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ABSTRACT 
 

Brazil’s persistent economic volatility highlights the need for Latin American countries to 

transition from exporting commodities to producing innovative goods and services.  Higher-

income Brazilian regions like the Southeast have been more successful at this shift than the 

Northeast, which remains toward the bottom of the World Bank’s upper-middle-income range.  

The goal of my research is to examine how northeastern Brazil can become a more innovative 

regional economy.  One route is to increase high-potential entrepreneurship in cities like 

Fortaleza, the node linking Brazil to global Internet traffic and the capital of a state that built a 

3,000 km fiber optic network to spur innovation.  I studied the cases of four high-potential 

startups to understand the factors that affect their growth and internationalization in the 

Northeast.  To collect my data, I interviewed the founders of each venture as well as consultants 

and officials who support new firms.  In addition to expected barriers like bureaucracy and low 

foreign language proficiency, I found that the region’s oligarchic society impeded the growth of 

its startups and Brazil’s long history of protectionism hindered their internationalization. 
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CHAPTER 1.  INTRODUCTION 
 
1.1. Motivation 
 
In the first decade of the new millennium, commodity exporting countries in Latin America 

sustained economic growth at levels many had not seen since the debt crisis of the early 1980s.  

For example, on the strength of world demand for its iron ore, petroleum, and farm products, 

Brazil’s gross domestic product (GDP) per capita in current US dollars more than tripled 

between 2001 and 2010 (World Bank, 2016a).  As Table 1 shows, this rise in incomes was the 

largest in percentage terms in Latin America during this period.  However, in the present decade, 

Brazilian GDP per capita in current US dollars has fallen by nearly a quarter, the region’s largest 

reported decline.1  While political factors turned a cyclical downturn in commodity prices into 

the country’s worst slump since the Great Depression, Brazil’s living standards might not 

fluctuate so violently if the economy were less dependent on natural resources. 

How can Brazil reduce its heavy reliance on commodity exports and thus protect its 

citizens from such severe income volatility?  This question is the fundamental driver of my 

study, in which I investigate the local and regional foundations of a middle-income economy’s 

transition to higher-income status.  In Brazil these more micro-level considerations are incredibly 

important because of the wide income gaps between the country’s regions.  According to the 

Brazilian Institute of Geography and Statistics (IBGE, n.d.), in 2012 the Southeast had a GDP 

per capita that was three times greater than that of the Northeast, respectively the country’s 

richest and poorest regions. The implication is that there are vast disparities within Brazil, yet 

researchers and policymakers frequently ignore these important differences by conducting 

national-level studies and proposing uniform federal programs. 

                                                
1 Argentina and Venezuela, which may have had larger percentage drops in their GDPs per capita since 2010, did 
not publish reliable economic data in this period. 
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Table 1.  GDPs per capita (current $000s) of largest Latin American economies 
 

Country 2000 2010 2015 
Increase (decrease) 

2000-10 
Increase (decrease) 

2010-15 
Argentina 7.7 11.2 -- 46% -- 
Brazil 3.7 11.1 8.5 198% (23%) 
Chile 5.2 12.8 13.4 144% 5% 
Colombia 2.5 6.3 6.0 153% (3%) 
Mexico 6.7 8.9 9.0 33% 2% 
Peru 2.0 5.0 6.1 157% 21% 
Venezuela, RB 4.8 13.6 -- 184% -- 
Latin America 
and Caribbean 4.3 9.0 8.1 109% (9%) 

Note: Adapted from World Bank (2016a). 
 

For example, consider two theoretical ways that Brazil could increase its GDP per capita 

beyond the World Bank’s (2016b) high-income country cutoff.  Keeping everything else 

constant, one is to increase prosperity in high-income regions like the Southeast, while the other 

is to raise incomes in the Northeast and other regions at the bottom of the upper-middle-income 

bracket.  Both would transform Brazil into a higher-income economy in the aggregate sense but 

the former is blind to the gaps within the country and would worsen already-severe inequalities.  

Though simplistic – any realistic path to such a status will lie between those two extremes – this 

thought experiment nonetheless motivates me to study how to raise the Northeast’s middle-

income living standards to a high-income level. 

 
1.2. Northeastern economy and Fortaleza 
 
In order for a country to do so, Porter, Sachs, and McArthur (2002) and Hausmann, Hwang, and 

Rodrik (2007) argued that its economy must produce and export more innovative goods and 

services.  Assuming this claim also holds for a subnational region, then an important goal of my 

study is to examine how the Northeast can increase its economic sophistication, which would 

generate higher incomes in the region.  Fontenele and Melo (2010) reported that just 23 types of 
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primary and low-technology products accounted for 90 percent of the Northeast’s exports in 

2008.  Half of that year’s exports were raw materials, while more advanced products like 

automobile parts accounted for just three percent of the total. 

Fortaleza, the capital of Ceará state and one of the largest metropolitan regions in the 

Northeast, would be a focus of any effort to transition the region’s economy into more innovative 

activities.  It already received such attention in the mid-twentieth century, when the federal 

government attempted to boost economic growth across the country.  In 1959 it established the 

Northeast Development Superintendence (Sudene) to bring modern industries to the drought-

prone agricultural region.  Nonetheless, Paiva (2012) noted that mainly textile and shoe factories 

moved to Fortaleza because it lacked the infrastructure to support more advanced manufacturing. 

This industrial structure continues at least in part today, as the Ceará Economic Research 

and Strategy Institute (IPECE, 2013) found that over a quarter of the state’s exports in 2012 was 

footwear.  This persistence is likely due to very low levels of human capital.  Wilson and 

Svajlenka (2012) note that only eleven percent of residents of the Fortaleza metropolitan area 

held a college degree, the second lowest rate among Brazil’s thirteen major cities.2  Thus it may 

be difficult for more innovative industries to adequately skilled labor in the region. 

 
1.3. Ceará Digital Belt 
 
Nonetheless, the government of Ceará has made efforts in recent years to jumpstart the transition 

away from dependence on raw materials and low-technology exports.  As Figure 1 illustrates, 

Fortaleza is the node that links Brazil to the global network of submarine fiber optic cables 

(TeleGeography, 2016).  Building off of this strategic location, in 2011 the state completed the 

3,000 kilometer Ceará Digital Belt (CDC) to connect each of its municipalities to high-speed   

                                                
2 The lowest rate is in Manaus, in the Brazilian Amazon, where it is just ten percent. 
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Figure 1.  Map of submarine cables to Brazil 

 
Note: Submarine Cable Map © PriMetrica, Inc. (http://submarinecablemap.com/). CC BY-NC-ND 3.0 
 
Figure 2.  Map of Ceará Digital Belt 
 

 
Note: Adapted from Empresa de Tecnologia da Informação do Ceará (2016). 
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broadband Internet, which is shown in Figure 2 (Ximenes, 2016).  The governor of Ceará during 

its construction described the CDC’s purpose as twofold: to provide state and local governments 

with tools to better serve their constituents, and to give residents the opportunity to create 

innovative firms they would not previously have been able to start (Gomes, 2009). 

Therefore, the existence of the CDC provides a unique opportunity to study how a 

middle-income regional economy might become a higher-income one through the expansion of 

innovative activity.  In this case, the sudden availability of broadband access would suggest that 

Internet startups, or technology ventures whose business models allow them to grow rapidly, 

might become an important part of the economy in Ceará.  The Brazilian Association of Startups 

(ABStartups, 2016) counts 68 members in the state, or about two percent of the nearly 3,300 

registered startups in Brazil.  AngelList (2016), a database of investors and startups, contains 

information on 22 new ventures from Ceará, and Start-Up Brasil (2016), the national startup 

accelerator program, has worked with two firms from the state out of a total of nearly 200 

nationwide.3  These numbers seem small, although without data to compare them with from 

before the CDC, it is difficult to empirically assess the effect of the network on startup activity. 

However, it could be that this approach to increasing the number of startups in Ceará only 

addresses one constraint on their growth.  There may be other characteristics of the region that 

prevent entrepreneurs from establishing innovative firms.  Thus the goal of my study is to 

document the barriers to and catalysts of startup growth in Brazil’s Northeast.  Similarly, because 

information goods can reach anyone with an Internet connection, my study will also examine the 

factors that affect the internationalization of startups in the region.  With a better grasp of such 

dynamics, we can begin to understand why these firms contribute little to Ceará’s export basket. 

                                                
3 ABStartups does not disclose how it defines a startup.  Start-Up Brasil (2016) only works with technology and 
Internet firms created within the previous four years. 
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1.4. Present study 
 
I investigate these issues by conducting a qualitative case study of several Internet and 

technology startups in Fortaleza.  Given the low number of and lack of data regarding such firms 

in northeastern Brazil, it would have been difficult to conduct statistical analyses of their 

experiences.  In addition, the complex and often subjective nature of entrepreneurship makes 

qualitative techniques like interviews an ideal data collection process to answer such questions.  

Therefore, I interviewed four technology entrepreneurs from Fortaleza – three who had recently 

founded startups and one whose firm had matured – as well as two consultants and two officials 

responsible for assisting startups in their growth and internationalization.  I conducted these 

interviews between June and August 2014 while in Fortaleza. 

I found that important barriers to growth for startups in northeastern Brazil were 

bureaucracy and a lack of investors, while the high human capital of the region’s university 

graduates was a catalyst of their growth.  However, it seemed that incubators and state 

innovation programs did not have a significant effect on startups.  Although I did not ask any 

questions about this topic, several interviewees brought up what I call the oligarchic society of 

northeastern Brazil, which acted as a barrier to their startups’ growth.  This finding is arguably 

the most interesting contribution of my study, as there is little mention of social structures in the 

literature regarding startups and technology entrepreneurship. 

In the internationalization of these startups, I found that bureaucracy and a lack of 

proficiency in foreign languages, especially English, were significant barriers.  As with their 

growth, it appeared that the government and incubators had a negligible effect on a startup’s 

decision to serve customers abroad.  An unexpected finding was that a culture of focusing only 

on the large and protected domestic market, even among Internet and technology firms, kept 
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startups from serving customers abroad.  The extant literature on international entrepreneurship 

does not yet discuss this barrier, making it another key contribution of my study. 

The remainder of my thesis is organized as follows.  Chapter 2 reviews the relevant 

literature and presents the gaps that I attempt to fill with my research.  I also develop my 

research questions and present my hypotheses.  Chapter 3 describes the justification for and 

details of the qualitative methodology I used in my study.  Chapter 4 presents the findings of my 

research.  Chapter 5 discusses these findings, offers a new framework for analyzing 

entrepreneurship in developing economies, and concludes with directions for future study. 
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CHAPTER 2.  LITERATURE REVIEW 
 
2.1. Introduction 
 
In this chapter I establish the theoretical foundation for researching high-potential 

entrepreneurship in a developing region like northeastern Brazil.  My goals are to propose an 

explanation for the divergence in standards of living between Latin America and East Asia, and 

to offer a path toward convergence grounded in economic theory: namely, technological 

advancement by innovative firms.  I also explain the research questions that drive my study of 

startups in the Northeast. 

I begin with a review of trade and industrial policy in Latin America from the end of the 

nineteenth century to the present.  Then I discuss theories of trade and economic growth and 

their lessons for Latin America.  Additionally, I compare the region’s development path with that 

of the generally more outward-focused and productive East Asian Tigers.  For the rest of the 

chapter, I focus on high-potential entrepreneurship.  My argument is that it is a key driver of 

innovation and thus economic growth, yet there has been insufficient study of this topic in 

developing countries, especially in Latin America.  I conclude with my research questions and 

the hypotheses I develop using traditional small- and medium-sized enterprises in emerging 

economies as an approximation for startups. 

 
2.2. Trade and industrial policy in Latin America, 1890-1980s 
 
2.2.1. Conventional narrative 
 
Most accounts of the history of trade and industrial policy in Latin America typically present the 

region’s economies as open and export-oriented until the adoption of import-substitution 

industrialization (ISI) policies in the 1930s.  The prevailing narrative asserts that Latin American 

countries were largely preindustrial and agricultural before this inflection point, and their main 
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activity was supplying the world economy with food and raw materials (Prebisch, 1950).  

According to this view, Latin American economies adhered to the framework of comparative 

advantage set out in Ricardo (1817): they maximized their incomes by selling what they could 

produce most efficiently in relation to other countries.  As Heckscher (1919) and Ohlin (1933) 

theorized, the region would produce primary products due to its endowment of minerals and 

fertile land, and trade them for manufactured goods from industrial countries.  Thus the prevalent 

thought was that Latin America did not need to industrialize in order to gain from trade. 

This view also contends that along with the United States and Western Europe, Latin 

America abandoned the open model of trade in the interwar period because policymakers 

realized how detrimental it was for the region.  Indeed, one strand of this literature claims that 

only when Latin America isolated itself from the rest of the world economy did it experience 

autonomous growth (Gunder Frank, 1970).  Underpinning this view is the Prebisch-Singer 

hypothesis, the idea that the prices of raw materials consistently decline relative to those of 

manufactured goods.  Prebisch argued that workers in developed countries resist wage decreases 

during recessions, so firms instead put pressure on the prices of raw materials from commodity-

exporting countries.  Singer (1950) also highlighted the role of increasing productivity in 

reducing the demand for primary products. 

Regardless of its origins, the implication of this deterioration in the terms of trade for 

Latin American economies was that the gap between their per capita incomes and those of the 

industrial countries continued to increase.  Therefore, the established narrative continues, Latin 

American policymakers adopted ISI policies at Prebisch’s behest and held onto them until the 

1980s.  Prebisch (1959) argued that the substitution of domestic industrial production for 

imported manufactures would correct the deterioration in terms of trade.  In order to achieve this 
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substitution, he advocated a policy of tariffs on imports or subsidies to firms in order to shift 

consumption from foreign goods to domestically produced ones.  As such, only three Latin 

American countries joined the General Agreement on Tariffs and Trade (GATT) at its creation in 

1947 (Bulmer-Thomas, 2008). 

 
2.2.2. Revised narrative 
 
A new branch of the literature has recently emerged that challenges this view of trade and 

industrial policy in Latin America.  Haber (2008) disputes the notion that the region’s economies 

were preindustrial before 1930.  He documents the rapid growth of industries related to the 

export sector in Mexico, Brazil, Argentina, and Chile before World War I, though these firms 

were small compared to American and Western European competitors.  Coatsworth and 

Williamson (2002) also demonstrate that tariffs in the region were some of the highest in the 

world in the late nineteenth century, well before the supposed beginning of ISI policies.  Thus 

the revised history characterizes Prebisch’s arguments for these measures as ex post 

justifications, not their ideological foundations. 

This narrative also holds that policymakers in the region applied tariffs to protect political 

insiders, not to promote the development of industry in general.  For example, Márquez Colín 

(2003) argues that Mexican industries with ties to the regime of Porfirio Díaz overwhelmingly 

benefitted from tariff protection after 1905.  Similarly, an Argentine senator in 1893 described 

the legislative body as “besieged by the industrialists” seeking protection for their industries 

(Rocchi, 1997).  Haber notes that organized labor also lobbied for increasing tariffs after World 

War II in order to protect unionized jobs and the steady flow of membership dues.  These 

examples support the claim that barriers to trade in Latin America arose haphazardly to benefit 

political clients rather than as part of a grand strategy inspired by the Prebisch-Singer hypothesis. 
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2.3. Crisis and reform, 1980s to the present 
 
2.3.1. Washington Consensus 
 
In such a clientelistic environment, the outcome of these policies was inefficient industries and 

distorted economies as the productivity of protected firms grew very little.  Reynolds (1970) 

showed that after accounting for the growth of labor and capital in Mexican industry, its output 

increased by only 0.2 percent annually in the 1940s and 0.7 percent per year in the 1950s.  Haber 

(2008) contends that this inefficiency derived from industrial technology poorly suited to the 

smaller markets of Latin America: firms produced less output than in the United States or 

Western Europe either by using less efficient technologies at full capacity or highly efficient 

technologies at low capacity.  Both strategies resulted in production at lower quality and greater 

unit cost than elsewhere, so the region exported little and did not generate enough foreign 

exchange to service its debts (Bulmer-Thomas, 2008). 

When global financial conditions precipitated the 1982 Latin American debt crisis, the 

majority of countries in the region had to abandon interventionist and protectionist policies.  The 

International Monetary Fund (IMF) and other international financial institutions (IFIs) offered 

loans to countries in the region as long as they reformed their economies in line with the so-

called Washington Consensus.  Williamson (1990) argued that it reflected the agreement of IFIs 

and the United States government on how Latin American countries should “[set] their houses in 

order” (para. 1).  In broad terms, this paradigm promoted deficit reduction, privatization, 

deregulation and the liberalization of foreign direct investment, exchange rates, and trade 

(Williamson, 2004).  However, its proponents rarely agreed on the specifics of a reform package. 

In Latin America and other developing economies, a vociferous backlash against this 

paradigm quickly emerged.  Many of the countries that adopted such reforms experienced severe 
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contractions.  Naím (2000) pointed out that as a result of rapid liberalization, financial crises 

erupted in several Latin American countries and quickly spread to neighbors.  For North, Wallis, 

Webb, and Weingast (2013), the lesson to draw from the Washington Consensus paradigm is that 

its policy prescriptions “ignored the logic of [developing countries, so] they often fail to produce 

development and sometimes exacerbate the problems” they attempt to remedy (p. 328). 

 
2.3.2. Reemergence of state intervention 
 
If economic policy in Latin America relied excessively on the state before 1982 and too heavily 

on markets over the next twenty years, then Ban (2013) argues that the prevailing paradigm since 

2000 has been a hybrid of the two.  For example, the author argues that Brazil mixed liberalizing 

policies with those drawing from traditional developmentalism.  In his analysis, Brazil increased 

its openness to trade but also supported firms seeking to take advantage of economies of scale 

and adopt new technologies.  Hausmann and Rodrik (2003) argue that this paradigm can succeed 

in generating growth as long as a government ends support for what turn out to be unproductive 

firms.  Brixiova (2013) agrees: subsidies can lead to better outcomes in poor business climates if 

policymakers enact reforms and then end the subsidies.  However, the recent political and 

economic instability in Brazil suggest that its government failed to take such measures. 

 
2.4. Trade and growth 
 
2.4.1. New economic theories 
 
The focus on economies of scale, technological change, and productivity has its roots in the 

economics literature that emerged around the time of Latin America’s ‘lost decade’.  Krugman 

(1979) developed a new theory of international trade that downplayed comparative advantage 

and argued that economies of scale within firms drove the volume of trade between countries.  If 
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production greater than domestic demand lowered a firm’s costs per unit, then having access to 

additional markets would allow the firm to exploit these scale economies.  Krugman (1981) also 

argued that economies of scale within firms cause the country to specialize in a certain part of 

the industry, not all of it.  This theory helps to explain why much of world trade is between firms 

in different areas of the same industry rather than countries specializing in different industries. 

Another important development in the economics literature from this period was a new 

growth theory.  Building upon the framework of Solow (1956), Romer (1990) held that 

technological change, or “improvement in the instructions for mixing together raw materials,” is 

the fundamental driver of economic growth (p. 72).  His contribution was to model technological 

change as a result of a firm’s profit motive.  In essence, because an innovative firm in a well-

functioning market can charge higher prices for its products, it has an incentive to pursue 

technological change.  Aghion, Harris, Howitt, and Vickers (2001) added industry dynamics to 

this model to explain the desire of firms to escape competition through innovation.  As such, 

competition is vital to incentivize firms to generate technological change. 

Romer also argued that workers with high human capital generate technological change 

through research.  Therefore, it is the human capital of a labor force, and not simply the quantity 

of laborers or consumers, that is important.  Cross-country evidence from Barro (1991) and 

Mankiw, Romer, and Weil (1992) suggests that this variable has a highly significant impact on 

economic growth.  Because knowledge can spread within and between firms, the policy 

implication for a developing country with low levels of human capital is that it should connect 

itself through trade and production chains to high human capital economies. 

Melitz (2003) contributed further to the theory of the relationship between trade and 

growth.  His model predicts that in an industry exposed to trade, more productive firms will 
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export while less productive ones will exit in a process that reallocates profits and increases 

efficiency.  The logic is that trade increases both market size and competition: productive firms 

have the profits to overcome the sunk costs of exporting to other markets while foreign entrants 

overwhelm unproductive domestic firms.  Roberts and Tybout (1997) found empirical evidence 

for the importance of these costs in the decisions of Colombian manufacturers to export. 

 
2.4.2. Comparison of Latin America and East Asia 
 
Given these insights about scale economies, technological change, and productivity, Latin 

America’s twentieth century pursuit of industrialization through an inward focus may have been 

counterproductive.  It appears that industrial policy relying solely on domestic markets to drive 

growth prevented Latin American firms from achieving economies of scale.  In addition, the 

region’s aversion to foreign competition kept it from benefitting from the knowledge spillovers, 

productivity gains, and innovation that Romer, Aghion et al., and Melitz described. 

In this sense, a comparison with East Asia is instructive.  De la Torre, Didier, and Pinat 

(2014) note the convergence since the 1980s in the per capita incomes of Hong Kong, Singapore, 

South Korea, and Taiwan (the East Asian Tigers) with that of the United States, while living 

standards in Latin America declined in this period relative to these countries.  The authors 

attribute the divergent fortunes of these regions to their different growth strategies.  Instead of 

Latin America’s domestic demand model, they argue that the East Asian Tigers began to pursue 

external demand-driven growth in the 1970s that eventually led to integration into global supply 

chains.  As the new trade and growth literature predicted, the result was greater intra-industry 

trade, which likely led to technology spillovers and thus faster growth. 

While Latin America has experienced substantial export-led growth since 2000, it is 

important to note that these exports were largely low-technology agricultural and mineral 
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commodities, not the more sophisticated manufactures that the East Asian Tigers produced.  To 

illustrate this point, Canuto, Cavallari, and Reis (2013) calculate that between 2000 and 2010, 

Brazil increased its specialization in commodities and primary products at the expense of 

medium- and high-technology exports.  Unsurprisingly, as global demand for commodities has 

slowed, growth in commodity-exporting countries like Brazil has slowed as well. 

Hausmann, Hwang, and Rodrik (2007) argue that economies exporting complex goods 

rather than primary products grow more sustainably in the long run.  Therefore, the authors 

contend that entrepreneurs the key to diversifying an economy away from commodities and 

eventually achieving convergence is for entrepreneurs to produce more advanced goods and 

services.  Similarly, Porter, Sachs, and McArthur (2002) posit that after reaching middle-income 

status, economies must transition to innovation for their development to continue. 

 
2.5. High-potential entrepreneurship 
 
2.5.1. Driving innovation 
 
If the above claims about economic convergence are correct, then a focus of economic policy in 

Latin America’s mostly middle-income economies should be to encourage innovation.  One 

important vehicle of innovation is entrepreneurship, or the entry of new firms into an industry, 

though new firms are not its only conduits (Wennekers & Thurik, 1999).  Nonetheless, empirical 

evidence suggests that entrepreneurship is an important explanatory variable of the level of 

innovation in an economy.  For example, Acs and Audretsch (1988) established that small firms, 

which are generally newer entrants, produce a greater share of innovations than large firms. 

In macroeconomic terms, Audretsch and Thurik (2001) found that increased 

entrepreneurship, as measured by the number of business owners as a percentage of the labor 

force, resulted in increased economic growth.  In addition, Galindo and Méndez-Picazo (2013) 
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find that there exists a positive relationship between entrepreneurship and innovation, remarking 

that “entrepreneurship plays an important role in … introducing new production forms and 

destroying existing structures” (p. 507).  In this statement, the authors reference the formal 

model of creative destruction of Aghion and Howitt (1992), based on Schumpeter (1942). 

However, it is evident that most new or small firms do not contribute significantly to 

economic growth.  Using Global Entrepreneurship Monitor (GEM) data, Wong, Ho, and Autio 

(2005) argued that only ‘high potential’ entrepreneurial activity could explain differences in 

growth rates across countries.  According to the GEM report by Reynolds, Bygrave, Autio, Cox, 

and Hay (2002), such ventures are ones that use new technologies, create new market niches, 

export goods and services, and expect to hire employees. Despite the importance of startups for 

technological change, Wong et al. (2005) noted a lack of research on what determines their 

success, such as founder characteristics, business environments, and development paths. 

 
2.5.2. In developing countries 
 
2.5.2.1. Need for research on growth 
 
Studies from the past decade have begun to fill some of this gap, though Calá, Arauzo-Carod, 

and Manjón-Antolín (2015) argue that this body of research focuses too heavily on North 

America, Western Europe, and Japan.  The omission of the developing world seems glaring: the 

authors note considerably lower levels of new firm entry in poorer countries, suggesting that 

determinants of entrepreneurship vary across regions, countries, and levels of development.  

Similarly, Bruton, Ahlstrom, and Obloj (2008) lament the lack of research on this topic in Latin 

America and its largest economy, Brazil.  They also found little discussion of the effect of social 

factors on entrepreneurship.  Additionally, Park and Bae (2004) noted the lack of research on the 

growth of young firms in developing economies and on how these strategies differ from those of 
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new ventures in developed ones.  Though South Korea has become a high-income country in the 

past two decades, these findings offer a base for analyzing startups in non-Western economies. 

Hall and Soskice (2001) studied startups and innovation using their ‘varieties of 

capitalism’ framework, but they simply compared English-speaking ‘liberal market economies’ 

world to ‘coordinated market economies’ in Europe and Japan.  They theorized that with each 

group’s institutional structures, the former are better at radical innovations while the latter would 

specialize in incremental progress.  Yet mixed empirical evidence from Akkermans, Castaldi, 

and Los (2009) suggests that this prediction holds only in certain industries and with regard to 

certain types of innovations.  Schneider and Paunescu (2012) also suggest that the ‘varieties of 

capitalism’ approach lacks the nuance to adequately describe developing economies. 

Another criticism of studies of new firms in these countries is that they often fail to 

distinguish between ‘high potential’ and other types of entrepreneurship.   The majority of this 

research examines the growth of all small- and medium-sized enterprises (SMEs).  This broad 

focus is unsurprising given that only a tiny fraction of new firms qualifies as ‘high potential’ 

under the Wong et al. (2005) definition, making it difficult to conduct quantitative studies of 

their growth.  Therefore, a qualitative case study of new ventures in a developing country could 

begin to fill this gap.  Such research would be in the vein of Mingo (2013), who describes the 

development of two Brazilian biotechnology startups affiliated with a large conglomerate. 

 
2.5.2.2. Need for research on internationalization 
 
The importance of human capital, competition, and exporting for new firm growth confirms the 

previously discussed insights of Krugman, Romer, Aghion et al., and Melitz.  However, Kantis 

(2005) noted how much less common it is for new ventures Latin America to export than for 

firms in other regions, especially East Asia.  This stark difference raises the question as to why 
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new Latin American firms do not pursue growth through exporting as frequently as their 

overseas peers.  Therefore, an analysis of the determinants of startup internationalization in 

developing countries could help to explain why Latin America lags behind in this respect. 

However, just as there is little research on the growth of high-potential startups in 

developing countries, there are few studies of their internationalization as well.  Several literature 

reviews list the most pressing research needs in international entrepreneurship.  Zahra and 

George (2002) highlighted various facets of the process that scholars should examine further.  

Those relevant to developing economies include: the identification and exploitation of 

opportunities in foreign countries, the shared characteristics of internationalized startups, and the 

institutional and regulatory environments from which they emerge. 

Similarly, Kiss, Danis, and Cavusgil (2012) note that even in articles on entrepreneurship 

in developing countries, many authors “did not provide adequate accounts of the historical, 

cultural, economic, social, or institutional contexts” in which startups operate (p. 279).  They 

encourage researchers to study entrepreneurship in Latin America instead of continuing to focus 

just on China and Eastern Europe.  The authors also point out that there is little known about 

how entrepreneurs connect and leverage networks in developing countries, and how the value of 

their social capital might change depending on context. 

The authors also describe the field as relatively new, as 40 percent of the articles 

reviewed were published in the previous three years.  Additionally, they underscore our 

incomplete understanding of “the methods entrepreneurs in these regions use to overcome not 

just economic hardship but also institutional, political, and cultural barriers,” and what those 

barriers are (Kiss et al., 2012, p. 269).  To address this issue, Fillis (2007) called for researchers 

to add depth to their studies by focusing on the biographies of international entrepreneurs to 
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capture an entrepreneur’s “mood, feeling, thoughts, and motivations in decision making and … 

creativity” (p. 131).  These subjective aspects of the international entrepreneurship process are 

vital for understanding startups in developing countries. 

 
2.6. Research questions and hypotheses 
 
2.6.1. What are the determinants of growth for high-potential startups in northeastern 

Brazil? 
 
2.6.1.1. SME growth in developing countries 
 
Despite the general focus of entrepreneurship research in emerging economies, there are likely 

common factors that affect the growth of startups and more traditional SMEs.  Two frequently 

cited determinants of their growth are tax rates and access to finance.  Djankov, Ganser, 

McLiesh, Ramalho, and Shleifer (2010) argue that higher effective tax rates significantly reduce 

average entry rates.  Beck and Demirgüç-Kunt (2006) noted that small firms in developing 

countries often rely on informal sources of finance because they cannot obtain credit from banks. 

A new strand of the literature examines the relationship between infrastructure and 

entrepreneurship.  Audretsch, Heger, and Veith (2015) argue that the connectivity effects of 

infrastructure, especially broadband Internet, are important in promoting technological 

entrepreneurship in a region.  Castellacci (2015) concurs with this result.  The author finds a 

positive relationship between a high-speed Internet connection and the innovativeness of Latin 

American manufacturing firms.  The likely mechanism for this effect is human capital: as Romer 

(1990) argued, linkages to the global economy allow for technology spillovers and for smart 

entrepreneurs to leverage their knowledge in a wider market. 

Nichter and Goldmark (2009) agreed that finance and infrastructure are necessary but 

insufficient conditions for growth: simply having the ability to expand does not mean that 
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demand exists to support expansion.  They argued that in an environment of market failure 

typical of developing economies, social networks are vital to overcome obstacles like transaction 

costs.  In this vein, Pangarkar and Wu (2013) analyze how strategic alliances affect the 

performance of high-technology startups in Singapore, a highly developed non-Western 

economy.  The authors find a significant positive link between the number of alliances and 

startup performance, though it may become insignificant or even negative if maintaining these 

relationships taxes an entrepreneur’s management abilities. 

This finding implies that governments could play a positive role in startup growth by 

creating programs that help to relieve the burden on entrepreneurs of forming alliances.  

Schoonjans, Van Cauwenberge, and Vander Bauwhede (2013) evaluate the impact of a 

government-supported program that allows Flemish entrepreneurs network with managers of 

other SMEs and large firms.  Though participation has no effect on employment growth, the 

authors find a positive link with higher net assets and value-added growth.  Therefore, the impact 

of a networking program for entrepreneurs in an advanced economy like Belgium’s suggests that 

a similar initiative could be at least as important, if not more so, in a Latin American economy. 

Nonetheless, Aidis, Estrin, and Mickiewicz (2008) found that the importance of networks 

for entrepreneurial success in Russia can also create a substantial barrier to entry for outsiders.  

Specifically, a new Russian entrepreneur is much less likely than an existing business owner to 

start a second venture after the first attempt fails.  This result implies that entrepreneurs have 

little hope of success without contacts in the state bureaucracy or established business networks.  

While Aidis et al.’s (2008) finding is concerning, it may be that this phenomenon is specific to 

Russia because of its unique history and institutions.  For example, the authors examined the 

same data for Poland and could not establish a similar relationship. 
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There is also empirical evidence that the Flemish experience may be a more appropriate 

model for Latin American entrepreneurs.  Mingo (2013) and Castellacci (2015) find that new 

ventures in Latin America affiliated with large business groups are more likely to succeed 

because they could leverage their networks and reputations.  Federico, Rabetino, and Kantis 

(2012) argue that because of high transaction costs that arise as a result of the region’s 

notoriously imperfect markets, network size has a significant effect on the growth of young 

firms.  The authors also report that education, entrepreneurial experience, competing against 

large firms, and exporting positively affect the growth of new Latin American firms. 

 
2.6.1.2. Hypothesis 

Given such findings, my hypothesis as to determinants of growth for high-potential new firms is: 

(1) Barriers to growth for high-potential startups in northeastern Brazil are taxes and 

regulation, a lack of access to finance, and low levels of human capital. 

(2) Catalysts are incubators and state programs promoting innovation and networking. 

 
2.6.2. What are the determinants of internationalization for high-potential startups in 

northeastern Brazil? 
 
2.6.2.1. SME internationalization in developing countries 
 
To develop a hypothesis about the internationalization of high-potential startups, I use traditional 

SMEs as an approximation.  As discussed earlier, Roberts and Tybout (1997) found evidence 

that gathering information about foreign markets can be too steep a cost for some Colombian 

manufacturers.  Richardson (2011) updates this claim by pointing out that while information 

about other countries is now more abundant, entrepreneurs still struggle to determine which is 

the optimal export market for their firm.  Milanzi (2012) finds that a lack of such information is 

the strongest barrier to exporting for Tanzanian firms, followed by poor infrastructure.  To sell 
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abroad, developing country firms must transport their products, pay shipping and insurance 

costs, and protect themselves against currency volatility and non-payment by foreign customers. 

In a cross-country review of SME internationalization, Jones and Way (2011) find that 

highly educated entrepreneurs are more likely to export their products because of the human 

capital required to take advantage of a foreign market opportunity.  They are also better able to 

understand the technology behind innovative products, which the foreign consumers are more 

likely to demand.  Thus, bureaucracy and domestic intellectual property rights are an important 

consideration in internationalization.  For example, an entrepreneur may hesitate to innovate if it 

is difficult to obtain a patent in his country, so his products might not interest foreign consumers.  

The authors also report that male and already-wealthy entrepreneurs are more likely to export. 

Additionally, evidence suggests that networks are important for developing country SME 

internationalization.  In a case study of small manufacturing firms in Malaysia, Che Senik, Scott-

Ladd, Entrekin, and Adham (2011) identify government programs as a critical foundation for 

international networking.  They argue that states can help SMEs to create such networks by 

setting up export agencies and by integrating their economies into trade blocs, which allows 

firms to join global supply chains and gain foreign business contacts.  However, the authors note 

that the Malaysian entrepreneurs complained about a lack of follow-up, as the programs assisted 

SMEs in entering foreign markets but did not provide further help in expanding operations there. 

 
2.6.2.2. Hypothesis 
 
Therefore, my hypothesis as to determinants of internationalization for high-potential startups is: 

(1) Barriers to internationalization for new ventures in Brazil’s Northeast are bureaucracy 

and low foreign language skills. 

(2) Catalysts are technological infrastructure as well as state export promotion agencies. 
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2.7. Conclusion and the need for research 
 
The purpose of this literature review was to assess why Latin America has failed thus far to 

converge with Western economies and what the region can do to narrow the gap in standards of 

living.  First, it evaluated Latin American economic policy since the 1890s to highlight the 

clientelistic nature of the region’s political economy.  It also reviewed theories of trade and 

growth to ascertain that innovation and a greater degree of openness are likely the best paths 

forward for the region. 

This section then established ‘high-potential entrepreneurship’ as the most promising 

conduit of innovation but also noted a lack of research on this topic outside of Western 

economies.  Using traditional SMEs in the developing world as an approximation, the review 

identified factors that may affect the growth and internationalization of startups in these 

countries.  However, given that startups are quite different from traditional SMEs, there is a clear 

need for research specifically on the experiences of the former in emerging economies.  Such an 

investigation could increase our understanding of how entrepreneurs pursue innovation, and thus 

contribute to economic growth, in a developing economy. 
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CHAPTER 3.  METHODOLOGY 
 
3.1. Introduction 
 
Given the gaps in the literature described in the previous section, I argue in this chapter that 

qualitative research methods are the best tools to answer my research questions.  I explain how 

case studies and interviews with key informants can best capture the details and nuances of the 

phenomena examined.  Next, I describe the Brazilian entrepreneurs, officials, and consultants I 

interviewed in order to generate the data analyzed in the subsequent chapter.  I conclude by 

laying out the frameworks and codes I used in my analysis, which the methodological literature 

holds are necessary for qualitative research in entrepreneurship to be rigorous. 

 
3.2. Qualitative methods in entrepreneurship research 
 
Over the past decade, various authors have noted the need for researchers to use qualitative tools 

to study entrepreneurship, especially in developing economies.  Bruton, Ahlstrom, and Obloj 

(2008) criticize the few studies have been done in these countries as “answering [only] the 

‘what’ question, … [instead of] the ‘why’ and ‘how’ questions to advance theory development” 

(p. 5).  In order to answer these deeper issues, a wide range of authors advocate using qualitative 

methods.  Denzin and Lincoln (1994) provided the canonical definition of this type of research: 

[The] study [of] things in their natural settings, attempting to make sense of or interpret 

phenomena. … Qualitative research involves the studied use and collection of a variety of 

empirical materials – case study, personal experience, introspective, life story, interview, 

[and] observational, historical, interactional, and visual texts – that describe … moments 

and meaning in individuals’ lives. (p. 2) 

Gartner and Birley (2002) note that qualitative researchers “immerse themselves to a 

greater depth and in a wider variety of situations where entrepreneurship occurs,” which allows a 
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richer understanding of the entrepreneurs’ experiences (p. 394).  This approach can capture the 

cultural, social, or institutional barriers to growth because these variables are often difficult to 

quantify.  Short, Ketchen, Jr., Combs, and Ireland (2010) also note the challenges of conducting 

statistical analyses in this field because the number of successful entrepreneurs in developing 

countries is too small.  As such, they recommend the use of “creative methods … [over] methods 

typically used in other areas in which sample size is much larger” (Short et al., 2010, p. 9). 

While some social scientists contend the lack of statistics prevents the generalization of 

qualitative findings, Leitch, Hill, and Harrison (2010) argue that researchers should instead aim 

for validity in their exposition of a context-rich environment.  When working with qualitative 

data, the authors recommend a three-stage approach: first creating descriptive categories to 

identify broad themes, then breaking down the data into manageable units, and finally creating 

subcategories with clear relationships to one another (Leitch et al., 2010, p. 78).  This method 

can generate extremely rich data about entrepreneurs’ experiences and perceptions.  By 

providing a thorough description of this process, the authors contend that qualitative researchers 

provide the reader with the information necessary to assess the validity of their study. 

In their review of entrepreneurship research methods, McDonald, Gan, Fraser, Oke, and 

Anderson (2015) note that interviews and case studies are joining surveys as important methods 

of generating data.  They find that in three of the five highest-impact entrepreneurship journals, 

nearly two-fifths of all articles published since 1983 relied on interviews and case studies.  The 

authors write that such qualitative research “can inform practice and policy related to the social 

norms, practices, and context of entrepreneurship” (McDonald et al., 2015, p. 308).  However, 

they lament that many authors did not sufficiently describe their methodologies, which makes it 

difficult to evaluate the rigor of their methods and thus the strength of their conclusions. 
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3.2.1. Case studies 
 
One of the most important techniques in qualitative studies of entrepreneurship is the case study.  

According to Yin (1981b), it allows researchers to “examine a contemporary phenomenon in its 

real-life context,” and thus in great detail (p. 59).  Another purpose of a case study is to test and 

generate theory, especially in management.  Eisenhardt (1989) noted that case studies allow 

researchers to develop an “understanding of the dynamics within a single setting” (p. 534). 

While single-case designs are valid for answering certain questions, multiple cases are 

best for drawing conclusions about a phenomenon that exists in more than one site (Yin, 1981a, 

p. 101).  Nonetheless, the author emphasized that successful studies using multiple-case designs 

must be well-specified before data collection begins.  In particular, the researcher must indicate 

“the main topics to be covered [and] … the type of individuals from whom information might be 

obtained” (Yin, 1981a, p. 103).  Eisenhardt argued that the “selection of an appropriate 

population controls extraneous variation and helps to define the limits for generalizing the 

findings” of a case study (1989, p. 537). 

Assuming a rigorous design, the author contended theory arising from case study 

research is often empirically valid, as the “intimate interaction with actual evidence … produces 

theory which closely mirrors reality” (Eisenhardt, 1989, p. 547).  Unfortunately, such research 

could make the resulting theory idiosyncratic to the cases studied.  Determining whether it falls 

into this category requires conducting additional studies in similar contexts.  Therefore, the 

author cautions that “building theory from case study research is most appropriate in the early 

stages” (Eisenhardt, 1989, p. 584).  Given the gap in the literature identified in the previous 

chapter, a case study of high-potential entrepreneurship in developing countries likely qualifies 

as early stage research. 
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3.2.2. Interviews with key informants 
 
Another major qualitative method is conducting interviews with key informants, a technique 

often used in anthropology.  Tremblay (1982) described it as “preeminently suited to the 

gathering of the kinds of qualitative and descriptive data that are difficult … to unearth through 

[more] structured data gathering techniques” (p. 98).  As such, semi-structured interviews with 

key informants is well-suited for collecting the data that may answer my research questions 

because of the lack of previous studies in this specific area.  However, the term ‘semi-structured’ 

does not imply a lack of organization.  Tremblay noted that “although the informant [has] 

latitude to choose his own order and manner of presentation, there is a systematic attempt [by] 

the researcher to cover completely the topic under analysis” (1982, p. 98).  Thus the researcher 

outlines the interview in advance but maintains the flexibility to pursue unanticipated topics. 

For example, Berglund (2007) used two-hour semi-structured interviews “to be flexible 

enough to accommodate the richness inherent in the experiences of the participants while staying 

focused on the … phenomenon explored” (p. 83).  After collecting and transcribing the data, the 

author’s team divided each interview into ‘meaning units’ that depend on the boundaries 

between concepts the discussed, not grammatical structures.  The researchers then compiled 

similar meaning units, which created categories highlighting precise qualities of the informants’ 

experiences.  In doing so, Berglund’s team admittedly relied on interpretation but was able to 

triangulate common themes across interviews, which improved the validity of their findings. 

 
3.3. Sample size and saturation 
 
3.3.1. Case studies 
 
By its nature, a qualitative study sacrifices some generalizability for data richness.  Nevertheless, 

carefully specifying a target population as allows the researcher to isolate and closely examine 
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the processes of interest.  This precision makes it possible to reach theoretical saturation, or the 

point where the benefit from an additional case is minimal because of the repetition of observed 

phenomena.  Eisenhardt (1989) advised researchers to use between four and ten cases, as using 

fewer than four “generates theory [without] much complexity, and … with more than ten cases, 

it quickly becomes difficult to cope with the complexity and volume of the data” (p. 545). 

Additionally, the use of a well-defined target population increases the probability a study 

generates data that is representative of the community’s experiences.  Honigmann (1982) gave 

the rule of thumb that each case should be “reasonably representative … as typical as possible” 

of the population of interest (p. 79).  However, he emphasized that the purpose of non-

probabilistic sampling is not to support generalizable conclusions but rather to describe the 

system a population inhabits.  The author quoted Margaret Mead, the renowned anthropologist: 

The validity of a sample depends not so much upon the number of cases as upon the 

proper specification of the informant, so that he or she can be accurately placed, in terms 

of a very large number of variables. … Within this extensive degree of specification, each 

informant is studied as a perfect example, an organic representation of his complete 

experience. (As cited in Honigmann, 1982, p. 83) 

In research on entrepreneurship in developing countries, the use of case studies would be 

an effective method of producing rigorous scholarship about a very small population.  Neergaard 

(2007) points out that the number of entrepreneurs in a region “is not sufficiently large enough to 

provide a basis for quantitative analysis and comparison, particularly if the research aims to 

study a particular subgroup of entrepreneurs” such as the founders of high-potential ventures in 

northeastern Brazil (p. 255).  Therefore, the selection of cases from this subgroup could be an 

appropriate strategy for generating rich data that describes their common experiences. 
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Methodological reviews of this literature support this claim.  Henry and Foss (2015) 

examine 52 case studies published between 2008 and 2012 in the top five journals of 

entrepreneurship.4  The authors found that the average number of cases each article studied was 

four and noted that the most common topics of these papers were networks and regional 

development.  Therefore, it appears that case studies would be a suitable technique for my 

research.  Similarly, in their introduction to a special issue on qualitative research in the Journal 

of Business Venturing, Suddaby, Bruton, and Si (2015) highlight the fact that three of the nine 

articles in the issue examine two or fewer cases to generate the data used in the studies. 

 
3.3.2. Interviews with key informants 
 
The most natural unit of analysis for my case studies would be the entrepreneurs who founded 

high-potential ventures in northeastern Brazil.  As such, they would fall under the category of 

key informants, or knowledgeable members of a target population.  My aim in choosing which 

and how many entrepreneurs to interview is to reach data saturation, a concept parallel to the 

theoretical saturation in Eisenhardt (1989).  Guest, Bunch, and Johnson (2006) defined it as “the 

point in data collection and analysis when [one more interview] produces little or no change to 

the codebook” (p. 65).  Guest et al. implied reaching data saturation is similar to studying a 

representative sample of a population, provided “the goal [of the study] is to describe a shared 

perception, belief, or behavior among a relatively homogeneous group” (2006, p. 76). 

The authors attempted to empirically determine the data saturation point with their own 

research.  They conducted interviews about HIV and perceptions of condoms with 30 sex 

workers in Accra, Ghana and 30 in Ibadan, Nigeria.  They transcribed the 60 interviews and 

                                                
4 These journals are the Journal of Business Venturing, Journal of Small Business Management, Small Business 
Economics, Entrepreneurship & Regional Development, and Entrepreneurship Theory and Practice. 
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analyzed the Ghanaian ones first.  Guest et al. found that 80 of the 108 codes they used in 

analyzing the transcripts – almost 75 percent – were identified within the first six interviews in 

Ghana.  The seventh through twelfth Ghanaian interviews yielded another twenty codes for a 

cumulative total of 100, or almost 93 percent of the total codes.  The remaining eighteen 

interviews in Ghana and all 30 in Nigeria generated just nine additional codes, or less than eight 

percent of the total.  Thus they concluded that data saturation likely occurs around the interview 

with the twelfth member of a homogeneous population. 

 
3.4. Research design of this study 
 
Because of the depth of information that case studies and key informant interviews can generate, 

I answer my research questions using these qualitative techniques.  For my study, I conducted 

eight semi-structured interviews between June and August 2014.  The interview guides I used to 

organize the discussions are in Appendix A (English) and Appendix B (Portuguese).  I focused 

on the cases of four high-potential startups from northeastern Brazil, speaking at length with 

each founder about his venture, biography, and the challenges he faces as an entrepreneur in the 

region.  I contacted them via email, having found their contact information on the websites of the 

Technological Development Park (Padetec), an incubator run by the Federal University of Ceará 

(UFC); and the Institute of Information and Communication Technology (ITIC), a public-private 

partnership that promotes the development of technology companies in Ceará. 

During these interviews, the entrepreneurs mentioned two public agencies from whom 

they received assistance in expanding their new ventures and internationalizing: the Ceará branch 

of the Brazilian Micro and Small Business Assistance Service (Sebrae) and the Brazilian Export 

and Investment Promotion Agency (Apex-Brasil).  I contacted both offices via email and 

interviewed officials from each, the former in Fortaleza and the latter in San Francisco, CA.  In 
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addition, I interviewed a lawyer in Fortaleza who specializes in helping small businesses and 

new ventures export their products as well as a consultant from ITIC. 

Each of the eight interviews lasted from one to two hours.  All conversations that took 

place in Brazil were conducted in Portuguese, and the interview with the official from Apex-

Brasil in San Francisco was in English.  I took detailed notes during the discussions and recorded 

the audio with the interviewees’ permission.  I transcribed and translated the recordings in order 

to conduct my analysis.  In order to protect the identity of each interviewee, I have given them 

pseudonyms and removed any personally identifiable information from my analysis. 

 
3.4.1. Entrepreneurs 
 
The four entrepreneurs I interviewed are men of mostly European descent in their late twenties to 

mid-forties who grew up in the Northeast.  Each has a background in engineering, having studied 

it at university or the graduate level.  As children, they all attended private or military schools in 

northeastern Brazil, but some attended universities in the Southeast. 

The first entrepreneur I interviewed was “Henrique,” who was in his late twenties.  

Incubated at Padetec, Henrique’s startup produces digital content for online learning companies, 

designs smartphone and tablet games for overseas markets, and works with local governments in 

developing algorithms to predict crime.  Henrique was due to leave Padetec for São Paulo, where 

he would receive 200,000 Brazilian reais and six months in an incubator there.5  His startup was 

one of 50 selected to participate in the federal Start-Up Brasil program. 

The next entrepreneur I interviewed was “David,” who was in his mid-thirties.  His 

venture is a geomarketing startup, meaning the software it develops allows companies to target 

potential customers based on their location.  David’s startup was being incubated at Padetec, and 

                                                
5 At that time, R$ 200,000 was roughly US $100,000.  In mid-2016, it is about US $65,000. 
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he had two other businesses he was involved with: one that specialized in facilities maintenance, 

and another that consults for an association of Brazilian entrepreneurs in Florida.  He was invited 

to participate in the Start-Up Brasil program but did not do so because prior commitments kept 

him from leaving the Northeast. 

The third entrepreneur I spoke with was “Felipe.”  At the time of the interview, he was in 

his early thirties.  Felipe’s startup develops household appliances that use infrared technology so 

they can be switched on and off using any remote control available.  The venture was being 

incubated at Padetec.  He was in the process of developing a partnership with an international 

company that has its own brand of household appliances.  Several times during our conversation, 

Felipe asked me if I was interested in bringing his products to the United States.  He even 

contacted me via email a year later with the same question. 

The last entrepreneur I interviewed was “Luís.”  In the mid-1990s, he founded his 

company in his late twenties with a partner and developed it into a mature IT services firm with 

nearly 350 employees.  It develops software and offers other companies business intelligence 

services and market research.  The firm has three offices throughout the Northeast and has clients 

throughout Brazil as well as in Portugal, England, and Florida.  Luís began his career with a 

large international technology firm, which is where he met his co-founder.  They believed that 

the company had stopped addressing the needs of some of its local clients and decided to leave it 

in order to take advantage of the opportunity.  His firm is beginning to move into mobile 

technology as well as wearable computing. 

 
3.4.2. Officials and consultants 
 
The next set of interviews I conducted were with officials from Sebrae and Apex-Brasil.  I did 

not discuss biographical details with “Thiago” and “Angélica,” respectively, as each described 
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the services their agencies offer Brazilian entrepreneurs.  However, both were experienced 

professionals who had spent the majority of their careers working within public agencies.  I also 

spoke with “Edson,” a lawyer in the Northeast who assists clients with importing and exporting, 

and “João,” an ITIC consultant who works mainly with startups and other innovative firms in the 

region.  He also was working with a municipal government on the development of a technology 

park in the Northeast. 

 
3.4.3. Frameworks and codes 
 
In examining the transcripts of my interviews, I used three frameworks of analysis and generated 

thirteen broad categories around which I organized the interviewees’ statements.  I focused first 

on comments related to the benefits and challenges of being a startup in the Northeast.  The 

categories I created in this stage were the following: culture, human capital, incubators, 

investment, and local government.  Then I looked for how the interviewees described their 

businesses and their biographies, which generated the categories of ambition, biography, growth, 

opportunity, and networking.  My final emphasis was on the process of selling goods and 

services overseas.  The categories of federal government, internationalization, and language 

emerged from this framework of analysis. 

 
3.5. Conclusion 
 
As discussed in this section, the literature on the methodology of entrepreneurship research 

advocates for more but also better qualitative studies in this field.  I laid out the justification for 

conducting case studies of high-potential startups in northeastern Brazil using semi-structured 

interviews.  Between June and August 2014, I conducted eight interviews: four with 

entrepreneurs, and four with officials and consultants who help them grow and internationalize 
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their startups.  In doing so, I was able to add depth to and triangulate their accounts of being 

high-potential entrepreneurs in that region of Brazil.  Using the frameworks and categories I 

described above, the next chapter describes the results of my study. 
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CHAPTER 4.  FINDINGS 
 
4.1.  Introduction 
 
This section discusses the findings of interviews with the individuals described in the previous 

chapter.  The first portion analyzes the determinants of growth for Internet startups in 

northeastern Brazil.  As expected, an onerous bureaucracy and the scarcity of investors were 

significant barriers to growth.  Although there was no interview question about Brazil’s 

oligarchic society, many interviewees raised and discussed the topic extensively, implying it can 

be a barrier to growth I did not anticipate.  Contrary to expectations, the entrepreneurs indicated 

that incubators and public programs had no significant effect on growth.  They also asserted that 

the levels of human capital in the region actually aided their expansion.   

The second section examines the determinants of internationalization for these startups.  

As expected, bureaucracy was an important barrier to exporting physical goods.  The 

interviewees also described barriers to internationalization that I had not predicted: limited 

foreign language skills, which deter the entrepreneurs from exporting information goods and 

services, and the appeal of the large protected domestic market.  The interviewees also suggested 

that incubators and the government did not provide effective assistance in venturing abroad. 

 
4.2. Barriers to growth 

 
4.2.1. Bureaucracy 
 
The strong evidence the interviewees provided suggests that taxes, regulation, and government 

initiatives have a significant negative effect on the formation and growth of Internet startups in 

northeastern Brazil.  It appears to be one of the principal forces inhibiting the growth of young 

high-potential firms.  Henrique, whose startup develops mobile games, offered a succinct 

summary: “The bureaucracy, it is too much” (personal communication, June 25, 2014). 
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Luís, the co-founder of a mature IT services firm, described the country’s taxes and 

regulations as a major disincentive to high-potential entrepreneurship: 

There are a lot of taxes and different ones depending on the type of service [provided].  I 

believe that this complexity and this amount of taxes is what most affects the 

development of businesses.  It is so difficult that we need to create departments within the 

company to just to understand it and legally comply with all of the rules. (Personal 

communication, August 4, 2014) 

David, whose startup develops geomarketing applications for mobile phones, agreed the 

tax burden has negative effects on business formation: “We think [taxes] are high, very high.  

Whatever ‘X’ has a tax.  There are a lot of taxes, a lot.  Sometimes it discourages 

[entrepreneurs]” (personal communication, July 7, 2014).  He explained another significant 

obstacle: “For us to [incorporate], we had to fill out 72 documents.  But those are the rules. … 

We have outside help to assist us with it” (David, personal communication, July 7, 2014). 

Luís noted that various levels of government have different regulatory priorities, which 

compounds the problem: 

There is really no [overlap] among them because each deals with a specific area.  The 

municipal rules are about services.  State rules [are] more about transportation of 

products and services.  And the federal [level], maybe it is … the most difficult because 

of the number of taxes. (Personal communication, August 4, 2014) 

Felipe, the entrepreneur using infrared technology to simplify the process of switching 

multiple appliances on and off, responded with gallows humor to a question about the difficulty 

of obtaining a patent in Brazil: “It is not easy. [Laughter] But you already knew the answer to 

that one.  It takes a long time, … from eight to ten years” (personal communication, July 30, 
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2014).  He also noted the distortionary effects of taxes on prices: “The biggest trouble in terms of 

taxes was setting the price.  Taxes here are very high.  Taxes represent 30 or 40 percent of the 

price of the product.  It is a lot” (Felipe, personal communication, July 30, 2014). 

In addition, it appears the officials and organizations supporting innovative activity in the 

region may actually stifle it with bureaucracy.  João, a consultant working with cities in the 

region on innovation policy, described them as excessively focused on administrative issues.  For 

example, he remarked that most officials have “a very limited vision of the process of governing. 

… The institutions that lend money [to startups] … are only concerned with reports and forms, 

with the process, and not the product” (João, personal communication, July 29, 2014). 

However, João’s most striking revelations related to the Ceará Digital Belt (CDC), the 

highly-touted fiber optic Internet network, and micromanagement by government officials.  In 

regard to the former, he noted “Ceará is the only state with a fiber optic network; this is a 

positive.  But it is only for the use of the state government” (João, personal communication, July 

29, 2014).  Thus Internet startups cannot exploit the broadband infrastructure.  To illustrate the 

latter issue, João described how many public officials seem to interpret Brazil’s legal system: 

[They say,] “You can only do what is written in the law.  What is not written cannot be 

done.  That is why we have thousands and thousands of laws.” … A government 

employee will come [to oversee a project] and declare, “You cannot have bought this 

type of mineral water.”  Seriously!  It is ridiculous.  It is infantile. (Personal 

communication, July 27, 2014) 

 
4.2.2. Lack of investors 
  
The evidence collected also suggests that the lack of investors has a significantly negative effect 

on the formation and growth of startups in northeastern Brazil.  From the interviewees’ 
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statements, it is clear that the scarcity of sources of funding hampers high-potential 

entrepreneurship in the region.  Henrique commented that “there are very few investors in the 

[Northeast]” and he will have to move to São Paulo to raise the capital necessary for his startup’s 

growth (personal communication, July 18, 2014). 

David expressed a similar sentiment: “There is a lot more money circulating [in São 

Paulo].  We want to be where the market and the investors are.  Our focus is the market. … That 

is where we will go” (personal communication, July 7, 2014).  Felipe noted some recent progress 

but still much room for improvement: 

In the last three years, the very concept of an [angel] investor has emerged in [the 

Northeast].  It happened long ago in São Paulo, of course.  But now [angel] investors 

have emerged, and with this some barriers have diminished.  But the investor community 

is still very weak. (Personal communication, July 30, 2014) 

While the lack of investors implies there is little capital to finance the growth of startups, 

it also means that entrepreneurs cannot draw upon the intangible resources that investors offer.  

For example, David commented that he would like investors in his startup “for their money as 

well as their experience … in business, negotiations, marketing, and technical [areas]” (personal 

communication, July 4, 2014).  Felipe emphasized how investors help with commercialization: 

“An investor is [for] when you have an idea but not a business.  An investor brings the business 

[side] and the money to potentiate the idea” (personal communication, July 20, 2014). 

Angélica, the Apex-Brasil official who works with promising startups, described how the 

lack of experienced investors stymied a visionary entrepreneur: 

Edson Mackeenzy … created [Videolog in 2004].  It had the potential to be YouTube a 

year before YouTube was born.  But the fact that he was in Rio, in a community where he 
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did not have access to [investors], he was probably sitting on a gold mine but did not 

know how to take it anywhere.6 (Personal communication, August 18, 2014)  

However, it appears that Videolog was among the minority of startups in Brazil that were 

prepared to work with investors.  Angélica described the situation: 

One of the things we see concerning [investment in startups] is that the companies are not 

ready to receive investment.  The majority of local [investors] need to educate the 

startups so they can build up their governance and develop all the mechanisms to be a 

mature company. (Personal communication, August 19, 2014) 

 
4.2.3. Oligarchic society 
 
Although the interviews contained no questions about how social structures affect startup 

development, several interviewees independently raised this subject and offered evidence to 

suggest that a significant barrier to growth is what I will describe as the Northeast’s oligarchic 

society.  Both David and Felipe mentioned the concept of grande nome (big name) in describing 

why they remained in the incubator even though it provided few services.  Because of its 

affiliation with a respected university, David explained that “the endorsement of the [incubator] 

helps us acquire clients.  It gives us a leg up so that we can begin that process” (personal 

communication, July 7, 2014).  Felipe offered a similar view: 

It has helped by being an institution with a grande nome.  It has helped a lot in 

competitions, being incubated.  Here [in Brazil], when you say, “I am an incubated 

startup,” you have stronger credibility. ... It opens up a lot of space.  That is the advantage 

of being incubated. (Personal communication, July 30, 2014) 

                                                
6 Mackeenzy and his cofounder shut down Videolog in January 2015 while YouTube had revenues of around $4 
billion in 2014 (Winkler, 2015). 
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It appears that without the backing of a grande nome the business community respects, the 

entrepreneurs believe they would struggle to achieve commercial success in the Northeast. 

Felipe described how being outside of the business community made it very difficult for 

him to partner with a major consumer goods company: 

I did a lot of ‘social engineering’ to arrive at the right people. … I was not born into [the 

business community], … they all know each other.  They all have some family 

relationship; they all share a relative I do not have.  The grande nome businesspeople are 

already very close.  I am outside of that world, so for me it was more difficult [to 

establish the partnership]. (Personal communication, July 30, 2014) 

Felipe mentioned ‘social engineering’ several times, defining it as “going about getting 

closer to [the right] people, figuring out what this guy does, what he does not do, what he likes.  

Once you find something in common, you capitalize on it” (personal communication, July 30, 

2014).  He joked that he earned two engineering degrees: “one in telecommunications 

engineering, and one in ‘social engineering’” (Felipe, personal communication, July 30, 2014). 

In describing his work with state and local governments in the region, João also 

highlighted the importance of the relationships.  He explained the origins of a successful 

previous project and how it relates to his current endeavor: 

About a year ago, a friend who works for [a municipality] called me. … He has a 

political family.  We worked for [the municipality] looking for partnerships in the energy 

sector to create a technology park. … [The state] has a technological innovation fund.  

The executive of the fund is the brother of the mayor of [that municipality], so last week 

we presented [our proposal] to him. (João, personal communication, July 29, 2014) 

Clearly, personal and family connections play a critical role in business in northeastern Brazil. 
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Angélica noted that such a patrimonial system may lower the expectations of success for 

entrepreneurs born outside of the established business community: 

Even if you talk to [the very best Brazilian] startups, … very few will have any 

expectation of going through an IPO.  That is not something people think about, in the 

sense that it looks so farfetched.  A lot of them want to be a million-dollar company, a 

ten-million-dollar company, but no one will say, “I am going to be a billion-dollar 

company.”  And I think it has to do with [Brazilian] culture and society. (Personal 

communication, August 19, 2014) 

 
4.3. Negligible effect on growth 
 
4.3.1. Incubators and state innovation programs 
 
The states, universities, and non-governmental organizations in the Northeast have attempted to 

fill this vacuum by establishing incubators and innovation programs to assist entrepreneurs in 

growing their firms.  However, none of the interviewees suggested these substitutes had a 

significant effect on their ventures’ growth.  Henrique described a major disadvantage of having 

a startup in the Northeast as “the insufficient resources provided by incubators” to support high-

potential startups (personal communication, July 18, 2014). 

One drawback of the university incubator is that it does not encourage cross-pollination 

among resident startups or with other innovators in the region.  Henrique recommended the 

incubator “seek partnerships with other universities … [to] create a network of partners capable 

of helping and even teaming up with the startups” (personal communication, July 18, 2014).  

David commented that his team had not worked with others at the incubator, “but [given] the 

proximity of the group of incubated startups here … we [should] have meetings to exchange 

ideas and generate business between us” (personal communication, July 7, 2014). 
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Nonetheless, the strongest criticism the interviewees made of the incubators and 

innovation programs was that they are too myopic to be effective.  Felipe illustrated this critique 

with his experience: 

There is a state agency … [that] receives money and launches innovation competitions, 

and startups submit their projects. … When your project ends, you do not have any chain 

of continuity. … [The officials say,] “Okay, you have an innovation, congratulations.  

Your accounts are in order, your report is in order,” and that is it.  It should be, “Okay, 

your product is a fan, I will talk to the president of the department store association.  We 

can get your project into hospitals for people with disabilities to turn things on and off 

easily.” … It really lacks initiative.  There is a lot of [public] money for innovation but 

once the innovation is complete, the entrepreneur has to leave the program. (Personal 

communication, July 30, 2014) 

As such, the interviewees felt the incubators and government programs did not provide the 

follow-through that a competent private investor would. 

It also appears that the government prioritizes support to traditional SMEs over assisting 

high-potential startups.  Thiago, a consultant with the Brazilian Support Service for Micro and 

Small Enterprises (Sebrae), provides free or low-cost services to small businesses.  He explained 

the three types of firms Sebrae supports: 

We have … an individual microentrepreneur (MEI).  [The next level] is a microbusiness 

(ME). … And we have the small business (EPP).  These are our focus.  The law defines 

what is an MEI, ME, and EPP.  [An MEI has income] of up to 60,000 reais per year. But 

there is also the question of business activities; they only have a few business activities.  

[An ME] has up to 360,000 reais in annual income, more activities, [and] associate 
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quality.  [An EPP] has 3,600,000 reais in income, greater goals, greater associate 

quality.7  Associate quality … is when an associate owns more than ten percent of 

another business. (Thiago, personal communication, July 30, 2014) 

Therefore, the law could prevent the agency from working with a startup while it is still growing 

but in need of assistance that investors might not be able to provide. 

 
4.4. Catalyst of growth 
 
4.4.1. Levels of human capital 
 
In contrast to expectations, the entrepreneurs strongly asserted that their employees are highly 

skilled and help their firms to grow.  For example, Henrique described “the technical skills of 

employees educated at local universities” as an advantage that the region offers high-potential 

startups (personal communication, July 18, 2014).  David concurred, stating that he has found it 

easy to hire “employees with the skills to make apps and other technical products” (personal 

communication, July 7, 2014). 

Luís explained the higher education landscape in his state and the Northeast: 

There are a lot of [qualified] graduates.  A number we see here is sixteen universities 

educating students.  But talking not just about [the state] but the Northeast in general, it is 

an even greater number of universities, colleges, and courses than that. … Here we have a 

lot of human capital because of the ease of [acquiring] education, training, [and] virtual 

training. (Personal communication, August 4, 2014) 

Despite low educational attainment in the Northeast, it appears that there is an ample 

supply of highly-skilled university graduates in the population distribution to help startups grow.  

João described the Northeast as follows: 

                                                
7 In mid-2016, these amounts in US dollars were approximately $20,000, $120,000, and $1.2 million, respectively.	
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[The region] is a good environment for research and development because, generally, [it] 

does not have many natural resources.  It has water, agriculture, livestock, beaches, and 

wind.  But beyond that, many people [in the region] value education more than the 

average Brazilian.  In the college entrance exams, [some Northeastern states have] results 

that are disproportionate to the size of their economies and populations. (Personal 

communication, July 29, 2014) 

In addition, Felipe highlighted a unique benefit of having so many higher education 

institutions in the region: opportunities to collaborate with researchers.  One of the co-founders 

of his startup is a professor he studied with as a telecommunications engineering undergraduate.  

Felipe explained, “I am responsible for the administrative side, the commercial side. … The 

professor, he is responsible for the innovation side.  [I tell him,] ‘When you finish it, let me 

know, I will sell it’” (personal communication, July 30, 2014). 

 
4.5. Barriers to internationalization 
 
4.5.1. Physical goods: Bureaucracy 
 
One of the factors negatively affecting the growth of startups in northeastern Brazil also may 

hinder their internationalization.  Edson, a lawyer who helps firms with importing and exporting, 

explained that bureaucracy has a strong negative impact on the motivation to internationalize for 

startups selling physical goods.  He said that in Brazil “there are a lot of entrepreneurs that could 

export but generally they are afraid of the bureaucracy and the unknown.  People are very afraid 

[of such a system]” (Edson, personal communication, July 31, 2014). 

Edson named three specific aspects of the Brazilian import-export bureaucracy that 

stymied entrepreneurs looking to internationalize their firms.  First, he described how the 

administration of ports:  
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[Brazil’s] ports do not function 24 hours a day on the weekends.  Products arrive at any 

hour and the areas that receive them will obviously receive them, but administratively 

speaking, they do not.  That does not happen on weekends. (Edson, personal 

communication, July 31, 2014) 

In addition, Edson stated, “all ports still use paper [documentation].  In Brazil, everything with 

importing and exporting is done on paper” (personal communication, July 31, 2014). 

Second, he noted the difficulties that administrative overlap at the federal level creates for 

entrepreneurs conducting international business: 

Various public agencies govern importing and exporting, such as the Federal Revenue 

Service (Receita Federal), the Economy Ministry (SEFAZ), the Brazilian Institute of the 

Environment and Renewable Natural Resources (IBAMA), and the Agriculture Ministry 

(Ministério da Agricultura).  Each agency has its respective [concern].  So there are a lot 

of delays in this process, it is very long. (Edson, personal communication, July 31, 2014) 

Exasperatedly, Edson also cited the multiple layers of the laws governing importing and 

exporting as yet another source of complexity: 

Within a law, there are various decrees. … They have multiple decrees and a person does 

now know which one supersedes the others. Oh my God, … there are so many things to 

consider. Three decrees in one law?  My goodness, which one takes precedence?  It is 

terrible, very bad for professionals and businesspeople. (Personal communication, July 

31, 2014) 

He added another common complaint related to the decrees: “[They] change according to the 

year, everything changes all of the time.  This is a problem; there are a lot of surprises” (Edson, 

personal communication, July 31, 2014). 
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4.5.2. Information goods: Low proficiency in foreign languages 
 
Although many of the entrepreneurs and their employees had excellent technical skills, they 

seemed to lacked the proficiency in English and other languages necessary to expand a startup 

providing information goods or services beyond the Lusophone countries.8  David was one of the 

few entrepreneurs to have gone abroad: 

I took a trip to Angola … in 2006.  Angola was going through an interesting period then 

because the civil war had ended.  [The government] was looking for foreign investment 

there.  So it was good for us because Brazilians speak the language there, it made things a 

lot easier.  The problem is that there are a lot of bombs and mines there.  They could 

blow your foot off. (Personal communication, July 7, 2014) 

Among the entrepreneurs that had solicited internationalization assistance from Apex-

Brasil, Angélica noted a popular target: “We have had startups come to our Brussels office 

looking to be international, using the Brussels office to go to [Portugal] because the language is 

not a barrier there” (personal communication, August 19, 2014).  It is unlikely that demand for 

information goods like geomarketing applications is as high in Angola or Portugal as it is in 

much wealthier economies whose primary language is not Portuguese. 

The corollary to Angélica’s comment is that language is a barrier to expanding into non-

Lusophone markets.  Angélica made this comment about the entrepreneurs she works with: 

Not everybody [speaks English].  Not at the level they need to. … The ones that move up 

the pyramid, they do.  Like the 30 companies that [Apex-Brasil sent to Silicon Valley], 

they all speak English to some degree.  They might not be as fluent as you expect or want 

them to be, but they … manage. (Personal communication, August 19, 2014) 

 
                                                
8 For example, each entrepreneur chose to conduct the interview in Portuguese instead of English. 
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4.5.3. Focus on the domestic market 
 
Another important factor that appeared to keep the entrepreneurs from expanding abroad was 

their concentration on the large and long-protected domestic market.  Although it was not an 

interview question, the fact that several entrepreneurs brought up and discussed this reason for 

not internationalizing suggests it is a significant consideration.  Henrique described his startup as 

one of the very few in the Northeast that focuses primarily on customers outside of Brazil, as he 

“produces smartphone games for the European, Asian, and North American markets, especially 

the United States” (personal communication, July 18, 2014). 

Such internationalization seems rare among startups in the region as well as throughout 

Brazil.  Henrique lamented that in the Northeast “there is no culture of internationalization, of 

selling goods and services abroad.  Startups only create products to serve local demands, they do 

not look at the rest of the world” (personal communication, June 25, 2014).  Angélica concurred, 

remarking that “it is important for [Brazilian startups to go abroad] so they understand that they 

need to think globally” instead of just locally (personal communication, August 19, 2014). 

On the other hand, Luís described demand in Brazil as enough to make 

internationalization unnecessary.  He noted that for his profitable mature company, “exports are 

only three percent of our business.  It is very little” (Luís, personal communication, August 4, 

2014).  He gave two reasons for his domestic focus: 

There is still a large market to serve because Brazil is so protected.  [The IT sector] is 

enormous, enormous. … There are many opportunities for IT companies here. (Luís, 

personal communication, August 4, 2014) 

This high degree of protection may allow Brazilian companies to compete at lower levels 

of quality.  Edson described the process of preparing companies to export: 
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We verify if the product has a level of quality [necessary] in order to enter a competitive 

market. … It has to be of quality to compete in the international market. … You have to 

do everything according to [high] standards to compete abroad. (Personal 

communication, July 31, 2014) 

Thus the implication is that these companies generally do not meet such standards when only 

competing in Brazil. 

 
4.6. Negligible effect on internationalization 
 
4.6.1. Assistance from government agencies and incubators 
 
Of the entrepreneurs interviewed, only Luís and Felipe discussed seeking internationalization 

assistance from a government program or incubator.  Based on their descriptions of this support, 

it did not seem to significantly affect the startups.  For example, Luís reported that he grew the 

small portion of his business that comes from outside of Brazil without the help of Apex-Brasil: 

In 2002, 2003, when we tried to internationalize, we went to Portugal.  Initially we were 

alone but we found out that there was a federal program and we got into it, which was 

Apex-Brasil.  But it did not work for us at the time.  Now we have some business abroad, 

but separate from what Apex-Brasil would have helped us with. (Personal 

communication, August 4, 2014) 

Luís described the agency’s assistance as “[help with] getting certifications.  We went to 

the training Apex-Brasil put on, … there were some fifteen companies there.  We went on an 

international mission then, that was Apex-Brasil’s help, but that was it” (personal 

communication, August 4, 2014).  Overall, he was dissatisfied with the agency, noting: 

There is a lot of criticism of [Apex-Brasil] because it creates very little value for Brazil as 

a whole, very little value for Brazilian business.  If that value were just for [one] state, … 
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it would help.  But divided over all of Brazil, it is very little. (Luís, personal 

communication, August 4, 2014) 

Though Felipe sought assistance from Apex-Brasil, he was disappointed to learn “it is 

working with biotechnology [firms], but nothing in my area, not yet” (personal communication, 

July 30, 2014).  He reported that his incubator had not helped him with internationalization, 

either.  When asked if it would help him make contacts abroad, Felipe replied, “[It] planned to do 

something but has done nothing yet” (personal communication, July 30, 2014).  This comment 

mirrors the frustration of the entrepreneurs with their incubator’s failure to be proactive in 

helping them grow their startups. 

 
4.7. Conclusion 
 
Given the interviews cited in this chapter, it seems that bureaucracy, investors, and levels of 

human capital have significant effects on the growth of startups in northeastern Brazil.  The first 

two affected growth in a manner consistent with expectations: they both appeared to hinder 

startup expansion.  However, the effect of human capital was in the opposite direction of our 

hypothesis, as entrepreneurs in the Northeast reported that the region actually has enough highly 

skilled workers sustain the growth of their startups.  The evidence also suggested that contrary to 

expectations, incubators and state innovation programs had no observable effect on growth.  

Several interviewees revealed that the only benefit they derived from these institutions was the 

association with a grande nome.  Such statements highlighted the Northeast’s oligarchic society 

as a barrier entrepreneurs face, an unexpected but noteworthy finding. 

As it did with growth, bureaucracy appeared to inhibit the internationalization of startups 

attempting to export physical goods from the Northeast.  This finding was consistent with our 

expectations.  In addition, assistance from incubators and government programs had no 
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observable effects, contradicting our hypothesis.  However, two unanticipated factors seemed to 

play a more important role in negatively affecting internationalization.  The first was a lack of 

foreign language proficiency that limited the addressable market of an information good to 

Lusophone countries.  Second, the long history of protection as well as the size of the domestic 

market was more appealing to entrepreneurs than more open and competitive markets abroad. 
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CHAPTER 5.  DISCUSSION 
 
5.1.  Introduction 
 
In this chapter I discuss the findings detailed in the previous section.  I begin each analysis with a 

summary of the findings, a consideration of their importance, and then offer recommendations 

assuming that other researchers can confirm my results.  First, I analyze the barriers to growth 

for high-potential startups in Brazil: bureaucracy, a lack of investors, and what I will define as 

the region’s oligarchic society.  Next I discuss the insignificant effect of incubators and the 

positive effect of the Northeast’s human capital stock on startup growth. 

I continue with an examination of the barriers to internationalization for the startups I 

studied: bureaucracy, low foreign language proficiency, and a focus on the domestic market.  

Then I discuss the lack of effect of government programs and incubators on internationalization.  

I conclude the chapter by outlining the limitations of my study and areas for future research. 

 
5.2. Barriers to growth 
 
5.2.1. Bureaucracy 
 
The finding that taxes and regulations hinder growth of startups in northeastern Brazil is not 

surprising given the country’s reputation for stifling bureaucracy.  However, David’s experience 

filling out 72 documents to register his startup is very consistent with the bureaucratic obstacles 

that de Soto (2000) famously described nearly two decades before in the region.  Similarly, the 

statements of the entrepreneurs reflect the complexity of a tax system that might occupy some 

2,600 hours of employees’ time annually.  As shown in Figure 2, this figure is by far the highest 

number in the World Bank’s (2015) Doing Business index, a cross-country comparison of 

business regulations.  It is also more than three times what Venezuelan firms might spend on the 

same activities each year and over seven times the average for Latin America. 
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Table 2. Indicators of bureaucratic obstacles in Latin America 
 

Country 
Average time firms spend preparing, 

filing, and paying taxes (2014) 
Firms identifying tax rates as 

major constraint (2010) 
Argentina 405 hours 62.4% 
Brazil 2,600 hours 81.5% 
Chile 286 hours -- 
Colombia 239 hours 39.2% 
Mexico 291 hours 38.5% 
Peru 260 hours 17.8% 
Venezuela 792 hours 10.6% 
Latin America 
and Caribbean 361 hours 32.9% 

Note: Adapted from World Bank (2015) and World Bank (2010).  Chile is not included in the Enterprise Surveys. 
 

In addition, the World Bank’s (2010) Enterprise Surveys found that over four fifths of 

Brazilian businesses identify tax rates as a major constraint, which is much greater than the Latin 

American average of one in three.  These reports collect data from manufacturing firms in each 

country, though the interviewees’ statements suggest that services firms also share this feeling.  

Creating internal departments or hiring others to handle tax requirements prevents a startup from 

using its scarce resources in innovation or customer service.  Clearly, these activities would 

increase the productivity of a firm much more than tax and legal compliance. 

While all types of new businesses in Brazil face the issues that the Doing Business and 

Enterprise Survey indices highlight, there is little information regarding activities relevant to 

startups rather than traditional SMEs: namely, obtaining a patent.  It is difficult to evaluate how 

universal Felipe’s eight- to ten-year waiting period is because there is no systematic comparison 

of the patent process across countries.  The World Intellectual Property Organization (WIPO) 

offers the general assessment that “the entire procedure from application to grant will generally 

take over twelve, and in many cases over eighteen, months … [but it] may take longer” (2015).  

It is likely that Brazil’s infamous bureaucratic delays extend into the process of obtaining a 

patent, but data in the vein of the World Bank indices would help to clarify this phenomenon. 
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The most interesting finding with respect to bureaucracy was the description of 

interactions with state agencies as detrimental in some ways to the growth of their startups.  The 

focus on processes instead of on results prevents the resources that the state designated for 

promoting high-potential entrepreneurship from reaching startups.  Because of the potential 

impact of industrial policy in Hausmann and Rodrick (2003) and state programs for startups in 

Schoonjans et al. (2013), the organizations supporting innovation in the Northeast should change 

their paradigm.  Though difficult to achieve in any setting, Mazzucato (2015) suggests it is 

indeed possible for the state to think and act innovatively.  In this case, the advance would be a 

shift away from preventing actions that a law does not explicitly permit and toward an emphasis 

on facilitating the achievement of its central goal. 

Finally, it is worth noting the irony that the Cinturão Digital do Ceará (CDC), which was 

an important motive in choosing this state as the setting for my study, was not yet available to 

startups.  The fact that the state government remained the only entity with access to the high-

speed broadband Internet reflected what could be an ambivalence toward the private sector 

among state officials.  Nonetheless, another crucial factor was a lack of private partners in the 

intended public-private partnership.  Carvalho, Feferman, Knight, and Woroch (2014) describe 

the state government’s mindset as “build it, and they will come” and ignored the significant costs 

to private firms of participation in the project (pp. 19-20).  The authors helped Ceará to revise the 

bidding process to reduce these costs, and a new concession auction took place on December 8, 

2014, several months after the conclusion of this study.  Yet even the revised auction may not 

have been enough: in an article whose title translates to “The Digital Belt is still a dream,” 

Barbosa (2015) reported that only the public sector had access to the CDC, and there was no 

estimate for when the general population would be able to use it. 
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5.2.2. Lack of investors 
 
Over half of Brazilian IT firms surveyed by the World Bank (2010) listed access to finance as 

their greatest obstacle, so it was not surprising that a lack of investment capital would be a 

barrier to growth for startups in the Northeast.9  Also, given the region’s history of poverty, it 

understandably has few angel investors.  However, it is difficult to establish the direction of 

causality between the investor presence and startup growth.  For example, it could be that 

startups struggle in the Northeast because there are so few investors there.  Or it might be the 

reverse: investors do not find the region attractive because there are so few startups. 

While it is likely a vicious cycle to which both factors contribute, several entrepreneurs 

supported the former hypothesis.  For example, they expressed an interest in leaving the 

Northeast for São Paulo to be where the “money [is] circulating … and the investors are.”  This 

statement suggests that some of the region’s startups are developing beyond the ability of local 

angel investors to support them, and thus remaining in the Northeast constrains their growth.  

The entrepreneurs also sought investors for their wealth of experience and ideas, not simply their 

investment capital.  In Brazil’s business environment, knowing how to navigate these obstacles 

to grow a startup is an invaluable resource.  In this sense, the lack of tacit knowledge among the 

angel investor community in the Northeast is another hurdle for the region’s entrepreneurs.  

Felipe’s comment that only “in the last three years [has] the very concept of an angel investor 

emerged” suggests that even if there were more willing investors, they might not have the 

expertise to actively guide them through the growth phase. 

Such tacit knowledge will come only with time or outside help.  Lerner, Leamon, Tighe, 

and García-Robles (2014) underscore the importance of investors actively helping their portfolio 

                                                
9 However, the situation may have improved for investors since 2009, especially the Southeast.  Levin (2015) 
reported that venture capital firms invested US $197 million in Brazil in 2014, four times the previous year’s figure. 
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companies in Latin America, where best practices are not as widely discussed as in North 

America.  Thus a solution might be for states or organizations to invite successful investors to 

share their experiences with aspiring founders and angels in the region.  Doing so could help 

address the deficiencies in startups’ corporate governance mechanisms that Angélica describes as 

keeping them from maturing and being ready to receive investment. 

 
5.2.3. Oligarchic society 
 
Perhaps the most interesting finding of my study was the oligarchic social structures in the 

Northeast that seem to significantly hinder high-potential startups.  I describe these institutions as 

part of an oligarchic society because it unifies ideas from North, Wallis, Webb, and Weingast 

(2013) and Schneider (2009) about the dominance of elites in developing economies.  As an 

example, consider the entrepreneurs’ assertions that the principal benefit of incubation at Padetec 

was its endorsement, not any service it provided.  The implication is that they must rely on their 

association with the incubator to overcome the mistrust of prospective clients and partners in the 

local elite.  This wariness arises because the entrepreneurs do not have the personal and family 

networks that facilitate access to the Northeast’s established business community. 

According to North et al. (2013), this exclusionary arrangement typifies political and 

economic institutions in Latin America.  The authors describe most countries in the region as 

‘mature limited access orders’ (LAOs), which have a “dominant coalition [that] limits 

competition and creates rents to maintain itself” (North et al., 2013, p. 12).  In this framework of 

analysis, the incubator at the federal university is one of the few paths available to outsiders for 

entrance into the dominant coalition, the established business community.  Without the approval 

of this gatekeeping institution, the entrepreneurs would likely struggle to join the local business 

elite and share in the rents this group commands. 
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Similarly, the descriptions by David and Felipe of the grande nome as a barrier to 

growing their startups is consistent with the logic of the LAO.  The reliance on networks 

suggests that the local elite could be using these ties as criteria for entrance into the business 

world of northeastern Brazil.  Such a dependence on social networks to conduct business 

parallels the Chinese concept of guanxi, or business ties, which Luo, Huang, and Wang (2011) 

describe as reciprocal relationships that Confucian values encourage.  However, the difference 

seems to be that Chinese businessmen use guanxi for mutual benefit while Brazilians use the 

grande nome as a mechanism to signal who is a trustworthy insider. 

According to the Latinobarómetro (2016) surveys, only 7.4 percent of Brazilians believe 

they can trust the majority of their compatriots.  As shown in Table 3, this rate is the lowest in 

Latin America and less than half of the regional average.  Algan and Cahuc (2014) noted that 

Brazil has the fourth lowest level of interpersonal trust among 111 countries.  Thus it is possible 

that mistrust plays a role in Brazilian business that it might not in developed countries, or even in 

other developing ones like China.  Schneider (2009) argued that a history of volatility and 

inequality in Latin America created ‘hierarchical market economies’ (HMEs), in which family 

networks dominate the region through closely-held business groups, or grupos.  In such an 

environment, entrepreneurs might be minimizing the risk of theft by relying only on family. 

This idea is in the vein of Trompenaars and Hampden-Turner (2000), who described a 

personnel decision in a Brazilian-Dutch joint venture: 

The Brazilian owner … introduced his relatively junior accountant as the key 

coordinator. … The Dutch were puzzled … [but] the Brazilians pointed out that [he] was 

the best possible choice among 1,200 employees since he was the nephew of the owner.  

Who could be more trustworthy than that? (p. 163) 
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Table 3.  Interpersonal trust in Latin America 
 

Country 
Respondents agreeing with the statement 

“You can trust the majority of people” 
Argentina 22.4% 
Brazil 7.4% 
Chile 15.2% 
Colombia 16.7% 
Mexico 16.0% 
Peru 17.7% 
Venezuela 14.6% 
Latin America and Caribbean 16.7% 

Note: Adapted from Latinobarómetro (2016). 
 
In this light, the Brazilian owner’s actions do not seem to be the Dutch idea of brazen nepotism, 

but rather an acceptable practice in an economy that relies on family and personal connections. 

Nevertheless, the result is the exclusion of entrepreneurs without a grande nome from 

conducting business with the local elite.  A potential solution is for the large family-run grupos 

that dominate the region to establish venture capital arms, as Mingo (2013) describes in his case 

study of two Brazilian biotechnology startups.  Such an arrangement harnesses the oligarchic 

logic of the LAO and the HME: instead of seeing a high-potential startup as an outsider’s 

challenge, the family that owns the grupo can develop ties with the entrepreneurs and have a 

stake in their success.  It also allows these new ventures to access the networks and tacit 

knowledge of the grupo, which would improve their chances of success in northeastern Brazil. 

 
5.3. Negligible effect on growth 
 
5.3.1. Incubators and state innovation programs 
 
Such an arrangement might also reduce the role of state officials in the process, whose myopia in 

monitoring entrepreneurs was an unexpected finding of my study.  Felipe provided a clear 

explanation of their mindset: they simply focus on reports and accounts being in order.  It is 

incredibly difficult to shift an institution’s focus from following procedures to achieving results.  
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However, with the involvement of investors from other parts of Brazil and abroad, the programs 

might shift away from bureaucratic processes toward generating innovative products and 

services.  As such the region’s high-potential entrepreneurs would receive better assistance in 

growing their new ventures, which could help to develop the Northeast’s economy. 

Brazil’s highly unequal income distribution may explain the state’s lack of urgency in 

supporting high-potential startups.  Through Sebrae, the agency where Thiago works, the 

government directs much of its assistance to microentrepreneurs, microbusinesses, and small 

businesses.10  For many, starting a micro or small firm can be empowering and a path out of 

economic insecurity in the developing world.  Given that in 2009, about 40 percent of Brazilians 

lived on between four and ten dollars per day and 30 percent on less than that, the state rightly 

focuses its efforts on lifting them into the global middle class (Arnold & Jalles, 2014).  But as 

Brazil attempts to decouple its economic growth from commodity prices, it might help to extend 

Sebrae support to higher-potential entrepreneurs instead of keeping it just on traditional SMEs. 

An advantage of such an approach is that adding services for startups to existing Sebrae 

offices could be much easier than developing additional state and federal agencies with their own 

offices and personnel.  By doing so, it could greatly improve the support that the high-potential 

entrepreneurs in this study received from Brazilian state and federal agencies.  It could also 

bridge the gap between where many startups are and where Apex-Brasil wants them to be. 

 
5.4. Catalyst of growth 
 
5.4.1. Levels of human capital 
 
Another unexpected finding of my study was that the entrepreneurs reported no trouble finding  

  
                                                
10 By comparison, the US Small Business Administration (2016) can offer loans to data services firms with as much 
as $32.5 million in revenue or Internet portals with as many as 1,000 employees. 
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Table 4.  Brazilian firms and low human capital 
 

Industry 

Firms listing poorly 
educated workforce 

as biggest obstacle State 

Firms listing poorly 
educated workforce 

as biggest obstacle 
Brazil 12.6% Brazil 12.6% 

Machinery and equipment 4.2% Bahia 6.0% 
Motor vehicles 2.0% Ceará 6.0% 
Other manufacturing 2.8% Minas Gerais 20.5% 
Retail 14.0% Pernambuco 34.5% 
IT and IT services 8.6% Rio de Janeiro 3.4% 
Other services 14.9% São Paulo 7.2% 

Note: Adapted from World Bank (2010).   
 
enough skilled employees, and some even named the region’s human capital as an advantage of 

having a high-potential startup there.  Table 4 shows that although 12.6 percent of firms in Brazil 

surveyed by the World Bank (2010) described a poor education as the largest obstacle of the 

Brazilian business environment, only 8.6 percent of IT firms in the country gave the same 

response.  Similarly, it was the biggest obstacle for just 6.0 percent of all firms in Ceará, though 

the data do not show the size of each industry in the state.  Nevertheless, this study suggests that 

a poorly educated workforce is not a major obstacle in the short run, though it likely would not 

be the case if there was a rapid increase in the number of startups in the region. 

This finding might appear strange given Fortaleza’s low average educational attainment, 

which underpinned my hypothesis about the effect human capital levels on startups in the region.  

However, it could still be consistent with this data because of the extremely small number of 

high-potential startups in the Northeast.  As displayed in Table 5, data from the Organisation for 

Economic Co-operation and Development (OECD, 2014) show that only 3.6 percent of Brazilian 

fifteen-year olds earned scores on an international exam that correspond to the three highest 

levels of mathematical proficiency, compared to the OCED average of 30.7 percent.  Similarly, 

the United Nations Educational, Scientific, and Cultural Organization (UNESCO, 2010) reported  
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Table 5.  Mathematical proficiency of fifteen-year old students in Latin America 
 
Country Below Level 1 Level 1 Level 2 Level 3 Level 4 Level 5 Level 6 
Argentina 34.9% 31.6% 22.2% 9.2% 1.8% 0.3% 0.0% 
Brazil 35.2% 31.9% 20.4% 8.9% 2.9% 0.7% 0.0% 
Chile 22.0% 29.5% 25.3% 15.4% 6.2% 1.5% 0.1% 
Colombia 41.6% 32.2% 17.8% 6.4% 1.6% 0.3% 0.0% 
Mexico 22.8% 31.9% 27.8% 13.1% 3.7% 0.6% 0.0% 
Peru 47.0% 27.6% 16.1% 6.7% 2.1% 0.5% 0.0% 
OECD average 8.0% 15.0% 22.5% 23.7% 18.1% 9.3% 3.3% 

Note: Adapted from OECD (2014). 
 
that Brazilian universities graduated only 30,000 engineers, three times less than South Korea’s 

number despite having four times its population.  While these numbers are startlingly low, it may 

be that for the present moment this small fraction of the population can satisfy the demand for 

skilled labor from the region’s few high-potential startups. 

Nonetheless, if Brazil is to become a more innovative economy in the long run, it must 

greatly improve the human capital of its citizenry.  The same holds true for all of Latin America: 

the region’s seven participants in the OECD exam were among the fourteen countries with the 

smallest percentage of students in three highest levels of mathematical proficiency, the basis of 

computer science and engineering skills.  While raising human capital in Latin America would 

have an enormous positive impact in many areas, especially growth, increasing the skills of an 

entire generation takes years and requires major improvements to educational systems.  It would 

also require a shift from memorization-based learning to encouraging discovery.  Unfortunately, 

the forces obstructing reform in Latin America are quite powerful (Mexican education, 2015). 

 
5.5. Barriers to internationalization 
 
5.5.1. Physical goods: Bureaucracy 
 
The finding that Brazil’s cumbersome bureaucracy impedes international trade is not particularly 

surprising, though it is interesting that it appears to hinder exporters as well as importers.  With  
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Table 6.  Bureaucratic obstacles to trade in Latin America 
 

Country 

Total cost 
to export 

(2015) 

Total cost 
to import 

(2015) 

Time for exports 
to clear customs 

(2010) 

Firms listing customs and 
trade regulations as major 

constraint (2010) 
Argentina $210 $1,320 7.3 days 16.9% 
Brazil $1,185 $1,077 16.4 days 29.2% 
Chile $340 $340 -- -- 
Colombia $635 $595 8.6 days 6.7% 
Mexico $460 $550 7.0 days 5.3% 
Peru $510 $663 16.1 days 15.0% 
Venezuela $1,850 $2,150 18.4 days 24.2% 
Latin America 
and Caribbean $627 $793 9.7 days 18.6% 

Note: Adapted from World Bank (2015) and World Bank (2010).  Chile is not included in the Enterprise Surveys. 
 
the region’s history of protectionism, a researcher would expect that there would be onerous 

taxes and regulations on imported products but no obstacles to exported ones.  However, Table 6 

reports the World Bank’s (2015) estimate that the border and documentary compliance costs of 

exporting a standardized container of goods from Brazil is the fourth highest in Latin America 

and is actually higher than the cost of importing the same container. 

In addition, the World Bank (2010) estimates that firms wait an average of 16.4 days for 

their direct exports to clear customs, the fourth-longest delay in the region.  Thus it seems that 

bureaucratic complexity encompasses all aspects of trade and may even deter entrepreneurs from 

internationalizing their ventures.  The uncertainty in Brazilian laws and the tangle of federal 

agencies with jurisdiction over trade also could have the same effect.  Therefore, as discussed 

previously, there is a need for major changes in the public sector and its attitude toward firms. 

 
5.5.2. Information goods: Low proficiency in foreign languages 
 
Although a firm can send its information goods to anywhere in the world with Internet access, 

this study finds that language barriers are likely an important factor in keeping Brazilian startups 

from internationalizing.  Except for Henrique, who builds apps and games for customers across 



 69 

the globe, the entrepreneurs interviewed mostly limited themselves to Brazil and the occasional 

Lusophone country.  Reliable data regarding the level of foreign language proficiency in Brazil 

are not available but several consulting firms rank the country among the lowest in the region 

and the world for its citizens’ ability to speak English (Glickhouse, 2012).  Angélica seemed to 

confirm these rankings in her assessment of the level of English among entrepreneurs that Apex-

Brasil brought to Silicon Valley. 

A likely contributor to this lack of proficiency in other languages is the country’s 

educational system, despite the federal government mandating in 1996 that schools teach at least 

one foreign language beginning in fifth grade.  However, Fragozo and Monawar (2012) 

interviewed several English teachers in Brazilian public schools and found that many schools did 

not assess their language skills before being hired and their teaching methodology focuses on 

reading, writing, and explicit grammar instruction.  They also note that many students criticized 

their English classes as uninteresting and of poor quality.  As discussed earlier in this chapter, 

there is a pressing need for improvements to Brazil’s educational system. 

Another possible explanation for its low foreign language proficiency is that as the 

world’s fifth largest country in population and area, Brazil is essentially a continent unto itself. 

Figure 3 demonstrates that most of the population lives in the Atlantic coastal regions, separated 

from other Latin American countries by the Amazon rainforest or large swaths of sparsely 

populated land.  Thus there might not be as much urgency in Brazil to learn a foreign language 

as there is on the European continent with its many small and highly integrated countries. 

 
5.5.3. Focus on the domestic market 
 
The interviewees’ comments suggest that Brazil’s long history of protectionism has conditioned 

its business community to focus on the domestic market.  In a sense, the walls that policymakers  
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Figure 3.  Map of Brazilian population density (2000) 
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Figure 4.  Percentage of country’s citizens online at least once every hour 
 

 
Note: Adapted from A. T. Kearney (2014). 
 
have put up to keep foreign firms out might have inadvertently kept Brazilian firms in.  This 

inward focus is what Henrique and Angélica reference in their comments about the lack of a 

global focus among firms in the Northeast and Brazil in general.  Another important result of the 

country’s protectionism is that the quality of domestic goods is likely lower than that of foreign 

firms.  Thus Brazilian companies attempting to internationalize might have to improve their 

products to meet foreign standards, and the upgrading process can decrease profit margins. 

In addition, with over 200 million residents, Brazil could be a large enough market for 

some technology firms to have only domestic operations and be quite profitable.  As shown in 

Figure 4, the consulting firm A. T. Kearney (2014) found that 71 percent of Brazilians connect to 

the Internet every hour they are awake, the highest rate among the ten countries studied and 

twenty percentage points above the average.  Therefore, the country is a sizeable market for 

technology companies.  Yet firms that only focus on Brazil are less likely than global firms to 

achieve the economies of scale in digital production that stem from large upfront investments in 

research and development.  Once the code or a technology has been developed, the cost of 
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producing an additional copy of it can be incredibly small relative to the cost of the initial 

development.  As such, the firm can lower its per unit production costs by selling more units. 

For this reason, an innovative firm that limits itself to one country or to those that speak 

Portuguese will have higher costs than one that serves customers around the globe or in English.  

These higher costs can force domestic firms to exit, as there are fewer ways to protect domestic 

technology firms from foreign competition without restricting citizens’ Internet access.11  The 

country can become less innovative as a result and will then have slower economic growth than 

it otherwise would have.  This economic insight highlights why it is so important for high-

potential startups in Brazil to internationalize. 

 
5.6. Negligible effect on internationalization 
 
5.6.1. Assistance from government and incubators 
 
The federal agencies like Apex-Brasil that promote internationalization seem to have a much 

more business-friendly orientation, though it is not clear from the entrepreneurs’ statements that 

they had any impact on their startups.  But there are a variety of potential reasons why I could 

not detect an effect.  For example, it might be that the startups I studied were in too young to 

merit Apex-Brasil’s help in meeting Silicon Valley venture capitalists.  The only assistance it 

might offer to firms at such an early stage in their lifecycle is in obtaining international 

certifications, as Luís described.  Or perhaps these agencies only provide assistance to startups in 

specialized fields such as biotechnology. 

Padetec also seemed to have done very little for any of the firms it incubates in terms of 

their internationalization.  Aside from Felipe’s mention of a vague plan to help them make 

                                                
11 The Minister of Communications nonetheless tried to protect the Brazilian telecommunications industry.  He 
called upon lawmakers to draft laws that would require foreign firms like Netflix and WhatsApp to hire workers in 
the country and pay more to maintain Brazil’s digital infrastructure (Rocha, 2015). 
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contacts in other countries, none of the entrepreneurs associated with the incubator described any 

attempt to assist them in going abroad.  Nonetheless, given that endorsement of the federal 

university appears to be the only benefit of incubation at Padetec, the entrepreneurs would not 

expect this halo effect to extend beyond the Northeast.  Their association with the incubator was 

most likely a step taken with the logic of the oligarchic society of northeastern Brazil in mind.  

Therefore, they might never have expected its help in becoming an international firm anyway. 

 
5.7. Limitations and directions for future research 
 
Although I justified conducting qualitative research on a small number of cases, there are 

important limitations to my research.  For example, this study focuses on one specific type of 

startup in one distinct part of Brazil.  Therefore, this study does not describe a universal 

experience of all entrepreneurs in the country or the Americas.  There may be themes raised in 

this study that are other startups in the region share, but it is unlikely that each one is common to 

every new venture.  In this research, I have highlighted the experiences of high-potential 

entrepreneurs in growing and internationalizing their innovative startups in the northeastern 

Brazil.  There remains a need for further study of high-potential ventures across Latin America. 

Another concern with my study is that the entrepreneurs could have incorrectly identified 

the sources of their successes and difficulties.  I attempted to account for such attribution error 

by triangulating each entrepreneur’s story with those of founders of similar startups and also by 

interviewing consultants and officials.  Even so, I could not find an angel investor to interview 

during my time in Fortaleza, which could bias my findings about the lack of finance there. 

It is also possible that there is improper attribution in spite of having followed the 

literature’s recommendations regarding saturation.  For example, suppose the true reason for 

Felipe’s difficulties in establishing partnerships is not an oligarchic society but rather that his 
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product does not satisfy a customer demand.  In our interview, he could have deflected the blame 

for this problem by citing a problematic but unrelated social structure in the Northeast.  Though I 

did not ask questions about the topic and David and Felipe raised it independently, there is a 

need for more research to clearly establish an effect of an oligarchic society on startup growth. 

In addition, variables that the interviewees and I did not discuss in our conversations 

could bias my findings.  We did not delve into cultural factors like a stigma around failure that 

might keep a potential entrepreneur from ever launching a venture.  Such a perception would be 

challenging to measure and its effects might be difficult to separate from those of the oligarchic 

society.  I also did not attempt to interview any ‘intrapreneurs,’ or innovators within established 

companies, which because of social norms could be a more attractive career choice than being an 

entrepreneur.  If this were the case, I would have missed much of the innovative activity in the 

Northeast, though it is unlikely given the region’s previously discussed economic statistics. 

Finally, because of persistent poverty and inequality in Latin America, policymakers 

should not interpret the recommendations in this chapter as sufficient – or even necessary – to 

improve lives in the region.  While innovative firms seem to be crucial for long-run growth, 

enhancing the support for microentrepeneurs through agencies like Sebrae would be a faster and 

more equitable way to raise average living standards.  Educational reform would also be a vital 

step toward empowering future generations and making Brazil a more innovative country. 

The goal of these recommendations is to help diversify the region’s economies away 

from simple commodity exports, which is important for reducing their persistent volatility.  In 

order to do so, upper-middle income countries like Brazil should pursue the growth and 

internationalization of high-potential startups as part of a broad strategy to transition into a 

higher-income economy. 
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APPENDIX A.  INTERVIEW GUIDE (ENGLISH) 
 

1. What does your company make/do? 
a. Products and/or services? 
b. Who uses them? 
c. To do what? 
d. Why is your firm better than its competitors in this area? 

2. Where does your firm sell its products/services? 
a. Only in Brazil? 

i. Why? Size of the market, lack of resources to export? 
ii. Are you interested in exporting? 

1. What would be the benefits? 
b. Outside of Brazil? 

i. Why? Diversification, network of contacts? 

3. Does your firm receive export assistance from the government or a commercial association? 
a. From whom? 
b. Why did your firm ask for assistance? 
c. What resources did you receive? 
d. Are you satisfied with the quality of the assistance? 
e. If it did not receive assistance, why did you not ask for it? 

4. What are the advantages, disadvantages of Fortaleza as the home of an Internet startup? 
 

5. Has your firm considered leaving Fortaleza? 
a. Why, why not? 
b. If your firm were to leave Fortaleza, what would be the reason? 

i. A resource, network of contacts? 

6. Which city in Brazil is best for Internet startups? 
a. Why? What does this city have that Fortaleza does not? 

 
7. Did you always know you wanted to be an Internet entrepreneur? 

a. How did you get to where you are today? 
b. Were you a student of a public or private high school? 
c. Were you a student of a public or private university? 

8. Could the government, incubator, universities do anything to help your firm? 
a. Why would this improve your firm? 
b. What would hurt your firm? Why? 
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APPENDIX B.  INTERVIEW GUIDE (PORTUGUESE) 
 

1. O que é que sua empresa faz? 
a. Produtos e ou serviços? 
b. Quem os usa? 
c. Para fazer o quê? 
d. Por que sua empresa é melhor do que os competidores nessa área? 

2. Para onde sua empresa vende os produtos? 
a. Só no Brasil? 

i. Por quê? Tamanho do mercado, falta de recursos para exportar? 
ii. Você tem interesse em exportar? 

1. Quais seriam os benefícios? 
b. Fora do Brasil? 

i. Por quê? Diversificação, redes de contatos? 

3. Sua empresa recebeu apoio do governo ou de uma associação comercial? 
a. De quem recebeu? 
b. Por que sua empresa pediu o apoio? 
c. Que recursos lhe deu? 
d. Você está satisfeito com a qualidade do apoio? 
e. Se não, por que você não pediu? 

4. Quais são as vantagens, desvantagens de ser uma empresa de TIC em Fortaleza? 
 

5. Sua empresa já considerou ir embora de Fortaleza? 
a. Por quê? Por que não? 
b. Se sua empresa fosse embora de Fortaleza, seria por quê? 

i. Algum recurso, redes de contatos? 

6. Qual cidade no Brasil é a melhor para os startups de TIC? 
a. Por quê? O que é que tem lá que Fortaleza não tem? 

 
7. Você sempre sabia que seria um empresário de TIC? 

a. Como você chegou a este lugar? 
b. Você era estudante de um colégio público ou privado? 
c. Você estudava em qual universidade? Privada ou público? 

8. Será que o governo, a incubadora ou as universidades podem fazer alguma coisa para 
melhorar a sua empresa? 

a. Por que isso melhoraria sua empresa? 
b. Que empioraria sua empresa? Por quê? 
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