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Abstract: The internationalisation challenges that face all companies are no
longer the exclusive concern of multinationals. Participation in  the
international marketplace has become a reality for large firms and small and
medium-sized enterprises (SME) alike. This kind of participation can be
rewarding for both companies and employees. The markets that SMEs enter
and the success of this entry depend on several factors such as cultural
differences, company tradition, venture capital, products and competitors. The
goal of this study is therefore to understand whether the characteristics of the
external market, the characteristics of the company itself and the barriers to
internationalisation influence the strategic approach that SMEs adopt in their
internationalisation processes. Using data on 320 Portuguese SMEs, we apply
multivariate analyses to test the dimensions of internationalisation. We find
that the decision of SMEs to internationalise involves an institutional change in
response to external pressures in the home country. SMEs under greater
institutional pressure not only tend to expand further but also engage in their
initial international activities more radically.
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1 Introduction

With the increasing international liberalisation of commercial and industrial activities,
the internationalisation of business concerns both large and small companies. It is no
longer restricted to the most daring companies or those devoted to operating abroad.

Types of internationalisation have also changed. Internationalisation no longer refers
solely to the traditional practices of exporting to a distant customer or opening a
subsidiary abroad to exploit the comparative advantages of a foreign country.
Internationalisation now covers a huge variety of forms, including intra-company trade,
cross-investment between companies from different countries and, above all, various
types of cooperation agreements involving firms of different sizes, financial companies,
governments, supranational institutions and so forth. Internationalisation by a certain
company may even be initiated not by the export of goods or services but rather by the
creation of a productive unit abroad or a company that is simply already global. Such
companies are known as born globals (Gibb and Szatucka, 2012).

To explain some of the changes that have occurred in recent decades, Ahsan and Wyk
(2018) point out that three important changes have had repercussions on firms’
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internationalisation strategies. The first is the role played by small and medium-sized
enterprises (SMEs), which, through a wide variety of methods, have extended their reach
across borders, showing that external activity is not the exclusive pursuit of
multinationals. The second is the proliferation of new institutional formulas to access
international markets. The predominance of the parent—subsidiary company relationship
that was so characteristic of the 1960s has ended, yielding to more flexible contractual
formulas that allow better use of competitive advantages, even in changing contexts. The
third change is that internationalisation has ceased to be a solitary venture. It now occurs
within a network of interfirm agreements.

In parallel, the global economic environment has changed dramatically (Dana and
Wright, 2004). Traditionally, competition in international markets was the realm of large
enterprises, whilst smaller firms operated at a local or regional level. However, removing
barriers to entry imposed by governments and protective domestic markets, coupled with
recent technological advances in industry, transport and telecommunications, has enabled
even smaller companies to access customers, suppliers and employees around the world.
The evolution of information and communication technology has also had a positive
effect in this new era of internationalisation (Dutot et al., 2014). Small entrepreneurial
firms increasingly stimulate economic growth and innovation both domestically and
internationally.

The changes in the international business environment have complicated foreign
market selection. These changes, which involve the formation of regional trade
groupings, the creation of strategic alliances between companies and the relentless spread
of information technology, have brought down barriers between countries (Basle et al.,
2018; Ferreira et al., 2018; Kraus et al., 2018). Thus, the internationalisation horizons of
SMEs must be viewed from a strategic perspective.

For all these reasons, a key aspect of a company’s international strategy has become
the choice of the foreign market approach strategy. These changes, as well as their impact
on the internationalisation strategies of companies, especially SMEs, justify the need to
study internationalisation and the challenges companies face to enter new markets.

All these aspects of internationalisation reflect a growing concern to address the issue
from a strategic management perspective (Autio, 2017; Magnani et al., 2018) and a
behavioural orientation rather than simply portraying the economic view. We base our
theoretical conceptualisation on these two approaches to study the relationships between
the intrinsic characteristics of the company (Magnani et al., 2018), the external
environment (Dess et al., 2008) and the full range of strategic approaches to entering the
international market. Most research has studied the internationalisation of large
companies. Few studies have examined this process in the context of SMEs. Despite the
wealth of internationalisation studies, few have focused on the SMEs’ strategic
approaches to internationalisation.

At European Union (EU) level, micro and SMEs constitute 99% of enterprises in the
EU. They are an essential part of the non-financial business sector and account for two
out of three jobs in the private sector contributing more than half of the total added value
created by enterprises.

As suggest by some authors (Raoul et al., 2015; Braga et al., 2018; Forte and
Moreira, 2018), the internationalisation is a necessary strategy for a firm’s growth and
survival particularly for SMEs operating in small or saturated markets, as is the case in
Portugal where the exports played a very important role as the engine of economy growth
especially given the recent period of economic recession. Given that SMEs dominate
European industry, in particular for Southern European countries that have some
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similarities it is very important to examine the factors affecting the SEM strategic
decisions in order to devise adequate policies to promote SMEs internationalisation.

More specifically, there is a lack of research on the role of the characteristics of the
company’s external environment, which can be considered either facilitators or inhibitors
of internationalisation.

Therefore, our main research question is as follows: What specific company factors,
external factors and inhibiting factors affect the strategic decisions of SMEs to approach
external markets? This study provides several contributions. First, although previous
literature sheds light on the internationalisation of large firms, this study makes a novel
contribution by showing the strategic dimensions, particularly the characteristics of the
external market, firm internal factors and inhibitors, affect SMEs. Second, this study
extends our knowledge of internationalisation, especially in the SME context. SMEs face
specific challenges such as a lack of human, financial, technological and informational
resources. SMEs strategically opt to form cooperative alliances with companies that
provide them with faster access to new markets.

Furthermore, SME:s are highly sensitive to their external environments and respond to
the institutional pressures of the home country by moving aggressively to
internationalise. Company size, type of ownership, type of activity, availability of
external financing, availability of business associations and market share are other
variables that may affect SMEs’ internationalisation processes.

This paper is organised as follows. In Section 2, we review the literature on
internationalisation. More specifically, we explore internationalisation factors, inhibitors
and the strategic approach to the external market. Section 3 introduces the method. The
empirical results and discussion are presented in Section 4. Finally, conclusions are
provided in Section 5.

2 Strategic approach to internationalisation: theoretical background

Business internationalisation in macroeconomic terms is related to the flows of
exchanges of raw materials, finished and semi-finished products, services, money, ideas
and people between two states or nations. Seeking to enter the global market has become
imperative, not only in terms of survival but also as one of several growth strategies. In
the face of economic globalisation, internationalisation has become a crucial strategy
for companies that want to empower their growth (Luo et al., 2005; Sapienza et al.,
2006). Barber and Darder (2004) portray internationalisation as a process of strategic
management whereby firms assess the changing conditions of the international
environment and, based on their resources, develop a suitable organisational response
that involves crossing international borders. Fernindez and Nieto (2005) argue that
internationalisation is the most complex strategy a company can undertake, given its
uncertainty, its risk and the need for teams with cross-cultural competencies and cultural
intelligence.
Czinkota et al. (1999) provide a list of key factors that influence the strategic
approach to business internationalisation. These factors are grouped intoproactive factors
(potential advantages in terms of profits, technology, unique products, information
management, tax benefits and economies of scale) and reactive factors (competitive
pressure, excess capacity, saturation of the domestic market and proximity to customers).
Pedersen et al. (2002), Puck et al. (2009) and Benito et al. (2009) offer aproposal that
resembles Czinkota et al.’s (1999) but is more comprehensive and complementary. They
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propose two types of factors (reactive and mixed) that influence strategic management of
internationalisation. Reactive motivations include internationalisation by entrainment and
the imperatives of the business itself. Mixed motivations include, for example,
geographic proximity and cultural and linguistic affinities, the use of economies of scale
to take advantage of the country’s image, and support from the home or host government.
For Nigh (1985) and Sethi et al. (2003) the most important motivations for
internationalisation are market characteristics in terms of either the limitations of the
domestic market or the perceived dynamism of external markets. Mathews (2006) argues
that companies might internationalise for relational motives (by responding to
competitors, following up on customers’ internationalisation processes or acting upon
approaches of foreign companies), access to foreign resources (finding lower production
costs abroad or accessing technological knowledge through branches) or government
incentives (through the support of the home or host government). The broader economic
environment, the market conditions, the size of the internal market and the firm’s
proximity to external markets can also be considered external motivations for
internationalisation (Dess et al., 2008).

2.1 Inhibiting factors

According to Douglas and Craig (1995), three types of factors that are external to the
company may hinder its internationalisation strategy. The first one refers to the results of
PEST (political, economic, social and technological) analysis, sector and customers
(more or less uniform requirements and marketing), costs (new product development,
economies of scale and transport), country-specific factors (trade policy, technical
standards, institutional and cultural barriers), competitive factors of the industrial
structure (competitive interdependence and competition through new entrants, shareholder
pressures, mergers and alliances) and the company (bipolarisation between companies
that opt for global competition or focus on a particular niche or market segment).

The second concerns regulations in importing countries and access to information on
these markets, which can condition this process (Katsikeas and Pierce, 1993). The third
factor is the cost of labour. This factor is crucial in decision-making. However, less
restrictive legislation, particularly in relation to environmental issues and sourcing raw
materials, supports the decision. Besides European Community initiatives to develop
programmes to support SME internationalisation, other issues also require an internal
approach to the company, such as under-trained human resources for internationalisation
(Pellegrino and McNaughton, 2015).

Much of the internationalisation literature was inspired by the Uppsala School. The
Uppsala internationalisation model (Johanson and Vahlne, 1977) was initially based on
Swedish companies (Johanson and Wiedersheim-Paul, 1975) and a behavioural
perspective. According to the model, a company’s market knowledge is the driver of the
internationalisation process. Market knowledge is depicted as a dimension of the psychic
distance between home and host countries and the cumulative experience of the firm in
each given market. Lam and White (1999) argue that the Uppsala model lacks the
specification of internal problems and obstacles that managers face during the
organisational change involved in internationalisation. They explore the types of
management dilemmas that organisations face when they internationalise. The adaptive
choice model suggests that the internationalisation process unfolds as a company
adaptively resolves strategic, structural and human resource dilemmas (Pellegrino and
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McNaughton, 2015; Ahsan and Van Wyk, 2018). Based on these theoretical
considerations, we formulate our first hypothesis.

HI: Inhibiting factors have a significant influence on the strategic approach to
internationalisation.

2.2 Market characteristics — choice of strategy

Guillén and Garcia-Canal (2009) and Rui and Yip (2008) focus on growth strategies in
relation to companies’ approaches to foreign market entry to grow beyond the confines of
the national market. This decision might be a response to fierce competition, restrictive
business expansion public policies, a lack of consumer sophistication or a host of other
factors that lead companies to internationalise and exploit opportunities in new markets.
Usually, these opportunities are detected by the company’s business partners in a given
market, or they result from poor partner performance, which leads companies to rethink
their strategies (Lambe et al., 2002).

Douglas and Craig (1995) and Magnani et al. (2018) argue that certain internal
company factors determine the choice of internationalisation strategy. They highlight the
international vision and mentality of managers, organisational dynamics and the
management of organisationalchange. Organisationaldynamics include core competencies,
market access (customer proximity), company integrity (ability to be faster, more flexible
or more reliable), product functionality, the ability to adapt to new processes (learning),
and organisational inheritance or crisis (Pellegrino and McNaughton, 2015). The
management of change entails education and communication methods, participation and
involvement, negotiation and agreements, and manipulation and coercion.

According to Katsikeas and Pierce (1993), the internal agents are the managers, and
the managers of the company are the main decision-makers for matters regarding
internationalisation and the identification of competitive advantages, which may include
installed capacity, accumulated stock volume and new orders. According to Moghaddam
et al. (2014), Dunning’s (1992) model is based on four motivational factors: resource
seeking, market seeking, efficiency seeking and strategic-asset seeking. Although this
typology provides an important reference to explain the motivations for the international
expansion of multinationals from developed countries, empirical research has verified
that the motivations of smaller companies may actually be quite different.

Internationalisation is still seen by many companies as a way of reducing risk across
the numerous countries where they operate. Given the role of economic cycles,
internationalisation is used to offset the performance of some countries with that of
others, thereby turning disadvantages into advantages. The prospect of accessing more
affordable factors of production in other countries means that companies view
internationalisation as a means of achieving cost reductions and economies of scale
(Cuervo-Cazurra and Genc, 2008; Lockyer, 2013; Hennebel et al., 2017).

In terms of strategic objectives, Van Tulder (2015) identified three groups of
motivations for internationalisation: intrinsic, extrinsic and mixed. Intrinsic motivations
include the aforementioned model designed by Dunning (1992). Extrinsic motivations
refer to the motivations to exit the internal market. Mixed motivations relate to the
specific dynamics in each sector.

Knowing the local competition is essential to be able to act locally (Peng, 2009).
Logistical issues are an important factor in internationalisation. The organisation of
communication and information networks in a given market must also be considered
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when choosing the best internationalisation strategy (Baum et al., 2000). At the start of
the internationalisation process, firms tend to incur higher costs than competitors in the
external market. These higher costs derive from transaction costs and coordination costs.
These costs relate to doing business outside the domestic market (Johanson and Vahlne,
1977), which is known as the liability of foreignness. However, as the advantages of
ownership are exploited and the role of the company’s strategic objectives is taken into
account, the company’s performance in international markets will tend to evolve without
necessarily following the process of gradual internationalisation (Johanson and Vahlne,
2009; Autio, 2017).

Most internationalised SMEs face limitations in terms of resources, skills,
information, financial capital, managers’ experience and constraints inherent in the
vulnerability of the external environment. Alliances are therefore a widely used way for
SMEs to internationalise. In addition to minimising costs, sharing risks and enabling
access to key resources, alliances also have major advantages in terms of networks,
resources and knowledge of partners (Gulati, 1998; Pellegrino and McNaughton, 2015).
Because of their vulnerability to problems such as a lack of trust in partners, conflicts of
interest and cultural differences (Kogut, 1989), alliances are not necessarily synonymous
with success. Above all, finding the right partner is crucial (Baum et al., 2000).

According to Peng (2009), the strategic tripod may be the best way to approach the
external market. Three fundamental perspectives are considered: the industry, the
company’s resources and competencies, and the country’s institutional environment.
Another factor is also proposed. This factor is the existence of clusters of companies that
sell products that add value to the industry’s products (Bonardi and Durand, 2003).

Firm size is also a factor in the internationalisation process (Dess et al., 2008). In
most cases, resource restrictions condition the choice of market where a company intends
to expand, thereby limiting business to frontier countries. Combining the scarcity of
resources with the cultural proximity that often exists between frontier countries, means
that companies view these as complementary and favourable factors for internationalisation
in these territories (Yamin and Sinkovics, 2006; Raposo et al., 2014).

The role of institutions in the choice of corporate internationalisation strategy has
also been the subject of several studies, which have examined the role of both legislation
(formal institutions) and cultural ethics and human relations (informal institutions)
(Parkhe, 2003; Kotabe and Mudambi, 2003). This type of organisation reduces business
uncertainty (Elbana and Child, 2007) and transaction costs, which can become
prohibitive for companies.

Another strategy for the internationalisation of companies was proposed by Malhotra
et al. (2009), who considered only two perspectives: the environment, or the country’s
surroundings, and the company’s intrinsic variables. The first perspective concerns the

characteristics of the market under analysis. Relevant characteristics include human
capital, technology and natural resources, as well as political, cultural and government
issues, although the company has no scope to influence the management of government.
The second perspective concerns specific company factors such as R&D capacity, know-
how, financial capital, technological means and managers’ marketing and distribution skills.

In addition to the main trends in new forms of competition and organisation, the
prevailing opinion is that there is no place for companies that decide to compete in
isolation. If this opinion is true for large firms, it is even more so for small firms

(Blomstermo et al., 2004). For Korsakiené¢ and Tvaronavi¢iené (2012), SMEs are
characterised by their flexibility, adaptability and innovation, but establishing
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relationships in international markets requires greater skills, management, knowledge and
long-term availability, as well as human resources to develop an effective and consistent
internationalisation strategy.

Many companies lack high-value information. The smallest companies and those
taking their first steps towards internationalisation need the resources and expertise to
identify business opportunities abroad, potential partners, foreign trade practices, export
procedures, import regulations, standards and specifications of products, and so on.

Korsakien¢ and Tvaronaviciené (2012) also point out that by their very nature,
networks facilitate this interaction between different companies and organisations that
share common objectives and interests and represent a source of cost-effective synergies.
These synergies may arise through cost sharing, better or faster access to new
technologies, or greater access to potential business partners.

As a specific type of relationship, cooperation is fundamental in the current business
environment because it provides the advantages of being large (economies of scale,
economies of expertise, negotiating power, etc.) and being small (capacity to adapt to the
market, proximity to customers, etc.) (Kyvik et al., 2013).

Being small and acting like a big firm represents a major evolution in strategic terms.
One question here is whether it is better for a particular company to take full control of
the value chain (integration) or focus on only a part of this chain and to seek agreements
with other upstream and/or downstream firms by forming alliances, integrating networks
or developing other forms of cooperation (Tang, 2011; Torkkeli et al., 2012; Freeman
etal., 2012).

Johanson and Vahlne (1977) defined psychic distance as the factors that disrupt the
flow of information between the company and the market, including factors such as
differences in language, culture, political systems, level of education or level of industrial
development. According to the aforementioned authors, this is an important concept
because internationalisation is based on learning by developing knowledge from
experience in foreign markets. To explain internationalisation, it was hypothesised that
companies successively enter markets with greater psychological distance.

According to these authors, better knowledge of the country leads to a greater
commitment to the market. In turn, knowledge and experience can be gained through a
long learning process in conjunction with current business activities. However, research
(e.g. Magnani et al., 2018) has shown that the different stages of commitment to foreign
markets do not follow a linear path. Internationalisation does not necessarily start in
geographically closer countries. On the contrary, distance in its multiple dimensions may
actually be attractive if, for example, these dimensions are consistent with the company’s
strategic objectives.

For companies such as born globals, geographical location and psychic distance are
not relevant factors. Furthermore, because many markets are entered simultaneously,
these companies can reduce fixed costs, especially when linked to high technology
industries and R&D activities (Gibb and Szatucka, 2012).

Founders of born globals are usually characterised by a high degree of
entrepreneurial orientation, pro-activity and international experience. Internationalisation
is mainly based on export activities, through cooperation with local companies and a
strong use of personal contacts and business networks. Born globals are usually small
and medium-sized enterprises with less financial means and resources than traditional
multinationals (Gibb and Szatucka, 2012; Amal et al., 2013; Zhou and Wu, 2014).

From another perspective on the influence of age, experience and company size on
internationalisation strategies, McDougall et al.’s (1994) research on international new
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ventures challenged the idea that new or small firms could not internationalise
(McDougall and Oviatt, 2000; McDougall et al., 1994). They empirically observed that
many companies internationalised early, often successfully (McDougall and Oviatt,
1996). There is also empirical evidence that firm size affects internationalisation
decisions, namely in terms of entry mode. Smaller firms that lack the resources and
experience to venture into foreign markets prefer entry modes with shared solutions
(Fletcher and Harris, 2012). For these companies, entering foreign markets in isolation is
risky and requires extensive resources. It is therefore not always within the reach of
smaller companies. The constraints faced by small firms compel them to look for
solutions that minimise risk and commitment (Acs et al., 1997). Thus, small companies
tend to use partnerships to internationalise, whereas larger companies prefer entry
solutions with a higher degree of commitment (Garcia et al., 2013). Based on these
theoretical considerations, we formulate our second hypothesis.

H2: Market characteristics have a significant influence on the strategic approach to
internationalisation.

Figure 1 illustrates our theoretical model.

Figure 1 Theoretical model

Control variables

(company

characteristics)
Market characteristics H1 \i,

Strategic approach to
internationalisation

Inhibiting factors
H2

3 Method

3.1 Data and measures

All variables were chosen based on the literature review. They will be presented in a
timely manner. The data were obtained using a questionnaire e-mailed to 8103 exporting
companies and/or companies interested in exporting (study population). This list was
obtained from the AICEP-Portugal Global Database, which provided the email address of
each company’s head of internationalisation. We collected 320 valid responses (sample).

Dependent variable

The strategic approach to internationalisation construct consisted of four items. A 5-point
Likert-type scale was used to evaluate the importance (1 = not important to 5 = very
important) of each item. The exploratory factor analysis yielded two factors with two
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items each. These factors explained more than 68.0% of the variability in the data and
had eigenvalues greater than 1. The KMO value was acceptable (0.68) (Table Al). For
each factor, the score was calculated as the average of the factor’s two constituent items.

Independent variables

Market characteristics: Six items measured on a 5-point Likert-type scale (1 = not
important to 5 = very important) were used to measure the importance of the market
characteristics construct. Exploratory factor analysis yielded three components with
eigenvalues greater than 1. These factors explained 73.8% of the variability in the data.
The factors consisted of three, two and one items. The KMO value was acceptable
(KMO = 0.65) (Table A2). For each of the first two factors, the score was equal to the
average of its constituent items. For the last factor, the score corresponded to the score
(1 to 5) assigned to its only item.

Inhibiting factors: For the predictor construct of inhibitors, 11 items were used.
These items were evaluated on a 5-point Likert-type scale to measure their importance
(1 = not important to 5 = very important). Exploratory factor analysis yielded four
components that explained 68% of the variability in the data and had eigenvalues greater
than 1. The KMO value was good (KMO = 0.83; see Table A3). The first dimension had
four items, the second had three, and the last two each had two items. For each of the
four factors, the score was equal to the average of its items.

Control variables

The control variables used in the analysis were economic activity, age of the company

(in years), time since internationalisation (in years), size of the company (number of

employees) and proportion of company turnover resulting from internationalisation (%).
Table 1 summarises the variables used in the study.

Table 1 Variables used in the analysis

Variables Units

Dependent variable

Strategic approach to internationalisation (AS) (2 dimensions)* Scores from 1-5

Independent Variables

Market characteristics (MC) (3 dimensions)** Scores from 1-5
Inhibiting factors (IF) (4 dimensions)*** Scores from 1-5
Control Variables

Manufacturing industry (MAN) 0-No; 1-Yes
Non-financial services (SER) 0-No; 1-Yes
Age (TAE) Years

Time since internationalisation (TIN) Years

Fewer than 10 workers (MIC) 0-No; 1-Yes
250 or more workers (GRE) 0-No; 1-Yes
Less than 10% turnover from internationalisation (FAB) 0-No; 1-Yes
Less than 75% turnover from internationalisation (FAE) 0-No; 1-Yes

Note: * Appendix Table Al; ** Appendix Table A2; *** Appendix Table A3.



Factors affecting SMEs’ strategic decisions to approach international markets

3.2 Data analysis

The FEA (Factorial Exploratory Analysis) estimation was based on the principal
component method. It was used to determine the number of factors that should be
retained. The criteria were that the values should be greater than 1 and that the total
variance explained by the factors should be greater than 60%. VARIMAX rotation was
used to aid interpretation of the factor solution. The Kaiser-Meyer-Olkin (KMO)
criterion was used to evaluate whether the correlation between the variables was
acceptable to proceed to the FEA (Hair et al., 2010).

Four multiple linear regression models were estimated: Model 1 consisted of
independent variables and control variables; Model 2 consisted of Independent variables
and market characteristics; Model 3 consisted of independent variables and inhibiting
factors; and Model 4 comprised independent variables, control variables, market
characteristics and inhibiting factors) for both dimensions of the strategic approach to
internationalisation.

The estimated econometric models were:

1 AEl,= [+ BTRA;+ BSER.+ BTAE ;+ BTIN,
+BMIC+ BGRE ;+ B, FAB+ 3 FAE,

2 AEL=B+[CMI1,+BCM?2,+ BCM3,
3 AEl, =B +BFI\ + BFI2,+[FI3,+ BFI4,

4  AEl;= B+ BTRA+ B,SER+ BTAE,+ BTIN ;+BMIC;
+B.GRE ;+ B, FAB;+ B, FAE,+ B,CM1,+ [3,CM 2,
+[5,CM 3,+ B, FI1,+ B.FI2 ;+ 3,FI3 + BFI 4,

5 AE2;= B+ BTRA+ B,SER + BTAE+ BTIN
+BMIC+ BGRE ;+ 3, FAB+ B, FAE,

6 AE2,=f3,+[,CM1,+[BCM2,+BCM3,
7 AE2,=f3,+BFIl + BFI2,+BFI3, + BFI4,

8 AE2 ;= [+ BTRA+ B,SER+ BTAE+ BTIN ;+BMIC,

+B,GRE, + B,FAB, + B, FAE, + B,CM1, + 3,,CM 2,

+6,CM 3,+ B, FIl,+ B,FI2 .+ B,FI3 ;+ B FI4,
We used least squares with robust standard errors to estimate the parameters of the
models. This method eliminated possible problems of heteroscedasticity. In all

regressions, the possibility of multicollinearity effects was tested using the variance
inflation factors (VIF). Values of the VIF should ideally be less than 5 (Hair et al., 2010).
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4 Results and discussion

The results of the data analysis of the 320 companies are presented in two sections. The
first section discusses the sample characterisation; the second part presents the results of
the econometric estimates.

4.1 Descriptive statistics

The sample of companies primarily consisted of non-financial service firms (41.3%) or
manufacturing companies (37.5%). Companies were created on average 27.8 + 22.9
years ago and were internationalised 15.8 = 12.0 years ago. In terms of number of
workers, 28.4% firms had up to 9 workers, and 13.4% had 250 or more workers. In
24.4% of companies, international revenues accounted for less than 10% of total
revenues, and in 23.4%, international revenues accounted for 75% or more of total
revenues (Table 2).

Table 2 Sample characterisation
N %
Manufacturing 120 37.5%
Construction 19 5.9%
Economic activity Commerce 21 6.6%
Non-financial services 132 41.3%
Others 28 8.8%
Age (years), mean + SD (range) 27.8 £22.9 (5-183)
Time since internationalisation (years), mean + SD (range) 15.8 £12.0 (4 -98)
=9 91 28.4%
10 to 49 107 33.4%
Company size (number of workers) 5010249 79 24.7%
250 to 499 17 5.3%
500 to1000 14 4.4%
> 1000 12 3.8%
>10% 78 24.4%
10% to 24% 69 21.6%
gl%/f(:);/enue from internationalisation 25% t0 49% 56 17.5%
50% to 74% 42 13.1%
>=75% 75 23.4%

Table 3 presents the descriptive statistics and correlation coefficients for the endogenous
variables used in the econometric modelling, as well as the VIF. There were no variables
with multicollinearity effects (i.e. VIF <5).
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Mean SO 1 2 3 4 5 6 7 & 9 10 1 12 13 14 Is 16 17
(1) AE1 36 08 NC

(2) AE2 42 07 038 NC

(3) CM1 3309 029 016 125

4) CM2 37 07 012 014 011 112

(5) CM3 31 L1 028 006 034 017 124

(6) FI1 32 08 022 021 029 015 028 182

(7) FI2 30 08 006 013 016 018 018 046 141

(8) FI3 34 09 019 017 027 004 012 044 038 149

(9) F14 35 09 019 017 025 018 026 055 034 039 1.60

(10) TRA 0.4 05 011 -0.08 0.04 -0.14 -0.08 -0.14 -0.12 0.08 -0.13 221

(11) SER 0.4 0.5 -0.05 007 -0.01 0.04 0.04 0.06 0.05 -0.14 0.07 -0.66 1.97

(12) TAE 280 233 -0.03 -0.09 003 -0.10 -0.01 -0.07 -0.02 0.09 -0.13 0.19 -031 222

(13) TIN 157 120 -0.03 -0.11 0.04 -0.14 -0.08 -0.19 -0.14 0.04 -0.19 037 -0.30 0.68 2.55

(14) MIC 0.3 05 005 -0.03 -0.02 0.12 0.11 0.04 -0.03 -0.13 008 -028 0.19 -026 -024 1.28

(15) GRE 0.1 03 -0.05 -0.07 0.01 -0.10 -0.01 -0.03 0.02 0.02 -0.03 0.14 -020 0.36 039 025 1.28

(16) FAB 0.2 04 0.03 0.10 -0.03  0.06 0.04 0.08 0.04 -003 0.10 -032 0.18 -009 -032 024 -0.13 132

(17) FAE 0.2 04 001 -023 -0.03 -0.15 -0.03 -0.09 -0.13 -0.03 -0.12 028 -0.17 0.03 0.24 0.03 0.11  -0.31 1.25

(TeuoSerp oy uo sreadde J1A)

Note: NC - not computed; SD — standard deviation.
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4.2 Modelling

Table 4 shows the results for the predicted models of the first dimension of the strategic
approach (SA1). This dimension consisted of the items need to explore own resources
and need to take advantage of economies of scale. Table 5 displays the results for the
predicted models of the second dimension of strategic approach (SA2). This dimensions
consisted of the items need fto capture new markets/customers and need to reduce/
diversify risks of the internationalisation (SA1 and SA2). All estimates significantly
predicted both factors of strategic approach to internationalisation (F test: p <0.05).

In relation to the control variables (company characteristics), manufacturing
companies (MAN) had higher levels of statistical significance (Model 1: g = 0.30,
p < 0.05; Model 4: f = 0.32, p < 0.05) in dimension 1 of the strategic approach to
internationalisation (need to exploit own resources and need to take advantage of
economies of scale). A different effect was observed for companies with more than 75%
of revenues from international activity (FAE) (Model 5: f = -0.33, p < 0.01; Model 8:
p =-0.30, p < 0.05) in dimension 2 of strategic approach to internationalisation (need to
capture new markets/customers and need to reduce/diversify risks).

Table 4 Regression coefficients (standard error) of the econometric models: dependent
variable first dimension of strategic approach to internationalisation (SA1)

Model 1 Model 2 Model 3 Model 4
Const. 3.4 (0.15)%** 2.26 (0.26)*** 2.64 (0.23)*** 177 (0.35)***
MAN 0.30 (0.14)* 0.32 (0.13)*
SER 0.07 (0.13) 0.07 (0.12)
TAE 0.00 (0.00) 0.00 (0.00)
TIN 0.00 (0.01) 0.00 (0.01)
MIC 0.12 (0.11) 0.07 (0.11)
GRE -0.07 (0.15) -0.06 (0.14)
FAB 0.10 (0.12) 0.11 (0.12)
FAE 0.00 (0.12) 0.02 (0.11)
MC1 0.17 (0.05)*** 0.14 (0.05)**
MC2 0.08 (0.06) 0.08 (0.06)
MC3 0.13 (0.04)** 0.13 (0.04)**
IF1 0.17 (0.07)* 0.11 (0.07)
1F2 -0.10 (0.07) —-0.10 (0.07)
IF3 0.12 (0.06)* 0.09 (0.06)
IF4 0.08 (0.06) 0.03 (0.06)
R? 15.4% 33.8% 28.3% 41.9%
R? Adjust. 7.2% 21.4% 16.0% 37.5%
F 1.97* 13.12%%% 6.62%** 4.40%**
N 310 310 310 310

Note: *p < 0.05; **p <0.01; p<0.001, F — F Statistics.
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Table 5 Regression coefficients (standard error) of the econometric models: dependent
variable second dimension of strategic approach to internationalisation (SA2)

Model 5 Model 6 Model 7 Model 8
Const. 4.36 (0.12)%%*%* 3.37 (0.23)*** 3.38 (0.2)*%** 3.27 (0.32)***
MAN -0.02 (0.12) 0.01 (0.12)
SER -0.01 (0.11) 0.04 (0.11)
TAE 0.00 (0.00) 0.00 (0.00)
TIN 0.00 (0.01) 0.00 (0.01)
MIC —-0.09 (0.10) -0.10 (0.10)
GRE —-0.08 (0.13) —-0.06 (0.13)
FAB 0.04 (0.10) 0.08 (0.10)
FAE —0.33 (0.10)** —0.30 (0.10)**
MC1 0.10 (0.04)* 0.07 (0.05)
MC2 0.14 (0.05)* 0.08 (0.06)
MC3 0.00 (0.04) -0.02 (0.04)
IF1 0.11 (0.06) 0.09 (0.06)
1F2 0.01 (0.06) -0.01 (0.06)
1IF3 0.08 (0.05) 0.08 (0.05)
IF4 0.04 (0.05) 0.01 (0.05)
R? 13.6% 20.3% 9.1% 34.7%
R? Adjust. 4.6% 4.1% 14.3% 20.6%
F 2.22% 4.39%%* 4.770%* 2.60%*
N 310 310 310 310

Note: *p <0.05; **p < 0.01; p <0.001; F — F Statistics.

In terms of impact on dimension 1 of the strategic approach to internationalisation (need
to exploit own resources and need to take advantage of economies of scale), the first
dimension of market characteristics (follow partners, follow clients and follow
competitors) (Model 2: f = 0.17, p < 0.001; Model 4: § = 0.14, p <0.01) and the third
dimension of market characteristics (enable access to new technologies or resources)
(Model 2: p = 0.13, p <0.01; Model 4: f = 0.13, p < 0.01) had significant positive
influences, as did dimension 1 of inhibiting factors (difficulty managing foreign exchange
risk, difficulty recruiting resources in the host country with the required
qualifications/skills and difficulty accessing finance) (Model 3: f = 0.17, p < 0.001) and
dimension 3 of inhibiting factors (strong competition in the target market, difficulty
hiring resources in the host country with the required qualifications/skills, difficulty
accessing finance and difficulty controlling the distribution channels) (Model 3: f=0.12,
p <0.05). The results therefore support research hypothesis H1: Inhibiting factors have a
significant influence on the strategic approach to internationalisation.

Next, we studied the predictive factors of the second dimension of strategic
approach to internationalisation (need to capture new markets/customers and need to
reduce/diversify risks). Regarding market characteristics, dimension 1 (follow partners,
accompany customers and follow competitors) (Model 6: f = 0.10, p < 0.05) and
dimension 2 (weak competition in the new market and good growth prospects in the
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new market) (Model 6: f = 0.14; p < 0, 05) significantly predicted the strategic
approach to internationalisation. The results therefore support research hypothesis
H2: Market characteristics have a significant influence on the strategic approach to
internationalisation.

The classical economics literature focuses on large companies in analyses of
internationalisation (Rowden, 2001; Hollenstein, 2005; Buckley and Ghauri, 1999).
Large firms are more capable than SMEs of overcoming market, commercial, political
and risk barriers during internationalisation. SMEs experience particular difficulties
such as a lack of human, financial, technological and information resources. For
Hollenstein (2005), in addition to severe resource constraints, SMEs also face barriers to
internationalisation due to country-specific regulations, national laws and marketneeds.

Technological advances drive internationalisation irrespective of size, segment and
location. SMEs access new markets by strategically opting to form cooperative alliances
with other companies that provide faster access to these markets (Freeman et al., 2006).
Small businesses are typically constrained by a narrower set of capabilities, limited
access to market research and an inability to hire specialists who can assist them with
internationalisation processes. The risks associated with internationalisation are
exacerbated by the fact that the failure of an international venture can have serious
negative implications (Knight and Kim, 2009).

Table 6 summarises the support of the hypotheses and their strategic
internationalisation approaches.

Table 6 Hypotheses and strategic internationalisation approaches
Strategic Approach of
Hypotheses Supported? ; L
P PP Internationalisation
H1: Inhibiting factors have a Yes Need to exploit own resources and need
significant influence on the strategic to take advantage of economies of scale
approach to internationalisation
H2: Market characteristics have a Yes Need to capture new markets/customers
significant influence on the strategic and need to reduce/diversify risks

approach to internationalisation.

5 Conclusions

The objective of this research was to understand if the characteristics of the external
market, the characteristics of the company itself and the difficulties associated with
internationalisation affect the strategic approach of SMEs during internationalisation.

Our results show that inhibiting factors and market characteristics have a significant
influence on the strategic approach to internationalisation which is based on the
exploitation of own resources and to take advantage of economies of scale. Furthermore,
and in terms of market factors, there is a need to capture new customers.

SMEs may start an internationalisation process because of their existing networks,
because of difficulties in accessing venture capital, because of transaction costs or even
because of their resources and capabilities. SMEs are truly important for any economy
because they contribute to GDP and account for the majority of businesses. When
studying SME internationalisation, there are five key areas to consider: networks, venture
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capital, intrinsic characteristics, transaction costs, and resources and capabilities. These
areas are widely discussed in the literature, and they explain the internationalisation of
SME:s.

The decision of an SME to internationalise should be seen as an institutional change
in responses to external pressures in the home country. Under greater institutional
pressures, SMEs tend not only to expand further but also to engage in initial international
activities more radically. SMEs are highly sensitive to the external environment and
respond to the institutional pressures of the home country by moving aggressively to
internationalise. Company size, type of ownership, type of activity, availability of
external financing, business associations and market share are the remaining variables
that may affect the internationalisation process of SMEs.

A key characteristic of economic development is the tertiarisation of economies and
their ability to internationalise services. Significant progress in information and
communication technology means that many services have become marketable, as
reflected by an increase in international trade in services. Competitive pressures on
national markets coupled with globalisation have encouraged many companies to cross
borders.

However, for many SMEs, national borders still represent a significant barrier to the
expansion of their activities and still depend largely or exclusively on their national
markets. Current estimates indicate that only one fifth of European SMEs export and
only 3% of SMEs have subsidiaries, branches or joint ventures abroad. Even more
worrying is the fact that a substantial proportion of European SMEs do not even ponder
about internationalisation, even though they are already exposed to strong international
competition even in their own national markets (European Commission, 2008).

Some studies have already shown the direct association between internationalisation
and increased profitability of SMEs. Pro-active internationalisation boosts growth,
increases competitiveness and supports the long-term viability of enterprises. Despite the
advantages, going abroad is still a difficult step for most small businesses. They simply
do not have resources or contacts that could inform them about the existence of suitable
business opportunities, possible partners or potential openings in external markets.

To overcome this problem, national and regional governments have developed
numerous programs to support the internationalisation of SMEs. The first trade
promotion body was set up in Finland in 1919 and for many years public support
programs have focused exclusively on export promotion through instruments such as
export finance credits, trade missions, collective trade exposures, etc (European
Commission, 2008). The character and content of these export support measures have
evolved with new challenges and new, particularly demanding contexts, but these
programs still account for more than 70% of measures to support the internationalisation
of SMEs worldwide.

The Portuguese economy is no exception, as reflected by the international trend of
exported goods and services. Faced with the saturation of national markets, companies
enter markets with greater potential to sell their goods and services, ensuring propitious
conditions for sustained growth and reduced risk. Internationalisation is now much more
than just the realm of large companies; it has become part of most SMEs’ daily life and a
journey that many are already pursuing. Internationalisation is a clear response of
Portuguese companies to the saturation of the national market; it is a rational sustainable
process based on the emerging opportunities of an increasingly globalised economy.
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Despite this study’s contributions to our academic knowledge in this field, we
focused on SMEs only from an international strategic approach. In addition to its
theoretical implications, this study also helps entrepreneurs understand the factors that
promote and hinder the internationalisation process.

This study nonetheless has numerous limitations. Future research should investigate
more countries to enrich existing SME internationalisation theory and practices.
Although strategic attention was found to have a significant influence in this study, future
studies should examine its indirect influence in shaping SME performance. Finally,
whilst this study used the strategic choice to analyse approaches to SME
internationalisation, it would be of interest to employ other theories and dimensions such
as cultural values and institutional theory to extend this research.
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Appendix A

Table A1  Strategic approach to internationalisation: descriptive statistics, factor loadings,
communalities, eigenvalues and explained variance (%)

Component
Mean SE 1— Communalities
Need to tap own resources 34 0.9 0.83 0.70
Dimension 1 Need to take advantage of 7 1.0 080 0.66
economies of scale 3. ' ' ’
Need to capture new
. . markets/customers 45 0.8 0.90 0.80
Dimension 2 ) )
Need to reduce/diversify 38 1.0 0.66 0.56
risks
KMO 0.679
Eigenvalues 144 1.28
Explained variance 36.0 32.0

Table A2  Market characteristics: descriptive statistics, factor loadings, communalities,
eigenvalues and explained variance (%)

Component
Mean SE Communalities
1 2
Follow partners 33 1.1 0.87 0.77
Dimension 1  Accompany customers 3.7 1.1 0.81 0.67
Follow competitors 2.9 1.2 0.66 0.65
Weak competition in the 3] 11 0.81 073
. ) new market
Dimension 2 )
Good growth prospects in 43 0.7 0.79 0.72
the new market
Dimension3  A\ccess tonew technology 5y 0.91 0.88
or resources
KMO 0.652
Eigenvalues 1.97 133 1.12

Explained variance 329 222 18.6




Factors affecting SMEs’ strategic decisions to approach international markets

Table A3

Inhibitory factors: descriptive statistics, factor loadings, communalities, eigenvalues
and explained variance (%)

Mean

SE

Components

1 2 3

Communalities

Dimension 1

difficulty managing
foreign exchange risk

difficulty developing
the structure of the
company abroad

difficulty hiring
resources in the host
country with the
required
qualifications/ skills

difficulty accessing
finance

3.0

33

32

33

1.1

1.1

1.1

1.1

0.75

0.73

0.65

0.50

0.71

0.65

0.74

0.61

Dimension 2

cultural differences
language differences

insufficient staff in
the company with
international
experience

3.1
2.8

33

0.9
1.0

1.0

0.84
0.78

0.66

0.73
0.70

0.59

Dimension 3

competition in the
target market

difficulty controlling
distribution channels

35

33

0.9

1.1

0.81

0.60

0.68

0.52

Dimension 4

legal issues in the
host country
inadequate
support/incentives for
internationalisation

34

1.1

1.1

0.85

0.69

0.81

0.73

KMO

0.832

Eigenvalues

211 207 1.71

1.59

Explained variance

19.2 189 155

14.5




