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¢ Man is born free and everywhere he is in chains.

”»

Jean-Jacques Rousseau (1712-1778)
Philosopher, writer, and composer

The internationalization of companies offering knowledge-intensive business services
(KIBS) plays an important role in the general process of globalization. As the largest emer-
ging market, China is attractive for Western KIBS. This article presents a case study on
Finnish KIBS in China. Three companies in "clean tech" engineering, eco-cities design, and
3D media solutions describe the challenges and promoting factors in entering the Chinese
markets. The study also examines the various ways of positioning the firm in the value
chain through the roles of an integrator, a concept developer, and a multi-stage actor. Our
findings illustrate the new business opportunities provided by China in advanced service
sectors focusing on sustainability issues and creative content.

Introduction

Knowledge-intensive business services (KIBS) are ex-
pert companies that provide design and consultancy to
other companies and organizations. They offer solu-
tions to both technological (e.g., engineering and ICT)
and managerial (e.g., legal, financial, and marketing) is-
sues (Miles, 2005). KIBS have composed the most rap-
idly growing sector in Western countries for more than
three decades, and their internationalization has been
argued to be one of the most significant contributors to
the general process of globalization (Miozzo & Miles,
2003). KIBS are particularly important actors in the glob-
alized structures of innovation: internationally operat-
ing KIBS transfer knowledge between global, national,
and regional levels (Howells & Roberts, 2000).

Recently, KIBS have also aroused attention in emerging
markets, particularly in China (Wei & Wang, 2005). Stud-
ies indicate that KIBS play a crucial role in knowledge
flows within regional industrial clusters in China (Shyu
et al, 2007). The country-wide development of KIBS is
still at an early stage, with a limited scale and expansion
ability. However, some geographical regions, particu-
larly the Yangtze River Delta and Pearl River Delta areas,
show rapid growth of this sector (Qi & Guan, 2009).
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As a huge market, China is also interesting as a target
country for internationalizing Western KIBS. Our study
focuses on this topic: we have carried out case research
among Finnish small and medium-sized enterprises
that offer knowledge-intensive business services in
China. We focus on two research questions:

1. What kind of a process characterizes the internation-
alization of Western KIBS when they enter the
Chinese markets?

2. How do KIBS position themselves in the respective
value chain when they establish their activities in
China?

Based on these questions, we map the challenges and
promoting factors in the internationalization of West-
ern KIBS in China.

Internationalization of Services

The three basic ways to operate on the international
markets are: foreign direct investments, exports, and
presence through third parties. Foreign direct invest-
ments have been considered dominant in services due
to the need for close contact between the providers and
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clients. The presence through third parties also has its
benefits: it provides control over the service delivery
and quality, and it requires fewer resources than for-
eign direct investments (Roberts, 1998).

In exports, sending experts to work in another country
has been the predominant model but is increasingly re-
placed today by online activities — in training and con-
sultancy for instance (Javalgi et al., 2004). However,
export projects as a specific form of travelling-based in-
ternationalization have "survived" the change. They are
particularly common in engineering consultancy, in
which the same expertise is used in different countries
instead of expansion in one country (Léo & Philippe,
2001).

In the international operations through third parties,
collaboration may concern a common brand, common
acquisition of clients and contacts, common subcon-
tracting, common R&D and training, and even partially
common ways of working. Also, deeper forms of co-
operation, such as strategic alliances, are possible
(Tapscott et al., 2000).

The model that is purposeful for an individual firm de-
pends both on the resources and skills of the firm and
on the nature of the service. All models require contacts
and material resources as well as know-how in interna-
tional business. Trusted partners are critical in opera-
tions through third parties, whereas material resources
are emphasized in foreign direct investment. As regards
the nature of the service, the most important question
is the extent to which the service is commodifiable and
the extent to which the knowledge included is codifi-
able. If the elicitation and interpretation of tacit know-
ledge plays a central role, the provider should be
present in the delivery (Majkgard & Sharma, 1998).

In the process of internationalization, a long-lasting
view was that service firms either follow their clients to
foreign markets, or in the case of independent interna-
tionalization, apply a cautious, gradual approach. Later
studies have shown that service firms may also interna-
tionalize rapidly, following the way that high-tech firms
adopted in the mid-1990s (Chetty & Campbell-Hunt,
2004).

The benefit of following the clients is the reduction of
risk: there are contacts in the target country and inform-
ation about the markets is available right from the start.
However, new contacts with local actors may develop
too slowly, which causes difficulties if the business of
the original client diminishes (O’Farrell et al., 1998). In
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an independent internationalization, the building of
credibility speaks for a gradual approach (Contractor et
al., 2003). Companies following this path often initiate
their international activities at a small scale in those
countries that resemble their domestic market.

KIBS compose a service sector that has shown alternat-
ive approaches for decades. For instance, European en-
gineering offices have carried out projects in developing
countries since the 1960s (Sharma & Johanson, 1987). It
is not rare either that KIBS "skip" some stages in inter-
nationalization or take the steps in a different order in
different cases (O’Farrell et al., 1998). The advancement
of information and communications technology, which
has fostered the development of KIBS in general, is also
influential here. Versatile internationalization was first
found in software KIBS, and nowadays, it is becoming
common in all kinds of KIBS that utilize on-line distri-
bution of services (i.e., for recruitment, training etc.).

An interesting alternative is "born globals" — companies
that include international operations in the original
business plan and internationalize immediately after
their establishment. Internationalization may occur
simultaneously in many different forms, such as wired
exports, subsidiaries, strategic alliances, non-equity net-
works, and so on. (Toivonen, 2002). Most “born globals”
are small companies whose focus is on some niche area
where they attract pioneers throughout the world as
their clients.

The different internationalization paths may also be
mixed. “Born globals” may take their first international
steps in countries with a short "psychic distance" (wiki
pedia.org/wiki/Psychic_distance), and only after that penet-
rate rapidly to global markets (Chetty & Campbell-
Hunt, 2004). Correspondingly, cautious companies of-
ten speed up their internationalization when their ex-
perience accumulates. In addition, a service company
may follow a client to a target market, but develop its
own internationalization strategy simultaneously
(O’Farrell et al., 1998). It is also important to point out
that a strategic stance is needed irrespective of the spe-
cific model and path selected. Within strategic consider-
ations, the positioning the firm in the respective value
chain is a key issue.

Value Chains and Value-Offering Points

Value chains cover the full range of activities from a
product or service concept through production and de-
livery to final consumers and to final disposal after the
use (Kaplinsky, 2004). A value chain is usually divided
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into primary and support activities. Primary activities
consist of inbound logistics, operations, outbound lo-
gistics, marketing and sales, and services; support activ-
ities include the firm’s infrastructure, human resource
management, technology development, and procure-
ment (Porter, 1985).

The perspective of value chain has been widely used
since the 1990s, often hand in hand with the business
model approach (Morris et al., 2005). A value chain is
considered a tool to disaggregate a business into stra-
tegically relevant activities (Brown, 1997). The value lo-
gic has been highlighted in this context. A business
model is seen to represent the economic logic in deliver-
ing the value to customers at a certain cost (Magretta,
2002). It is a representation of a firm’s underlying core
logic and strategic choices for creating and capturing
value (Shafer et al., 2005). Value for customers has been
increasingly emphasized as a prerequisite for provider
value (Lusch et al., 2010). Correspondingly, challenging
the value chain members to improve the value proposi-
tion to end customers has gained ground in value chain
management.

According to Rappa (2001), a company generates profit
by specifying its position in the value chain. Chesbrough
and Rosenbloom (2002) point out that the business
model defines the value chain structure of the firm: it
determines the offerings and complementary assets
needed to support the firms’ position in the value chain.
A more detailed analysis of this position helps to pur-
posefully manage both the demand and the supply
chains. Upstream participants constitute an individual
firm's supply chain and downstream participants con-
stitute its demand chain (Horvath, 2001). The value-of-
fering point is the place where the demand and supply
chains meet, in other words, where the supplier fulfils
demand in the customers' demand chain - here, the
customer may be either an intermediary or end user
(Holmstrém et al., 2001).

Research into value chain management and value-offer-
ing points has been carried out mainly in the context of
manufacturing or service sectors near to it (e.g., retail-
ing). However, the approach also applies to KIBS. In the
conventional, arm’s-length buyer-seller relationship the
value-offering point is based on fulfilling orders. An al-
ternative is the situation in which companies are in-
creasingly interested is "offer to planning", which
moves the value-offering point to analyzing the demand
categories that can be fulfilled with more knowledge-in-
tensive and also more profitable services. (Holmstrém
etal., 2001)
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Today, some authors prefer the term "value network" in-
stead of a value chain (e.g. Allee, 2003). Be it a chain or a
network, there is consensus about the importance of in-
tegrating the various activities included. The role of
KIBS as integrators has aroused much interest because
these companies possess the necessary knowledge for
understanding and coordinating the multi-tiered and
distributed "value segments" (Windrum, 2002; Zhou et
al., 2005). The ability of KIBS to take this role, despite
their often small size, is based on the combination of
generic knowledge with practical applications in their
clients’ specific operational environments. In addition
to functioning as integrators of value offerings, KIBS
have been suggested to form key nodes and hubs that
synchronize several complex resource domains in-
volving highly embedded tacit knowledge (Miles, 2005).
An example is provided by KIBS that facilitate the elab-
oration of open public data into various services. In the
areas of transportation and city planning, for instance,
this elaboration requires the bridging of many different
stakeholder groups.

Context and Methodology

Three Finnish KIBS form the basis of our study. Each of
the companies is technologically oriented, and they offer
"clean tech" engineering (Case A), architectural design
(Case B), and 3D solutions in digital media (Case C).

Case A was founded in 2001. It is a leading Nordic com-
pany providing carbon asset management and other
services in the renewable energy markets. It has carried
out more than 100 projects linked to a clean develop-
ment mechanism between Europe and China. Its busi-
ness in China is currently focused on an energy
management contract (EMC) — an area supported by
the local government.

Case B was established in 1979. It has performed hun-
dreds of successful projects in urban, landscape, and
building design throughout Finland. Sustainability is
emphasized in its design projects. In recent years, Case
B has seized a new opportunity that has emerged in
China: the local government has increasingly favoured
sustainable design solutions and has applied the eco-
city concept, among others. Since 2008, Case B has ex-
ported several sustainability projects to China, includ-
ing infrastructure planning, energy and traffic, and
carbon control.

Case C is a stereoscopic 3D company founded in 2007.
It offers native 3D production, 2D-to-3D conversion,
and 3D display solutions, including 3D holographic pro-
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jection and glass-free 3D. Case C has not yet established
business in China, but it has sent experts there to seek
local partners and to find out the demand for its offer-
ings.

In order to obtain in-depth knowledge in quite a new
topic, we have applied a qualitative research approach.
A multiple-case study was conducted to improve the
transferability of results. The data were mainly collected
through 12 face-to-face interviews with representatives
of the top management teams of each case company.
Each interview lasted about one and half hours. The in-
terviews were semi-structured based on the research
questions and the literature review. Interviewees were
given a great deal of freedom to respond the open-
ended questions (Bryman & Bell, 2011).

Besides the interviews, we participated in three sem-
inars, which were organized in China by the experts in
the fields of our case companies. In these seminars, we
had an opportunity to discuss the topic with important
stakeholders, including (potential) customers, competit-
ors, partners, and industry experts.

During the data analysis and interpretation, we aimed
to form a deep understanding of each case. The inter-
view transcripts were categorized into specific themes
that were originally guided by the research questions
and interview topics, but were modified on the basis of
the emerging issues that came out in the interviews and
seminar discussions.

Case Results

Our results show that local partners play a critical role in
China, both in market entry and in further develop-
ment. However, the detailed methods of organizing
partner collaboration and gaining benefits from such
collaborations varies in our case companies:

* Case A owns a subsidiary in China through a joint ven-
ture with a local partner. In addition to close custom-
er contacts, the influential network provided by the
partner has motivated Case A to select this deepest
form of local presence. The joint venture and the ex-
isting network have diminished the risk linked to in-
vestments.

* Case B carries out export projects by sending travelling

experts to China. It also has a representative office in
its local partner’s incubation centre. The partner’s re-
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sources complement Case B’s own resources in that
office: they can be used for free, but there is a profit-
sharing agreement for the future projects.

* Case C is preparing to enter the Chinese market. It has
relocated an expert to work with a potential partner
and to present itself in China. This expert works par-
tially for Case C and partially for the partner, but a
common aim is to cooperatively secure and manage
projects.

The case companies also show different paths of entry
into Chinese markets. However, all of them have inter-
nationalized independently — they have not followed
their domestic clients. All of them also show a combina-
tion of rapid and cautious steps:

* Case A has perceived China as an important market
since its founding: local interest in its expert areas —
environmental protection and energy saving - is
growing and is driven by government policy.
However, the energy industry in China is very conser-
vative, and therefore Case A entered this market only
after a careful exploration of opportunities. There-
after, it established its business in China quite rap-
idly. Experience about subsidiaries in Europe
supported this initiative, and a crucial step was find-
ing an appropriate venture partner.

e For Case B, China is the only foreign market. Thus,
this company exemplifies the approach of starting in-
ternational activities from a remote area. Case B fo-
cuses on the Chinese eco-cities development that is
driven by the government’s sustainability policy, and
its first project was based on success in an eco-city
design competition. An interesting point is the inter-
action between foreign and domestic markets: not all
eco-city projects have generated profit, but the brand
effect has helped the company to win projects in the
domestic markets.

* Case C is a genuine born-global company operating in
a niche area. It is compelled to extend its business
beyond the home country due to the very small 3D
market in Finland. It is present in several foreign
countries (e.g., Sweden, Russia, and the United King-
dom). Recently, it has made a preliminary analysis
concerning the Chinese 3D market. In order to re-
duce the risk in the early stage, its preferred form of
activities in China is exports via the Internet (e.g., 2D
to 3D conversion).
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To summarize the factors that seem to promote the suc-
cess of Western KIBS in China, we highlight the import-
ance of local references. Our cases show that a joint
venture subsidiary enables the rapid accumulation of
business cases. However, if this option is not available,
even a looser network or an individual "spokesperson”
may crucially help during a company's first steps in
China. A combination of Western and Chinese repres-
entatives seems to be the best way to compile human
resources. On one hand, Chinese customers often want
to see foreigners in the projects when discussing large
lines of business. On the other hand, they prefer negoti-
ating with locals for practical issues.

In addition to the challenge of securing a foothold in
China, a reasonable pricing strategy turned out to be a
challenge to Western KIBS. Finding a price level that is
acceptable to local clients and that provides competit-
ive advantage to the KIBS themselves is not easy. A solu-
tion that is typical of our case companies was the
combination of Western and Chinese workforces. For
instance, company B carries out the design of the core
concept in the West with Western resources and prices,
whereas the preliminary and follow-up work is imple-
mented in China with local resources and local prices.
However, this "traditional" solution based on work al-
location was not the only option. Case A applied very
modern value-based pricing by sharing the profit with
clients.

Customer segmentation is essential in China and one
central categorization in this regard is based on the
ownership of companies. State-owned, privately
owned, and foreign companies show different business
behaviours, for instance, in customer-relationship man-
agement and decision-making practices. There are also
differences in the payment risk. Our case companies re-
ported that state-owned enterprises are quite reliable
although the payment may be delayed, but privately-
owned enterprises may be risky. One solution (applied
by Case C) is to restrict the after-delivery invoicing to
premium customers and invoice the other customers
beforehand. This practice also relieves the problem that
clients do not always complete the payment: the first in-
voices that cover the costs are usually reimbursed, but
the final part that includes the profit is not always ac-
complished.

Alternative positioning in the value chain

All case companies have aimed to find an influential po-
sition in their respective value chains in China. They il-
lustrate three different ways to achieve this goal
through the roles of an integrator, a concept designer,
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or a multi-stage actor. An integrator coordinates the
business of other stakeholders in the value chain. A
concept designer, located upstream in the chain, has
the capability of offering profitable services by a holistic
analysis of the potential demand. A multi-stage actor
may have a more or less influential role depending on
which parts of the value chain are combined and how.

Case A represents a value chain integrator (Figure 1).
Achieving this role is based on the company’s profound
knowledge about the energy industry and on its long ex-
perience in China. Case A combines the technology, ma-
terial, components, and equipment of the other
providers. More specifically, it offers full services to its
clients in energy management contract (EMC) projects,
which include energy efficiency audits; energy conserva-
tion project design, construction, and equipment in-
stallation; and energy conservation monitoring.

There are several factors that support the success of
Case A in the role it has selected. The first factor is the
profit model. The project funding is based on the EMC
concept and consists of Case A’s own capital and com-
mercial or special purpose loans. Clients pay the costs
back during the contract period (e.g., five years) on the
basis of the achieved energy savings. This payment also
includes profit for Case A. Second, Case A receives sub-
sidies from the Chinese government based on the in-
vestment and energy saving results. Third, the supply
chain partners whose operations Case A integrates deliv-
er their products (within the EMC) to the clients via
Case A. All parties involved in the EMC business benefit
from the arrangement.

Case B has positioned itself upstream in the value chain
as a concept designer (Figure 2). Its main activity is in
the early design of the eco-city projects. A concept de-
signer has the opportunity to heavily influence the pro-
ject owner’s decisions in the early stages of a project.
Thus, Case B’s activities are an example of "offer to plan-
ning" and of the respective value-offering point
(Holmstrém et al., 2001). By carefully analyzing the pro-
ject owner’s needs and desires, Case B can create a
concept that includes both sustainable elements and
profitable services.

However, in order to follow the Chinese license regula-
tions in the construction projects, Case B needs to work
closely with the local design institute. The company's
share of design work compared with the local design in-
stitute decreases dramatically when the project pro-
ceeds from the schematic design to the preliminary
design and further to the construction design. However,
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its role in consultancy becomes more important and
drives the project owner to follow the original concept.

Case C is a multi-stage actor (Figure 3). Its activities fo-
cus on two points in the value chain: development and
marketing. The company creates 3D content as a produ-
cer, and it resells the content and the related 3D equip-
ment as an agency. In the early stages, just after its
founding, the company focused on the former role. The
latter role became important in the business practice
due to the immaturity of the 3D market: many clients
do not have suitable hardware to support the 3D con-
tent.

As a newcomer, Case C’s activity in China relies on the
partners’ network. Currently, the company is seeking
niche markets to provide 3D solutions with a premium
price. It is also trying to acquire price-sensitive clients
and, for that purpose, it aims to reduce costs by using
its own technology and its partners’ labour resources.

Based on our case observations, we suggest that a KIBS
can acquire an influential position in its value chain in
many ways. However, there are factors that restrict the
possibilities: the length of experience in the domain
and in the specific market, the nature of service, among
others. Thus, not all alternatives are open to all com-
panies. Analyzing the position in the value chain is,
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CaseC
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actor
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Holographic
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Auto-
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Technology
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however, always possible and enables the search for an
alternative that is influential and achievable.

Conclusion

This article has examined the ways in which Western
KIBS enter Chinese markets and position their business
in their respective value chains. Our empirical data con-
sist of a case study including three Finnish KIBS in the
areas of clean tech engineering, eco-cities design, and
3D solutions in digital media. Thus, we have focused on
novel issues, not only regarding China as a target coun-
try, but also regarding the nature of the expertise
offered by the KIBS in relation to sustainability issues
and the creative sector.

Our results confirm many earlier findings on the inter-
nationalization of services. All basic forms of interna-
tional operations came out in our study: a subsidiary,
export projects, and collaboration with a third party.
The form of local presence was linked to the degree of
establishment: the company having the longest experi-
ence in China had a subsidiary. The company having
some experience carried out export projects, and the
company taking its first steps operated through a third
party. This result confirms the view that companies se-
lect more risky forms of foreign operations when their
experience grows.

/ 30 Solutions \

3D offerings

=)

Figure 3. Case C as a multi-stage actor in its respective value chain
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On the other hand, there were several indications of
courage in entering Chinese markets. One case com-
pany is a born global and, for another, the Chinese mar-
ket is their first foreign market. Deviating from earlier
studies, not one of our companies had followed a do-
mestic or other Western client to these markets. Here,
the novelty of the expert areas may be one reason. Due
to the small size of domestic markets, there is no one or
very few clients with whom to internationalize. China is
also a pioneering country in some areas — thus, the
most dynamic demand can be found there. The eco-
city case is an example of this phenomenon. In this
case, the activities in China also promoted the com-
pany to win projects in the domestic markets.

Our study also highlights some specific issues that are
important to take into account when entering Chinese
markets. Irrespective of the form of international activ-
ities and the path followed, the role of local partners
turned out to be central. The partners not only function
as business references, but they may also provide addi-
tional resources and open doors to broader networks. A
skilful combination of Western and Chinese resources
is a success factor. The "foreign face" increases the
credibility of the project, but local representatives are
needed to secure smooth solutions in business prac-
tice. The price issue favours carrying out the most de-
manding expert tasks with a Western workforce and
others with local resources.

As regards the value chains, we found that all compan-
ies in our study had established a role that reflects a de-
sire to move away from a narrow position. One
company is a service integrator, meaning that it co-
ordinates the activities of upstream suppliers to provide
broad solutions to the downstream clients. Our study
indicates that this role requires profound knowledge,
rich local experience, and abundant resources, includ-
ing a good financial situation. Thus, this position is
maybe not as easily adopted as earlier KIBS studies
have suggested. There are also reasonable alternatives
for this most demanding role: the roles of a concept de-
signer and a multi-stage actor. A concept designer has
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much influence at the beginning of a project when po-
tential demand is mapped. A multi-stage actor has flex-
ibility as strength: various types of services can be
offered according to the demand and the capacity of
the provider. This opportunity is particularly important
in emerging industries, as illustrated by our 3D solu-
tions case.

A more general managerial implication of our study is
open-mindedness in learning the characteristics of the
Chinese business culture. Both the exaggeration of dif-
ferences between Western and Eastern cultures and an
over-assimilation of them are identifiable in earlier
studies. The latter problem is visible in the analyses
that evaluate the development in China similar to the
Western development, just a couple of decades later. A
similar perspective has been applied, for instance,
when interpreting the current development stage of ser-
vices. It is true that a long tradition in China has pre-
ferred goods over services, but now the situation is
changing and the change may take place very rapidly in
some respects. Our study shows examples regarding
both topics and practices. Knowledge-intensive ser-
vices linked to sustainability issues are a very modern
approach, which China is now adopting. Value-based
pricing is a business practice that is gaining a foothold
in Western companies, and our small sample revealed
it as a realistic alternative in China as well.

Because our study was based on a few cases in one
country, more extensive studies are needed to general-
ize the results. Both the entry of Western KIBS to China
and their positioning in the value chains there deserve
further attention. In addition, it would be interesting to
deepen our understanding about the KIBS market in
China, including its similarities and differences com-
pared to Western countries. Finally, our cases exempli-
fy different value dimensions in the Chinese context: i)
customer value (i.e., the balance between benefits and
sacrifices); ii) provider value (i.e., paybacks and brand
value); and iii) relationship value (i.e., trust, commit-
ment, and loyalty). The interrelationships of these di-
mensions are an important area for further research.
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