide more flexibility in select-
ing channels.

The Internet has a significant role in promotion and delivery but is not solely a sufficient
channel of distribution. Especially sales negotiations require face-to-face contact as the
customer offerings are usually not standardized.

Direct or hybrid distribution strategies seem to suit business software the best.
Exclusive sales responsibilities prohibit channel conflicts. One efficient foreign unit or

intermediary is enough in a single market area, especially in the case of very specialized
products.
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5.2 Managerial recommendations

Since the objective of this study was from a producer’s point of view, and took a very
managerial perspective, most of the managerial insights have been somehow mentioned
in the previous chapter. However, in this chapter, managerial perspective is emphasized
and the main findings are translated into as practical instructions as possible.

On the light of the results, earlier studies, and the theoretical framework, a conclu-
sion could be drawn that it is very important for a software producer to consider the
characteristics of its software when selecting international distribution channels. Some
channels just seem more suitable for software products with certain characteristics. By
carefully evaluating the characteristics of its software product, a producer can avoid
extra costs and lost opportunities caused by unsuitable channel selections.

Consequently, a software producer should always assess the following points. These
recommendations need to be remembered, not necessarily followed, when selecting
distribution channels. Channel selection is always dependent on numerous variables
besides the software characteristics.

As a rule of thumb, the more knowledge-intensive and less standardized a software
product is, the more resources a software producer should be prepared to invest in or-
ganizing international distribution, no matter what kind of operation mode is utilized.
Complex and non-standardized software products are more difficult to distribute
through the Internet and intermediaries. If using foreign intermediaries is yet seen cru-
cial for distribution, a producer should be prepared to invest time and resources in
searching potential intermediaries and training them properly. Switching intermediaries
afterwards may become costly as a lot of time and effort has been sunk in training and
cooperation. If a software product possesses such characteristics that make it difficult to
distribute through cooperative modes, a producer may have to directly invest in its for-
eign distribution channels.

Standardized and non-complex software, with simple localization needs, leaves a
producer with much more freedom in selecting channels, because the requirements for
intermediaries are lower, their training does not take much time, and they are easier to
replace. On the other hand, the more a software product requires localization to foreign
conditions, the more foreign helpful foreign individuals or organizations become when
operating in foreign markets.

A software producer needs to consider the distribution arrangements also from the
intermediaries’ point of view, and assure that its software product provides them with
enough incentives to become distributors. A possibility for intermediaries to include
their own expertise and services into the total customer offering may act as a powerful
incentive. On the other hand, if delivering a software product requires complicated pro-
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cedures that are necessary to perform, outside firms are less likely to be willing to dis-
tribute it.

The problems of dual and intensive distribution were not discussed thoroughly in this
study, but it is assumed that these are not best possible strategies. In the case of highly
specialized software sold to niches, one competent intermediary in a particular market
area is usually enough to cover the markets. Thus, selling same software product
through multiple intermediaries and direct channels in one area simultaneously is not
seen reasonable. Direct and hybrid distribution, on the other hand, can be very suitable
strategies for a business software producer. A producer can promote its software on the
Internet on a global scale, and locally together with local intermediaries, for example,
by attending fairs. Potential customer contacts that a website may generate should be
directed from the headquarters to the respective foreign units or intermediaries, in order
to avoid conflicts between channels. A producer should sell directly to the customers
generated through its website only when its foreign distribution network does not cover
the area where the customer locates. However, different industry-specific customiza-
tions can be distributed through multiple channels in one area, as long as they do not
compete with each other. Cooperation, rather than competition, with channel members
IS seen sensible, since in the case of complex software, new intermediaries are not easily
found.

A software producer should not rely on the Internet as a complete channel of distri-
bution, even though its benefits in promotion and delivery are indisputable. Own export
operation mode through the Internet can be useful in the early stages of internationaliza-
tion, or in foreign areas where sales volumes and localization needs are low. Neverthe-
less, the first international steps of a business software product producer do not neces-
sarily require any kind of direct investments or distribution contracts as the Internet can
be used to overcome national borders. In the long run, however, especially in distant
markets, foreign presence is often needed, which necessitates partnering with independ-
ent intermediaries or direct investments. Otherwise providing the services effectively
may become too difficult.

5.3 Suggestions for further research

This study offers plenty of material for further research since it provides quite wide
frameworks into two issues, distribution channel selection and characteristics of soft-
ware. This study concentrated only on how software’s characteristics need to be consid-
ered in selecting channels. A software product and its characteristics, however, are not
the only factors determining which channels are finally selected. Financial resources,
personal contacts, foreign environment, just to name a few, are also important determi-
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nants. Either of the frameworks provided by this study could be used to research some
other phenomenon, for example, how financial resources of a business software produc-
er affect channel selection, or, how the software characteristics affect the speed of inter-
nationalization.

Due to the lack of resources, a lot could have been done more profoundly. This study
only concentrated only on two cases, and a need for more comprehensive research re-
mains. More cases would probably generate more insights into the phenomenon. Fur-
thermore, this study focused on business software products that were not fully-
productized and contained clear service elements. However, they were productized
enough to be called products, instead of projects. Similar study could be conducted on
more service-oriented firms. It is assumed that these ‘business software projects’ pos-
sess the same characteristics as product firms, but to different extent. Also very highly
productized business software products that are sold practically unmodified to all the
customers would offer an interesting sample. It would be very interesting to compare
the results of such studies with the ones of this study

Distribution was discussed as the channels through which sales, promotion and de-
livery are conducted. These functions are highly connected in the distribution of soft-
ware, and scrutinizing all of them provided a comprehensive picture. Yet, focusing only
one of these functions would have narrowed the scope and could have provided deeper
insights. Furthermore, this study assessed the role of multiple characteristics in channel
selection, but it could be interesting to concentrate only on one specific characteristic
with a larger sample. This could generate deeper insights into this particular characteris-
tic’s role.

This study took producers’ perspective. However, with more resources, more channel
members could have been interviewed, which would have given a more thorough pic-
ture on the topic. This would have revealed also the difficulties in distribution from the
channel members’ point of view. For example, a single case study could be conducted
by interviewing all types of channel members of a single firm, for example agents,
VARs and subsidiaries.

This study concentrated on both, conventional and online channels. However, online
distribution could offer an interesting topic for further research on its own. The field is
constantly evolving, and new business models based on the utilization of the Internet
are increasing their importance rapidly.

To conclude, the internationalization of software is a topic that is generally quite well
researched. Yet, especially qualitative studies on topics similar to this study are required
to deepen our understanding on how to select international distribution channels for
business software, as well as for software in general.
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INTERVIEWS

The CEO of Firm Alpha. Theme interview on the 24th of March in 2011. The interview
was conducted in Firm Alpha’s premises.

The CEO of Firm Beta. Theme interview on the 8th of April in 2011. The interview was
conducted in Firm Beta’s premises.
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APPENDICES

Appendix 1 Research model of Winkler, Dibbern and Heinzl (2009, 4)
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Appendix 2 Topics discussed in the interviews

5&6

Background questions:

e The respondent’s role regarding international distribution

¢ International sales figures

e The development of the international distribution channel structure from the
beginning until today.

e The development of the distribution channels in the future

Theme questions:

Through what kind of structures are the channel functions performed?

e What kind of foreign operation modes have been utilized?
e What kinds of channel strategies have been utilized?

How the channel functions are performed in distribution channels?

e How the sales are performed?
e How the delivery is performed?
e How the promotion is performed?

How specific is the knowledge inherent in software?

e Business processes specificity
e Technical complexity

What is the level of productization?

e Service requirements (Implementation and after-sales)
e Customization requirements
e Localization requirements

Why is the channel structure as such?

o Why these foreign operation modes were selected?
o Why these channel strategies were selected?

Why the channel functions are performed in the current way?

o Why were the sales performed as they were?
o Why was the delivery performed as it was?
o Why was the promotion performed as it was?
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How and why have the characteristics specific to your software affected the chan-
nel structure?

e How and why have the characteristics specific to your software affected
the selection of foreign operation modes?

e How and why have the characteristics specific to your software affected
the selection channel strategies?

How and why has the characteristic specific to your software affected performing
the channel functions?

e How and why have the characteristic specific to your software affected
performing the sales?

e How and why have the characteristic specific to your software affected
performing the delivery?

e How and why have the characteristic specific to your software affected
performing the promotion?



