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Editorial: International Entrepreneurial Orientation

In recent decades, both the theory of internationalisation of the firm and/or the theory
of international business have developed. Recent developments in international business
studies prove that entrepreneurial orientation (EO) emerges as one of the important
potential factors contributing to the intensification of the processes of
internationalisation of the firm (Etemad, 2015; Gupta & Gupta, 2015). It seems that
international entrepreneurship (IE) has been flourishing. The general theory of
entrepreneurship indicates that market opportunities are a common and dominant link
for all entrepreneurial activities. The entrepreneurship theory refers to the identification
or creation opportunities, their evaluation and exploitation. The expansion into new
geographic markets is undoubtedly an important market opportunity for growth and
development. The internationalisation as a response to the market opportunity takes
diverse paths. Based on the in-depth literature search, this issue of our journal aims to
determine whether, why and how, in the context of diverse environmental conditions,
the pursuit of market opportunities contributes to the increase of internationalisation of
the firm (Dimitratos & Plakoyiannaki, 2003; Dimitratos, Voudouris, Plakoyiannaki &
Nakos, 2012; Wach, 2015).

Krzysztof Wach in his article entitled Entrepreneurial Orientation and Business
Internationalisation  Process: The Theoretical Foundations of International
Entrepreneurship introduces the three-dimensional concept of international
entrepreneurial orientation IEO (proactiveness, innovativeness, risk taking — discussed in
details in the following three chapters). It deals with general issues of the international
entrepreneurship trying to show how the theory of entrepreneurship can advance our
knowledge in international business studies.

The second article entitled Opportunity Identification and Creation as Factors in
Internationalisation Processes in Firms, written by Agnieszka Zur, focuses on the first
dimension of international entrepreneurial orientation that is proactiveness. Usually it is
understood as the opportunities creation (Schumpeterian stream) or the opportunity
identification (Kirznerian stream). This article deals with the opportunity-based view
(OBV) in international business.

Rita Kazlauskaite, Erkko Autio, Tadas Sarapovas, Sariinas Abramavidius, and
Modestas Gelbida in their article entitled The Speed and Extent of New Venture
Internationalisation in the Emerging Economy Context focus on various patterns of the
internationalisation taking international new ventures (INVs) into special consideration.
The articles is based on in-depth literature study.

The fourth article entitled The Resource-based View and SME Internationalisation:
An Emerging Economy Perspective, written by Ruta Kazlauskaité, Erkko Autio, Modestas
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Gelbida and Tadas Sarapovas, focuses on the use of RBV perspective while discussing
the internationalisation of firms from emerging economies.

Matgorzata Kosata in her article entitled Innovation Processes as a Stimulant of
Internationalisation Process of the Firms, concentrates on the second dimension of IEO,
which is innovativeness. It shows how the implementation of new ideas and new
solutions stimulates the internationalisation process of the firm, which per se is treated
as one of five forms of innovation — entering or opening new markets.

The fifth article entitled Risk Taking Propensity and Firm Internationalisation Process,
written by Janusz Fudalinski shows how important is entrepreneurial risk in international
business. Risk taking, as the third dimension of IEQ, occurs permanently in the process of
internationalisation of the firm. The article reveals also how to manage risk in
internationally-orientated firms.

Vijay Narayanan in his article entitled Export Barriers for Small and Medium-sized
Enterprises: A Literature Review based on Leonidou’s Model presents the summary of in-
depth literature studies identifying export barriers among SMEs both from theoretical
and empirical perspective of various investigators.

The last but not least article entitled Factors Stimulating Internationalisation of
Firms: An Attempted Holistic Synthesis, written by Magdalena Belniak, concludes all
above-mentioned stimulants for the internationalisation of the firm as it attempts to
draw a holistic illustration of the internationalisation factors — both internal and external
ones. This article makes the whole study complete by applying a very important issue
(variable) of the international entrepreneurship that is the external environment.

The last but not least article entitled Assessment of a Country’s Regional Economic
Development on the Basis of Estimation of a Single Process (ESP) Method, written by
Romualdas Ginevidius, Dainora Gedvilaité and SarGinas Bruzgé focus on regional
development in Lithuania.

Krzysztof Wach
Editor-in-Chief
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Entrepreneurial Orientation and Business
Internationalisation Process: The Theoretical
Foundations of International Entrepreneurship
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ABSTRACT
Objective: The main goal of the article is to discuss and elaborate on the basics of
international entrepreneurial orientation (IEQ), its fundamentals and principles.
Research Design & Methods: The paper reviews these three important terms by
trying to link them and suggests a holistic framework. The article is of descriptive
character, thus it is based on literature review and its constructive critics.
Findings: Firstly, international entrepreneurial process was discussed from the
international entrepreneurship perspective. Secondly, the paper introduces the
conceptualisation of entrepreneurial orientation from both three- and multi-
dimensional perspectives. Thirdly, IEO is conceptualised and operationalised from the
perspective of entrepreneurial internationalisation of firms.
Implications & Recommendations: IEO is a multi-dimensional concept. IEO can be
considered both an individual and firm-level construct. IEO enables business to
identify and exploit internationalisation opportunities. IEO reflects the firms overall
proactiveness and aggressiveness in its pursuit of international markets.
Contribution & Value Added: The article is an attempted synthesis of the concept of
international entrepreneurial orientation. It focuses on IEO as the implementation of
one of the most important research theme in the theory of entrepreneurship, which is
entrepreneurial orientation (EO) into the studies of international entrepreneurship

(IE).

Article type: conceptual article
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Keywords: international  entrepreneurial  orientation;  entrepreneurship;
business internationalisation; entrepreneurial process
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INTRODUCTION

This article focuses on entrepreneurial orientation during the internationalisation
process of the firm, which is one of the main research streams within international
entrepreneurship, that applies entrepreneurship theory within international business
studies. While internationalisation generally refers to any type of cross-border activities
of firms (Wach, 2014a; Autio, Sapienza & Almeida, 2000) and entrepreneurship is about
“identification and exploitation of entrepreneurial opportunities” focusing on innovation,
novelty and value creation (Volkmann et al., 2010, p. 4), thus international
entrepreneurship has been conceptualised as “the discovery, enactment, evaluation and
exploitation of opportunities — across national borders — to create future goods and
services” (Oviatt & McDougall, 2005). Determinants and factors contributing to fostering
and blooming of international entrepreneurship are varied and multifaceted.
International entrepreneurial culture or international entrepreneurial orientation is a
part of the multidimensional structure supporting and influencing international
entrepreneurship from the cross-country and cross-culture perspective (Obloj, Weinstein
& Zhang, 2013; Claar et al., 2012; Wach, 2015).

The main goal of the article is to discuss and elaborate on the basics of international
entrepreneurial orientation, its fundamentals and principles. The article is descriptive in
character, thus it is based on literature review and its constructive critics.

MATERIAL AND METHODS

In recent decades, both the theory of internationalisation of the firm and/or the theory
of international business have developed. Recent developments in international business
studies prove that entrepreneurial orientation (EO) emerges as one of the important
potential factors contributing to the intensification of the processes of
internationalisation of the firm. Thus the notion of international entrepreneurship (IE)
has been flourishing as well.

General theory of entrepreneurship indicates that market opportunities are a
common and dominant link of all entrepreneurial activities. Entrepreneurship theory
refers to the identification or creation opportunities, their evaluation and exploitation.
The expansion into new geographic markets is undoubtedly an important market
opportunity for growth and development. The internationalisation as a response to the
market opportunity takes diverse paths. Based on the in-depth literature search, this
study aims to determine whether, why and how, in the context of diverse environmental
conditions, the pursuit of market opportunities contributes to increasing the
internationalisation of firms.

In its main objective, the article focuses on the presentation, discussion and
elaboration on the basics of international entrepreneurial orientation, its fundamentals
and principles.

Smooth and efficient conducting of scientific research requires a procedure
according to pre-determined steps in order to obtain the most valuable cognitive effects
of the research process (Babbie, 2012, pp. 112-113). The nature of the research project is
multidimensional, it realises exploratory, descriptive, analytical and predictive purposes
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(Collis & Hussey, 2009, p. 5). The thorough literature study was prepared in order to
conceptualise and operationalise the research project. Therefore, the main research
method was literature review and its constructive critics. Five-stages model of a critical
literature review proposed by Fisher (2010) was applied in this study (Figure 1).

Searching the Literature

Preliminary Search for Sources Assessing the Quality

L

Identify the main stances
Mapping and Describing the Literature Compare and contrast them
Evaluate their strengths and wekanesses

L

Reviewing arguments
Evaluating the Literature Soundness of arguments
Evaluating arguments

1y

Identify a conventional position
Problematise it
Identify contradictions and negations
End with an aporia

Radical Critique

L

Summaring and Revising

Figure 1. Methodological process of a critical literature review
Source: own study based on Fisher et al. (2010, pp. 94-130).

The preliminary literature review and the established objectives of this study, led to
prepare the conceptual framework of the research project based on a literature review
with the line of deductive reasoning. This kind of the research model will include the
deductive approach, making the whole study structure logical and resultative.

LITERATURE REVIEW AND THEORY DEVELOPMENT

Entrepreneurial Process from the International Entrepreneurship Perspective

International entrepreneurship (IE) has become a popular research field since its
emergence in the late 1980s as well as its intensive and influential bloom in the mid-
1990s. Still a new research field, there is a lot of controversy over the delimitation of IE
as well as serious disputes on whether IE is a separate discipline or not. International
entrepreneurship “has become an important research domain at the intersection of
entrepreneurship and international business” (McDougall-Covin et al., 2014, p. 2);
however, it is influenced not only by business disciplines (economics, management), but
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also from non-business disciplines “as diverse as sociology, economic geography, political
science, development economics, and psychology” (McDougall-Covin et al., 2014, p. 2).

International entrepreneurship (IE) specifically examines and prioritises the role of
the entrepreneur as a key factor in the internationalisation process of the firm, especially
SMEs (Daszkiewicz, 2014a; 2014b). IE describes internationalisation as a “combination of
innovative, pro-active, and risk-seeking behavior that crosses national borders and is
intended to create value in organizations” (McDougall & Oviatt, 2000, p. 903).

As already mentioned, international entrepreneurship is reported to be a research
domain at the intersection of two fields, namely entrepreneurship and international
business (McDougall-Covin et al., 2014). Zucchella & Sciabini (2007) add one more very
important fundamental pillar, which is strategic management (Figure 2), however
strategic management is included also in entrepreneurship (strategic entrepreneurship)
as well as in international business (business strategy approach). Nevertheless, its rich
productivity and influence can also be analysed separately.

e internalisation theory
e transaction costs theory
e economics-based factors

International

business

dynamic capabilities entrepreneurial orientation
discontinuous & chaos « INTERNATIONAL » International value creation
environmental changes ENTREPRENEURSHIP high-growth and hyper-growth

Strategic entrepreneurship

. e evolutionary economics
Strategic e organisational learning Entrepreneurship
management e network approach

resource-based view successful growth

assets and cababilities
business strategy approach
competitive advantage
decision-making process

entrepreneur as the economic agent
opportunity recognition
opportunity exploitation
entrepreneurial process

Figure 2. International entrepreneurship as the amalgamation of three fields
Source: adapted and extended from Zucchella & Sciabini (2007, p. 22).

International entrepreneurship can be treated dichotomously: firstly, as a research
area within the theory of entrepreneurship or the theory of internationalisation.
Secondly, it can be considered an autonomous area of research. The latter trend is
becoming more and more popular and quite widely accepted by international scholars,
as is noticeable in top scientific journals publishing articles on IE, especially after 2010.

There are many ways in explaining internationalisation of firms in business studies,
from both economics and management perspectives. It is necessary to distinguish six
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main research strands and their development from stages models to holistic approaches
(Wach, 2012, p. 99):

— stages models (including innovation-related models),
— resource-based view,

— network approach,

— business strategy approach,

— international entrepreneurship approach,

— integrative approach (holistic models).

Taking into account the overall theory of economics in general, but especially the
narrow understanding of international business, international entrepreneurship can be
regarded only as one of the research approaches to the issues of internationalisation of a
firm (Andersson & Florén, 2008; Ruzzier et al., 2006). IE has made an important
contribution to international business and to the theory of internationalisation of the
firm. The rich heritage of this school fully justifies its distinction as a separate stream
within the framework of internationalisation theory, firstly because of its important
contribution and, secondly, by its nature, which puts the spotlight on SMEs.

In a broad understanding, international entrepreneurship includes at least two
different research areas (Wach, 2014b, p.434):

— creative process of recognition and exploitation of opportunities in foreign markets; in
this sense, this research area is the same as the traditional approach of the theory and
practice of entrepreneurship, using the same analytical tools as in the case of
establishment of domestic ventures; what is crucial, it is characterised by a high
degree of creativity, innovation and entrepreneurship, and a special role in the
internationalisation process is attributed to the entrepreneur (Figure 3),

— international studies and comparative research in the field of entrepreneurship; in
this sense, this research area is the same as with traditional international comparative
studies, placing entrepreneurship as the main subject of these comparative studies
(e.g. GEM).

The Entrepreneur

(entrepreneurial ability discovery and exploitation of profitable international opportunities
to create the reasoned
and imagined future) //\‘
. 0 e Opportunity
. Opportunit pportunity itati
Prospection pportunity . b Exploitation
Formation ~._ Decision -
Internationalisation
opportunity-based internationalisation as entrepreneurial internationalisation processes >

Figure 3. The internationalisation process in the international entrepreneurship
Source: adapted and extended from Oyson & Whittaker (2010, p. 9).

It can be noticed that international entrepreneurship theory focuses on three main
research issues, which are (i) the entrepreneur, (ii) the external business environment
and (iii) the entrepreneurial process (Coviello et al., 2011; Wach, 2012, p. 113). Zucchella
& Sciabini (2007) emphasize that IE develops the typical internationalisation process
sequence starting from opportunities recognition and ending with corporate
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performance, in which resource mobilisation and dynamic capabilities play a major role
(Figure 4). Internationalisation is a learning process of key employees based on
opportunity recognition, opportunity seeking and opportunity taking (Zucchella &

Scabini, 2007).

International International Dynamic
. . Performence
opportunity resources capabilities
Scanning and Evaluation Mobilisation _ _PROCESSES_
— inter-firm collaboration
and integration
—learning
~ background » ~ INTERNAL »‘ reconfiguration and » — profitability
_skills DEVELOPMENT transformation —growth
— aspirations ) PQS:ITlIONS —international
— knowledge — EXTERNAL - niche positioning intensity
— networking ACQUISITION —homebase effect positioning — geographic scope
PATH DEPENDENCE — international
— experience precocity
—education

Figure 4. An interpretative model for international entrepreneurship
Source: Zucchella & Sciabini (2007, p. 126).

The literature review and the above mentioned facts reveal that investigating the
internationalisation process of firms from the perspective of entrepreneurship theory, in
terms of making use of entrepreneurial and innovation processes (stimulating the firm-
level internationalisation), constitutes a new and blooming research domain for
international entrepreneurship. It is crucial, form the perspective of entrepreneurship, to
focus on entrepreneurial processes while studying business internationalisation.

Conceptualisation of Entrepreneurial Orientation

Entrepreneurship is an ambiguous and multi-faceted term (Gawet, 2008, p. 21), however
entrepreneurship in its broad sense is understood as entrepreneurial orientation (Gawet,
2013, p. 17), which first of all helps us to conceptualise entrepreneurship itself, and what
is more it helps us also apply the theory of entrepreneurship in the internationalisation
and business studies much easier. Zur and Watega (2015, p. 120) notice that two parallel
terms coexist in academic writing regarding firm-level entrepreneurship, namely
entrepreneurial orientation (EO) and corporate entrepreneurship (CE). Zahra (1996) as
well as Dess and Lumpkin (2005) suggest that EO represents potential entrepreneurial
intentions and attitudes of a firm, while CE represents actual entrepreneurial activities of
a firm. Antoncic and Hisrich (2001) and many other authors believe that these two
constructs complement each other.

There are many attempts to define EO, and various researchers offer their own
insights on this issue, however they have one thing in common: they treat
entrepreneurship as a firm-level phenomenon. Basso, Fayolle and Bouchard (2009)
found that EO can be traced to the pioneering writings of Mintzberg (1973), Khandwalla
(1976/1977), and Miller (1983).

Miller (1983) and later Covin and Slevin (1989) introduced a three-dimensional
concept of EO (a composite construct), represented by such qualities as (i) proactive, (ii)
innovative, and (iii) risk taking behaviours of a firm. Lumpkin and Dess (1996) proposed a
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Table 1. The Miller / Covin and Slein EO Scale (M/C&S Scale)
Innovativeness items
EO1: In general the top managers of my firm favour ....

... a strong emphasis on the marketing of 1234567 .. a strong emphasis on R&D,
tried-and-true products and services. technological leadership and
innovations.

(Item originally proposed by Khandwalla [1976/977])
EO2: How many new lines of products or services has marketed in the past 5 years (or since its
establishment)?
No new lines of products or services. 1234567 Very many new lines of products or

services.

[Item originally proposed by Miller and Friesen (1982)]
EO3: Changes in products or services lines ...
...have been mostly of a minor nature. 1234567 ..have usually been quite dramatic.

[Item originally proposed by Miller and Friesen (1982)]

Proactiveness items
EO4: In dealing with its competitors, my firm ...
..typically responds to actions that 1234567 ..typically initiate actions to which
competitors initiate. competitors then respond.
[Item originally proposed by Covin and Slein (1989)]

EOS5: In dealing with its competitors, my firm ...
..is very seldom the first business to 1234567 ..is very often the first business to

introduce new products/services, introduce new  products/services,
administrative  techniques, operating administrative techniques, operating
technologies, etc. technologies, etc.

[Item originally proposed by Covin and Slein (1989)]
EOG6: In dealing with its competitors, my firm ...
..typically seeks to avoid competitive 1234567 ..typically adopts a very competitive,
clashes, performing a “liveOan-let-live” “undo-the-competitors” posture.
posture.

(Item originally proposed by Covin and Slein [1989])

Risk-taking items
EO7: In general the top managers of my firm have ....
...a strong proclivity for low-risk projects 1234567 ..a strong proclivity for high-risk
(with normal and certain rates of return). projects (with chances of very high
returns).
[Item originally proposed by Khandwalla (1976/1977)]

EOS8: In general the top managers of my firm believe that ....
..owing to the nature of the 1234567 ..owing to the nature of the

environment, it is best to explore it environment, bold wide-ranging acts
gradually via cautious, incremental are necessary to achieve the firm’s
behaviour. objective.

[Item originally proposed by Miller and Friesen (1982)]
EO9: When confronted with decision-making situations involving uncertainty, my firm ...
..typically adopts a cautious “wait-and- 1234567 ..typically adopts a bold aggressive
see” posture in order to minimalize the posture in order to maximize the
probability of making costly decisions. probability of exploiting potential
opportunities.
[Item originally proposed by Covin and Slein (1989)]
Source: Covin & Miller (2014, p. 36).
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multidimensional construct in which (i) proactiveness, (ii) innovativeness, (iii) risk taking,
(iv) competitive aggressiveness, and (v) autonomy are treated as independent
behavioural dimensions. Moreover, Covin and Lumpkin (2011) noted that these two
concepts should be considered as different and separate perspectives, yet not
competitive ones. However, most researchers apply the three-dimensional concept of
EO (Table 2).

Table 2. The construct of EO

No. | Basic Dimensions Composite Qualities

Three-dimensional Construct of EO

1 |Proactiveness — predicting future market changes (Rauch et al., 2009)

— opportunity creation vs. opportunity identification (Sundqvist,
Kylaheiko & Kuivalainen, 2012; Covin & Slevin, 1989)

2 |Innovativeness — openness to new ideas (Frishammar & Horte, 2007)

— process and product creativity (Dess & Lumpkin, 2005)

— pursuit of creative or novel solutions (Knight, 2001)

3 |Risk taking — decisions in uncertainty (Dess & Lumplik, 2005)

— implementation of projects entailing significant chances of costly
failure (Davis et al., 1991; Khandwalla, 1977; Miller & Friesen, 1984)

Multi-dimensional Construct of EO

4 |Competitive — competitive advantage over competitors (Dess & Lumplin, 2005)
aggressiveness — aggressive posturing relative to competitors (Knight, 2001)
5 |Autonomy — independent human activities (Dess & Lumplin, 2005)

— self-acting (Lumpkin & Dess, 1996)

Source: Own study.

Most of the empirical research applies the EO scale proposed by Miller (1983) as well
as Covin and Slevin (1989) measuring three dimensions of EO by nine items and using 7-
point Likert scale (Table 1).

While discussing the theoretical construct of Entrepreneurial Orientation based on
three dimensions, it is worth noting that the strict requirement of exhibiting high levels
of each dimension in order to be recognized as an EO firm was significantly relaxed.
Kreiser et al. (2002) as well as Lumpkin and Dess (1996) found that various levels of the
three dimensions can equally shape EO of a given firm.

International Entrepreneurial Orientation in International Firms

Covin and Miller (2014) hold that discussing the issue of international entrepreneurial
orientation (IEQ), it should be investigated with the relation to EO and IE. These
definitional matters resulted in the in-depth study of the phenomenon of IEO by Covin
and Miller (2014). EO has been one of the main research themes within
entrepreneurship for more than three decades, while its usage in international business
studies is much younger. Kuivalainen, Sundqgvist and Servais (2007, p. 253) notice that
“both home-country and an international entrepreneurial orientation (EO and IEO,
correspondingly) could be seen as antecedents that explain growth strategy and
performance differences in firms” in the international context.
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As one of the first researchers, Knight (1997) tried to explore EO of firms operating
across different cultures. While defining IE, McDougall and Oviatt (2000) focused on
three elements, namely (i) innovative, (ii) proactive and (iii) risk taking behaviours, which
applied the concept of EO. Covin and Miller (2014) stress that more recent definitions
focus less explicitly on EO (Table 4). Most of the authors believes that IEO makes use of
the three-dimensional concept of EO (Dai, Maksimov, Gilbert & Fernhaber, 2014;
Etemad, 2015; Gupta & Gupta, 2015) supplementing the international context of
entrepreneurship and international business (Table 5).

Table 4. A chronicle development of selected definitions of IEO
IEO “reflects the firm’s overall pro-activeness and aggressiveness in its pursuit of international
markets”

(Knight, 2001, p. 159)
IEO reflects “the firm’s overall innovativeness and proactiveness in the pursuit of international
markets. It is associated with innovativeness, managerial vision and proactive competitive
posture”
(Knight & Cavusgil, 2004, p. 129)
IOE is “a set of attributes commonly acknowledged as helpful for overcoming obstacles in the
internationalization process”
(Jones & Coviello, 2005)
IOE “refers to the behavior elements of a global orientation and captures top management’s
propensity for risk taking, innovativeness, and proactiveness.”
(Freeman & Cavusgil, 2007, p. 3)
IOE is “a set of behaviors associated with the potential creation of value, which manifest
themselves as proactive and innovative methods, risk taking activity, autonomous actions, and
an emphasis on outperforming rivals, all variously aimed at discovering, enacting, evaluating,
and exploiting opportunities across national borders.”
(Sundqvist, Kylaheiko & Kuivalainen, 2012, p. 205)
“lOE is not treated as a construct distinct from EO. Rather, ‘international’ is simply a context in
which the EO phenomenon is explored.”
(Covin & Miller, 2013, p. 14)

Source: own study.

Knight (2001) is convinced that three-dimensional international entrepreneurial
orientation is the major success factor determining the international performance of the
firm (Figure 4). Strategic behaviour theory is especially important for a firm operating in
international markets where various environmental parameters pose special challenges
to the entering firm. Two additional factors supporting international performance of
firms are (i) internationalisation preparation entailing market research conducting or
resources commitment to international operations and (ii) technology acquisition
enabling to acquire technologies that will augment the firm’s ability to compete in
international markets by implementing innovative products and behaviours.

International entrepreneurial culture (IEC) can be considered as a parallel and
complimentary concept to IEO. Dimitratos and Plakoyiannaki (2003) suggest that an
international entrepreneurial culture embodies six dimensions, namely (i) the market
orientation towards international activities, (ii) the learning orientation focused foreign
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markets and the alertness to opportunities that exist in these markets, (iii) the
innovation propensity, (iv) the risk attitudes in pursuit of new opportunities in foreign
markets, (v) the networking orientation, (vi) the motivation orientation in order to
explore and exploit opportunities in foreign markets. Zahra (2005) claims it would
instructive to apply these six dimensions while explaining international new ventures or
born globals.

Table 5. The three-dimensional construct of IEO
Dimensions Composite Qualities

— aggressive positioning relative to competitors in pursuit of the firms
international market objectives (Knight, 2001).

— capitalising on new and existing international business opportunities
(Wiklund & Shepherd, 2005).

— a firm’s tendency to enter into experimentation, support new
international ideas and depart from established practices (Lumpkin &
Dess, 1996; Miller, 1983; Wiklund & Shepherd, 2005).

— the development or enhancement of products and services (Knight, 2001)

— willingness of the international entrepreneur to make investments and
commit resources to projects that have uncertain outcomes or unusually
high profits and/or losses (Lumpkin & Dess, 1996; Wiklund & Shepherd,
2005)

Source: own study based on Glavas & Mathews (2014, p. 230).

Proactiveness

Innovativeness

Risk taking

Internationalization
Preparation

International
Entrepreneurial
Orientation

International
Performance

Strategic
Competence

Technology
Acquisition

Figure 5. Entrepreneurial orientation as a key performance antecedent
of the firm-level internationalisation
Source: Knight (2001, p. 160).
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The above theoretical developments suggest building a three-step process of
international entrepreneurship (Figure 5). International entrepreneurial orientation
makes its first and major step, being the quintessence of entrepreneurial
internationalisation (McDougall & Oviatt, 2000). The most important in the
entrepreneurial process is the entrepreneurial decision making process itself, especially
the decision to enter new international markets or to enhance the presence into
international markets, which can be considered as innovation. Strategic international
decisions usually focus on three patters such as (i) scope, (ii) scale or extent and (iii) time
or pace/speed (Zahra & George, 2002; Kuivalainen, Sundqvist & Saarenko, 2012; Wach,
2014c). Knight (2001, p. 165) notices that IEO “appears to drive key strategic initiatives
intended to enhance organizational performance”.

International context of entrepreneurship and international business
(cross-country and cross-culture studies of international entrepreneurship)

‘ proactiveness ‘

decision making
‘ innovativeness ‘

new entry into

. . international markets international
risk taking performance

Entreprenerial Orientation (EO)

- a) scope
competitive
. b) scale
agressiveness )
c) time

automony ‘

Figure 6. International entrepreneurship from the process-and-contextuality perspective
Source: own study.

CONCLUSIONS

International entrepreneurship focuses on the entrepreneur as well as on innovation and
entrepreneurial processes concerning recognition and exploitation of international
opportunities in the context of institutional environment and entrepreneurship culture
(Bruton, Lau & Obloj, 2014). Therefore, international entrepreneurial orientation “can
be meaningfully extended into the field of IE as a way of examining and explaining the
cross-border internationalisation of firms” (Glavas & Mathews, 2014, p. 230). It seems
that creating a solid and unique methodology for international entrepreneurship is
essential to recognise international entrepreneurship as a separate research discipline,
as is true currently in the case of international business. Taking into account the
interdisciplinary character of entrepreneurship, it is possible that international
entrepreneurship will fully become ‘a hub and a spoke’ (Mtigwe, 2006, p. 19) and a
binder for all internationalisation theories and approaches constituting the base for the
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integrative models. While summarising the issue of international entrepreneurial
orientation, Glavas and Mathews (2014, p. 230) stress that:

— IEQ is a multi-dimensional concept (Covin & Slevin, 1991),

— |EO can be considered both an individual and firm-level construct (Knight, 2001),

— IEO enables business to identify and exploit internationalisation opportunities
(Mostafa, Wheeler & Jones, 2006; Slevin & Terjesen, 2011),

— IEO reflects the firms overall proactiveness and aggressiveness in its pursuit of
international markets (Knight, 2001),

— IEO involves taking advantage of international market offerings and taking risks in
international environments (Jantunen, Puumalainen, Saarenketo & Kylaheiko, 2005;
Wang, 2008).
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ABSTRACT
Objective: This paper aims to establish if, why and how, in given institutional and
industry contexts, the identification and/or creation and exploitation of opportunity
may result in a higher intensity of internationalisation processes in firms.
Research Design & Methods: The study is based on literature review. It synthesizes
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INTRODUCTION

Internationalisation in its broad sense refers to the cross border flow of products,
services, people, money, information, ideas and more. As such, firm internationalisation
encompasses all economic expansion activities undertaken by firms abroad (Pierscionek,
2011, p. 359). Firm internationalisation remains a topic of strong interest to both
academic and management circles. Conceptualizing internationalisation, Welch and
Luostarinen (1988) emphasize the process through which firms get increasingly involved
in international markets. Authors outline two main groups of factors responsible for firm
internationalisation: push factors associated with shortage of opportunity in the
domestic market and pull factors associated with potential opportunities on foreign
markets. Both of these refer to opportunity as central issue. The notion of opportunity
creation, recognition and exploitation are traditionally associated with entrepreneurship.
Yet, according to some authors, the development of activity in foreign markets,
regardless the form, is an entrepreneurial act per se, since it consists of exploiting new
risk-related opportunities in new environments (Lu & Beamish, 2001; Ripolles-Melia et
al., 2007). This study is based on that assumption.

This study takes the entrepreneurial opportunity lens to internationalisation
processes of firms for three reasons. First, understanding the nature of opportunities in
international contexts is important because it can enhance firm’s performance. Research
has shown that some industries and/or geographic regions produce more opportunities
than other measured by the number of startups (Shane, 2003). This phenomenon cannot
be explained by an individual-centric approach as there is no evidence of wide swings in
the allocation of entrepreneurial individuals across countries or industries. The logical
explanation turns our attention to a relatively higher amount of business opportunities in
certain countries and industries. Simply put, some countries may present more fertile
grounds in terms of opportunity than others. Recognizing that phenomena can optimize
internationalisation processes of firms. Therefore opportunity as unit of analysis is much
advised.

Second, authors have noted that research focused strictly on the firm, may be useful
for some domains such as strategic entrepreneurship which compares performance
between competitive firms, but it does not add enough insight into the entrepreneurship
nexus (Shane & Venkataraman, 2000). Performance advantage over other firms is not a
sufficient measure of entrepreneurship, since entrepreneurship is concerned with
discovery and exploitation of profitable opportunities. Opportunity as unit of analysis in
entrepreneurship research allows the assessment of entrepreneurial acts and provides a
deeper understanding of its dynamics. Firm internationalisation as entrepreneurial act is
always a response to perceived opportunity and therefore requires an opportunity-based
approach as well.

Third, the paper addresses a call made by Zahra and Wright (2011) that research
needs to move beyond filling in the potholes in a well-known path. These authors
suggest the need for “creative reconstruction” in the field that will bring about a shift in
research focus (Zahra & Wright, 2011, p. 69). Examining the role of opportunity in
internationalisation processes is a response to that call. Authors have signalled that there
is an important area for research in the conceptual gap between innovation and markets,
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which can be filled by the notion of entrepreneurial opportunity (Sarasvathy et al., 2010,
p. 78). Internationalisation as response to opportunity requires advancement, since as
some authors claim: “the opportunity side of internationalisation process is not very well
developed” (Chandra et al., 2012, p. 75).

The main goal of this paper is to present a model of opportunity-based view (OBV) of
firm internationalisation which can hopefully serve as research framework. The article
synthesizes the antecedents and conceptualizations of this stream of theory, claiming
that OBV provides a useful lens for international business activity analysis. The paper
starts with introducing opportunity as a unit of analysis, and then it explores the
antecedents of opportunity development to sum up with a proposal of a research model.
The major contribution of this study lies in extending the existing body of firm
internationalisation research and providing a new perspective, placing opportunity and
its cyclical nature, in the centre of the discussion.

MATERIAL AND METHODS

The preliminary literature review and established objectives of the study led to prepare a
conceptual framework based on extensive and critical literature review in line with the
deductive process. The study synthesizes fragmented pieces of research on international
entrepreneurship, mainstream entrepreneurship and entrepreneurial learning theory. In
recent decades entrepreneurship theory has grown in scope, developed and split into
many sub-streams.

Within recent developments in entrepreneurship theory, entrepreneurial
opportunity emerges as a key notion of the entrepreneurial process. This study relies on
opportunity as a unit of research and explores the dynamics of opportunity recognition.
In-depth comparative literature studies focus on sources, forms and features of
opportunities, as well as the role of both Schumpeterian and Kirznerian opportunities in
internationalisation activities of firms. On top, it refers to entrepreneurial learning theory
as a necessary prism for exploration of internationalisation reinforcement and accuracy
in international opportunity exploitation.

The aim of the research is to identify the antecedents of opportunity in firm
internationalisation context and, consequently, to propose an integrated model of
opportunity-based view of firm internationalisation. The deductive approach provides
structure, logic and leads to research results.

LIREATURE REVIEW AND THEORY DEVELOPMENT

Opportunity as a Unit of Analysis

Opportunity is referred to as the dominant thread in current mainstream
entrepreneurship research, both individual- and firm-level (Venkataram et al., 2012).
According to Stevenson and Jarillo-Mossi (1986) the pursuit of opportunity, defines the
ability of the individual, as well as the organization to be entrepreneurial. Contemporary
coexisting convictions regarding entrepreneurship are rather completing than
competing, all referring to the identification, evaluation and pursuit of opportunity
(Stevenson & Jarillo-Mossi, 1986; Jones & Butler, 1992; Shane & Venkataram, 2000).
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Early conceptualisations of opportunity define them as situations in which new
goods, services, raw materials and organizing methods can be introduced and sold at
greater price than their cost of production process (Casson, 1982). As Schumpeter (1934)
elaborated, economies operate in a constant state of disequilibrium. Technological,
political, social, regulatory, and other types of changes offer a continuous supply of new
information about different ways to use resources and create wealth. By making it
possible to transform resources into a more valuable form, new information can alter the
value of resources and, therefore, the resources’ proper equilibrium price. Because
information is imperfectly distributed, all players in the market do not simultaneously
acquire new information. Some players obtain information before others about
resources lying fallow, new discoveries being made, or new markets being created.
Those that obtain new information before others can purchase resources at below their
equilibrium value and earn an entrepreneurial profit by recombining the resources and
then selling them (Schumpeter, 1934). This suggests that time is an important aspects of
opportunity exploitations and that early movers are more likely to succeed.

Taken these early findings, opportunities can come in various forms, yet their
prerequisite is information asymmetry. Authors still disagree whether opportunities are
objective or subjective phenomena. Shane and Venkataram (2000) argue that, although
the recognition of opportunity is a subjective process, opportunities themselves are
objective phenomena that are not known to all people at all times. An opposing
argument developed by others suggests that opportunities may be also created rather
than discovered (Li, 2013). Opportunity creation may be driven by subjective beliefs and
actions, rather than objective factors. According to some, these are human beings who
bring life and meaning to opportunities, as without them opportunities are non-existent.
Both positions hold strong arguments in this discussion and might be completing rather
than competing, taken the vast array of opportunity sources.

Drucker (1985) depicted three basic sources of opportunities: (i) the creation of new
knowledge, usually as a result of technological progress; (ii) market inefficiencies that
result from information asymmetry across time and space; and (iii) shifts in the relative
costs and benefits of resources resulting from political, regulatory or demographic
changes. All of the above sources of opportunity refer directly to business
internationalisation. The first case represents a situation when opportunity occurs due to
industry specific developments. Technology and new knowledge inefficiencies in some
countries can produce high demand for certain goods and offer profitable opportunities
for foreign entrepreneurs. Secondly, information asymmetry can occur across
geography. This can be related, for example, to weak capital market or institutional
structures in developing economies. Information gaps can present an opportunity for
foreign entrepreneurs and stimulate them to compete in environments where they hold
the advantage of superior access to information. Thirdly, opportunities for
internationalisation often occur due to political or regulatory shifts. Institutional or legal
transitions, such as privatization processes in post-communist countries offered
numerous opportunities for outside investors. Authors have established two other
important factors (sources) of international venture opportunities, which do not fall
directly into Drucker’s classification: cost of capital and cost of labour (Li, 2013). Last
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decades have provided numerous examples of entrepreneurial opportunities associated
with low labour costs.

Shane (2003) offers a different typology of opportunities, based on whether they
rely on completely new combinations of means-ends or optimize existing ones. He refers
to those two situations as to Schumpeterian and Kirznerian opportunities respectively.
This distinction has been followed in later years by other authors and researchers have
established that these two perspectives explain to existence of different types of
opportunities that can be both present in an economy at the same time (Shane &
Venkataraman, 2000), yet they may have different effects on the economic activity of
the entrepreneur and bear different effects on the economy.

Schumpeterian opportunities result from disequilibrating forces and result in
disrupting the existing system (Table 1). They break away from existing knowledge and
rely primarily on new knowledge and innovative ideas. Schumpeterian opportunities
make the accumulation of evidence for their value and duration difficult. As a result, they
are more risk sensitive and represent high profit potential (Aldrich, 1999). Kirznerian
opportunities, on the other hand, result from equilibrating forces and bring the economy
closer to equilibrium. They rely on existing information and often replicate exiting
organizational forms and established ways of doing things (Shane, 2003). Kirznerian
opportunities emerge because prior market players made errors or omissions that have
created surpluses or shortages. As such they are idiosyncratic, characteristic to an
individual market situation (Shane, 2003) and thus, Kirznerian opportunities are rather
identified than created and involve observation and analytical skills in pursue of profit.

Table 1. Shane’s Perspective on Schumpeterian and Kirznerian opportunities

Schumpeterian opportunities Kirznerian opportunities

Take adyantage of disequilibrating Take advantage of information asymmetry
economic/market forces

Create new combinations of means-ends Optimize existing combinations of means-ends
Rely primarily on new knowledge Rely primarily on existing knowledge
Involve imagination and creativity Involve observation and critical analysis
Rather created than identified Rather identified than created

Objectively innovating Rather replicating

Rather rare Numerous

Rather risk sensitive Rather risk averse

Result in disrupting the existing equilibrium Bring the economy closer to equilibrium

Source: own study based on Schumpeter (1934), Kirzner (1973) and Shane (2003).

Features of Opportunities

All opportunities, despite their type and source have two important features: value and
longevity (Shane, 2003). The value of opportunity is expressed in the belief that its
expected profit will be larger than the cost of other alternatives (Kirzner, 1997). Again,
opportunity value is not an objective phenomenon as it is based on subjective judgment
and refers to the future. Because the range of options and the consequences of
exploiting new opportunities are unknown, internationalisation decisions cannot be
made uniquely through an optimization process in which mechanical calculations are



30| Agnieszka Zur

made in response to a given set of alternatives. Even if two entrepreneurs might both
identify an opportunity for internationalisation, they are very likely to give that
opportunity different value. Kirzner (1973) observed that the process of discovery of
opportunities requires entrepreneurs to assess customers’ expectations about a variety
of things, such as accepted level of price, quality or other product attributes. People
make decisions on objective as well as subjective basis, often difficult or impossible to
measure. Judging these expectations is therefore a highly subjective process.

Another feature of opportunities is their limited duration. Because entrepreneurial
opportunities depend on asymmetries of information and beliefs, eventually, they
become less profitable or even cost inefficient to pursue. This is for two prime reasons.
First, as opportunities are exploited, information diffuses to other members of society
who can imitate the entrepreneur and competition increases. Firms that enter foreign
markets and generate high profits are usually followed by other entrants. When the
entry rate of additional entrepreneurs reaches a level at which the benefits from new
entrants exceeds the cost, the incentive for people to pursue the opportunity is reduced,
as observed early on by Schumpeter (1934). Second, the exploitation of opportunity
provides information to resources providers about the value of the resources that they
possess and leads them to raise resource prices over time, in order to capture some
profit (Kirzner, 1997).

The aspect of opportunity value and its decrease over time has important
implications for firms which operate internationally. Some authors suggest that
internationalisation speed plays a fundamental role in the long-term growth of firms
(Autio et al., 2000). The notion of speed in internationalisation theory primarily refers to
the time elapsing between the company’s foundation and its first international entry,
and secondly to the pace of subsequent international growth (Casillas & Acedo, 2013).
Results in this stream of research suggests that the speed variable helps to explain
successful ways of achieving superior performance on the international arena and has
prompted a body of work relating to firms that internationalize rapidly, the born-globals.
Studies have shown that born-globals break the pattern of gradual internationalisation,
since their internationalisation decisions are determined by the perceived opportunity,
its current value and remaining durability. Internationalisation as response to
opportunity occurs in various modes, following the opportunity-based contingency
approach (Chandra et al., 2012), regardless whether the market is in close physical
distance. This suggests that some firms realize the limited duration and declining value of
opportunity in international contexts.

Taking all of the above into consideration, opportunities in firm internationalisation
context can be defined as situations in which new mean-ends combinations in
international environments can be created or optimized and that hold value over a
limited amount of time.

The study of internationalisation through opportunity lens is referred to as an
opportunity-based view (OBV) of internationalisation and conceptualizes firm
internationalisation as “the behavioral processes associated with the creation and
exchange of value through the identification and exploitation of opportunities that cross
national borders” (Chandra et al., 2012, p. 75). In the context of firm internationalisation
both information and individual cognitive properties refer to an international context.
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Opportunity-based view refers to pull factors of internationalisation, that are
situations in which firms identify or create a business opportunity abroad (Daszkiewicz &
Wach, 2012, p.15; 2014, p.7) and should be considered entrepreneurial
internationalisation, which is aligned with the concept of international entrepreneurship
(Wach & Wherman, 2014, p. 15). This approach encourages researchers to go beyond
the focus on the firm or the entrepreneur and adapt a holistic view of opportunity
related behaviours. Authors note that exploration and development of opportunities go
beyond the immediate organizational context and that considerable insight can be
gained by examining the history, emergence and exploitation of opportunities in
internationalisation acts (Styles & Seymore, 2006; Chandra et al., 2012). OBV perspective
adapts a process-oriented approach to internationalisation, in which antecedents of
opportunity, path dependence and feedback effects are all relevant to our understanding
of opportunity dynamics.

Antecedents of Opportunity in Firm Internationalisation Context

It has been asserted in the past that two prime factors influence the probability that
people identify and exploit opportunities: the possession of necessary information and
cognitive properties of individuals (Shane & Venkataraman, 2000; Shane, 2003; Mitchell
etal., 2002).

It has been established by OBV of internationalisation literature that possession of
necessary information can be impaired most by the entrepreneur’s prior knowledge and
experience and his social networks. Prior experience, especially international experience,
both business and non-business related, provides the entrepreneur with various
information and knowledge. This knowledge coupled with new observations and
information can take on new meaning and transform into a new value. Knowledge
building is a dynamic constructivist process that cannot be planned or foreseen. OBV of
internationalisation builds on Hayek’s view of new knowledge construction (Hayek,
1945). Opportunity development in the light of that theory is a creative process in which
the entrepreneur develops new ideas by recombining dispersed bits of incomplete
knowledge that is spread among people, places and time, in novel ways that serve to
create new value.

The second factor of information acquisition is social ties. It is an obvious
observation that people gain access to information through interactions with other
people. The structure of entrepreneurs’ social networks determines what kind of
information they receive, in terms of both quantity and quality. The strength of their
social ties and their intensity will also determine the speed of the receipt of that
information. Much of the important information for international business activity, such
as information about locations, market gaps, business environment in various countries
or sources of capital, is likely to be spread across a variety of people. Ties to a variety of
different people enhances opportunity discovery since diversity of information is unlikely
to occur in homogenous networks (Aldrich, 1999). This line of thought is strongly
supported by relational theory of firm, which posits networks as strategic assets that
enhance the firm’s various capabilities (Kreiser, 2011). The formation and utilization of
external networks leads to competitive advantage by providing entrepreneurs with an
expanded resource base, and wider opportunities for learning. Authors Adler and Kwon
(2002) found that networks provide firms with greater access to information and
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improve the quality, relevance and timeliness of that information. An extensive social
resource base that allows entrepreneurs to discover opportunities more quickly through
their network of relationships appears to be critical for firm internationalisation, taken
the limited durability of opportunities. In the context of firm internationalisation,
network range stands out as a key feature of established networks. Network range refers
to the number of unique knowledge pools (networks) with which the entrepreneur is
directly connected (Kreiser, 2011). The more these pools are diverse and set in different
national settings, the better.

In order to develop an opportunity in his mind, the entrepreneur has to combine and
transform the possessed information in new ways. Differences in cognitive processing
among people can influence this transformation process and thus individual propensity
to identify opportunity. Cognitive processes play a critical role in transforming the
acquired knowledge and experience into a global mindset. Some people are better than
other at understanding causal links, categorizing information or have a bigger
imagination.

Shane (2003) depicted four broad categories underlying the cognitive abilities critical
in opportunity recognition: intelligence, perceptive ability, creativity and not seeking
risks. The author quotes studies which suggest that differences among people in their
intellectual capacity influence their likelihood of opportunity discovery. A person’s
general intelligence measured by the IQ is correlated in numerous longitudinal studies
with the discovery of more valuable opportunities. Perceptive ability is a critical cognitive
skill, since opportunity discovery always involves identification, absorption and analysis
of information. Similarly, since opportunities rely on novel solutions to open-ended
questions another critical skill, is creativity. Shane quotes ample research which confirms
that creativity is a cognitive ability, which enhances the chance of opportunity discovery.
The fourth component of important cognitive abilities listed by Shane is not seeing risks.
This property of individuals refers to the interpretation of information. Some people in
new information and new ideas will mainly see risks, others will mainly see
opportunities. Environmental changes and uncertainty evoke panic in some people,
while excitement in others. Opportunity discovery cannot be stifled by risk aversion.

People exhibiting the possession of these four fundamental cognitive properties,
possess or can develop a global mindset, which is the critical cognitive structure in
international contexts. Global mindset is a cognitive individual-level meta-structure
which “combines an openness to and awareness of diversity across cultures and markets
with a propensity and ability to synthesize across this diversity” (Gupta & Govindarajan,
2002, p. 117). According to Bowen and Inpken (2009, p. 241), individuals who possess a
global mindset, (1) are capable of perceiving, analysing, and decoding the global
operating environment, (2) can accurately identify effective managerial actions in the
global operating environment, and (3) possess the behavioural flexibility and discipline to
act appropriately.

Since a global mindset is a cognitive ability involving absorption and transformation
of information, it appears critical to the process of opportunity identification. Global
mindset is built on intellectual, psychological and social capital building blocks that take
time to develop and constantly evolve with time as the entrepreneurs experience and
relationships change. It is just to assume therefore, that individual’s opportunity
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recognition being determined to much extent by a global mindset, is often a long-term
process that can be traced back to prior knowledge and experiences, factors associated
in research with shaping cognitive skills (Mitchell et al., 2002). Numerous prior events
determine the patterns of persons’ cognitive processes.

Figure 1 synthesizes the above discussion and presents a holistic perspective on
opportunity antecedents in a firm internationalisation context. In short, new ideas start
with prior knowledge and new information often acquired through networks. Cognition
processes coupled with global mindset will enhance the capability of the entrepreneur to
understand international markets and can transform various sources of knowledge into
new ideas. Therefore diversified experiences and rich networks coupled with diverse
cognitive abilities (including a global mindset) of the entrepreneur can enhance
international market awareness and opportunity alertness, which may result in the
identification or creation of internationalisation opportunity.

Prior knowledge
and
experience
Networks

International market

. . Awareness
Cognitive properties

! | lobal mi
Global mindset Opportunity
I — alertness

Information

Figure 1. Antecedents of opportunity in firm internationalisation context
Source: own evaluation.

The model indicates that opportunity antecedents are interconnected and all
necessary to influence new opportunity recognition. All of the variables of the model
differ from one individual to another. Based on their earlier experience, individual
cognitive properties and social ties, some entrepreneurs can acquire, utilize and process
data on market changes across borders quicker than others. They can therefor make
quicker decisions about their firm’ internationalisation and receive greater profits.

Feedback Effect of Entrepreneurial Learning

Starting any new business undertaking, especially that of international scope, is based on
a number of assumptions that can be tested only by experience. This dynamic process of
experimentation and testing assumptions can be referred to as entrepreneurial learning
(Cope, 2005). Erdelyi (2010) argues that entrepreneurial learning has two branches: one
that involves personal learning and another that involves collective learning. Personal
learning focuses on the individual that constitutes the cognitive mechanisms for
identifying entrepreneurial business opportunities and making decisions about them,
while collective learning arises from the interaction of individuals within a firm or within
an ecosystem. And so entrepreneurial learning hits upon a dichotomy between the
individual and the networks they are a part of. The relationships the entrepreneur has,
both internal and external to the startup, seem to determine the behaviours he/she
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learns, the opportunities he/she can recognize, and the opportunities he/she can act
upon.

At the level of the individual entrepreneur, learning can happen twofold, by (i)
repetition of efficient practices or (ii) replacement of incorrect knowledge and practices
with new ones based on negative feedback or new information. Cope (2005) looked at
critical learning events such as significant successes or failures and found out that both
of these can impact substantially the entrepreneur’s learning process. Some authors
suggest that entrepreneurs can learn more from failure than form success, since the first
can alert entrepreneurs of incorrect assumptions and beliefs, while positive outcomes
lead entrepreneurs to persist with their selected course of action (Petkova, 2009).
Discrepancies between expectations and outcomes often occur in entrepreneurial
settings and when coupled with deep cognitive processes, they can trigger learning.
Because international entrepreneurs are especially involved in experimentation in new
and often unpredictable environments, they are more likely to encounter unexpected
outcomes (Petkova, 2009). This would suggest that lack of failure may restrict individuals
from exploring alternatives, gathering new information and knowledge and looking for
new opportunities. Failure situations might therefore lead to enhanced learning
processes.

At the organizational level, entrepreneurial learning occurs as a result of two firm-
level processes: (i) the external acquisition of knowledge-based resources outside of the
firm’s boundaries and/or (ii) internal integration and exploitation of these knowledge-
based resources that creates new knowledge within the firm (Kreiser, 2011). New
knowledge acquired within various networks can be recombined by individual firms to
revise prior knowledge and create novel solutions. The prerequisites of this process are
firm-level motivation to participate in knowledge network exchange and the ability to
combine these knowledge resources in a way that creates new value (Grant, 1996).
Consequently, entrepreneurial learning in international contexts requires firms to exhibit
a readiness to seek, absorb and transform new information and knowledge in diverse
international contexts. That firm-level competence is a global mindset. As depicted
earlier, a global mindset “combines an openness to and awareness of diversity across
cultures and markets with a propensity and ability to synthesize across this diversity”
(Gupta & Govindarajan, 2002, p. 117) and as such appears to be critical to
entrepreneurial learning in the context of firm internationalisation.

As outlined above, the existing conceptualization of entrepreneurial learning suggest
that three prime factors influence that process: new knowledge, new experience and
social networks. We can therefore assume that all antecedents of internationalisation
opportunities provide expanded learning opportunities for entrepreneurs and their
firms. We can assume that with time, the entrepreneurial learning process may lead to
better opportunity recognition and more accurate decisions regarding opportunity
exploitation.

Findings - Conceptual Model of OBV of Firm Internationalisation

Opportunity discovery and exploitation in internationalisation context can take a cyclical
path, as suggested below. Opportunities can be either created (Schumpeterian) and
involve the creation of new means-ends frameworks or identified (Kirznerian) and
optimize the existing means-ends frameworks. Either way, opportunity discovery is
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based on the transformation of knowledge and experience deriving from various social
networks into new ideas, and involves various cognitive abilities, which in the context of
internationalisation sum up to form a global mindset. Through the process of
entrepreneurial learning the process of opportunity discovery can be strengthened,
taken the entrepreneur and the firm exhibit a global mindset. Entrepreneurs learn from
prior decisions, construct new knowledge, strengthen their global mindset and expand
their networks. Entrepreneurial learning introduces a loop relationship tying prior
experience to future behaviour, moving the entrepreneur to higher levels of
international awareness and accuracy in opportunity identification. Entrepreneurial
learning affects the entrepreneur’s ability to develop and expand knowledge and ideas
over time and thereby develop better and more diverse opportunities (Chandra et al.,
2012).

All of the processes described in the study concern a certain opportunity space, which
has been defined for the purpose of this study as the pool of potential opportunities
which are identified by the entrepreneur and are possible to exploit. As entrepreneurs
acquire new knowledge, tap into new networks and develop a stronger global mindset,
they seek new geographical and consumer markets and the pool of identified potential
opportunities grows. Therefore the process of entrepreneurial learning can expand the
opportunity space, since new knowledge and experience expands the horizons of
international opportunity recognition. Figure 2 presents the cyclical process of
opportunity discovery based on the feedback effect provided by entrepreneurial learning
and the process of opportunity space expansion.

\

Prior knowledge and experience
Social networks
Global mindset
Entrepreneurial
learning
{ } Stronger
Opportunity global
identification/creation awareness
. New /revised
Opportunity space knowledge
and
experience
New social
. Entrepreneurial networks
International opportunity

learning

exploitation

/

Figure 2. Opportunity-based view of firm internationalisation
Source: own evaluation.
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The proposed model draws attention to path-dependency and feedback effects of
opportunity exploitation. We can assume that opportunity identification and
development is a continuous, cyclical process as one opportunity stimulates other
opportunities through exposure to new information, networks and entrepreneurial
learning. It shows that the pattern of international opportunity identification and
development, as well as commitment to international markets, is cyclical and driven by
the feedback effect and by entrepreneurial learning. With time, these processes can
significantly enlarge the opportunity space of an entrepreneur. With each “cycle” of
opportunity identification or creation, then exploitation and learning, the opportunity
space will expand.

Analysing the antecedents and path dependency of international opportunity
recognition, provokes some authors to claim that every internationalisation process is
set in a period of time longer than we can see and therefore the internationalisation is,
in fact, gradual and evolutionary (Chandra et al., 2012). This observation may not be
obvious when adapting a strictly firm perspective without looking deeper at the
antecedents and entrepreneurial learning cycle of the internationalisation decision. We
can assume that many opportunities take long to develop, they grow over time through
prior experiences of the entrepreneur. Finally, prior successes and failures, abundant
social ties and a strong global mindset might result in a born-global venture. Therefore
what by some might be referred to as born global type on internationalisation, in fact,
might be a process which goes back in time and may not be that revolutionary.

CONCLUSIONS

This study hopes to contribute to the discussion devoted to opportunity-based approach
of firm internationalisation. It synthesizes fragmented pieces of research on international
entrepreneurship, mainstream entrepreneurship and entrepreneurial learning theory
and proposes a model of OBV of firm internationalisation.

It refers to earlier findings that firms with a strong entrepreneurial commitment
perceive new opportunities more quickly, and their proactive character and their will to
take risks facilitate the exploitation of these opportunities. Entrepreneurial firms strive
on opportunities and international markets are a natural centre of their attention, as
they present new and/or different opportunities than their home country. Studies have
shown that entrepreneurial orientation positively influences the firm’s propensity and
speed to internationalize its activities (Zahra & Gravis, 2005; Ripolles-Melia et al., 2007;
Zur, 2014). Internationalisation as response to entrepreneurial opportunity occurs in
various modes, following the opportunity-based contingency approach. As noted by
authors, successful internationalisation is not a question of rational and planned
approach, but a pragmatic approach in terms of seeking and taking entrepreneurial
business opportunities” (Wach & Wehrmann, 2014; Wach, 2014). Therefore an
entrepreneurial lens is relevant as it turns attention to the formation of international
ventures in new and existing firms through the exploitation of opportunities. The study
synthesizes the complexities inherent to the phenomena of entrepreneurial opportunity
and proposes a new research framework.

The proposed model exposes the role of time in international opportunity
development, suggesting that opportunity recognition is a path dependent self-
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reinforcing cyclical process. It incorporates antecedents of opportunities and cognitive
process that lead to opportunity recognition, and emphasizes the role of global mindset
on both individual and firm level. The proposed research framework brings together
state-of-the-art research and extends it by providing a deeper understanding of the feed-
back effect of entrepreneurial learning, as well as highlighting the progressive nature of
opportunity space. Hopefully, the model can serve as a useful lens for hypotheses
formulation and testing within the research domain of firm internationalisation
determinants.
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INTRODUCTION

Emerging and transitional economies play an increasingly prominent role in the global
economy. Owing to the specifics of the social, political and economic context of
emerging and transitional economies, such as high environmental uncertainty, inefficient
markets, and active government involvement, research from these economies has
challenged existing international business theories (Xu & Meyer, 2013). It is therefore
important to critically evaluate to what extent internationalisation theories developed in
advanced economy contexts are applicable to emerging and transition economies
(Wright, Filatotchev, Hoskisson & Peng, 2005; Wach, 2015). In this article we critically
examine and systematically review the applicability of the international new venture
theory in emerging economy contexts.

International entrepreneurship research has contributed considerably to the
advancement of international business theory (Wach & Wehrmann, 2014). In contrast to
the process theory of internationalisation, which argued that firms follow an incremental
path of foreign market knowledge acquisition and application in their
internationalisation endeavours (Johanson & Vahlne, 1977, 1990), the international new
venture theory has proposed that new firms may seek early and proactive
internationalisation to exploit opportunities in foreign markets and develop new
products and services and enhance their performance (Oviatt & McDougall, 2005). In
doing that firms tend to differ in the time-span it takes them to cross the national
borders. Some firms do it faster than others, i.e., from or near inception. Specifically, the
international new venture theory (Oviatt & McDougall, 1994, 2005) seeks to explain
what factors explain the speed of the first foreign entry, the scope of foreign entries, and
commitment to foreign sales growth.

The international new venture theory has been applied in research on emerging-
economy firm internationalisation rather extensively. Nevertheless, our understanding of
international entrepreneurship across different institutional and cultural contexts
remains limited (Kiss, Danis & Cavusgil, 2012). First, prior research in the field has mainly
focused on the speed and extent of internationalisation, while the country scope has
been ignored by and large. It is also noteworthy that a lot of this research has been built
following a case-study approach which allows identifying some forces that may have
affected the speed and extent of internationalisation rather than confirming their causal
effects. With reference to emerging economies, we should also remember that they are
quite heterogeneous due to their institutional and cultural context specifics as well as
variance in their transitional advancement from planned to market economy.

MATERIAL AND METHODS

To fill the above research gap, in our literature review we explore the following research
questions, following the main arguments of the international new venture theory:

— What motives drive accelerated internationalisation and its expansion among
emerging-economy firms?

— What forces enable rapid foreign market entry and foreign operation expansion
among emerging-economy firms?
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— What characteristics of the entrepreneurial actor are critical in international
opportunity exploitation from emerging economies?

— What resources facilitate the degree and speed of internationalisation of emerging-
economy firms?

The rest of the paper is structured as follows. First, we critically review prior research
in order to identify the key motives of internationalisation among new small ventures
from emerging economies. At the beginning we intended to limit our review to firms
from Central and Eastern European countries; however, as research from those contexts
published in quality journals turned out to be limited, we extended our review to a
broader emerging economy context, without any geographical restrictions. Secondly,
following the international new venture theory arguments, we overview forces that
enable new ventures from these economies to enter foreign markets and consolidate
their foreign operations. Next, we seek to determine the characteristics of new venture
management team that are critical for new venture internationalisation success. We also
offer a number of propositions that underline the distinct features of internationalising
emerging economy SMEs in comparison to firms from advanced economies. We then
refer to resources that were found by prior research to be critical in new venture
internationalisation. Finally we offer some conclusions and implications for further
research.

As regards the literature review process, we first developed a preliminary list of
search terms and then supplemented it based on expert opinion. The search terms used
were as follows: internationalisation, international/foreign expansion, outward FDI,
export, born global, joint venture, emerging market/economy, CEE, transition
market/economy/country. Next, we determined journal quality criteria and developed a
list of journals to search for papers. We limited our review to journals included in Harzing
(2014) list in the fields of international business, entrepreneurship, strategy and general
management.

LITERATURE REVIEW AND THEORY DEVELOPMENT

Motives of Rapid Internationalisation

The international new venture theory views competition as the main motivating force of
rapid internationalisation (Oviatt & McDougall, 2005). Firms rush to enter foreign
markets for fear that competitors’ entry would inhibit their subsequent
internationalisation efforts. Findings of research conducted in the emerging-economy
context show that rapid internationalisation of small- and medium-sized enterprises
(SMEs) is mainly motivated by a number of push factors related to the domestic market.
Specifically case studies of Polish (Nowinski & Rialp, 2013) and Estonian (Vissak, 2007)
INVs revealed that the smallness of the domestic market was the main push factor for
the SME internationalisation. Similarly, low growth potential of the domestic market was
found to motivate Turkish firms to expand their foreign operations (Karadeniz & Goger,
2007). Instability of the domestic market was an internationalisation motive for firms
from Brazil (Amal & Rocha Freitag Filho, 2010).

The level of domestic competition is another motivating force of rapid
internationalisation that has received research attention in the emerging-economy
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context. However, empirical findings on its effects on the speed and degree of
internationalisation are mixed. For instance, in a study of Chinese firms Alon, Yeheskel,
Lerner and Zhang (2013) found that the higher the competition at home, the more likely
INVs will seek to enter a foreign market instead of looking for opportunities at home.
However, another study of Chinese INVs showed that effects of domestic competition on
both the speed of foreign market entry and internationalisation extent were insignificant
(Naudé & Rossouw, 2010). The effects of the level of competition in the domestic market
on the degree of internationalisation were also found to be insignificant in a study of
Turkish firms (Karadeniz & Goéger, 2007). To some extent such mixed findings of the
Chinese firm studies can be explained by its institutional context. Domestic government
regulations were found to have a negative effect on early internationalisation, but they
had a positive effect on export expansion (Naudé & Rossouw, 2010), which is due to the
fact that governmental policies are more friendly for state-owned and larger firms than
INVs.

A negative country-of-origin effect in the domestic market is another push factor for
firm internationalisation in transition economies. A case study of Polish INVs revealed
that firms sought rapid internationalisation because domestic customers were unwilling
to buy their products until they were accepted in advanced economies or were
motivated to internationalisation by a lack of transparency in decision-making among
domestic customers (Nowinski & Rialp, 2013).

Given the above research findings, it can be concluded that emerging-economy firms
are pushed to seek rapid internationalisation or expand their foreign operations by
barriers related to their domestic market entry and its limited growth potential rather
than fear of competitors’ faster exploitation of the opportunity, which is the case of
advanced-economy firms. We therefore raise the following proposition:

Proposition 1: Emerging-economy firms are more likely than firms from advanced
economy contexts to seek early internationalisation due to domestic market entry
barriers and the unattractiveness of the domestic market.

As seen from the above findings, NVI research on emerging-economy
internationalisation has mainly focused on push factors. Studies on the pull factors are
few in number. Among the few attempts, Nowinski and Rialp (2013) found that Polish
producers of hi-end goods sought to internationalise fast due to potentially higher
margins in foreign markets. Industry’s degree of internationalisation was an important
push and pull motivator for a Vietnamese born globals, as domestic market was either
negligible or higher profits could be gained in a foreign market (Amal & Rocha Freitag
Filho, 2010; Thai & Chong, 2008). In the first case, higher profits in a foreign market could
be achieved due to lower labour costs in the domestic market, while in the latter it could
be accounted by lower labour costs and by the fact that the global demand of the
product (cashew nuts) exceeded its supply. These findings lead to the following
proposition:

Proposition 2: Firms from emerging economies are more likely than firms from advanced
economies to seek early internationalisation due to foreign market arbitrage
opportunities.
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Enablers of Rapid Internationalisation

International entrepreneurship theory argues that advances in transportation and
communication infrastructures and digital technology are the main forces enabling rapid
internationalisation of firms (Oviatt & McDougall, 2005). Empirical evidence from
emerging economies has produced mixed results in respect to their critical role in
emerging economy firm internationalisation, however. For instance, ICT technology was
found to enable Polish firms to learn about target foreign markets, promote the firm,
lower transaction costs and acquire customers (Nowinski & Rialp, 2013). However,
empirical evidence from Vietnam shows that limited access to ICT did not inhibit firms’
learning about foreign markets or their entrance (Thai & Chong, 2008). This suggests that
the role of ICT technologies in rapid internationalisation of emerging-economy firms may
be context specific. Availability of ICT technologies varies across emerging-economy
countries and INVs in countries with limited access have to substitute it with other
means of information acquisition (e.g. exhibitions).

Proposition 3. The quality of transportation and communication infrastructure and
digital technology has a more variable impact on the speed of internationalisation among
firms from different emerging economies than among firms from different advanced
economies; however, its limited availability does not preclude emerging-economy firms
from rapid internationalisation.

Characteristics of the Entrepreneurial Actor

The INV perspective proposes that personal characteristics (e.g. international business
experience) and psychological traits (e.g. risk-taking propensity) of the entrepreneur or
top management team are major moderating forces in new venture internationalisation
(Oviatt & McDougall, 2005).

Findings on the role of prior international experience in emerging-economy firm
internationalisation speed and degree are mixed. For instance, prior export experience of
the entrepreneur was found to be positively associated with the speed of
internationalisation (Naudé & Rossouw, 2010; Ciravegna, Majano & Zhan, 2014). Its
effects on export intensity were negative, however, which may imply that
internationalisation is first and foremost sought by some INVs to enhance the firm’s
reputation in the domestic market (Naudé & Rossouw, 2010). Liu et al. (2008) found in
their case study that prior international experience of the entrepreneur is not necessary
for rapid internationalisation. In a study of a four-country sample (China, India, Mexico
and South Africa) Wood et al. (2011) found that effects of foreign education on
internationalisation commitment and speed were insignificant, while foreign work
experience had a positive impact. Experiential knowledge about foreign markets was
accessed instead through exhibition attendance. International experience of the
entrepreneur was not a necessary resource for rapid internationalisation in the case of
Polish INVs either (Nowinski & Rialp, 2013). This was successfully substituted by ICT
technologies which enabled firms to learn about target foreign markets, promote the
firm, lower transaction costs and acquire customers. A case study of Vietnamese born-
globals has also shown that a lack of foreign market knowledge did not serve as a barrier
for early internationalisation (Thai & Chong, 2008). Furthermore, a survey of Chinese
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early exporters revealed that INVs with top managers who had prior experience with a
foreign firm were less probable to internationalise early, which again may imply that
international experience is first exploited to boost a firm’s competitiveness in the
domestic market (Naudé & Rossouw, 2010).

Given the above findings on the effect of international experience on the speed and
degree of emerging-economy firm internationalisation, we propose the following:

Proposition 4: International business experience of the entrepreneur or top
management is a less likely enabler of early internationalisation among emerging-
economy firms in comparison to their counterparts in advanced economies.

Prior research on emerging-economy firm internationalisation has looked into the
effects of a number of other characteristics of the entrepreneur. For instance, global
orientation of the firm management was one of the fast internationalisation enablers
among Estonian born-globals (Vissak, 2007), Brasilian firms (Amal & Rocha Freitag Filho,
2010) and among a sample of Chinese, Indian, Mexican and South African firms (Wood et
al., 2011), but did not differentiate born-globals from those following the traditional
process of internationalisation in a Brazilian sample (Dib, da Rocha & da Silva, 2010).
Proactiveness in the search of the first client abroad was found an important predictor of
the degree and scope, but not the speed of internationalisation among Chinese SMEs
(Ciravegna, Majano & Zhan, 2014), while entrepreneurial proclivity, or opportunity
driven motivation of the entrepreneur, had a positive effect on the speed of
internationalisation (Alon, Yeheskel, Lerner & Zhang, 2013). A study of Chilean firms
revealed that risk-taking propensity was a predictor of the probability of a firm becoming
a micro multinational corporation (MNC), while effects of innovativeness and
proactiveness were insignificant (Dimitratos, Amords, Etchebarne & Felzensztein, 2014).
Findings of a study of young INVs in China revealed that the effects of entrepreneurial
proclivity on the speed of internationalisation were indirect and were mediated by
foreign market knowledge (Zhou, 2007). Besides, the study showed that cultural diversity
moderates the impact of innovative proclivity on foreign market knowledge.

Another study of Chinese firms found that the most important determinant of rapid
internationalisation among Chinese firms was their founder’s entrepreneurship (Liu, Xiao
& Huang, 2008). Furthermore the authors argue that the Chinese form of
entrepreneurship is distinct from advanced-economy firms and call it “bounded
entrepreneurship”, for due to the institutional environment of China its entrepreneurs
have lower levels of education and international experience and are faced with some
unfavourable regulations. A case study of Vietnamese born-globals proposes that early
internationalisation may be explained through the entrepreneur’s leadership desire and
the need for short-term profits (Thai & Chong, 2008). Being generally rather autocratic in
their management style, Vietnamese entrepreneurs make decisions on their business
direction themselves and will seek the opportunity that they perceive as more profitable,
which also emphasises the role of the national culture in identifying features of an
entrepreneur that contribute to firms’ rapid internationalisation in the emerging-
economy context. A longitudinal study of Polish exporters showed that rapid
internationalisation was driven by positive perceptions of desirability and feasibility
during the transition from the communism to the market economy, when international
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entrepreneurial initiatives were perceived more positively than purely domestic ones
(Cieslik & Kaciak, 2009).

Given the above findings on the characteristics of emerging-economy entrepreneurs
that contribute to firms’ rapid internationalisation, we make the following proposition:

Proposition 5: Characteristics of entrepreneurial actors of emerging-economy firms that
affect new venture rapid internationalisation are more context specific than those of
entrepreneurs in advanced-economy firms and may be explained through a variety of
institutional and cultural context variables.

Resources Facilitating Rapid Internationalisation

Knowledge intensity in the product/service offering and international networks are the
key resources that are believed by the international new venture theory to be
moderating a firm’s rapid internationalisation (Oviatt & McDougall, 2005). Firms that
build their competitive advantage on knowledge development and exploitation are more
likely to develop skills necessary to adapt to and expand in foreign markets (Autio,
Sapienza & Almeida, 2000), while international network ties assist entrepreneurs in
finding out how and where the identified opportunity can be best exploited abroad
(Oviatt & McDougall, 2005).

In the emerging economy context, knowledge intensity, as a moderating force of
internationalisation, has not been given much research attention so far; furthermore, it
has produced mixed results. For instance, a case study of Estonian high-tech INVs
provides some support of knowledge intensity relevance, as firms under the study
considered their technological competence as a unique strength that contributed to their
rapid internationalisation (Vissak, 2007). A study of Turkish SMEs showed that the R&D
intensity had a positive effect on a firm’s degree of internationalisation (Karadeniz &
Goger, 2007). Higher R&D expenses were also found to be a predictor that a firm will
become a born-global rather than follow the traditional pattern of internationalization
among Brazilian software firms (Dib et al., 2010). However, findings of Naudé & Rossouw
(2010) and Wood et al. (2011) studies show that the effects of R&D spending and high-
tech product or technology proprietorship on the speed of internationalisation are
insignificant.

Contrary to modest research efforts in respect to knowledge intensity, network
influences, as another moderating force of rapid internationalisation, have received a
considerably more extensive research attention in the emerging-economy context and
produced some interesting findings. For instance, both international and domestic
networks were found to have played a significant role in the fast internationalisation of
Estonian firms (Vissak, 2007). A study of Czech SMEs, however, showed that only sharing
a common language with international ties was significantly related to the speed of
internationalisation, while neither the proportion of international ties nor their
geographical dispersion had any significant effect on the speed of internationalisation
(Musteen, Francis, & Datta, 2010). In respect to the degree of internationalisation, the
findings of the above study showed that it was positively associated with the
geographical diversity of networks and negatively with the proportion of international
ties, all of which undermine the relevance of international ties in respect to the speed
and degree of internationalisation among emerging-economy firms. Networks were not
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a significant predictor of the speed of internationalisation among Brazilian firms either
(Dib et al., 2010).

Other studies, however, showed that as international new ventures form emerging
economies tend to have limited international ties, they rely more heavily on domestic
networks (Nowinski & Rialp, 2013). Besides, as mentioned above, ICT technology is often
leveraged to overcome liability of foreignness. The relevance of domestic ties was also
revealed in a study of Bulgarian SMEs’ (Manolova, Manev & Gyoshev, 2010), where the
size of domestic personal networks of the entrepreneur were found to have a positive
effect on the degree of internationalisation. The effects of inter-firm networking on the
degree of internationalisation, however, were insignificant. Besides, the relationship
between inter-firm networking and degree of internationalisation was negatively
moderated by firm age. Findings of a survey of Chinese born-global SMEs revealed
mediating effects of guanxi networks in the relationship between outward
internationalisation orientation and export performance (Zhou, Wu & Luo, 2007), which
underlines the relevance of the home-based network ties in identifying global market
opportunities and developing capabilities to respond to them. However, other studies of
Chinese INVs showed that network effects on extent (Naudé & Rossouw, 2010), degree
and scope (Ciravegna et al., 2014) of internationalisation were insignificant or not
important in facilitating internationalisation among Chinese and Vietnamese firms (Liu et
al., 2008; Thai & Chong, 2008). Furthermore, contrary to the international new venture
theory, a study of young indigenous exporters in China revealed negative effects of
network membership on early internationalisation, while belonging to a business group
had positive effects on export in general, which implies that networks offer more
advantage for domestic performance (Naudé & Rossouw, 2010).

Proposition 6: Emerging-economy firms rely more heavily on domestic networks than
advanced-economy firms in their internationalisation efforts, while international ties are
not a necessary condition for emerging-economy firm rapid internationalisation.

CONCLUSIONS

The aim of this article was to critically examine the applicability of the international new
venture theory in explaining the internationalisation process of new ventures from
emerging and transitional economies. To attain this aim we critically studied prior
research in the field.

Findings of our literature review on the motives of new venture internationalisation
show that in contrast to firms from advanced economies that mainly seek rapid
internationalisation due to push factors, such as fear that competitors’ entry will inhibit
their subsequent initiation of foreign operations, internationalisation of new ventures
from emerging economies is mainly driven by push factors related to their domestic
markets, such as market smallness, low growth potential, high competition, instability,
negative country-of-origin effects, etc.,, which leads to a conclusion that rapid
internationalisation of emerging economy new ventures is mainly driven by domestic
market entry barriers and its unattractiveness, which distinguishes them from their
advanced economy counterparts. Prior research on the pull factors, however, is very
modest. Foreign market arbitrage possibilities are one of the few factors identified in our
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literature review that can be considered a specific characteristic of early emerging
economy internationalisers.

Speaking of the enablers of early internationalisers, our literature review revealed
that in contrast to advanced economies, where transportation, communication and
digital technology were found to be among the main enablers of internationalisation,
they play a less relevant role in emerging economies. Besides their significance is more
context specific; while their absence does not inhibit rapid internationalisation.

Though such characteristics of entrepreneurs as international business experience,
risk-taking propensity were found in the mainstream literature to be the main mediating
forces of early internationalisation in advanced economy new ventures, findings on their
role in emerging economies are mixed. Our findings lead to the proposition that
international experience of the top management team plays a less relevant role in
emerging economy firm early internationalisation and their characteristics are more
context specific.

As to the resources that facilitate rapid internationalisation in the emerging
economy context, our literature review revealed that the role of knowledge intensity,
one of the key resources in the traditional theory, is still by and large under-researched.
On the other hand, the role of network influences, another resource found to facilitate
rapid internationalisation in the traditional theory, has been given extensive attention in
prior research. Its findings, however, are mixed and lead to a conclusion that domestic
networks are more relevant than international ties.

To conclude it may be stated that though the key arguments of the international
new venture theory do apply to the emerging economy context, this theoretical logic
does not fully explain the motives, enablers and moderating forces of new venture
internationalisation in the emerging economy contexts and further research is needed
on this phenomenon. However, our findings should be treated with reservation, as prior
research on the internationalisation process of INVs is still modest and its findings are by
and large derived from case studies.

Furthermore, to fully understand the process, it is necessary to study to what extent
other logics, such as the process theory of internationalisation, international
entrepreneurship, network theory, institutional theory, etc., contribute to its explication.
Further research should also seek to synthesise findings of research built on the above
major theoretical frameworks in the context of emerging economy new venture
internationalisation process. It is also noteworthy that prior research on the speed and
scope of internationalisation is mainly built on findings from Asian and Latin American
countries, which underlines the relevance of further research in the Central and Eastern
European region.
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INTRODUCTION

Emerging economies are gaining growing prominence in the global economy. Collectively
they account for about one third of the world’s gross domestic product, and their growth
rates tend to exceed those of advanced economies (Hale, 2012). Furthermore, more and
more emerging economy firms are expanding their operations into international markets
(Aulakh et al., 2000). The majority of those firms are, however, still in the early stages of
the internationalisation process, with exports being one of the dominant foreign market
entry modes, which underlines the relevance of research understanding of strategies
these firms follow in their internationalisation process.

Prior research on emerging economy firm internationalisation has mainly focused on
strategies of large companies, in many cases including state-owned and foreign-owned
organisations (Amal & Rocha Freitag Filho, 2009). This in turn leaves internationalisation
motives and enablers of small and medium-sized (SME) enterprises, which constitute the
largest part of the national economy in most emerging economy contexts, by and large
an under-researched area.

One of the most commonly used theoretical frameworks in the internationalisation
research is the resource-based view (RBV) (Peng, 2001). It has been recognised as one of
the top three most useful theories helping to understand firm strategy in emerging
economies (Hoskisson, Eden, Lau & Wright, 2000). Put succinctly, the resource-based
view explores how firms can build, access, control, and leverage firm-specific resources
for sustainable competitive advantage (Barney, 1991). The more valuable, rare, and
difficult to substitute and copy such resources are, the more likely they will support
sustainable competitive advantage.

In the context of internationalisation, resource-based notions are echoed in the
distinction between home-base exploitation and home-base extension logics of
internationalisation (Kuemmerle, 2002). This framework suggests that firms can
internationalise on the back of resource-based advantages that exist in their home base;
or they can use internationalisation to create resource-based advantages by creating
valuable and difficult-to-substitute resource combinations across national borders. Both
logics have been applied to explore internationalisation processes in emerging economy
contexts (Wright, Filatotchev, Hoskisson & Peng, 2005; Cui & Jiang, 2010). However, such
studies have mainly focused on large state-owned firms.

Seen through the resource-based lens, the size of the firm can be considered an
important determinant of a firm’s export activities, as size proxies the magnitude of
managerial and financial resources and the firm’s strength in the domestic market
(Singh, 2009). Echoing this stance, resource-based research on SME internationalisation
from emerging economies has reported predominantly positive effects of SME size on
export sales (Singh, 2009), export performance (Alvarez, 2004), export intensity
(Manolova, Manev & Gyoshev, 2010), and outward foreign direct investment (OFDI)
motives and behaviours (Huang & Renyong, 2014). However, these studies have as yet
failed to produce a coherent theoretical synthesis of how resources impact
internationalisation outcomes in emerging economy SMEs. We advance such a synthesis
in this paper.
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MATERIAL AND METHODS

In this paper we extend the existing research understanding of the internationalisation
process of emerging economy SMEs. Specifically, we explore the following research
questions in our literature review:

— What are the resources that internationalising emerging economy firms leverage for
internationalisation?
— What kinds of resources characterise the home base of internationalising emerging
economy firms?
— What are the international resource combinations that emerging economy firms
pursue through internationalisation?

In the following, we first review prior literature on the internationalisation process of
indigenous emerging economy SMEs in order to identify the resources they tend to
leverage for internationalisation. Next, we identify the most characteristic home base
resources of those firms, as discussed in the literature. Then we identify dominant
resource combinations that emerging economy SMEs pursue through
internationalisation. Based on our literature review findings, we offer a number of
propositions that underline the distinct features of internationalising emerging economy
SMEs in comparison to firms from advanced economies. We close the paper with some
conclusions and implications for further research.

As regards the review process, we first developed a preliminary list of search terms
and then supplemented it based on expert opinion. The search terms used were as
follows: internationalisation, international/foreign expansion, outward FDI, export, born
global, joint venture, emerging market/economy, CEE, transition market/economy/
/country. Next, we determined journal quality criteria and developed a list of journals to
search for papers. We limited our review to journals included in Harzing (2014) list in the
fields of international business, entrepreneurship, strategy and general management.

LITERATURE REVIEW AND THEORY DEVELOPMENT

Leverage of Home-Base Resources in SME Internationalisation Process

Lacking material resources, new ventures have to compete on their resourcefulness, by
doing more with less tangible resources and complementing these with intangible
resources. In addition, emerging economy SMEs operate in less munificent environments
in comparison to SMEs from advanced economies, which further underscores the
relevance of intangible resources for them. So what are the resources that characterise
the home-base of emerging economy SMEs and what resources do they leverage for
internationalisation?

Prior empirical research shows that one valuable, rare and difficult-to-imitate
intangible resource that emerging economy SMEs tend to leverage in their
internationalisation endeavours is their existing stocks of knowledge (Kocak & Abimbola,
2009; Prashantham & Dhanaraj, 2010; Wach, 2014; Yamakawa, Khavul, Peng, & Deeds,
2013). New ventures from emerging economies tend to capitalise on their international
market knowledge and technological know-how. International market knowledge is
valuable, as it enables firms to lower their costs in export transactions (Peng & York,
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2001). This kind of knowledge is usually gained through the entrepreneur’s international
experience in the form of education and work experience abroad. Empirical findings also
show that the international experience of the founder-manager is more valuable and
relevant when the SME chooses to internationalise to advanced economy markets rather
than other emerging economy markets (Yamakawa et al., 2013), as advanced economy
markets exhibit greater institutional differences relative to other emerging economy
markets.

Larger stocks of technological knowledge gained by the firm through its founder-
manager‘s technical background and employees (proportion of employees engaged in
R&D) is another resource that is often leveraged for internationalisation by new ventures
from emerging economies (Yamakawa et al., 2013; Singh, 2009; Karadeniz & Goger,
2007). As a case in point, patent possession was found to have contributed to rapid
internationalisation of Estonian firms (Vissak, 2007). However, technological know-how
was found to be more salient when seeking to enter advanced economy markets, and it
was not similarly leveraged for internationalisation to other emerging economy markets
(Yamakawa et al., 2013).

Human capital of the founder-manager was also found to serve as valuable resource
that was leveraged for internationalisation by emerging economy SMEs. Such firms were
found to have entrepreneurs with higher levels of education, for example (Alon et al.,
2013; Thai & Chong, 2008). Reflecting generic human capital, the employment size also
characterised internationalising emerging economy SMEs, with larger SMEs likely to have
better access to unique and inimitable combinations of human resources, knowledge
and capabilities (Alon et al., 2013).

Higher stocks of social capital in the form of domestic networks (Manolova et al.,
2010) and through return migration or former work experience in multinational
corporations (MNCs) may also serve as a valuable and difficult-to-imitate resource for
internationalisation (Prashantham & Dhanaraj, 2010; Kocak & Abimbola, 2009).
However, some research has noted that social capital tends to decline over time and
needs to be replenished. Thus, expanding the SME’s stocks of social capital expansion is
equally important for emerging economy SME internationalisation as is the exploitation
existing stocks of social capital (Prashantham & Dhanaraj, 2010).

Emerging economy SMEs also tend to leverage their reputation for
internationalisation. Notably, domestic market reputation is a significant factor in the
firm’s choice between emerging and advanced economy markets. Empirical findings
show that reputation established in the domestic market can be exploited and serve as
an advantage when the SME seeks to internationalise to other emerging economy
markets (Yamakawa et al., 2013), as it already has experience in operating in
environments characterised by underdeveloped institutions and difficult governance
conditions (Cuervo-Cazurra & Genc, 2008). Domestic reputation of an emerging economy
firm is less relevant for stakeholders in advanced economies, however. Thus, reputation
is a resource that emerging economy SMEs seek to build rather than exploit in advanced
economies.

In addition to intellectual, human, and social capital and reputation, also governance
and monitoring mechanisms were identified as intangible resource that SMEs from
emerging economies (China in this case) leverage for internationalisation (Luo, Zhao,
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Wang & Xi, 2011). This resource likely helps emerging economy SMEs overcome
hindrances posed by deficient institutions and governance structures in their home
countries.

Among the tangible resources, internationalising SMEs from emerging economies
may seek to compete on their new technology and unique offerings in terms of new
products or services (Alon et al., 2013). For instance, differentiation competencies,
measured by R&D intensity and new product ratio, were found to have a positive effect
on export propensity and intensity (Gao et al., 2010), while innovative products and
production processes were found to be one of the main sources of positive performance
in a case study of Turkish born globals (Kociak & Abimbola, 2009). However, proprietary
technology at start-up, like the above mentioned domestic reputation, is found to be
more relevant when firms choose to internationalise to other emerging economy
markets, as the competitive benefits of such technology are considered to be offering
lesser competitive benefits in advanced economies (Yamakawa et al., 2013). Inward
internationalisation advantage (i.e., tapping into resources outside the home country)
was also found to have significant effect on emerging economy SMEs’
internationalisation proclivity (Luo et al., 2011).

As such, the above mentioned intangible and tangible resources of emerging
economy do not differ much from those discussed in the mainstream
internationalisation literature. After all, firms tend to draw on the same categories of
resources (e.g., financial, human, and social capital) regardless of the economy they
reside in. Our literature review suggests that differences in resource deployment arise
from three aspects: first, the regulating effect the firm’s context has on resource
deployment; second, the quality of the resources a firm can leverage; and third, the
guantity of the resources the firm can build and access. We next discussed each in turn.

As seen in the above review, emerging economy contexts can moderate the effect of
a given SME’s resources on its internationalisation decisions. We saw that emerging
economy SMEs are more likely to leverage their technology resources for
internationalisation to other emerging economies, rather than advanced economies
(Vissak, 2007). Similarly, SMEs that built their reputations in emerging economies are
more likely to leverage their reputations for internationalisation to other emerging
economies than to advanced economies (Yamakawa et al., 2013). This may be for two
reasons. First, emerging economy conditions regulate the quality of the resources SMEs
are able to build in their home bases. The quality of technological know-how built by
emerging economy SMEs may be better suited in contexts where the technological
infrastructure is similar to their home base — i.e., other emerging economies. When
seeking to leverage their domestically built technological know-how in advanced
economies, emerging economy SMEs may be at a disadvantage when trying to adapt
their technologies to the high-quality technological infrastructure advanced economies
enjoy. Similarly, the quality of reputational resources built in an emerging economy
context may also be more readily leveraged in other emerging economies. We therefore
propose:

Proposition 1: Intangible resources built in an emerging economy context are better
suited for internationalisation to other emerging economy markets than to advanced
economy markets.
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An advantage emerging economy SMEs can mostly rely on relates to their overall
lower labour, production, R&D, product development and marketing costs (Aulakh,
Kotabe, & Teegen, 2000; Nowinski & Rialp, 2013). Firms from emerging economies like
China also enjoy a cost advantage due to improvements in production capabilities driven
by FDI (Guthrie, 2005), high levels of domestic competition (Child & Rodrigues, 2005),
and low-cost financing resources available due to capital market imperfections (Cui,
Jiang, & Stening, 2011). Therefore being at a disadvantage in comparison to advanced
economy markets, internationalising firms from emerging economies are more likely to
exploit their cost advantage and pursue a low-cost strategy when entering advanced
economy markets (Aulakh, Kotabe, & Teegen, 2000). Cost advantage, measured by
production cost ratio, and selling and administrative cost ratio, was found to have a
positive effect on export propensity and intensity in a sample of private Chinese
manufacturing firms (Gao, Murray, Kotabe & Lu, 2010). Empirical evidence also shows
that the positive effects of the cost-based strategy on export performance are stronger
among emerging economy firms that internationalise to advanced rather than other
emerging economy markets where domestic firms can also draw on low-cost resources
and where a differentiation strategy may therefore be more successful (Aulakh et al.,
2000). A case study by Liu et al. (2008) shows that low price alone does not suffice to
successfully compete in international markets, and it is the quality-price ratio that
matters.

Summarising, access to low-cost resources may be seen as a distinctive emerging
economy advantage for emerging economy SMEs. We therefore propose:

Proposition 2: Emerging economy SMEs are more likely to exploit domestic resource cost
advantages than firms internationalising from advanced economy contexts.

In addition to resource quality, also resource quantity can matter. Emerging
economy contexts are less munificent than advanced economy contexts, making it more
challenging for SMEs to access and mobilise resources for internationalisation. The
institutional environment that emerging economy SMEs operate in is also characterised
by lack of formal and informal institutions that are necessary for efficient market-based
exchanges, which makes it more difficult for emerging economy firms to access capital,
labour and distribution channels (Khanna & Palepu, 2000). They also have to cope with
risks stemming from their unstable political and economic environment (Gaur, Kumar, &
Singh, 2014). Therefore to overcome their shortage of and limited access to critical
resources and cope with environmental risks, emerging economy SMEs cannot rely on
their stocks of resources alone and may instead seek resources through networks and
business group affiliation. A stronger domestic position of an affiliated firm provides it
with a stronger risk-taking ability to venture into international markets. Empirical
evidence, though scarce, also supports positive effects of business group affiliation on
SME internationalisation (Singh, 2009; Huang & Renyong, 2014). A longitudinal case
study of a Chilean retailer revealed that the internationalisation of an emerging market
firm may be facilitated by belonging to a family conglomerate with a lengthy history of
operations in the marketplace. The reputation and tradition provided by the family name
support the creation of a competitive advantage and greater legitimacy over developed
country companies in the eyes of other emerging-market actors (Bianchi, 2009). In
contrast, firms in advanced economies operate in an institutional context with well-
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functioning markets which makes it easier for them to access the required financial,
technological, and managerial resources (Khanna & Palepu, 2000). We therefore
propose:

Proposition 3: SMEs internationalising from emerging economy contexts are more likely
to belong to business groups than SMEs internationalising from advanced economy
contexts.

Home-Resource Base Characteristics of Internationalising Emerging Economy SMEs

As seen above, internationalising firms from emerging economies leverage their stocks of
technological and market knowledge, intellectual and social capital, domestic reputation,
new technology and unique product and service offerings, and labour cost advantage.
However, due to deficiencies in the institutional environment of emerging economies,
and the smallness of the firms themselves, not all internationalising SMEs can access
critical resources required for internationalisation. Though prior research on barriers to
internationalisation in emerging economy contexts is limited, it can still be concluded
from existing studies that internationalising emerging economy SMEs often lack such
critical resources as venture capital (Nowinski & Rialp, 2013), international experience,
human capital and managerial skills, international network ties (Liu et al., 2008; Nowinski
& Rialp, 2013; Thai & Chong, 2008), ICT technology and skills (Thai & Chong, 2008), and
advanced technology (Liu et al., 2008). These findings should be interpreted with
caution, however, and generalisations cannot be made without taking into consideration
the specifics of the national institutional context and the stage the specific country is at
in its transition to the market economy, as differences across emerging economies
emerging economy can be pronounced. We therefore propose:

Proposition 4: SMEs internationalising from emerging economy contexts are more likely
than firms internationalising from advanced economy contexts to be handicapped by
lack of internationalisation experience, managerial skills and international ties required
to support internationalisation.

Extension of Home-Base Resources
in the Internationalisation Process of Emerging Economy SMEs

Gaining access to resources not available in the home base can be an important motive
driving internationalisation (Barney, Wright & Ketchen, 2001). Firms may choose to
internationalise not only to exploit their domestic resource base, but also, to access
assets and resources abroad, i.e., to remedy a domestic resource handicap.

What resources do emerging economy firms seek through internationalisation? Prior
research on resource extension through internationalisation is rather modest, as most
internationalisation research has focused on resource exploitation. Among the few
studies that explored home-base extension, access to reputation and knowledge were
identified as drivers of internationalisation from emerging economy contexts. Specifically
new ventures were found to seek internationalisation in order to enhance their
reputation in their domestic market (Yamakawa et al., 2013), which enabled the firms to
strengthen their domestic market position. This way, internationalisation served to build
a domestic advantage. Hence we propose:
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Proposition 5: New ventures from emerging economies are more likely to seek
internationalisation in order to enhance their domestic market reputation than firms
from advanced economies.

Emerging economy SMEs may also choose to internationalise to source new
knowledge that is unavailable locally. For instance, Yamakawa et al. (2013) findings
showed that firms with larger proportions of employees based abroad are more likely to
choose to internationalise to advanced economy markets. Also, emerging economy SMEs
that seek new knowledge through direct sales rather than intermediation are also more
likely to enter advanced economy markets. A case study analysis of four Indian SMEs
showed that to gain new technological knowledge and market learning, firms seek to
expand their social capital, which they do by (i) extending their initial network of
contacts, (ii) making proactive probes into new international ties, and (iii) leveraging
networks within their domestic network to establish new international ties
(Prashantham & Dhanaraj, 2010).

CONCLUSIONS

The aim of this paper was to formulate a coherent resource-based theory that articulates
the specifics of the internationalisation process of SMEs from emerging economies. To
attain this aim we critically studied prior research in the field. To advance the
understanding of emerging economy SME internationalisation, we specifically focused on
the resource-based view, one of the dominant theoretical frameworks used in prior
internationalisation literature. We used our review to build a resource-based synthesis to
explain internationalisation patterns of emerging economy SMEs.

Our review concludes that emerging economy SMEs seek to leverage their intangible
and tangible resources in their internationalisation. Among the former, they exploit their
stocks of knowledge (international market knowledge and technological know-how),
intellectual capital, social capital and reputation; while among the latter firms may seek
to compete on their new technologies, unique products or services. In terms of resources
used, emerging economy SMEs are not different from their advanced economy
counterparts. The distinctive features of emerging economy SME internationalisation
arise from: (i) the way emerging economy contexts moderate the effect of different
resource categories on internationalisation decisions; (ii) the quality of resources that
can be build and accessed in emerging economy contexts; and (iii) on the quantity of
resources that can be mobilised in emerging economy contexts. What makes their
resource base distinct from advanced economy firms are their overall lower costs (e.g.,
labour, production, R&D, marketing, product development). Emerging economy firms
put more emphasis on cost advantage — which inevitably is temporary, and raw materials
and supplies.

Constrained by the specifics of their institutional environments (lack of formal and
informal institutions) emerging economy SMEs may find it more challenging to access
critical resources. Besides, they have to cope with higher environmental risks that may
arise due to economic and political instability. Therefore, internationalising emerging
economy SMEs are more likely to be affiliated with business groups than advanced
economy firms.
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Our review also reveals that the home resource base of internationalising SMEs from
emerging economies is likely to differ from that of advanced economy firms in that
emerging economy SMEs are more likely to be handicapped by lack of
internationalisation experience, managerial skills and international ties required to
support internationalisation. To overcome such resource handicaps, emerging economy
SMEs are more likely to seek to upgrade their domestic resource base in response to
challenges introduced by exposure to export market competition.

Another distinct feature of emerging economy SMEs is their motivation to seek
internationalisation in order to enhance their domestic market reputation. Another
resource that these firms may seek through internationalisation is new knowledge that is
unavailable in the domestic market. None of these characteristics have been discussed in
prior internationalisation and RBV research in advanced economy contexts.

To conclude, it may be stated that though some resource-based arguments apply to
emerging economy contexts, resource-based insights as developed in advanced economy
contexts do not directly apply to the internationalisation process of emerging economy
SMEs. To understand the process of emerging economy internationalisation, it is
necessary to study to what extent other theoretical logics and internationalisation
frameworks, such as the process theory of internationalisation, international
entrepreneurship, network theory, and institutional theory can be applied to understand
this phenomenon. Further research should seek to synthesise findings from these other
theoretical frameworks in the context of emerging economy SME internationalisation
process.
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INTRODUCTION

Innovativeness is an important factor of formation of firms able to accept challenges
posed by contemporary economy. Skilful creation and use of innovative potential
translates into firm innovativeness and enables the growth innovation processes. One of
the effects of conducting innovative activity is an influence on the business
internationalisation process. Innovations are becoming one of the key elements of
innovation-based models of internationalisation (I-models) of firms for which
internationalisation is one of the types of innovation.

MATERIAL AND METHODS

The study focuses on the links between innovation and internationalisation of the firm.
The aim of the study is to determine the impact of innovation processes on the business
internationalisation process.

For the needs of the implementation of this study, the available literature of the
subject and its constructive critics was used. The article is based on the literature review
and its critics. The most popular concepts and models were selected.

The article is divided into four main parts. At first the basic definitions important for
the undertake research theme were discussed, among them: (i) innovation, (ii)
innovativeness and (iii) innovative potential. Secondly, the innovation process in general
is presented. Thirdly, the link between innovation and internationalisation was
introduced, therefore innovation-related models (I-models) of internationalisation of the
firm was discussed. Fourthly, learning and innovation processes in the firm
internationalisation process are presented, based on the previously elaborated I-models.
A new model linking learning and innovation processes and international business is
proposed.

LITERATURE REVIEW AND THEORY DEVELOPMENT

Innovation, Innovativeness and Innovative Potential

Nowadays, to assess the competitiveness of national economies the Global
Competitiveness Index (GCl) is used, developed by the World Economic Forum and for the
first time applied in 2005 (Schwab, 2013). The structure of this index is based on 12
pillars. Based on those pillars, economies of individual countries are classified into three
stages of development, in which the economy is driven by: basic requirements (factor-
driven economies), factors improving efficiency (efficiency-driven economies), and
innovativeness (innovation-driven economies). Economies with the highest level of
development are driven by innovations and other conditions of the business
environment. Thus, for the countries aspiring for the classification of the economy on the
highest level of competitiveness, it is crucial to acknowledge the weight of
innovativeness (Schwab, 2013, pp. 4-10).

Innovation is one of the main motives and factors not only for economies, but also
for businesses. In the literature of the subject, there is a great variety of definitions
referring to innovative activity. They refer to innovation as an achieved outcome (object)
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and to the process approach, undertaking all kinds of actions aiming at the introduction
of innovation (Table 1).

On such a foundation (innovation as a process and as an outcome) two notions
occur, the notion of innovativeness, namely, the ability of effective implementation of
innovative activity, and the notion of innovative potential understood as “the ability to
continuously transform knowledge and ideas into new products, processes and systems
for the benefit of the firm and its stakeholders” (Lawson & Samson, 2001; Saunila,
Pekkola & Ukko, 2014, pp. 234-249). Among the scientific discourse, there is no univocal
and ultimate understanding of those notions. The most important is understanding what
innovation itself is. The notion of innovation is very capacious and in fact it is a
considerable challenge for those who explore this problem (Schumpeter, 1912; 1939;
Van de Ven, 1986; West & Farr, 1990; Rogers, 1983, p. 11; Kotler, 1994, p. 322;
Utterback, 1971, p. 77; Levitt, 1960, p. 2; Myers & Marquis, 1969; Birkinshaw et al., 2008,
p. 825).

Extreme attitudes to the understanding of innovation can be noticed when analysing
the views of the classics of this issue, such as Schumpeter (1912) and Rogers (1983).
Differences regard not only the subject, but also the scale of the originality of solutions.
Schumpeter perceived innovation as the application of a solution, for the first time on
world scale, with regard to “introduction of a new good, introduction of a new method
of production, opening of a new market, conquest of a new source of supply of raw
materials or half-manufactured goods and implementation of a new form of
organization” (Schumpeter, 1912, p. 66). He also introduces the distinction between
ingenuity, idea, concept and innovation. Ingenuity is a result of individual creativity,
without economic significance, whereas innovation is a decision of economic character,
consisting of the application (adaptation) of a concept in practice (Schumpeter, 1939, pp.
85-87).

Alternatively, Rogers (1983, p. 11) stresses that “innovation is an idea, practice, or
object that is perceived as new by an individual or other unit of adoption. It matters
little, so far as human behaviour is concerned, whether or not an idea is "objectively"
new as measured by the lapse of time since its first use or discovery. The perceived
newness of the idea for the individual determines his or her reaction to it. If the idea
seems new to the individual, it is an innovation. Newness in an innovation need not just
involve new knowledge. Someone may have known about an innovation for some time
but not yet developed a favourable or unfavourable attitude toward it, nor have adopted
or rejected it”. A similarly subjective view as for understanding what innovation is, was
propagated by Kotler (1994, p. 322) who claimed that it refers to any good, service or
concept which is perceived by someone as new.

Innovations concern a change applied in practice, which leads to differentiating it
from a concept, invention or idea, that is an unfulfilled vision of a new state of affairs, at
least from the point of view of the implementing entity. Moreover, innovation is a
change perceived as beneficial. Therefore, innovation is characterized by catchiness of
the change, application in practice, as well as contribution towards development,
positive effect and benefits (Kosata, 2014a, pp. 86-87).

This positive dimension arises from a conscious undertaking of actions, and thus, in
consequence, its aim is to achieve benefits. However, it could happen that innovation is
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Table 1. Definitions of innovation in different innovation literatures

Type

Innovation as a process

Innovation as an outcome

Traditional innovation literature

“..the development and implementation of new ideas
by people who over time engage in transactions with
others within an institutional order.” (Van de Ven,
1986, p. 590)

“Innovation  ecosystems — the collaborative
arrangements through which firms combine their
individual offerings into a coherent, customer-facing
solution.” (Adner, 2006, p. 98)

“The invention and implementation of a management
practice, process, structure, or technique that is new
to the state of the art and is intended to further
organizational goals.” (Birkinshaw et al. 2008, p. 825)

“The process of bringing any new problem solving
ideas into use.” (Kanter, 1984, p. 20)

“Innovation development is a highly uncertain process
in which entrepreneurs, with financial support from
investors, undertake a sequence of events over an
extended period of time to transform a novel idea into
an implemented reality.” (Van de Ven & Polley, 1992,
p.92)

“An invention which has reached market
introduction in the case of a new product, or first
use in a production process, in the case of a process
innovation.” (Utterback, 1971, p. 77)

Profit-building new and novel products, production
processes, and marketing schemes. (Levitt, 1960, p.
2)

“The first or early use of an idea by one of a set of
organizations with similar goals.” (Becker and
Whistler, 1967, p. 463)

“For a patent to be granted, the invention must be
nontrivial, meaning that it would not appear obvious
to a skilled practitioner of the relevant technology,
and it must be useful, meaning that it has potential
commercial value.” (Jaffe et al., 1993, p. 580)

“Any thought, behavior or thing that is new because
it is qualitatively different from existing forms”
(Barnett, 1953, p. 7)

Radical change in business processes (Davenport,
1994, p. 137)

Knowledge based conceptualisations of innovation

“The production or emergence of a new idea.” (Gupta
etal., 2007, p. 886)

An “innovative solution” to a certain problem involves
“discovery” and “creation,” since no general algorithm
can be derived from the information about the
problem that generates the solution “automatically.”
(Dosi, 1988, p. 1126)

Innovation as a three-step process: idea development,
problem solving, and implementation (Myers and
Marquis, 1969)

“The intentional introduction and application within a
role, group, or organization of ideas, processes,
products or procedures, new to the relevant unit of
adoption, designed to significantly benefit the
individual, the group, organization or wider society.”
(West and Farr, 1990, p. 9)

“Activities are deemed innovative if they differ
significantly from current or recent activities. In
organizations, innovations may change the incumbent
skills, standard practices, technology, services, and
products of the firm.” (Greve and Taylor, 2000, p. 55)

“An interactive process initiated by the perception of a
new market and/or service opportunity for a
technology-based invention  which leads to
development, production and marketing tasks striving
for the commercial success of the invention.”(Garcia
and Calantone, 2002, p. 112)

“Organizational innovation is often a process of
creating new social connections between people and
resources they carry, so as to produce novel
combinations.” (Obstfeld, 2005, p. 100)

Not clearly defined

Source: Quintane, Casselman, Reiche, & Nylund, (2011, p. 930).
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a kind of unbeneficial change. In practice, most often, it means improper change
management, innovation process management, which may occur at each stage of this
complex process.

Other dilemmas concerning the issue of innovativeness refer to process and
resultant approach to innovation. This dualism can be found in Schumpeter’s definition.
Innovation as a result is defined as a product, process, software, idea, concept, method,
or system. As a process, innovation stands for the entirety of actions aiming at the
achievement of innovation in the resultant meaning.

In the economic practice it is assumed that “innovation is the implementation of a
new or significantly improved product (good or service), or process, a new marketing
method, or a new organizational method in business practices, workplace organisation
or external relations. The minimum requirement for an innovation is that it must be new
(or significantly improved) to the firm - the first to develop and those that have been
adopted from other firms or organisations” (Oslo Manual, 2005, p. 46).

However, implementations of the already existing solutions ,being a novelty only for
the implementing entity, can be also considered innovation. It is worth emphasizing that
although the solutions which are new in the world scale, are certainly prestigious and
ground-breaking, they definitely do not discredit the economic significance and weight of
innovative solutions of imitative character. In fact, in the innovative activity, the principle
should be adopted that it is better to implement every innovation than not to implement
any (Kosata & Wach, 2011a; 2011b; 2013).

Every action in the innovative activity, even the smallest one, favourably influences
development. The problem rather concerns the proper choice of innovation, depending
on the stage of development on which a given entity is and the potential it has, than the
implementation itself.

Undoubtedly, to achieve a satisfactory level of innovativeness it is necessary to
competently introduce changes, but also to create an organism which will enable high
efficiency in all activities undertaken within that scope.

Understanding innovation, ranging from replacement of existing solutions and its
utilization for the first time in the global scale, to the introduction of small modifications,
new only from the point of view of an individual entity, results in a possibility or rather a
necessity to create classifications of innovation which can convey the real picture of the
weight of the implemented innovation. This is, among others, owing to works created
over the years, with the development of scientific knowledge on innovations, that the
bases for the classifications of innovation were worked out, according to numerous
criteria, such as: the subject, the scope of originality, the source of innovation
(stimulating innovation), complexity, the place of occurrence, the scale of the size and
the scope of effects they bring, the area of activity, the area of knowledge or practice,
the psychosocial conditions of the people implementing innovation, technological and
capital intensity. The classifications created based on these criteria become a suggestion
of possible directions of actions within the scope of innovative activity, at least for
enterprises interested in their development or the growth of their competitiveness via
innovations. The proper determination of the goal - innovation - enables efficient and
effective conducting of innovation processes (Kosata & Wach, 2014).
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Innovation Processes and Their Conceptualization

Innovation process can be characterized as any undertaken actions aiming at the
development and implementation of an innovative solution (Van de Ven, 1986; Kanter,
1984).

Alongside the development of knowledge, the shortening of technological cycles, an
increasing speed of economic development, elaboration of more and more complex and
technologically advanced products, changing behaviours and expectations of consumers
or the globalization of economy, the attitude to innovation processes has also changed.
As we can conclude, an early, quite simplified attitude to innovation processes had to be
superseded by more advanced, and thus more complex forms. In this context, Rothwell
and Zegveld (1985) point out five generations of innovation models, which express
progress in conceptualizing innovation (Tidd, Bessant & Pavitt, 2005):

— the linear models (need pull and technology push),

— the coupling models (interaction between different elements and feedback loops
between them),

— the parallel lines models (integration within the firm, upstream with key suppliers and
downstream with demanding and active customers, emphasis on linkages and
alliances),

— the continuous innovation models (integration and extensive networking, flexible and
customized response).

There are two waves of linear models. In the initial, linear representation of
innovation processes (linear - supply or demand - model) (Rothwell & Zegveld, 1985), the
main role in the initiation and progress of innovation process was sought in the scientific
and technical progress or in market and social needs, leaving a passive role to the
recipient of innovation (Trott, 1998, p. 19). In this context, Hauschildt (1993, p. 18) points
out seven elements of innovation process: idea, discovery, research, development,
invention, introduction, and ending with the successful ongoing utilization.

A very interesting modified linear concept is the funnel theory of Leonard and
Sensiper (1998, p. 117), who focus on six elements of innovation process: idea
generation, development, testing, ship or adopt, sales or implementation, after sales
service/ continuous improvement. These elements are influenced by divergent and
convergent thinking.

The third generation of innovation process models is known as the coupling models
based on particular stages. The linear models were replaced by more complicated,
complex, dynamic (coupling, interactive) innovation process models which include
numerous interactions and couplings, considering both supply and demand conditionings
in the phase of the creation and diffusion of innovation. Owing to such an approach,
there is simultaneous adaptation of the findings of science to the market needs, as well
as directing research towards the expectations of the market and, in effect, bigger
effectiveness of the conducted research. Utterback (1971, p. 78) uses a very simplified
approach, reduces the innovation process to only three stages, namely: (i) idea
generation subprocess, (ii) problem-solving subprocess and (iii) implementation and
diffusion subprocess.
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The innovation process models of the fourth generation are known as the parallel
lines models or the integration models (Tidd, Bessant & Pavitt, 2005). Innovation is
perceived as a result of the combination of the activity in the area of science, production
and demand, including information feedback. Innovation process in the interactive
model approach leads to obtaining information being a result of the feedback between
technical capabilities (generated by science and technique) and needs (generated by the
market or production), as well as a result of interaction between science, technique and
implementation activities inside the firm (Martin, 1984, p. 34).

Commitment of numerous entities (suppliers, users, co-operators, business
environment, institutional environment) to the implementation of innovation processes
via internal activities of enterprises, as well as the use of the achievements of electronics
and IT in order to introduce new methods of management and communication with the
environment, which are characteristic for the models of integrated and network systems,
lead to higher effectiveness of innovation.

The speed of changes, specialization and the globalization process have contributed
to the development of new concepts of innovation processes, in which the source of
success become the ones in which numerous entities participate, based on interactions
and feedbacks, with granting a dominant role in innovation process to the market (Table
2).

At present, it is assumed that innovation process is of supply-demand character, but
at the same time it is characterized by constant interactions and feedbacks between
science, innovations and the economy (Pomykalski, 2001, p. 35; Kosata, 2013, p. 100).
Innovation processes is not only of a multi-entity but also of international character. The
search for original solutions in the conditions of globalization requires communication,
cooperation and involvement of entities in the international scale. It concerns both the
development and adaptation of products and services delivered to the global market, as
well as winning resources which influence an increase in the effectiveness of innovation
processes.

Only firms characterized by the following features can cope with innovative activity
(Seidler de Alwis, Hartmann & Gemiinden, 2004; Hauschildt, 1993, p. 78):

Openness.

Level of organization.

Information management.
Awareness of conflicts.

Recruiting requirements.
Competences and responsibilities.

A

A new dimension of innovativeness implies functioning on the international market
in which networks of suppliers from all around the globe are created, and enterprises
respond to individual needs of customers in the global scale (Prahalad & Krishnan, 2008,
pp. 6-24). At the same time, conducted research indicates a positive impact of
innovativeness of enterprises on the growth of their internationalization (Bell, Crick &
Young, 2004, pp. 23-56; Chetty & Stangl, 2010, pp. 1725-1743; Knight & Cavusgil, 2004,
pp. 124-141).
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Table 2. The characteristics of the generation of innovation systems development

Generation of

innovation Duration Characteristics
processes
Innovation —linear model of innovation processes (supply model),
“pushed” by 1950s —innovations arise as a result of the development of technologies,
science -1960s —considerable share of R&D works in innovation processes,
(technology —negligible significance of transformation processes,
push) —negligible role of the market in innovation processes.
Innovation 1960s —intensifying competition,
“pulled” by the | 1970s —growing role of marketing and the market (demand model),
market (market —innovations are created in response to market needs,
pull) —reactive role of R&D in innovation processes.
—oil crisis, reduction of resources,

Coupled . . -
innovation 1970s —works focused on the growth of effectiveness of economic activity,

. —occurrence of “coupled” innovation model combining the features of
model (science | - 1980s .
+ market) pre.\/lf)us technology push and market pull m.odels, . .
(coupled) —defining base for the benchamrk course of innovation process (sequencing

with feedback loops).

—economic recovery,

—concentration of enterprises on major markets and products,

—era of production diversification and niche strategies,

Integrated —emergence of Japan as the main competitor (the skill of fast and effective
innovation 1980s creation of innovation),

models, -1990s —introduction of Japanese experiences (integration of activities, collatarelity
interactive of works on the structure and technology, inclusion of suppliers in the
(intergrated) process of new product development),

—complex innovation process including parallel and sequential actions
performed at the high level of integration in the cross-section of individual
functions and cooperation with external partners.

—competition based on the intruduction of new products on the market,

—economic activity focused on the introduction of innovations (effectiveness
of building and managing organization, organizational culture, employee
motivation system),

—supporting innovation processes management with computer technology,

IT systems 1990s |—integrated learning system based on the fast-learning organization concept
(system thinking, model models, common vision, team learning, personal
expertise),

—iteration learning method enabling proceedings on a high level of
complexity and chaos,

—faster learning than competition, constant monitoring of this phenomenon.

—focus on knowledge-based management and learning with the use of IT
tools (information transfer, decision-making process),

—innovation management (creating new knowledge, storing, finding,
dissemination, application with high use of creativity),

—high structural efficiency of an enterprise, creating changes in the

Self-learning Beginning organ‘izational culture, .
systems of 21st |—sustainable concern about technology and intellectual resources,
century (—success of innovation depends on thoughtful management of human
behaviours against technology,

—development of products transforms into constant, repeating learning
process, focused on delivering value to customers,

—necessity to overcome social, organizational, technical, structural, strategic,
management problems.

Source: Kosata (2014b, pp. 75-76) based on Baruk (2006, pp. 120-122).
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Innovation-related Issues in Business Internationalisation Modelling

When managing innovation processes in firms, emphasis is put on decisions regarding
the areas of innovative activities. They may refer, in accordance with the existing
classifications, to numerous spheres. One of the most commonly applied divisions of

innovation activity, is the use of the criterion of the subject they concern.

Table 3. The comparison of stages models (U-model) with innovation-based models (I-model)

Criterion

U-model

I-models

Types of scientific explanation

Genetic historicism

No restrictions (SMEs,

definitions

Analytical Unit of analysis . SMEs
assumbtions Large enterprises)
P Time Unlimited Limited
Model type Causative cycles Explanatory chain
. One variable: A lot of variables, mostly
Causation . . .
Explanatory variables |knowledge of the concerning organizational
enterprise factors
Assumptions with Based on behavioural theories, incremental decision-
regard to enterprise |making process with no or little impact of competitive
behaviour and market factors
. Unclear arguments for the
e Examples of possible e s
Scientificity / Correctness of indicators. no operatin classification of procedures or
Utilitarity defining the variables ! P g operationalization of

explanatory variables

Accuracy of
delimitation between
stages

Considerable generality
and ambiguity

Basically intuitive
argumentation and reasoning

Usefulness / Intuitiveness

Axiomatic logics. Uselessness for the needs of

management and govern

ment policy.

Conformity between:
— theory and operationalization
— conceptual and operating definitions

Unclear

Some discrepancies, no
testing of validity

Specification of variables adopted to
determine the impact on the
development process

No variables except for
causative cycles

Lack of complete list of
variables, unclear
argumentation why and how
variables should differ
between stages

Empirical setting

Case studies:
measurement of
independent variables
based on the
observation of
dependent variables

Cross-section analyses,
unclear causality of
internationalization phases
from their determinants

Tautologies

Some difficulties in
delimitation of
theoretical concepts

In some cases independent
and dependent variables are
almost identical

Testing alternative explanatory variables

none

Source: Wach (2012, p. 106) based on Andersen (1993, p. 221 & 226).
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Thus, innovative activity may concern the introduction of new or improved products or
production processes, utilization of new raw materials, materials or half-products,
organization of production processes, changes in the methods of sales or purchases, as
well as opening new markets. There are many approaches explaining the
internationalisation of the firm (Wach, 2014a; Wach & Wehrmann, 2014; Daszkiewicz &
Wach, 2014), however innovation plays a particular role in two of them, namely (i)
innovation-related models and (ii) international entrepreneurship. Schumpeter (1934),
as one of the first in the literature, linked innovation and internationalisation, as in
his view one of five types of innovation is opening a new market.

Entering new markets, also the ones outside the country, implies internationalisation
which becomes one of the types of innovation, and the internationalisation process
becomes the process of the adaptation of innovation (Wach, 2012, p. 105; Witek-Hajduk,
2011, pp. 48-51).

The introduction of the issue of innovations among the problems of business
internationalisation bore fruit in the development of the concept of innovation-related
internationalisation models (I-models) being a variety of stages models (Table 3).
Innovation-related internationalisation models refer to behavioural theory and the phase
internationalisation process, differing, however, in the approach to the mechanism of
the internationalisation process (Table 3). Innovation-related models take into account
the stages in the internationalisation process, focusing on the proper introduction of
innovations at each stage (Wach, 2012).

One of more often quoted innovation-based internationalization processes is the
model proposed by Biey and Tesar (1977) which consists of the following stages:

1. the firm does not show interest in export,

2. the firm passively fulfils unsolicited orders from abroad but does not analyze actively
export opportunities,

3. the firm managers actively analyse export opportunities,

4. the firm undertakes “experimental” export to neighbouring countries with small
mental distance,

5. the firm is an experienced exporter and tries to optimally adapt to the conditions of
the environment on foreign markets,

6. the firm managers examine the conditions of export to the states more distant in
terms of mental distance.

Another proposed innovation-based model of the internationalisation process is the
model by Cavusgil (1980, pp. 273-281), including the following stages:

1. domestic marketing,

2. pre-export engagement,

3. experimental / involvement stage,
4. active involvement stage,

5. committed involvement stage.

Cavusgil (1980) discusses that at the first stage, the firm operates only on the local
market, then gathers information and evaluates the possibilities of undertaking export to
focus at the next stage on the domestic market, initiate indirect export to two foreign
markets at the most, usually being in the neighbourhood and characterized by small
mental distance in comparison with the home country. Successful experiences result in
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undertaking regular export activity to other countries, for example by creating a foreign
branch. The last stage of the internationalisation process means the inclusion of foreign
activity on the permanent basis in the operations of the firm (Witek-Hajduk, 2011, pp.
48-51).

Other commonly known innovation-based internationalisation models are (Wach,
2012, p. 105): the 6-stage model by M.R. Czinkota (1982), the 5-stage model by S.D. Reid
(1981), the 4-stage model by T.R. Rao and G.M. Naldu (1992). The mentioned models pay
attention to ultimate undertaking of export activity in spite of low interest in export at
the initial stage.

In this place, it is worth paying attention to a relatively new problem concerning
international entrepreneurship, namely identification, recognition and use of business

Table 4. A chronicle development of selected definitions of international entrepreneurship
International Entrepreneurship is defined (...) as the development of international new ventures
or start-ups that, from their inception, engage in international business, thus viewing their
operating domain as international from the initial stages of the firm’s operation.

(McDougall, 1989)
The study of the nature and consequences of a firm’s risk-taking behaviour as it ventures into
international markets.

(Zahra, 1993)
. a business organization that, from inception, seeks to derive significant competitive
advantage from the use of resources and sale of outputs in multiple countries.
(Oviatt & McDougall, 1994)
New and innovative activities that have the goal of value creation and growth in business
organization across national borders.
(McDougall & Oviatt, 1996)
A combination of innovative, proactive, and risk-seeking behaviour that crosses or is compared
across national borders and is intended to create value in business organizations.
(Oviatt & McDougall, 2000)
It is associated with opportunity seeking, risk taking, and decision action catalysed by a strong
leader or an organisation.

(Knight, 2000)
international entrepreneurial orientation reflects the firm’s overall pro-activeness and
aggressiveness in its pursuit of international markets.

(Knight, 2001)
International Entrepreneurship is the discovery, enactment, evaluation, and exploitation of
opportunities —across national borders — to create future goods and services.

(McDougall, Oviatt & Shrader, 2003)
... [an] evolutionary and potentially discontinuous process determined by innovation, and
influenced by environmental change and human volition, action or decision.
(Jones & Coviello, 2005)
... the discovery, enactment, evaluation and exploitation of opportunities — across national
borders — to create future goods and services.
(Oviatt & McDougall, 2005)

Source: Wach & Wehrmann (2014, p. 13).

opportunities occurring in the international trade to create new products or services
(Oviatt & McDougall, 2005). In the research field, international entrepreneurship “has
become an important research domain at the intersection of entrepreneurship and
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international business” (Oviatt & McDougall, 2000 cited in; McDougall-Covin et al., 2014,
p. 2; Wach & Wehrmann, 2014, p. 10). Considering the development of the definitions of
international entrepreneurship (IE), it is worth observing that it combines the issue of
innovativeness and internationalization (Table 4). Currently the international
entrepreneurship approach tries to combine the entrepreneurial internationalisation
with the innovation process (innovation-related internationalisation models). It seems
that this research stream within the IE will gain attention in the resent future. Jones and
Coviello (2005) state that entrepreneurial internationalisation (international
entrepreneurship) is an evolutionary and potentially discontinuous process determined
by innovation. Moreover, Oviatt and McDougall (2005), stress that this innovative
approach leads to creating future goods and services, which is per se a definition of
innovation as an outcome. Moreover, Hagen, Denicolai and Zucchella, (2014, pp. 111-
114) promote the role of innovation in international entrepreneurship, especially at the
global level.

An interesting issue within international entrepreneurship is the research stream
concerning international new ventures (INVs) which implicitly concern ventures based on
innovations and high technologies. The problem of international entrepreneurship,
taking on significance in the new economic conditionings, requires, for example, the
deepening of knowledge about the entrepreneurship of emigrants (Drori, Honig &
Wright, 2009). Globalization increases the phenomena of migration and influences
undertaking ventures in the international dimension, creating opportunities for further
investments.

Learning and Innovation in the Firm Internationalisation Process

Each of the undertaken directions of innovative activities may in consequence constitute
an element of firm internationalization. One of the main motives for internationalization
is winning new markets (international expansion or international growth), both supply
and delivery markets.

In the case of innovations referring to opening new markets, it implies winning new
recipients for the products and services offered by the enterprise. This type of
innovations in the practical dimension influences, among others, the broadening of the
borders of geographical range of the firm and, in consequence, crossing the domestic
borders, which translates into its internationalisation.

Contemporary available tools and means of communication have impact on the
opportunity of the firm occurrence on international markets, in the global scale, almost
with immediate effect. The use of contemporary information technologies (ITs) as well as
information and communication technologies (ICTs) for international distribution and
sales of products and/or services becomes not only a chance, but, in many cases, also a
necessity to operate in the international or global scale.

At present, among enterprises operating based on the use of IT/ICT technologies, the
awareness of high probability of the occurrence of “unexpected success” of their venture
becomes common. Thus, such innovative activities influence the growth of firm
internationalisation. A similar phenomenon of early entry on international markets are
observed among young innovative firms, ambiguously defined in the literature, as firms
(Cieslik, 2011, pp.7-8):
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— functioning on the market for not longer than 5-8 years,

— conducting activity of innovative character, that is firms functioning in innovative
sectors (high-tech or medium high-tech industries), such as pharmaceutical industry,
biotechnology, production of new materials, IT and ICT technologies,

— having technological advantage at least in the national, if not international scale.

Among motives for internationalisation of small, innovative firms, the following are
distinguished (Cieslik, 2011, pp. 7-8):

— identification of attractive, catchy idea of innovative business,
— winning new supply markets,

— access to key resources,

— access to sources of finance,

— strengthening a strategic character of own assets,

— building goodwill, strengthening the firm image,

— co-dependence between individual motives.

In the literature of the subject, the following forms of internationalisation of the
firms are mentioned (Wach, 2012, pp. 76-90; Wach, 2008, pp. 47-54), exporting modes,
contractual modes and investment modes (Figure 7). Each of the mentioned forms of
internationalisation enables to win new markets, and the choice of a specific one
depends on the enterprise potential and its goals (Wach, 2014, p. 23). When introducing
innovations aiming at winning recipients on the international markets, enterprises
undertake activities within the scope of the internationalization forms mentioned in the
literature.

Among young innovative firms, specific forms of internationalisation are preferred,
different from the strategies of large entities (described above, compare Figure 7), and
these are, among others (Cieslik, 2011, pp. 27-29): (i) pre-exporting activities
(international patent protection of inventions; international registration of trademarks;
sales of finished goods, materials and subassemblies; certificates, approvals for
distribution on foreign markets; foreign domain, like.com, www site in foreign languages;
participation in international fairs, conferences, international trade associations); (ii)
exporting modes (import of finished goods, materials and subassemblies; import of
services; export of services); (iii) contractual modes (various forms of hiring of foreign
personnel; granting licence for a protected solution to a foreign entity; obtaining licence
for a protected solution from a foreign entity; international cooperation regarding R&D;
international cooperation in the area of production; international cooperation in the
area of marketing and distribution); (iv) investment modes (participation of a strategic
investor’s equity in an innovative company in the host country; creating representations
and branches abroad; creating foreign affiliated companies with mixed capital, creating
subsidiaries with 100% control of ownership).

Until recently, the problem of internationalisation and innovativeness were treated
separately. Globalisation and changes in the contemporary economy provoke thet these
two areas are treated dependently (Etemad & Keen, 2012; Zucchella & Siano 2014). A
new economic dimension requires the combination of entrepreneurship, innovativeness
and internationalization. It enables to achieve a new level of competitiveness by using
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opportunities, an ability to create innovations, conduct innovation processes and use
resources at the global level (Hagen et al., 2014, pp. 111-114, Kosata, 2014b, pp. 65-68).
Business internationalisation in the context of innovation can be treated as only one
of the kinds of innovation (entering a new market - innovation according to Schumpeter),
but also as a source of innovation, inspired by new experiences gained in the
international activity to create new solutions with regard to product, process,
organization of production, or marketing. Enterprises which have come into existence on
the international market, when functioning on it, start noticing chances and
opportunities to introduce next innovations, considering the complexity of the
environment. Cultural differences which may influence the development of new
products and their launch to individual national markets become a new spectrum of
inspiration. A consequence of such activities is the growth of innovativeness and
competitiveness of the enterprise. We may assume that in the contemporary economy,
innovation processes are in dependence with internationalisation processes (Figure 1).

Innovation
m type: Entry modes: Experience

(and its - Product - exporting Knowledge
Business - Process - contractual
Sophistication) - Organization - investment Skills

- Marketing

Figure 1. Innovation and learning process in internationalised firms
Source: own study.

CONCLUSIONS

Innovation is a goal which is implemented through innovation processes (innovation as
an outcome). These, in turn, gain in effectiveness by the proper creation of innovative
potential, which, in consequence, enables the growth of innovativeness which allows to
co-create innovation-driven economies.

What becomes a natural consequence of the conducted innovation processes is
undertaking activity on foreign markets, thus, internationalisation of the firm. This, in
turn, forces or generates the implementation of further changes based on the
functioning in new conditions. They may be direct innovations (arising from correctly
conducted innovation process in the internationalization dimension) or indirect ones
(creating new opportunities through functioning in unknown and previously not foreseen
conditions).

Globalisation of the world economy is a phenomenon which exists in the awareness
of almost all market participants. In the dimension of individual enterprises it timidly
accelerates to become a common phenomenon. We can claim that business
internationalisation is one of the kinds of innovations, implemented at a specific stage of
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organisational development. Therefore, it requires well-thought-out actions, in
accordance with the art of innovation management. Building innovation potential taken
the international aspect is a new dimension of an enterprise. Understanding it will
enable organizations to undertake effective actions, predicting resistance and breaking
barriers.

On the basis of the inquiry of the literature, a thorough analysis of references, and
the observation of cause-and-effect relationships, we can mention the following
conclusions:

1. Entering a new market, including foreign markets, is treated as one of the forms of
innovation, which in the entrepreneurship theory is already emphasized by its
classical school, the foundations created by Schumpeter.

2. Entering a new market may also be treated as a source of innovation which inspires
to undertake further innovations with regard to product, process, organization of
product or marketing, the creation of a new value based on new knowledge,
experience or skills which become the property of the firm undertaking various
forms of internationalisation. It also enables to derive from a bigger potential of the
environment, namely the global market, for global firms (Wach, 2014b).

3. Each of the internationalisation forms enables to win new markets, and the choice
of a specific one depends on the firm potential (including its innovative potential),
learning processes and organizational goals.

4. Depending on the motive of internationalisation, the entry modes preferred by
young innovative firms are different than the strategy of large entities, paying
attention to bigger efficiency of operation, bigger labour intensity of undertaken
actions being outside the main stream of the activity of large concerns (Cieslik, 2011,
pp. 27-29).

5. International entrepreneurship, as a very young research discipline at the
intersection of entrepreneurship theory and the international business theory,
undertakes research threads explaining internationalisation from the angle of
innovation processes, which definitely confirms the thesis that the topic is important
and will be developed in the future (Hagen, Denicolai & Zucchella, 2014; Wach &
Wherman, 2014).

Undertaking innovative activity by firms results in the introduction of these
businesses to international markets, and innovations become the main element of
innovation-based internationalisation models as well as international entrepreneurship
models. In contemporary economic conditionings, innovation processes and business
internationalisation processes become more and more visible and co-dependent,
creating a new dimension of entrepreneurship — international entrepreneurship. What is
more, international entrepreneurship as a relatively new issue, requires in-depth studies.
A challenge may be, for example, making an attempt to develop models of the effective
use of the international enterprise potential considering the kind of innovation and the
form of internationalisation. An interesting area for further research works will also be
undertaking actions with regard to international entrepreneurship considering the
phenomenon of migration of entrepreneurs immigrants (motives, kinds of innovation,
forms of internationalisation, etc.), which is gaining its popularity and is known as
transnational entrepreneurship (TE) that is an emergent research field combining
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migrant entrepreneurship studies and international entrepreneurship studies (Drori et
al., 2009).
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INTRODUCTION

In the contemporary world, both economic internationalisation and globalisation
processes have achieved such a scope that it is impossible to discuss any business issues
without its international context. The above mentioned processes are characterized by
ever-growing mobility of production factors, goods and services. The international
context of a firm means not only the internationalisation as the expansion into foreign
markets, but also the internationalisation of managerial processes within a firm. Business
internationalisation is also accompanied by technological revolution with fast spreading
innovations being one of its aspects. The increasing internationalisation in contemporary
globalised economy includes the expansion of local and international companies into
new markets. However, the search for formulas of thinking and acting in an innovative
strategic aspect requires increasingly sophisticated tools and concepts which, when
applied, will enable to optimize business actions in order to survive as well as to grow
and develop. Thus, the formula of strategic actions must include elements minimizing an
extensive range of threats that arise when firms follow the path of internationalisation.
One of such threats seem to be the issue of risk identification and risk monitoring as well
as appropriate risk management. Risk becomes an immanent and crucial component of
substantively justified sequence of actions that may have some characteristics of
arrangement, but also, due to increasing phenomena of environment turbulences and
chaotics paradigm (Wach, 2012, p. 61), may have a less structured form, similar to
navigating in a kind of "controlled chaos", where this slightly pejorative expression is
treated as a specific conceptual category and a positive, desired phenomenon, providing
the possibilities of flexible and creative operation (Buta & Fudalinski, 2010).

MATERIAL AND METHODS

It is assumed that the process of internationalisation and entering international markets
involves substantial risks related to possibilities of survival and development of a firm,
which results in the need for risk monitoring (in a strategic and operational aspect), in
order to minimize it. A vast corpus of knowledge in the field is hereby thoroughly
reviewed and synthesized, being the basis for comparative study of strategic risk
management in shifting circumstances, referring to the process of internationalisation.

Therefore, this study aims at presentation of international conditions of business
operations, in the times of high environment turbulence and at characterizing the
solutions related to risk management, which, when known and applied in a firm, may, on
one hand, stimulate the organisation's development, and, on the other, be a factor of
minimizing the impact of phenomena that may potentially exacerbate a threat to the
existence (survival) of the firm.

LITERATURE REVIEW AND THEORY DEVELOPMENT

The Concept of Business Internationalisation

The notion of internationalisation is understood as any activities of firms abroad and can
be interchangeable with the term of international growth. There are five main theoretic
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cal streams explaining the phenomenon of business internationalisation (Wach, 2012;
2014b), while three of them may be considered classical (stages approach, resource- ba-

Table 1. Contemporary theoretical models of business internationalisation

ation theories

1988),

H Hakanson and J.
Johanson (1992),
J. Johanson and F.
Wiedersheim-Paul
(2009)

changes under the effect of
various relations in the
network

Approach Models Representatives Disadvantages Advantages
Stage Uppsala J.Johanson and F. |- No knowledge on external |- Universalism
approach model Wiedersheim-Paul markets; — Dynamic nature resulting from
(1975), - Uncertainty of managers due | particular elements of the model
to inadequate knowledge; which, affecting one another, cause
J. Johanson and J.E. |- The presence of the so-called| development of the
Vahlne (1977) mental distance, meaning an | internationalisation process
obstacle in the flow of
information between the
company and the foreign
market due to language and
cultural differences, various
political systems;
Holistic R. Lupstarinen — Inadequate level of — Passing through subsequent phases of
models (1985), knowledge on foreign development: preparatory phase,
(Finnish) J. Larimo (1985), markets initiation of export activities, then the
R. Lustarinen and international operations development
H. Hellman (1993) phase, in order to finally enter the
mature phase — the phase of significant
exporters
— Dynamic aspect of support taking into
consideration diverse needs of support
recipients
Resource- Resource, P. Westhead, M. - Dependence of selection of |- Numerous variants of strategic
based competence, |Wright and D. strategy on competences activities undertaken due to various
approach resource- Ucbasaran (2001), from the owner/manager combinations of unique resources
competence |O.N. Toulan (2002) owned by SMEs
models
Network Network J.Johansonand L. |- Strategies of global — Functioning of the network system
approach internationalis|G. Mattsson (1987, companies may be subject to| makes it easy for SMEs to overcome

barriers resulting, among others, from
the size of the company

— Improvement in innovation and
competitiveness

— Gaining additional channels and
contacts

General
models

of
international
entrepreneurs
hip

International
enterpreneur
ship approach

M.Ruzzier, R.D.
Hisrich and B.
Antonic (2006),

H. Etemad (2004),
R. Schweizer, J.-E.
Vahlne and J.
Johanson (2010)

Model of
international
new ventures
(INV)

P.P. McDougall and
B.M.Oviatt (1994)

Model of born
global

G.A. Knight, TK.
Madsen and P.
Servias (2004),

R. McNaughton and
J. Bell (2004)

Models of
accelerated
internationalis
ation

1. Kalinic, C. Forza

(2012), N. Hashai, T.

Almor (2004)

— Despite the growing
achievements of
international
entrepreneurship, they are
still non-uniform and poorly
formed

— Enterprises entering foreign markets in
the initial phase of the organization's
life cycle are characterized by
competitive advantage resulting from
high quality of offered products, often
unique

Source: own extension of Wach (2012, p. 99).
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sed view, network approach), international entrepreneurship is not (Table 1). In the
theory of international business, internationalisation is characterized most often in a
stage perspective, where on the basis of the concept of evolutionary business
internationalisation model, it is possible to identify subsequent stages of this process.
According to this approach firms, in particular those from SME sector (Wach, 2008),
internationalize their business activities by shifting from less to more advanced forms (U-
model). However, the Uppsala model is often criticized (Daszkiewicz & Wach, 2013, pp.
60-61). The resource-based view (RBV) model of internationalisation pays special
attention to the potential of resources, especially human resources. Taking them into
consideration, it can be assumed that possession of more substantial resources
determines greater possibilities of operation on foreign markets. Firm-level
internationalisation by cooperation networks (network approach) is a typical example of
international enterprises entering the markets in result of existing and the potential
relations outside the borders of their native country. The essence of this strategy lies in
the use of versatile relations of companies forming a network with various entities with
which they are interrelated. It is a process typical of corporations where a significant
factor is the parent company, as well as the culture of the country in which a branch is
located. It is also important to mention companies that, already from the moment of
establishment, join the process of internationalisation, with their missions and strategies
based on global markets and recipients.

Internationalisation strategy depends on numerous factors (Wach, 2014a). In
economic reality, small and medium-sized enterprises most often choose, in the process
of internationalisation, the sequential model, starting their activities initially from export
and import, and then expanding the field of their activities (Wach, 2012; Daszkiewicz &
Wach, 2012; 2013; 2014). However, in many cases, the companies end their activity at
export and import cooperation, as, in their opinion, further activity on foreign markets,
would involve excessive risk.

Considering the growing complexity of problems related the process of
internationalisation of business activities and a number of coinciding factors, causing
increase in the level of complication in conducting activities at the international level
and, a need arises to search for tools relating to forecasting, identifying, monitoring and
minimizing the risk, which will become pillars of the business management process.

Strategic Risk Management and Its Dilemmas

There is a dispute, perhaps not substantial, concerning several key issues which are
important in risk management. The frameworks of the ongoing polemics include:

! In this regard, it is also possible to indicate opinions of polemic nature. The so presented sequence constitutes
a certain canon of discussion, which by no means has to mean continuity of these processes, the related
sequential nature of stages and activities, quite the opposite, due to ever so often visible trend of discontinuity
of changes, the "traditional model" may constitute only a historically treated starting point for analysis of
processes related to broadly understood issues of internationalization of business activities and the risks
related to this phenomenon — which will be discussed further in the study.
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— the dilemma of whether it is possible and, above all, sensible, to apply, in the action
practice, planning processes in a strategic aspect, which refer to long-term risk
(Terrance, 2014, pp. 49-53; Halal, 2014, pp. 483-484),

— the problem of changes in the environment and the related belief that because of
that, there are no actual possibilities to predict future environment conditions and to
adapt the organization (Xueli & Lin, 2011, pp. 422-430; Vela-Jiménez, Martinez-
Sanchez, Pérez-Pérez & Abella-Garcés, 2014, pp. 915-936),

— the issue of discontinuation of phenomena, processes which significance often has a
deterministic effect on the functioning of companies (Teczke, 2014, pp. 63-67; Wach,
2012, pp. 61-62).

Risk can be defined differently depending on the research domain (economics,
management, finance). Moreover, it can also be seen at various levels of corporate
management (strategic, tactical, operational management) or at different levels of
strategic management aggregation (network level, corporate level, business level,
functional level), (Daszkiewicz & Wach, 2012, pp. 40-41).

On one hand, from the financial perspective, risk can be defined as a threat or
hazard of suffering a loss. In the context of long-term financial decisions, such as
investments, risk can be understood also as a lack of confidence with regard to income
from investment (Jachna & Sierpinska, 2007, p. 511).

From the etymological point of view (management and business studies), the
concept of strategic risk (Buta & Fudalinski, 2013, pp. 41-42) has natural connotations
with the notion of strategy and thinking in the categories of activities aimed at a long
time horizon. Despite frequent accusations (Al-Turki, 2011, pp. 150-162; Kastberg, 2013,
pp. 212-222) as to the limited possibility of formulating objectives and tasks in the long
run (towards continuous growth in the dynamics of changes in the environment and
often non-extrapolation formulas of their course), it should be stated that, for instance,
making no attempts to think and consequently, to act, on the basis of long-term vision of
strategic development seems to be a cardinal error. Naturally, it also implies the need for
both continuous monitoring of changes taking place and for undertaking corrective
actions, which, after all, characterizes the management process and defines its essence,
not only in the sphere of business, but also in relation to non-profit organizations
(Fudalinski, 2013, pp. 102-103). A similar situation takes place with regard to the need
for risk management, both in the strategic dimension (which happens to be stressed
relatively rarely), as well as at the operational level (which is present much more often).

The notion of the strategic risk management should be understood in this case as a
process focused on the long-term perspective, the goals of which are prediction,
identification and constant monitoring and correction, by making appropriate decisions,
of the situation and events that may have adverse effect (elimination of threats) on the
adopted plan of strategic actions. On the other hand, due to diverse areas of activities,
strategic risk may refer in its essence to many different areas which, due to growing
dynamics of changes, require the use of the strategic risk concepts. On the whole,
businesses first formulate the strategy, then analyse risks related to its execution, and
finally try to implement a solution that limits or eliminates the identified risks. In this
sense, the strategy is defined as a decision-making process, concerning performing
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actions in the future in order to make subsequent decisions in more favourable
conditions (Wereda-Kolasinska, 2011, p. 9).

It should be noted that often it is difficult to draw an indisputable borderline
determining the boundaries between operational and strategic risk. However there are
some differences, which enable distinguishing these two types of risk (Table 2).

Table 2. Differences between operational and strategic risk

Type of risk
Differentiating Operational risk Strategic risk
criteria
Time horizon Short Long
Characteristic feature Current activities Strategy implementation, strategic planning
Consequences of occurrence Negative Negative or positive
Risk measurement Only for the company For a company and the competition
Scope of possessed information High Small
Possibility of insurance It can be insured It cannot be insured

Source: own study based on Staniec & Klimczak (2008, p. 37) and Szczerbak (2009, p. 45).

It should be pointed out that operational risk usually has short-term nature, which arises
out of current operations of the company; on the other hand, strategic risk has a long-
term form and concerns making long-term decisions. While a consequence of the
operational risk occurrence may be general losses, in the case of strategic risk there are
also potential benefits. Although professional literature presents various views on
sources of operational and strategic risk, it is assumed that operational risk is created
mostly within the organization, while strategic risk is connected mainly with external
factors. Therefore, strategic risk is much more difficult to manage (Figure 1), than
operational risk.

RISK ANALYSIS

[

RISK RESPONSE TO

IDENTIFICATION management RISK
process

Strategic risk

RISK MONITORING

Figure 1. Strategic risk management cycle
Source: own study based on AlThani, Merna & Faisal (2008, p. 262).
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A key factor influencing the level of risk is the lapse of time, especially with regard to
operations conducted in the international aspect. Along with extending time span (one
of the determinants of the strategic dimension of risk management) there is growth in
uncertainty and likelihood that the expected value will significantly differ from the
achieved one. It presents an argument for a detailed approach to this issue, in the
context of business development plans and their implementation.

Strategic risk can be defined also as a function or ability of an organisation to cope
with changes in the environment, management quality and decision-making process
(Wereda-Kolasiniska, 2011, p. 60). Factors of strategic risk, focused on the process of
internationalisation of the firm, can be divided into external and internal factors.
External risk factors affect a firm from the outside, completely independent from its
operations on the market. Such factors may include, for instance, actions of competitors
in the international dimension, technological progress, changes in interest rates or
introduction of unfavourable regulations by hosting countries. Internal risk factors are
strictly connected with operations of a company and changes in its structure.
Disregarding the above division, the general strategic risk taxonomy is quite complex and
includes many risk factors necessary to be analysed also from the perspective of
activities at the international level. Wereda-Kolasiriska (2011) attempts to present the
complex taxonomy of strategic risk in six basic dimensions (Figure 2).

STRATEGIC
RISK

I
[ I I I | 1

Changes in
competitive
environment

Changes in
technical
environment

Changes in
financial
environment

Changes in
stakeholders’
behaviour

Loss of
innovativeness

Political
risk

New
substitutes

Technical
progress

Change in %
rates

Changein
seller’s
behaviour

Loss of R&D

Stopping
import

New launches

Introduction
of new
substances

Increase in
inflation

Changein
customer’s
behaviour

No use of
technical
progress

Nationalisation

Figure 2. Strategic risk taxonomy according to Wereda-Kolasinska

No access to
capital

Changein
shareholders’
behaviour

No improvement

in business
processes

Foreign extchange
market
adjustments

Changein
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Changein
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Source: Wereda-Kolasinska (2011, p. 76).
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As shown in the general 6-elemnts taxonomy (Figure 2), a factor of strategic risk may
refer to not only external or internal changes, but also failure to introduce proper
changes in the firm structure or in the technology in needed time, which has particularly
high importance in the process of internationalisation. Referring to strategic
management as a process of selection of company objectives and strategy, the process
of implementation and control over implementation of the established plans,
(Urbanowska-Sojkin, 2013, p. 63) recognizes and discusses the following types of
strategic risk (Figure 3):

— risk of strategic choices,

— risk of strategic decision implementation,

— risk of forecasting and monitoring changes in the environment and in the company.

ENVIRONMENT

/ STRATEGIC MANAGEMENT \

Strategy
implementation
(risk of implementation)

Strategic control
(Risk of control)

Strategic planning
(risk of choices)

Risk Risk
management fidentification

Risk
management |identification

Risk Risk
assessment analysis
\ STRATEGIC MANAGEMENT /

ENVIRONMENT

Risk Risk
management|identification

Risk Risk
assessment | analysis

Risk
analysis

Success/failure of the enterprise

Figure 3. Model of risk in strategic management according to Urbanowska-Sojkin
Source: Urbanowska-Sojkin (2013, p. 64).

Such a classification is presented clearly on figure 3 which presents the course of the
strategic management process including risk at each stage. In this sense, natural
connotations, interferences, and relations between the notion of strategic management
and risk management, come to mind. These analogies are an inseparable structure,
which, at the same time, taking account of the imperative of application of the risk
management concept in the strategic company, makes it possible to achieve the synergy
effect from the point of view of praxeological measures determining management
quality (Fudalinski, 2013, pp. 67-80).

Having knowledge about the level of importance of strategic risk as a factor creating
the possibilities of return on investment or long-term strategic activities, they are to be
identified and assessed. This is a part of generally understood risk management, which is
defined as a full process of identification, assessment and response to risk and transfer
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of results of these processes to appropriate parties on time (Andersen, 2009, pp. 352-
379).

Risk Undertaking in International Markets

In the conditions of market economy, running a business is accompanied by the
phenomenon of risk and uncertainty (Vilko, Ritala & Edelmann, 2014, pp. 3-19). Every
business, in particular that participating in activities at the international level or aspiring
to this, should have at its disposal a reasonable concept of eliminating, or at least limiting
the risk occurring in business activities on international markets. Risk is a phenomenon
resulting from the fact of decision-making concerning the future. In this context, in
particular at times of turbulent changes prevailing today?, it is extremely difficult to not
only predict future conditions of the broadly understood environment in which the
company operates and to shapes models of business activities, but also to estimate the

Possibilities of limiting and securing

Business

INDIVIDUAL partner’s risk

e Acquisition, from various sources, of
information on a future foreign

® Creditrisk business partner, detailed analysis of

this information

RISK

® Contractrisk

@ Acquisition, from various sources, of

(higher than in information on the market where the

domestic enterprise intends to cooperate
commerce) o -
® Application, when determining the
® General risk contract terms, international
. regulations, e.g. INCOTERMS,
> M::RST(ET > ® Economic risk > COMBITERMS

® Risk of market e Application of uniform legal guidelines

prices change concerning letters of credit

e Application of uniform legal guidelines
concerning collection

RISK TYPES

® Requesting the business partner to
present bank or insurance guarantees

and sureties
COUNTRY Economic risk
> > litical risk o Concluding a contract with an
RISK Political ris insurance company concerning

risk compensation and reduction

e Financial risk management

Figure 4. Types of risks of an internationalised firm and possibilities of limitation and protection
Source: Bielawska (2006, p. 29).

related risk, especially in the long run. Therefore, the dilemma of shaping strategic
aspects of business activities seems to be not only an important issue, but also a problem
causing many difficulties, unprecedented so far. When making a particular decision, an
entrepreneur has no confidence as to its future results, since, as it was mentioned, risk
means a condition in which there is a possibility of loss as compared to the assumed or

2

Changes in on the international stage are currently particularly intensive. They relate not only to the
technological dimension, but their increasing impact is emphasized on political, cultural grounds and the
related impacts on the business field (e.g.: war conflicts — Ukraine, Iraq, African countries)
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Table 3. Types of risks occurring in international activities and ways of their limitation

Types of risks of an
internationalized SME

General ways to minimize risk

Ways of limitation of risk of
an internationalized
enterprise

Individual risk - resulting from
actions of foreign commercial

partners - it is possible to
distinguish:

— Business partners' risk

— Credit risk

— Contract risk

Market risk - concerning
current state of development of
social, technical and economic

conditions in different
countries, it is important to
distinguish:

— General risk

— Business risk
— Changes in market prices

Country risk — occurring in the
event when an independent
state is unwilling or unable to
fulfii its own payment
liabilities. In research studies,
this kind of risk is presented as
a result of the impact of both
political conditions as well as

the country's economic
situation, it is possible to
distinguish:

— Economic risk
— Political risk
— Cultural risk

Instruments counteracting risk

— prevention instruments (by a proper
selection of suppliers and recipients for
the purpose of limitation of the so-
called business partner's risk, proper
manner of managing the purchasing
process, stock and receivables and the
use of safety standards in conducted
activities).

Instruments reducing risk effects

— reprisal instruments (instruments for
risk suppression, reducing the sizes of
the effects of risk upon its occurrence,
in the case of suppression of the effects
in measurement, these can be fire-
resistant doors, instructions of conduct
in case of fire at the enterprise);

— retention instruments (instruments for
retaining risk, financing risk effects,
requiring creating economic reasons for
covering possible losses);

— transfer of risk (insurance as transfer of
risk to the insurer in exchange for
receipt of an insurance premium, the
insurer is obliged to take over the
tangible effects of risk).

— relevant, professional formulas of
management at different levels of the
company (e.g.: the purchasing process)

Instruments of alternative risk financing

— simultaneous use of risk retention and
transfer instruments, aimed at growth
in effectiveness of financing the
adverse effects of risk occurrence.

— standardization with regard
to the company
management process’;

— acquisition of information
on a potential foreign
business partner;

— acquisition of necessary
information on the market
where the company intends
to operate;

— compliance with
international rules (e.g..
INCOTERMS, COMBITERMS)
when determining key
terms and conditions of the
contract;

— use of uniform legal
guidelines with regard to
letters of credit and
collection;

— requesting the foreign
business partner to present
bank or insurance
guarantees and sureties;

— entering into a contract
with an insurance company
with regard to risk
compensation or reduction;

— adequate financial risk
management.

Source: own study basedon Wieczorek-Kosmala (2009, pp. 158-163); Bielawska (2006, p. 29) and Fudalifiski

(2014, pp. 227-246).

the expected condition in a given situation. Risk understood this way is measurable as
the likelihood of loss, while its measure is the degree of deviation from the expected
result, which is expressed by the value of standard deviation. The sources of risk lie in

* Not very often can we encounter understanding for the issues related to standardization of the company
management process. This means a possibility of communication with partners from outside the native country
at the same level and reduces potential risks resulting from it. It seems to be wrong to excessively stress only
the financial dimension of the risk and often in its identification, glorification of this aspect takes place.
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events which can be neither foreseen nor prevented, beyond the control of the
operating business entity.

International activity is characterized by the accumulation of factors, in which
various kinds of risks occur with particular intensification, and risk-generating situations
occur most often. As a result, crossing the boundaries of one's own country is an
important decision in the functioning of every company, also having a strategic
dimension. Then, a collision with a different environment occurs, which, in particular for
small and medium enterprises with limited financial resources, may pose a serious
challenge. Activity on foreign markets depends on the legal and economic system of the
host country. Applicable business law to a significant extent affects the volume and the
structure of capital of enterprises, rights of owners or the type of the conducted
accounting policy.

Thus, in general, when referring to the risk category in the process of business
activity internationalisation, apart from a number of apparently significant issues raised
above, it is possible, with certain simplification, to summarize them in a graphic form
(Figure 4 and Table 3).

Currently, increasingly often, decisions on expansion to foreign markets (mainly to
EU countries) present a possibility of survival and growth of a firm. Especially at times of
weakening of the economic situation many countries, by conducting consistent policy of
support for small and medium-sized enterprises (SMEs), contribute to the growth in
competitiveness among companies from this sector. Enterprises being participants of
business transactions in foreign environment can accordingly shape their own risk policy.
The firm-level internationalisation, on the one hand, is a phenomenon increasing
financial risk, but on the other hand, facilitates undertaking defensive projects. Especially
SMEs, by internationalisation of activities, are able to increase the production scale or
diversify the target market.

Methods and Models of Risk Management in International Markets

Identified risk, regardless of its kind, should be assessed according to the above
definition in order to respond adequately. There are many risk assessment methods, and
the most important include (Buta, 2014, pp. 117-134):

— seven strategic risk assessment pillars,
— Value At Risk (VAR),

— strategic risk assessment matrix,

— strategic risk matrix according to PwC,
— CIMA Strategic Scorecard.

The concept of strategic risk management is used for limiting strategic risk in the
firm. In accordance with a previously adopted definition, in the process depiction of this
concept, the last stage of risk management process is response to risk, namely the
method of its limiting or eliminating. Therefore, we can assume a more extensive
definition determining, in the instrumental sense, strategic risk management as a set of
methods used for identifying, coordinating, modelling and mastering (controlling) most
important kinds of risks and their sources in the holistic perspective, concerning a firm as
a whole, operating in a specific environment (Wereda-Kolasiriska, 2011, p. 87). The
postulate of a comprehensive (holistic) approach seems extremely important in this case
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(Gorzelany-Dziadkowiec & Fudalinski, 2013, pp. 19-48; Butfa, Fudalinski & Gorzelany-
Dziadkowiec, 2013, pp. 313-314). It also applies to the use of risks as opportunities for
accelerating a long-term business development, as a result of more dynamic adaptation
to the market than the competitors. Therefore, risk can be limited twofold (Alcantara &
Mitsuhashi, 2013, pp. 580-595; Rashid, 2014, pp. 97-116):

— active, that is affecting the causes, or,
— passive, affecting the effects.

It is extremely important to identify the key risks. In this regard, standards of risk
management have been formulated, and these are, among others:

— COSO (The Committee of Sponsoring Organizations of the Threadway Commissions),
— Prince2,
— 1SO 31 000:2012.

The above mentioned standards are sets of principles, ensuring preventive
protection when applied. In the case of COSO, the standard puts emphasis on
management, building formulas of strategic action and the function of related
purposefulness. Building corporate strategy considers determination of optimal balance
between growth, profits, risk and effective use of resources. On the other hand, Prince2
is a methodology of designing in a controlled environment, where methodology of
determining risk formula is based on the risk register (risk tolerance, responsibility for
risk, risk ownership). Meanwhile, ISO 31 000:2012 is an international risk management
standard. It may be applied by firms of any size, also SMEs, implementing various
projects, also in the international aspect. Another important active risk reduction policy

Table 4. Score assessment of hazards (weights)

EFFECT
PROBABILITY
Minimum Small Medium High Extreme
Very high
80-100% (2.0) (3.5) (7.0) (8.0) (9.0)
High
60-80% (1.5) (2.0) (5.0) (7.0) (8.0)
Medium
40-60% (1.2) (1.8) (4.0) (5.0) (7.0)
Low
20-40% (1.0) (L5) (3.0) (4.0) (5.0)
Very low
0-20% (0.5) (1.0) (1.5) (3.0) (4.0)

Source: Pawlak (2006, p.151).

is its transfer to other entities. It may be expressed in contracting subcontractors to
perform risky parts of the investment, assigning the risk and its effects to them, or in
creating new entities, whose task is to implement a given investment project at the same
time, separating the risk, from the main company4.

4_ . . . . .
This formula is relatively often encountered in the IT service sector (but not only there).
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It is also worth pointing out that quite often, the presently appearing formula,
gaining efficacy and efficiency in management, is the project approach to the company
management process. Although in the 20th century, the subject most often discussed
were tasks for implementation. Their structuring and proper definition made it possible
to develop project components, which also include risk management. Adoption of
project orientation indeed has significant reference to pragmatism of activities of small
and medium enterprises and may standardize the management processes. This is
especially important in the process of company internationalisation, and in terms of risk,
introduces appropriate tool architecture, where account is taken of the level of
probability of occurrence of an event, and its effect is determined (Table 4).

Therefore, from a practical point of view, to be able to realistically assess risk related
to a given venture (also the project venture so important in the entrepreneurship theory
and practice), it is possible to assume actions focused on (Jedynak & Jedynak, 2014, pp.
75-88):

— gathering a (project) team and conducting a brainstorm in order to estimate hazards
present in the project (solution based on internal resources of the company),

— appointing an independent group of experts (the composition of the group can be
based on employees of a given company and external experts), who will indicate
sources of risk within a particular project and might carry out its evaluation (focus on
mixed resources — internal and external),

— employing a specialized external entity (consulting company) for risk assessment (use
of external entities).

Qualitative risk analysis focuses on examining, in a descriptive manner, all risk
factors in order to show their various features and their physical impact on the project.
The methods used in this respect include, among others (Lock, 2009, pp. 58-59):

— fault-tree analysis and Ishikawa fishbone,
— failure, mode and effect analysis (FMEA).

The issues of modelling in the corporate management process have a relatively long
tradition, and the main function of this process is formulating, on a diverse level of
detail, a description of reality and designing a certain catalogue of activities. In a broad
sense, modelling means a methodological concept for solving problems, which assumes
the use of the model as a research tool. Management based on a modelling is a process
for gathering and processing information, leading to preparing models of objects, which
meet the specified conditions, i.e. capable of providing information on a managed
object. We can distinguish two basic standpoints in terms of positioning the model in the
organization design process. The first one assumes that development of a model finalizes
diagnosis of the object and precedes its test, the other one says that development of a
model concludes the organizing process and precedes the implementation and operation
stage. However, not going into excessive divagations in this respect, it should be stated
that also in the field of risk management there are some model solutions, within which
we can refer to both standardization of some solutions and different opinions on other
issues.



98 | Janusz Fudalinski

In risk management there are several standard models established by organizations
involved in issues of risk management. In general, in this area, we can enumerate three
suggestions (Premuroso & Houmes, 2012, pp. 26-48; FERMA 2014):

— FERMA - risk management standard prepared by the Federation of European Risk
Management Associations,

— COSO Il (mentioned before) — Corporate risk management — integrated framework
structure prepared by COSO Il — The Committee of Sponsoring Organizations of the
Tradeway Commission,

— AS/NZS 4360: 2004 — Australian and New Zealand risk management standards.

Strategic objectives of the enterprise
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Figure 5. Process Scheme of Risk Management Standard according to FERMA
Source: FERMA (2014).

The Federation of European Risk Management Associations (FERMA), is an
institution associating people and companies involved in risk management. FERMA
assumes that a shift from strategic assumptions to tactical and operational ones should
entail responsibility of the management and employees involved in this management.
Promoting effectiveness should proceed at each level of the organization, and
effectiveness can be obtained by improving the process of decision making, specification
of priorities, the degree of uncertainty and possibility of unwanted events (Fatek, 2011,
p. 8). The main axis of the process includes nine steps (Figure 5) — starting from
determination of strategic objectives, actions related to risk assessment, up to response
to risk and its monitoring. Here, it seems important to pay attention to the meaning of
internal audit, basically at all stages of the risk management process and the necessity
for changes related thereto. FERMA presents ways of describing risks and introduces the
scale of probability of their occurrence, as well as the effects, which may result from
external and internal reasons (FERMA, 2002, p. 3). Standards of FERMA are quite
universal, demonstrating components of the management process and the ways to
specify sample points of reference of the estimated risk. It enables adaptation of the
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solution almost in any organization, although this requires knowledge and search for
company specific solutions.

A slightly different solution is the American COSO Il standard. COSO is a private
organisation, aimed at improving the quality of financial reports, effective control of
organisations from within or controlling corporate governance. In COSO Il risk
management means a process which is to identify potential events having negative
impact on the company, and the risk maintained within the agreed limits should ensure
achievement of objectives (Fatek, 2011, p. 6). COSO Il is a three-dimensional concept
presented in the form of a cube (Figure 6).

Internal environment

Determination of objectives

Events identification

Risk assessment .
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Figure 6. Process Scheme of Corporate Risk Management according to COSMO Il
Source: COSO (2014).

The way of presenting the risk management process in COSO Il seems to be
comprehensive and very detailed. This standard introduces much bureaucracy and does
not yield too much possibilities of free interpretation. However, this can favourably
affect business management. Last but not least, there is the Australian-New Zealand
AS/NZS risk management standard (Figure 7), extended in relation to other solutions by
monitoring and verification and simultaneously, communication and consultations,
which occur at each of the five steps.

The presented and discussed basic risk management standards in any business draw
attention to the fact that there is some naturally developed formula (like in other
domains and disciplines of knowledge), determined mainly by differences not only
related to geographic location, but based, to a large extent, on cultural differences.
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Consequently, referring to the company internationalisation process, we can speak of
the attempt of adaptation of solutions included in these standards and models in the
originally proposed form, as well as the possibility of construction, on this basis, of own
solutions, based, however, on some already developed forms. Alternatively, knowing
these proposals, we can attempt to formulate an original risk management model,
adapted to the specific nature of the firm and the stage of its development (corporate
life cycle).
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Figure 7. Process Scheme of risk management according to AS/NZS
Source: (AS/NZS 4360: 2004).

CONCLUSIONS

Taking a synthetic approach to the complex issues of risk management in the process of
internationalisation of business activity, taking into account both raised and signalled
problems, the following conclusions may be drawn:

— knowledge of risk management models fosters management focused on survival and
development of the firm, including its international growth,

— models of risk management process simplify reality, which is their defect, but also
assist in risk reduction,

— selection of the model is dependent on the specific nature of the firm's activity,

— the existing model solutions with regard to risk management do not constitute a
closed catalogue, therefore, they may and should be not only adapted, but it is also
necessary to approach it creatively by modification of models and their adaptation to
the needs of the company,

— use of international standards for the risk management process, is, in particular in the
process of its internationalisation, a favourable and desirable managerial help,
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— assuming that management and business studies are of reactive nature and make it
possible to seek desired solutions with regard to the already existing events, it is also
possible, to act proactively, minimizing the risk of potentially negative events,

— the risk management process is a dynamic phenomenon and requires continuous
work expenditure correlated with diagnosing changes in the internal and broadly
understood external environment,

— the catalogue of formulas of possibilities to minimize the presence of unfavourable
phenomena and events for the company should be enriched also by experiences from
project management process and project formulas of business management,

— the process of internationalisation of the company's activities does not have to
proceed and most often does not proceed in the model perspective, and its shape
may have the complex form and may not be based on a simple extrapolation formula

— the course of the process of internationalisation shows sometimes the presence of
discontinuity, especially with regard to some, selected sectors of the so-called high
technologies.

Consideration of the above statements may contribute to the construction of a
rational model of the risk management process, in particular in the case of the
development strategy based on internationalisation of business activities.
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INTRODUCTION

Internationalization and the processes involved have many different dimensions,
horizons, perspectives and levels. As it is an ongoing process, it is not possible to provide
a universal definition for it (Wach, 2014b, p. 13). Growth by international diversification
is observed as an increasing trend among small and medium- sized enterprises (SMEs) in
international markets (Oviatt & McDougall, 1994; 1999; Lu & Beamish, 2001, p. 565). The
firm-level internationalization is explained as the expansion of business operations in
geographic locations that are new to the organization (Matanda, 2012, p. 510). Using
the network approach, internationalization can be defined as a cumulative process in
which, an international firm’s objective is achieved, international relationships between
firms are continuously established, maintained, developed, broken and dissolved
(Ruzzier, Hisrich & Antoncic, 2006, p. 478). During the internationalization process, firms
are able to exploit their existing potential to new business opportunities in external
markets (Kéksal & Ozgiil, 2010; Matanda, 2012, p. 510). This is especially important from
the international entrepreneurship approach (Wach & Whermann, 2014). Closeness to
foreign markets, reduced growth possibilities in domestic markets, economic
expectations, underutilized production capacity and opportunities to diversify and enter
new markets are the key motivators for SMEs to go international (Sullivan &
Bauerschmidt, 1990; Ahmed et al., 2006, p. 661). Due to internationalization, firms must
adopt business strategies that balance both domestic and international requirements
through transfer of innovation and learning (Bartlett & Ghoshal, 1987; Klein & Waocke,
2009; Matanda, 2012, p. 510).

Lee et al., in their research in 2006, concluded that internationalization increases the
probability of survival of SMEs and it can also help them overcome difficulties in
domestic markets by escaping competition with larger players. By engaging in
internationalization, firms are able to reduce volatility in their businesses because of
international diversification i.e. conducting business in a variety of countries rather than
in a single country (Meredith, 1984; Ahmed et al., 2006, p. 661). From the perspective of
the economy of a country, internationalization helps in creating new jobs, serves as a
source of foreign exchange, helps in technological advancement, improves both the
economy and standard of living in the host country (Leonidou et al., 2007; Arteaga-Ortiz
etal., 2010, p. 396).

The intention of this paper is to provide an overview about the barriers faced by
SMEs in their path to internationalization and discuss in detail different approaches
taken by SMEs to overcome these barriers. Therefore, the purpose of this article is to
understand the barriers faced by small and medium-sized enterprises in their path to
internationalization.

MATERIAL AND METHODS

It is evident from prior research that internationalization is the path forward for SMEs
long term survival and profitability. Still many firms view them with scepticism. There are
many obstacle or barriers identified that act as deterrents for SMEs in their path to
internationalization. Some of these barriers are identified to exist within the firm and
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some attributed to the external environment. There are several studies dedicated to
identifying and mitigating barriers to internationalization.

The literature review (used as the main research technique) provides a brief
overview about internationalization barriers with exporting being the simple and prime
form of internationalization (entry mode). Leonidou’s (2004) classification of export
barriers is used (in this paper) as the basic classification model. Critical evaluations of the
barriers are described along with new trends seen as to how SMEs mitigate them.

LITERATURE REVIEW AND THEORY DEVELOPMENT

In the initial stages of internationalization firms do not have sufficient knowledge on the
markets and their players. Businesses tend to choose a relatively simple form of market
presence in the form of exports (as entry mode). Later on, with acquired knowledge,
firms tend to take a much more complex form of internationalization like a branch or a
subsidiary. Nowadays, this approach might not be applicable for large companies as they
have access to various kinds of needed information and resources (Reid, 1981; Gubik &
Karajz, 2014, pp. 50-51). Exporting does not require large capital investments, less
financial and commercial risk than direct investment forms of internationalization. Yet
many SMEs, especially the ones in developing countries, do not consider exporting as an
option (Lages & Montgomery, 2004; Agndal & Chetty, 2007; Al-Hyari et al., 2012, p.189).

Wach describes that the path chosen for internationalization depends on both
internal and external factors and they can be classified as (i) exporting modes like
indirect, direct and cooperative export, (ii) contractual modes like contract
manufacturing, assembly operations and licensing and (iii) investment modes like foreign
branch, joint venture subsidiary and wholly owned subsidiary (Wach, 2014c, p. 23).

Relaxation of governmental policies, integration of world economy and continuous
advancement in technology will facilitate further internationalization of SMEs (Lu &
Beamish, 2001, p. 565). Enjoying the benefits of internationalization is not free from
obstacles. These may be internal organizational weakness, strategic business flaws,
home country problems and target market problems (Korth, 1991; Onkvisit & Shaw,
1988; Leonidou, 2004, p. 280). There is a huge amount of literature focused on exporting
modes, contractual modes (such as licensing or franchising) and investment modes (FDI).
Among SMEs, exporting continues to be the major form of Internationalization (Eusebio
et al., 2007; Westhead, 2008; Al-Hyar et al., 2012, p. 19).

Many of these obstacles are responsible for smaller firms to view exporting with
doubt and refuse to enter such markets, new exporters tending to withdraw and
seasoned exporters struggling with diminished performance and their survival
threatened in International markets (Leonidou & Katsikeas, 1996; Miesenbdck, 1988;
Leonidou, 2004, p. 280). Leonidou, in his study in 2004, described that all issues that
curtail a firm’s progress to initiate, develop and sustain business opportunities in
external markets are considered as obstacles. Based on his approach, Leonidou classified
obstacles faced by a firm as internal and external ones (Figure 1). All causes associated
with the firm’s internal structure are internal obstacles and all those issues that are
outside the firm are considered external. Internal obstacles include informational,
functional, financial and marketing barriers while external barriers include procedural,
governmental, task and environmental barriers.
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Task Economic
Sociocultural

Figure 1. Classification of export barriers among SMEs according to Leonidou
Source: adapted from Leonidou (2004, p. 283).

Al-Hyari et al., (2012, p. 194) modified Leonidou’s (2004) model and explained SME’s

export performance and correlated them to the internal and external barriers. He
proposed that there exists a cause and effect relationship between export barriers and
export performance and those are negatively correlated, i.e. export barriers cause a dip
in SMEs export performance. Additionally this study established a high similarity
between the export barriers faced by both developed and developing countries
especially in the manufacturing industry suggesting that developing nations could learn
from their counterparts in the developed nations.
Uner et al., (2013) extended Leonidou’s model (2004) of barrier classification in
conjunction with Cavusgil’s (1980) firm classification. Along with the five classifications
namely non-exporting firms, pre-exporters, experimental involvement firms, active
involvement firms and committed involvement firms, born global firms were added as
the sixth classification. Based on the empirical data from 2159 Turkish firms, Uner et al.,
(2013) concluded that the export barriers have not significantly varied from the 1970s
and 1980s. On comparing their analysis from Turkey with studies by Shaw & Darroch
(2004) from New Zealand, Pinho and Martins, (2010) from Portugal, Suarez-Ortega
(2003) from Spain, Uner et al., (2013) established that barriers faced by SMEs can be
country specific (Table 1).
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Table 1. Perceived export barriers by SMEs in Turkey, New Zealand, Portugal and Spain

Author

Country

Perceived Major Barriers

M.M. Uner et al. (2013)

Turkey

Procedural and Marketing

Shaw & Darroch (2004)

New Zealand

Financial barriers

Pinho & Martins (2010)

Portugal

Informational barriers

Suarez-Ortega (2003)

Spain

Informational barriers

Source: Adaptation from Uner et al., (2013, p. 811).

It was also found that non-exporting firms perceived informational barriers as critical
deterrent, pre-export firms; experimental involvement firms and born global firms
consider procedural barriers as the major obstacle (Uner et al., 2013, p. 811).

Table 2. A review of export barriers in various empirical investigations

Representative

Research Sample

Barriers typology

Explanation

Based on an integrative

Internal Barriers

Study of export barriers in the past has

Arteaga—Ortiz &
Fernandez-Ortiz
(2010)

export barriers into four
groups primarily because
of similarity of the
barriers and to
homogenize the barriers
based on measurement
types, scales used etc
(qualitative analysis).
From this a classification
of barriers were arrived.
A total of 2,590
questionnaires were sent
to Spanish SMEs in 4
macro sectors namely
food and agriculture,
consumer goods, capital
goods and services. A

literature review of 32 1. Informational failed to provide a comprehensive
empirical studies from 2. Functional overview of export barriers. In an attempt
1960 — 2000, 39 export 3. Marketing to provide an integrative solution, the
barriers were identified 3.1. Product author has analyzed 32 empirical studies
(qualitative analysis). The 3.2. Price to provide a unified theory on export
identified barriers were 3.3. Distribution barriers. These studies covered diversified
used to get empirical 3.4. Logistics regions, industries and firms that intend
data from 438 firms and 3.5. Promotion to export, currently exporting and ex-
Leonidou (2004) conclusions drawn External Barriers exporting firms.
(quantitative analysis) 1. Procedural Problems arising from the internal
2. Governmental barriers from the home country are easier
3. Tasl‘< to control than problems arising in the
4. Enwronmenta} host country. Small business managers
4.1. Economic must act proactively to reduce the effects
4.2. PoIiFicaI—LegaI of these barriers and policy makers should
4.3. Sociocultural | 5qgist exports through awareness and
export assisting programs/workshops.
Based on the literature 1. Knowledge Barriers | Knowledge barriers along with lack of
review of previous 2. Resource Barriers information about export assistance
studies, the author has 3. Procedure Barriers. | programs are a significant export barrier.
classified the different 4. Exogenous Barriers | Resource barriers are barriers that result

from the lack of financial resources
available within the firm. Resource
barriers include insufficient production
capacity, lack of credit/finance to support
export sales, do market research, lack of
local banks, lack of staff for exports,
specialists etc. Procedural barriers include
bureaucracy, cultural, linguistic and
logistical barriers. Exogenous barriers
include uncertainties in the international
markets, actions of competitors,
governments, exchange rate fluctuations
etc. The final questioner used contained
26 variables plus 2 open questions. The
conclusions of the study indicated that
there was no significantly different barrier
other than the ones confirmed in the
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total of 478 valid
responses were analyzed
with empirical analysis
(quantitative analysis).

study. Statistical evidence confirms the
classification of the above mentioned four
barrier classification is consistent with the
actual practice.

Kneller et al.
(2011)

include firms that took
part in UK Trade
Investment (UKTI)
support program and as
control, exporters that
did not seek support from
UKTI.

2.1. Different
Languages

2.2. Culture

2.3. Currencies

2.4. Imperfect
information

2.5. Incomplete
contracts

2.6. Environmental
policy.

Theoretical study was 1. Firm Size and The study was done based on the firm
used to arrive at a productivity level data available on firm size,
hypothesis (qualitative 2. Labor market productivity, international activities,
analysis). The hypothesis frictions access to external capital and labor

was used to collect 3. Financial market frictions. The main findings of this

empirical data from constraints paper are...

16,000 German firms 1. Firm size and productivity are one of
Arndt, Buch & (quantitative analysis). ';P:tei\rlri:;: gf;efrirrnr:‘nants of foreign
Mattes (2012) 2. Labor market frictions affect a firm’s

decision to invest abroad or export.
High hiring and firing cost and other
labor market frictions act as barriers to
exports.

3. Financial constraints tend not to be
major constraints for average German
companies.

Literature review based 1. Internal-Domestic | Barriers from within the firm and relating

on 35 empirical studies 2. Internal- Foreign to the domestic market are called internal

containing 33 studies 3. External-Domestic | barriers. External-domestic: are barriers in
published in 18 different | 4. External-Foreign the external environment beyond the
sources was used to control of the firm. Internal-foreign is
identify export barriers barriers related to the marketing strategy
(qualitative). Based on of the firm in the foreign environment.
the barrier classification a External-foreign is uncontrollable barriers
ranking of frequency was in the foreign environment. The analysis
done to in descending of the empirical relations among previous
Leonidou (1995); order. This data was .studies did not provide a uniforr.n pattern
further analyzed for in rank and order of export barriers
Morgan (1997) L - . : . ’ .
empirical relationships because of various international, national,
for different parameters industry and company specific factors as

(quantitative analysis). well as due to different methodologies

applied by previous researchers.

Availability of information to locate and

analyze foreign markets proved to be the

major deterrent for Internationalization.

To reduce the effect of export barriers

concerned managers could use the

support of consultancy, advisory and
training services.

Empirical Analysis 1. Trade costs. The initial contact and marketing costs are

(quantitative analysis) 1.1. Transport important barriers to export. The

done on data collected 1.2. Tariff probability that the firms will face these

from OMB research done 1.3. Non-Tariff barriers again in the future decreases with

in 2005. The samples 2. Trade friction. increase in export experience. The other

important barriers include initial contact
with prospective customers and
relationship building etc.

The probability of facing other barriers
like language, information about the
foreign market, legal, financial and tax
related issues declines with increase in
export market experience.

Source: own study.
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Firms face export barriers at every stage of internationalization starting from the
pre-involvement stages to the more advanced stages (Bilkey & Tesar, 1977; Cavusgil &
Nevin, 1980; Leonidou, 1995, pp. 31-32). For example, companies in the pre-export stage
would be worried about identifying export market opportunities, the ones in the initial
stage would be worried about increasing market presence, and the firms in the advanced
stages would be worried about establishing a long term working relationship with the
customer (Leonidou, 1995, p. 32).

Understanding export barriers has become important in today’s environment. They
contribute significantly to a firm’s business environment. They also provide attractive
benefits in global business due to their growing importance in industrialized countries. In
the literature we can find a lot of different classifications of export barriers by SMEs
(Table 2), nevertheless the most popular classification was introduced by Leonidou
(2004) (cited 369 articles, Google Scholars; 68 citations, Web of Science).

Internal Barriers

Leonidou (2004) classifies the internal barriers as informational, functional and
marketing related barriers (Figure 1).

Informational Barriers

Winter, in his study in 1987, indicates that of all the resources required by SMEs for
successful entry into international markets, the most important and difficult to obtain is
information and knowledge about the target market that would provide the SMEs with
competitive advantage (Liesch & Knight, 1999, p. 385). A firm that has the right amount
of information faces less uncertainty than other firms with lesser degree of knowledge
(Liesch & Knight, 1999). The Uppsala model explains internationalization as gradual steps
of incremental knowledge accumulation. The first original model introduced by Johanson
and Vahlne (1977), deals about the internal capabilities and incremental steps taken by
firms, the revised models by the same authors (Johanson & Vahlne, 2009) gives a
network view with focus on external environment of the internationalizing firm (Yenera
et al., 2014, p. 4). The third (Schweizer, Vahine & Johanson, 2010) and the fourth
revision (Vahlne & Ivarson, 2014) of the original model are also based on a learning
process, however prepared from different perspectives (Wach, 2014c, p. 17).

According to Johanson and Wiedersheim-Paul (1975) having the right amount of
information (knowledge) is a primary requirement to enter foreign markets successfully
by resource constrained SMEs. The Uppsala model explains internationalization as a
gradual development processes that takes place in stages with the accumulation of
information and knowledge at every stage. In the initial stages, the firm develops in the
domestic market and does not venture out because of lack of knowledge about foreign
markets and operations. As the firm’s knowledge grows, so does its internationalization,
in incremental steps. According to this model, there are four stages of
internationalization, namely: (i) no regular export activities, (ii) export via representative
in the foreign markets, (iii) sales subsidiary in the foreign market, (iv) production /
manufacturing in the foreign market.

In the first stage, the firm has no information about the foreign market (knowledge)
and hence no presence in the foreign market. In the second stage, by selling through a
sales representative the firm has not still made any significant resource commitment. In
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the third stage, there is a controlled information flow and the fourth stage is when the
resource commitment is made. This stage is reached when the firm has accumulated
significant amount of knowledge about the foreign market. Johanson and Vahlne (1977,
p. 26) emphasize that market knowledge leads to resource commitment decisions with
the end result being market commitment.

Innovation-related models (as a sub-group of various stages models) explain
internationalization of SMEs as stage wise innovation of the firm. Different authors
distinguish different stages involved in the innovation of the firm and they are
determined on export to sales ratio (Yenera et al., 2014). When a firm has enough
information that could be converted to actionable knowledge, the firm has reached the
stage for internationalization (Wach, 2014d). At this juncture, the firm can start the
process of internationalization (Liesch & Knight, 1999, p. 386).

Contrary to the stage-wise development model in which knowledge acquisition is a
slow and gradual process, international new ventures (INV) based on the international
entrepreneurship model are able to exploit prior knowledge, networks and quick
acquisition of knowledge to expand quickly and internationalize (Coviello & Munro,
1995; Oviatt & McDougall, 1994; 2005; Casillas et al., 2014). Such firms from the onset
establish sales footprints in several international markets. This new trend of rapid
internationalization has led to several new internationalization concepts that can be
explained under INVs, born globals, born-again globals, global startups, born regionals
and international entrepreneurs (Knight et al., 2004; Madsen & Servais, 1997; Oviatt &
McDougall, 1994; 1995; Sleuwaegen & Onkelinx, 2014; Wach & Wehrmann, 2014). Born
globals, are firms that do not go through the stages of internationalization, but have an
instant presence as an international player. A born global firm is an organization that
views the world as its marketplace and not just an addition to the existing domestic
market (Wach, 2014b).

Wach (2012 quoted in Wach & Wherman, 2014, p. 11) researched five streams of
internationalization (namely 1. Stage models, 2. Research based view, 3. Network
approach, 4. Business strategy approach and 5. International entrepreneurship) and
provided a more holistic approach SMEs take rather than individual models.

Functional Barriers

Human resources, production related issues and finance are the main functional barriers
with a firm that act as barriers to exporting (Vozikis & Mescon, 1985; Leonidou, 2004, p.
287). International experiences of managers are an irreplaceable resource that results in
specific know-how and is difficult for the competitors to copy. International exposure of
the manger depends on the time spent abroad, living, working and travelling experiences
make the manager acquire and maintain knowledge about international activities
(Athanassiou & Nigh, 2000; Ruzzier et al., 2007, p. 17). Travelling helps learn foreign
business practices and opportunities (Leonidou et al., 1998; Reid, 1981; Ruzzier et al.,
2007, p. 17). The study on the impact that a firm's management team has on
internationalization is explained under the research of upper echelons where awareness
is created by the joint effort of the management team and not only the CEO (Chandler &
Hanks, 1994; Feeser & Willard, 1990; Mintzberg, 1988 quoted in Reuber & Fischer, 1997,
p. 809).
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To overcome the functional problems, there is also an increasing trend in the
formation of strategic alliance or any formal or at least informal networks formation in
internationalizing among entrepreneurial firms (Beamish, 1999; Lu & Beamish, 2001).
Inkpen and Tsang (2007), from a resource-based perspective, define a strategic alliance
as a long term agreement between two or more firma at a strategic level where they
together improve their performance level by sharing resources and risks (Zhao, 2014,
p. 887). Previous researches have pointed out many benefits to alliance formation such
as reduction in transaction costs, increased market access, and shared risks, resources,
access to information (Kogut, 1988; Mowery, Oxley & Silverman, 1996; Gulati, Nohria &
Zaheer, 2000; Lu & Beamish, 2001, p. 570). Strategic alliances help overcome obstacles
and help SMEs reduce their mistakes and help in acquiring market knowledge at a faster
pace. They also help the SMEs overcome deficiencies in resource and capabilities (Lu &
Beamish, 2001, p. 570).

The International Entrepreneurship model (IE) focuses on the role of the
entrepreneur as the key factor in the internationalization of SMEs (Wach & Wehrmann
2014, p. 13) thus emphasizing that the human factor plays a major role instead of the
planning factor. IE defines internationalization as a combination of innovative, pro-
active and risk taking behavior that crosses the national boundaries of the host country
with the intention of adding value to the organization (Oviatt & McDougall, 2000; Wach
& Wehrmann, 2014, pp. 13-14).

Based on mediated relationships model (Figure 2) two behaviors by management
teams can be explained. The first behavior is explained by Eisenhardt and Schoonhoven
(1996) that experienced top management teams, because of their ability to attract and
engage partners, form strategic alliances based on prior international experience
(Reuber & Fischer, 1997, p. 810). The second behavior explains the influence
internationally experienced managers have in realizing international sales after the
startup of the firm (Reuber & Fischer, 1997, p. 810).

Internationally Experienced
Management Team

Use of Foreign Strategic Delay in obtaining Foreign
Management Team Sales after Startup
Degree of
Internationalization

Figure 2. The Mediated Relationships in the Process of Internationalization
Source: Reuber & Fischer (1997, p. 810).
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Marketing Barriers

Previous research on marketing contributions to SMEs internationalization (Jones &
Coviello, 2005; McDougall & Oviatt, 2000) explains that the key success factor for new
ventures to successfully compete in the global marketplace is the possibility to identify
and exploit new market opportunities internationally (Ren et al., 2014). A study by
Kubickova et al., (2014, p. 323) on the Czech SMEs on the basis of survey among 341
SME respondents found out that a majority of SMEs engage in internationalization
because of demand of their products in international markets, enlargement of the
customer product portfolio, reduced domestic demand, sales pressure and highly
competitive domestic market. It was also seen in the same study that Austrian firms
engage in internationalization driven by similar factors such as higher sales price in the
foreign market or low competition (Kubickova et al., 2014, p. 327).

According to Namiki (1988) based on the results from Porter (1980), SMEs adapt four
types of competitive strategies. They are (i) market differentiation, (ii) segmentation
differentiation, (iii) innovation differentiation and (iv) product service. Market
differentiation means marked difference from the existing players in the market and it
depends on product competitive pricing, brand development control over distribution
channels, advertising and marketing techniques based innovation. The ability of the firm
to provide unique and customized solution to customers is called segment
differentiation. Innovation differentiation is explained as the ability to provide new and
superior products and product service is the quality of the product and service provided
to the customer (Namiki, 1988; Julien & Ramangalahy, 2003, p. 230).

External Barriers

The external barriers (Figure 1) can be classified as external procedural, governmental,
task, and environmental barriers (Leonidou, 2004, p. 281).

Procedural Barriers

Procedural barriers are the operational challenges faced by firms and it includes
unfamiliar techniques and/or procedures, communication barriers and slow collection of
payments in the market abroad (Leonidou, 2004, p. 292). According to some studies,
export procedural related barriers can be classified into controllable and uncontrollable
barriers. Controllable barriers be learnt to control with time and experience as they are
routine tasks and can be overcome by managerial experience. Non controllable barriers
on the other hand are issues that have to be handled on a case to case basis
(Ramaswami & Yang, 1990, p. 190). It is possible to overcome most of these barriers by
taking the support of consulting firms that can provide the required support to overcome
the operational barriers (Ramaswami & Yang, 1990, p. 192).

Governmental Barriers

Governmental barriers refer to the supportive or unsupportive attitude of the
government to exporters. These refer to two pertaining issues, (i) limited assistance and
incentives to existing and potential supporters and (ii) restrictive role of the regulatory
framework on export practices (Leonidou, 2004, pp. 292-293). In some countries, like the
USA, the governmental assistance programs to export are supported by the individual
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state governments and as many American SMEs struggle to export their products to
overseas markets (Singer, 1990 quoted in Wilkinson & Brouthers, 2006, p. 234).

Some studies on export promotion programs (EPP) have provided mixed results with
some studies showing a positive correlation between promotional programs and firms
export performance (Cavusgil & Jacob, 1987; Pointon, 1978; Wilkinson & Brouthers,
2006, p. 237). Genctuerk and Kotabe (2001) in their study of 162 firms found that
government export assistance contributed to export success. Promotional activities can
be beneficial to firms based on certain conditions as to what activities are under taken
and how willing the firms participate (Wilkinson & Brouthers, 2006, p. 238). Hogan et al.,
(1991) pointed out that export promotion agencies (EPA) are not effective in functioning
in developing countries. The reasons were that developing countries lacked strong
leadership, while experiencing limited funding, bureaucratic and high influence of the
government (Lederman et al., 2010). Keesing et al., (1991, pp. 1-2) found out that export
promotion activities in developing countries supported by public officials have always
delivered unsatisfactory practical information, assistance and support in expanding
manufactured export products. They provide the following reasons for the failure of
export promotional programs.

1. The history of import substitution has contributed to deep rooted attitudes and
motivation against exports.

2. Export assistance programs do not help the firms to overcome their production
problems and adapt supply capabilities to the target market requirements.

3. Organizations that provide the funding and advice on export assistance have often
lacked the will and determination to deliver positive results.

4. Marketing of manufactured goods through support and assistance has often had
problems with the single public service supplier. Especially in developing countries
such delivery mechanisms have been proved to be ineffective.

Task Barriers

Customer requirements vary worldwide due a variety of reasons such as topography,
climatic conditions, economy of the country, taste, habits and all these lead to different
product requirements. To accommodate all these changes, firms will need to spend
considerable amount of time and money (Leonidou, 2004, pp. 292-293). Global
competition has reduced the life cycle of products, and businesses can no longer have
country or region specific products. Firms need to develop products for global
application that would help them overcome their competition. Developing such
products with shorter lead times would help in sustaining competitive advantage over
their rivals (Baumol, Nelson & Wolff, 1994; Levin, Klevorick, Nelson & Winter, 1987;
Kotabe & Murray, 2004, p. 7). To overcome such obstacles the adaptation of the
products or promotional messages can be applied as well as different kinds of strategic
behaviors such as polycentric, regiocentric or geocentric strategies (Wach &
Wojciechowski, 2014).

External Environmental Barriers

External environmental (or exogenous) barriers include issues associated with economic,
political-legal and socio-cultural environment (Wach, 2015) of the external market in
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which the firm is operating in (Leonidou, 2004, p. 294). Wach (2014c, pp. 18-19) states
that business external environment can be investigated from a local to a truly global
level, and what is more “taking into consideration different aspects from the basic four
elements of PEST taxonomy (though 5 elements of SLEPT or 6 elements of PESTLE — V.N.)
to seven basic elements of PLESCET categorization”. Environmental barriers influence the
behavior of SMEs to a large extent as they lack the knowledge to deal with them or best
circumvent them (Neupert et al., 2006; Kahiya et al., 2014, p. 336). Most of these
barriers are created by competing firms in the new market, currency fluctuations, supply
and demand fluctuations etc. Due to the emergence of multinational companies many of
the traditional differences are have been reduced (Buzzell & Quelch, 1988 quoted in
Ramaswami & Yang, 1990, p. 190). Still, these reasons call for or at least justify some
actions by government and policy makers to provide support to SMEs (Neupert et al.,
2006; Kahiya et al., 2014, p. 336).

CONCLUSIONS

It is evident that the barriers faced by SMEs in their path to internationalization are
multifold and multidimensional (Table 2). There is no concrete solution to these barriers
as research has shown that there are many barriers that can be generalized, but still
many remain specific to regions and local market situations.

The findings of the summary suggest that to counter certain barriers, SMEs have
reinvented themselves with some innovative approach especially in the case of internal
barriers. Based on a literature review as well as its study and critique, the following
conclusions can be drawn:

1. To overcome the knowledge barriers, SMEs have started to rapidly acquire
knowledge and instantly go global as in the case of INVs, born globals. This is a
paradigm shift from the traditional knowledge acquiring models like stages models
(e.g. Uppasla model) and innovation-related models.

2. To overcome resource constraints, SMEs use the management team’s international
experience to arrive at decisions and not necessarily depend on the CEOs
knowledge. Also, the formation of strategic alliance formation considerably reduces
the resource constraints.

3. To overcome marketing and task barriers, SMEs need to develop products based on
global requirement that would help in standardizing production processes and
reduce adaptation costs. Formation of strategic alliances would also help to bring
down distribution and logistics cost.

4. Procedural barriers can be partly overcome by managerial experience and partly
with the help of consulting firms.

5. To overcome both governmental and external environmental barriers, SMEs would
need both support and guidance from the governmental organizations and policy
makers. Also, active participation by SMEs in promotional programs seems to be
necessary.

As with every study, this effort has its limitations as analysis of every possible export

barrier is exhaustive and there remain numerous barriers that are region and country
specific. Such extensive research is outside the scope of this paper.
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Table 3. Summary of main barriers faced by SMEs while going international according to

Leonidou
Barrier Barrier .
e .. Barrier Effect New approaches by SMEs
Type Classification
Lack of knowledge as knowledge | Use of prior knowledge or quick
Informational |accumulation is slow and acquisition of knowledge like
gradual. INV’s.
Managers with international
Internal | Functional Resource constraints experience and strategic alliance
formation.
- Market differentiation, Segment
Product, Product pricing, . L . &
. o differentiation, Innovation
Marketing Distribution channel and . L
- differentiation and Product
Logistics. .
Service.
Controllable barriers can be
. overcome with managerial
Unfamiliar -
. . experience and non-controllable
techniques/procedures in new .
Procedural L . barriers need to be approached
market, communication barriers L
. on case to case basis with or
and slow collection of payments. .
without support from external
consulting firms.
Limited assistance and incentives | Promotional programs with
from Governments and mixed results with success
External | Governmental . ; -
restrictive role of regulatory depending on how willing the
framework. firms participate.
Task Varied Customer requirements in | Development of Global products
different markets. with shorter lead times.
Emergence of MNCs have
PEST: .
. reduced these barriers to a large
Political, . .
. . extent, still SMEs require
Environmental | Economic, .
. governmental and policy makers
Socio—cultural, . .
. support in overcoming these
Technological.
hurdles.

Source: own study based on Leonidou (2004) export barrier classification.

The study has established that SMEs have found new ways to counter export barriers.
The effectiveness of such approaches needs to be evaluated as it can set a new trend in
tackling export barriers. Also the conditions that help such approaches need to be
verified, as it may become a part of export assistance programs. With respect to export
barriers, it is essential that research in this direction continues to proceed until a unified
theory on export barriers and their mitigation is reached. Further, this study is based
mainly on Leonidou’s (2004) model of barrier classification. There are many such
classification models and researchers in the past have failed to come up with a common
understanding of the export barriers. Also, the conclusions drawn need to be validated
with statistical evidence.
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INTRODUCTION

Existing literature reveals that there are large disparities between opinions concerning
factors of internationalisation and their significance for businesses. The factors of the
internationalisation with reference to business management are quite differently
perceived in the literature. Such notions or categories as factors, motives, triggers,
change agents, conditions or determinants are treated rather superficially, sometimes
even interchangeably (Wach, 2012, p. 69; Daszkiewicz & Wach, 2013, pp. 36-37). The
main reason for this is the fact that these categories are more difficult to quantify than
others. Thus, a short systematic review of the relational ideas with reference to factors
of firm-level internationalisation is indeed worth performing.

The objective of this study is the synthesis and grouping of previous theoretical
studies, as well as the results of empirical researches on internationalisation factors. This
study is based on the review and analysis of the academic literature, source materials
and research evidence’s examination concerning factors of internationalisation process
of firms, recognized under different approaches and mainstreams (from classical school
of management to the latest school of international entrepreneurship).

MATERIAL AND METHODS

The study is based on extensive literature review and analysis of the academic studies, as
well as source materials. It synthesizes examination of research evidence concerning
factors of internationalisation process of firms, recognized under different approaches
and mainstreams. In its main objective, the article focuses on identifying the most
important factors that stimulate international activity of firms.

LITERATURE REVIEW AND THEORY DEVELOPMENT

The Nature and Demarcation of Internationalisation Factors

Chomatowski (1986, p. 12) stresses that both conditions (determinants) as well as factors
share a number of common features, although there are differences between them. The
influence of conditions “is less direct and bears a potential character,” and their use
leads to development, otherwise we deal with unused conditions. Then, “the factors -
these are the ones among conditions, which as a result of economic decisions, have been
engaged (...) and in a measurable manner affect in a given time”, which means that
“factors are a sub-set of a set of conditions”, although “we may find opinions that
conditions are a sub-set of a set of factors” (Chomatowski, 1986, p. 13). Chomatowski
also states that conditions “generally have a static character,” and “from the point of
view of their dimension as economic size they are mostly resources”, while factors “have
more dynamic nature and usually have dimensions of streams”. Summing up, we may
assume that “the factors are sometimes understood as the known elements or forces,
whose action is possible, if the appropriate conditions are met. The conditions are those
circumstances which support and enable occurrence of factors as well as affect given
factors” (Chomatowski, 1986, p. 14).
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In the literature the broadest concept is the category of factors, which with
reference to internationalisation, may take the nature of motives, incentives or
conditions. In this context, factors can be treated as determinants, i.e. conditioning
factors, however, the direction of their influence as well as strength with which they act
(tach, 2012, p. 186) should be defined in details, although, as tach observes,
determinants are understood in the literature in two ways, whereas their second
meaning refers to the criteria for selection of certain alternatives. Similarly, Bietkowski
(2008, p. 8) treats factors as determinants (presenting them alternatively in brackets),
adding that they may act passively (neutrally) or actively (positively or negatively).

‘ CHAOS TURBULENCE OF THE EXTERNAL ENVIRONMENT AS DISCONTUNOUS AND DEVELOPMENTAL IMPULSES ‘
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Figure 1. Internationalisation factors configuration according to Wach
Source: Wach (2012, p. 75).

The distinction between proactive (pull) factors and reactive (push) factors of
internationalisation are rooted in international marketing studies. This classification was
prepared by Albaum (2002). Later on, this concept was developed into a very popular 4-
element typology (Daszkiewicz & Wach, 2014): push factors, pull factors, chance factors,
entrepreneurial factors (Figure 1). The group of stimulating push factors that force firms
to make a decision about internationalisation occurs when a home market is saturated,
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but in particular when there is overproduction and an increased competitive game. The
group of pull factors characterizes firms which strongly focus on profits and actively
search for a potential market abroad: make use of the economy of scale, or take up any
challenges of internationalisation. The chance factors takes place when a firm makes use
of an accidental situation (e.g. international order), while entrepreneurial factors are
based on a continuous improvement and the growth theory of the firm, where the latest
step is the international growth (Wach, 2012, p. 74).

Hollensen (2007, p. 298) distinguishes 16 factors of internationalisation dividing
them into four groups and classifying them differently. These factors (Figure 2) may
influence the process of internationalisation, acting either in a positive or a negative way,
and simultaneously proposes his own model of entry modes choice (Daszkiewicz &
Wach, 2013, p. 46). The model of Hollensen is very interesting as it stems from the
management science and the theory of organisation, with the noticeable addendum of
economics theory (among other the transaction costs), and is based on four main
decisive factors: (i) internal factors, (ii) desired mode characteristics, (iii) transaction-
specific factors, and finally (iv) external factors (Hollensen, 2007, p. 298).

Internal factors
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Figure 2. Internationalisation factors according to Hollensen
Source: Hollensen (2007, p. 298).

Alternatively, Rymarczyk (2012, p. 180) proposes a 5-element division of
internationalisation factors into supply, cost, market, political and strategic motives. And
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so, the supply motives are characteristic for firms from countries without their own
natural resources, both mineral and agricultural, and their extraction is often
accompanied by processing. This is due to the fact that the transportation costs are
lower when semi-fabricates and partially processed products are imported as well as due
to the environmental protection in the home country during the process of partial
processing (Rymarczyk, 2004, pp. 65-68).

Another equally important supply motive from the firm perspective, especially in the
case of high cost of wages in the home market, is the desire to gain non-qualified or low-
qualified labour force. This motive is directly connected with the the cost motive, i.e.
lowering the costs of production and, thus, increasing the profits of a firm. In some
countries, apart from lower labour costs, there are also lower costs of raw materials,
lands, environmental protection expenses, lower taxes and economies of scale,
reductions as well as custom allowances in relation to import. The cost benefits may be
achieved with the aid of cheaper loans and easy access to financial recourses.

The market motives which stimulate international activities of businesses include:
stagnation in the home market and dynamic growth and development of foreign
markets, unused production capacity, diminished or disappearing demand for a given
product (Rymarczyk, 2004, pp. 60-62). In the home market, the motives can include
increased competition or intention to gain competitive advantages over competitors,
tough import restrictions in the current markets as well as durable deviations of the
exchange rate and intention to reduce the risk.

The political motives are usually divided into two groups regarding a policy pursued
by the home country and a policy of a host country in which the foreign expansion is
planned.

Daszkiewicz and Wach (2013, pp. 36-37), sorting the terminology issues out, define
the term of internationalisation factors very broadly, they understand this term as
“motives of internationalisation defined in the literature as incentives (triggers, motives)
and conditions of internationalisation, including internal conditions (organisational) as
well as external conditions (these of domestic and international environments), naturally
from the perspective of management sciences, especially regarding strategic
management, and this approach to the undertaken theme has been developed since the
1960s. Their integrated perspective (in accordance to holistic approach) is understood as
not only a few selected factors, but the whole spectrum of internationalisation factors.
Therefore, the factors were structured into different categories and analysed against
number of criteria (Table 1). The internationalisation factors can be categorised as:

a) internal factors, in accordance with the theory of organisation and management
science, in particular resource-based and competences view as well international
entrepreneurship approach,

b) external factors, in accordance with the strategic management approach:

— home-market factors (domestic environment),
— host-market factors )international environment), divided into three dimensions:
* macroenvironment (general environment),
* mesoenvironment (regional environment and/or industrial environment),
¢ microenvironment (competitive environment, task environment), including
also the network approach.
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Table 1. The identification of basic factors for business internationalisation

Factors Management concept
— its identification and grouping — theoretical basis of distinction
External factors

Domestic environment factors International marketing approach

—including regional factors

International environment factors International marketing approach
Intermediate factors

Industry-related factors Strategic approach

The role of formal and informal networks in | Networking approach
the internationalisation process

Internal factors
Enterprises specifics Demographic approach in management
Biographic approach in management
Ethnographic approach in management
Firm resources and competences: Resource-based and competences approach
— resources sensu stricto
—innovation potential
—competences and capabilities
Organizational structure and changes to it Structural approach
Internationalisation’s strategy and its content | Strategic approach
on particular levels
Attitude and skills of the entrepreneur/ | International entrepreneurship approach
manager
Source: own study.

Firms are learning and gaining new knowledge on international markets and the
global environment, which decreases risk and increases commitment to the new market,
as a result of expanding knowledge and experience (Wach, 2014b). According to the
resource-based view, both knowledge and learning processes are the most important
factors in building the competitive advantage (Doryn & Stachera, 2008, p. 101). As Doryn
and Stachera (2008) discuss increasing internationalisation involvement causes that
benefits related to internationalisation begin to appear, and the increase of them is
greater than the increase of costs. An opposite concept assumes that at low levels of
internationalisation, increased international engagement means improved economic
conditions for firms, despite the initial costs associated with the lack of knowledge on
the new market (Wach, 2014b).

External Factors of the Internationalisation Process

toboda (2007, pp. 34-42) notes that the increasing globalisation of the economy is a
driver of business international activities. It influences small and medium-sized
enterprises very positively, those usually operating only on a local scale, as it creates the
possibility of the rapid internationalisation and increased pace of development of their
competencies. Global standards serve as tools for improving competitiveness, they
increase the efficiency of global economy, determine social and ecological dimensions of
international trade, shaping new forms of global management of the world economy
(Nadvie & Waltring, 2004, p. 53).
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A firm location is also one of the most commonly considered elements of
competitive advantage. It is especially important for the functioning of firms in clusters
(Porter, 1998). Obtdj (2002, pp. 97-123) includes the location as the important natural
sources of competitive advantage, with particular attention to the location of production
and sales, and access to resources, understood as raw material production. Many
businesses choose to move their production facilities to countries where the labour costs
are cheap (or highly specialized), so as to, in the context of creating a competitive
advantage, use two sources at the same time — the location and the access to resources,
which naturally result in a competitive advantage. The very access to productive
resources depends not only on the location of production, but often also on relationships
with the environment. These relationships can have a very significant impact on the
competitive advantage of a firm, especially in situations where results of the firm largely
depend on these relationships, for example: functioning in a particular industry and
gaining confidence or the issue of informal dependencies (Sliwirski, 2011, p. 39).

According to Gorynia (2007, p. 50) “(..) the external factors have the original
meaning and, in a sense, primary importance (...)”. In order to illustrate the importance
of external factors Gorynia used Porter’s models — related to a broadly understood
competition - as well as Yip’s model — stemming from the industry specific conditions of
a business strategy. According to Yip’s model the firm’s choice of strategy is based on
main characteristic attributable to the immediate environment of an organisation.
Gorynia (2007, p. 50) distinguishes the following groups of factors that stimulate a firm
to go international (so called the framework factors):

— market factors (GDP, life style, consumers preferences, broadly understood
globalization of lifestyle, development of advertisement, media, etc.),

— cost factors (technological progress, economy of scale, development of international
shipping, shorter product lifecycle, R&D costs increase, newly industrialized
countries),

— governmental factors (removing of tariff barriers and non-tariff barriers, development
of a world trade institution, establishing of several economic institutions, privatization
and denationalization of many industries, implementation of a free market system,
new vibrant and buoyant economies),

— competitive factors (global alliances, increase of global structures of international
interdependence, appearance of born global’s, increase of the number of countries on
a competitive market, constant increase of turnover in the world trade and
participation of foreign entities in the ownership structure), as well as,

— additional factors (revolutionized IT and telecommunications market), facilities
referring to business travels, globalization of financial markets),

— Rymarczyk (2012, pp. 268-269) discusses that the direct situation in foreign market
has the most significant impact on decisions concerning whether go international or
not. Export is worth undertaking in case of a small geographical distance (Wach,
2015), potential low entry barriers as well as import supported by a country of
destination. However, indirect export or licensing ought to be taken into
consideration in case of a significant culture distance (Wach, 2015b), risk of political
activity, economic stagnation of the country of destination, or simply in case of a low
potential of the foreign market. In contrast, in a foreign market such factors as:
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favourable economic conditions, weak currency, low production costs, small
competition and the great potential of the market, favourable political conditions, i.e.
stability, support of direct foreign investments, low political risk as well as a large
geographical distance (Wach, 2015a), and connected with it high costs of delivery, will
encourage a firm to make decision on foreign direct investments.

Gorynia and Jankowska (2011), in their research, faced issues related to benefits and
risks associated with Polish accession to the euro zone. And so, the spectrum of benefits
and risks for Polish businesses, resulting from Poland's adoption of the euro is quite
broad, but with a predominance of benefits, as joining the monetary union (EMU), will
raise the level of competitiveness of firms. Polish accession to the monetary union shall
decisively change the conditions in which Polish firms operate, and consequently also
change their competitive strategies. Gorynia et al. (2011) emphasize that
internationalisation involves the problem of perception of Polish businesses in the
international arena, and Poland’s accession to the euro zone should positively affect the
image of Polish trade partners and intensify international trade cooperation.

Porter (1990) distinguishes four groups of conditions, which altogether provide an
incentive for a business to go international, especially into a given foreign market. These
are (i) factor conditions, (ii) demand conditions, as well as (iii) related and supporting
industries, and (iv) firm strategy, structure and rivalry (Daszkiewicz & Olczyk, 2014, pp.
36-37). Additionally, Porter (1994) distinguished two other elements which have
influence on a decision referring to the location of the business activity in another
country, i.e. chance factors (e.g. risk, terrorist attack) as well as governmental factors
(supporting policies). All these factors constitute “Porter’s diamond model for
competitive advantages of nations”. Lisifiski (2004, p. 74) underlines that functioning of a
business is a result of interaction of the nation’s general features, which are very
important for the international context of each business. Such national features, forming
the external business environment, build a certain context in which businesses are
established and compete with each other, and the context facilitates or obstructs them
to gain a competitive advantage in international markets.

For firm-level internationalisation, it is crucial to analyse the international external
environment and to monitor changes, as these determinants to choose a proper strategy
and entry modes (Duliniec, 2005, pp. 86-87).

The business external environment might be classified differently. One of the most
popular typologies distinguishes three layers, namely the general environment
(sometimes known as the macroenvironment), the task environment (sometimes known
as the microenvironment) as well as a mesoenvironment (Wach, 2008, pp. 29-36) - as a
kind of the intermediate environment between the macroenvironment and the
microenvironment — usually identified with the regional environment from the
perspective of management theoryl. Duliniec (2005, p. 87) advices to pay special

! According to Wach (2012, p. 117), meso-analysis may be considered dualistically - sectorally (it applies to
sectors, branches, or industry markets) or regionally (on the level of economic regions and very often
administration sub-regions). It is worth mentioning that the meso-level, from the point of view of economy,
should be interpreted differently than in the management. In the management sciences the sector factors are
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attention to such conditions as differences concerning a level of economic development,
participation of a given country in the interstate economic contracts, technological
differences, infrastructural differences, differences concerning a level of urbanization as
well as social, cultural, language and other differences connected with communication
and ethical standards in the international business. This concept is based on the
PEST/PESTLE analysis. Wach (2014a, pp. 18-20) points out two main dimensions of
external factors stimulating internationalisation, namely (i) general environment — from
both home (domestic) market and host (international market (markets) perspectives as
well as (ii) industry-related factors.

Wach (20144, pp. 18-19) analyses external general business environment from local
to truly global level taking into consideration different aspects from the perspective of
the PLESCET analysis (Figure 2).
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Figure 3. External general environment factors for internationalisation according to Wach
Source: (Wach, 2014a, p. 18).
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According to Doryn (2011, p. 100), the macroeconomic factors (the economic
environment), which have influence on internationalisation of firms, include two groups
of variables — demand (exchange rate, external demand) and costs variables (prices,
salaries and wages, interest rates). Such indices as terms of trade, real export transaction
prices, import transaction prices as well as real effective exchange rates are of extremely
important meaning for firm internationalisation (Doryn, 2011, p. 102).

identical with Porter’s micro- environment concept, whereas regional conditions with mesoenvironment
concept.
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The demographic environment plays also an important role in the process of
internationalisation (Wiktor, Oczkowska & Zbikowska, 2008, p. 53-54). The political and
legal environment, in particular durability of a political and legal conditions, should be
considered an important stimulus for going international (Wiktor et al., 2008). A
significant emphasis should be placed on the extent to which the governments can
control or limit actions of the foreign investors as well as entice or even discourage entry
into a given market by foreign ownership companies. Czinkota & Ronakainen (2004, p.
144) state the level of political risk is inversely proportional to the level of economic
development of the individual countries.

The technological environment is also a significant element of the international
environment. It involves such factors as transport infrastructure, possibilities of
transmitting and processing information (ICT), level of development of a banking system
and financial institutions, development of some service sectors, the mass media
(Duliniec, 2004, pp.79-83). Currently, the fastest changes in the business external
environment are made due to the technology progress, thus the low level of
technological progress of a country may become a restriction for foreign businesses to
expand in. The general possibilities and costs of international activities are determined
also by the natural environment (Wiktor et al., 2008, pp. 61-62) which affects the choice
of a type of activity on the individual markets. The elements of a natural environment,
which can be significant while making a decision whether go or not international, include
the set of climactic and geographical factors characteristic for a given region (e.g.
climate, natural topography, availability of raw resources). These elements may have a
significant influence on distribution of goods as well as restrict development of its
network and even prevent it.

A major challenge in the process of firm-level internationalisation is determined also
by the socio-cultural environment, because every culture influences consumer
behaviour in the market, and its essence, the specific nature and numerous, complex
practical implications are often difficult to grasp for foreigners. Businesses in the
international markets are influenced by such cultural elements as language, religion,
habits of good consumption, a sense of aesthetics as well as attitudes to foreign products
(Wiktor et al., 2008 p. 63).

Internal Factors of the Internationalisation Process

There are many internal variables that determine international activities of firms. Wach
(20144a, p. 21) states that internal internationalisation factors are rooted in resource-
based view and points out three basic groups of factors such as (i) internal resources, (ii)
capabilities and competences and (iii) entrepreneurial knowledge and experience. The
latter are rooted in international entrepreneurship theory (Wach & Whermann, 2014;
Wach, 2014b). Internal determinants conditioning effectiveness of companies in
international markets involve, inter alia, decisions made by the firm at various
management levels, especially those which are accompanied by strategies for their use
in practice (Krasnicka, Gtod & Gtdd, 2008, p. 47). Particular emphasis is placed on specific
assets possessed by the firm because they enable smooth functioning among
competitors
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Zahra and George (2002, pp. 271-273) undertook research on internal determinants
of international entrepreneurship, and presented a set of three factors with the greatest
impact on firm-level internationalisation based on the resource-based view, namely:

— top management team, in particular, experience of working abroad, origins of the
founders and foreign education and a vision of global development of the
organization,

— internal resources, especially those unique, expenditure incurred on research and
development activities, ability to work in a network and reputation of the company,

— specifics of the firm, such as the size and age of the firm, location, legal form, testing
business environment, financial strength and pro-development orientation.

Entrepreneurial Attitude and Global Orientation of Entrepreneurs

Among the internal factors, undoubtedly the most important one, contributing to
accelerating the process of internationalisation is the human factor (top management
team) - the owner, the founder, the entrepreneur. The path of internationalisation is
determined by human beings, as they select the place and the right time for the
international expansion. They have specific characteristics that determine the possibility
of rapid international expansion; ability to innovate, acceptanc of a high level of risk,
often having international experience and global business vision, and identifying
corporate growth opportunities outside the home country (McDougall & Oviat, 2000,
p. 903). Knight & Cavusgil (2004, p. 14) believe that any global vision of an entrepreneur
can be explained by the influence of their education and international experience,
therefore, earlier work experience is important, along with market expertise, the ability
to recognize business opportunities, as well as the level and type of education,
knowledge of foreign languages and the ability to select appropriate managers.

Other internal determinants of internationalisation include: unique knowledge,
especially experimental learning acquired directly in the course of business run overseas
(Wach, 2014b), as the knowledge that is available to the firm is one of the factors that
does not only facilitate and accelerate foreign expansion, but also conditions successful
operations on foreign markets (Johanson & Vahline, 2003, p. 22).

The attitude of top management team is an important variable determining internal
activities of companies in international markets. Managers who want to effectively
manage internationalized firms should be able to solve complex problems related to
their functioning and also have the right attitude and certain personality traits that make
up their international orientations defining strategic objectives of foreign actions and
decisions regarding the allocation of resources in international markets (Johanson &
Vahlne, 2003, p. 105).

According to Perlmutter (Wach & Wojciechowski, 2014) international orientation of
managers can be represented by three personality types, which are ethnocentric,
polycentric, regiocentric and geocentric orientations (the EPRG path).

The basics of ethnocentric orientation imply that practice and experience of the
domestic market, as well as national standards of conduct, are of universal importance.
The home country is the most important, home experts are more trustworthy and, with
little international experience of executives, the so-called self-reference criterion is often
used to make decisions based on domestic enterprise culture (Duliniec, 2004, p. 24). In
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this case, subsequent entry into foreign markets follows due to the strategy of focusing
on domestic market activity - sequential expansion strategy (Karasiewicz, 2013, p. 106).

The polycentric orientation is represented by managers which have already reached
further levels of internationalisation, have greater international experience and know
that every new market requires a different approach. Firms operating in different
markets best fitted to local characteristics become priorities, foreign branches are
treated as separate business units, with a high autonomy of operation (Wiktor et al.,
2008, p. 148). Due to that, the polycentric orientation is associated with early entry to a
foreign market and adapting entry strategies to external conditions.

In contrast, the geocentric orientation is a of a synthesis of both of the above
discussed orientations. Top management team treats foreign markets as a common
global market, while at the same time, they can notice similarities between markets and
differences that make up the specificity of operation on the markets.

Internal Resources and Competences

Resources and competencies of firms are usually divided into tangible and intangible
resources (Dess, Lumpkin & Taylor, 2003, p.9). The first category usually includes
financial resources (financial flows, ability to raise capitals and credit capacity), physical
resources (modern technology park or an advantageous location of production),
technological resources (new forms of organization of production, patents, copyright,
trade mark) and organization resources (effective process planning strategy, as well as
visible development and control system). Whereas, intangible resources of a firm include
human resources; experience and abilities of employees, trust, managerial skills, specific
practices and procedures, and creativity, innovation corporate reputation and its
perception by both suppliers and customers, and finally, organizational skills or input-
output skills of employees, the ability to connect tangible and intangible resources using
organizational processes in order to achieve the planned effect, and finally, remaining
competencies of companies (Krasnicka et al., 2008, pp. 48-49).

In recent years, the role of enterprise resources and sources of competitive
advantage has changed. A particular attention is paid to the intangible resources, as in
the era of information society, they have become the essential ones for fast-growing
companies that build competitive advantage, in particular, on such resources as
knowledge, skills and experience.

Thus, intellectual capital becomes a driver stimulating international activity of firms.
It consists of human capital, organizational capital, market capital and innovation capital,
i.e. the sum of intangible assets of a business (Ross & Ross, 1997). Innovative activity is
closely related to intellectual capital, because innovation is the result of a creative
process which is the result of creative thinking of a human being. Potential of people is,
thus, a foundation of effective functioning of firms, and a human being in an organization
has become a prerequisite and a foundation of innovative and indispensable source of
innovation.

Resources and skills are the base for the construction of core competencies and
distinctive capacity of firms, and these are a great driver of international activity, they
provide a competitive advantage in the market. Both competences and expertise lead to
most of the variables most important to the results of businesses, such as quality, price-
performance ratio, or the ability to sell (Sliwiriski, 2011, p. 45).
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Obtéj (2007, p. 127) believes that core competencies are those skills, that are
decisive in competition in the market, and unlike other competencies, it is not only
difficult to acquire them, but also to replace them, or even imitate. They form the basis
for companies’ foreign expansion and acquiring new markets (Sliwiriski, 2011, p. 46).
Within international management, they are associated with acquiring special skills that
are necessary for the company to achieve success in foreign markets.

The power to adjust competencies to strategy, strengthen competitiveness by
minimizing costs and quality increase and by raising utility value, play a huge role in
stimulating international business activity, along with the perception of key competences
as strategic elements of companies’ activities (Hamel & Prahald, 1999, p. 190), as well as
defining them in terms of international competitive advantage. Key competences are,
however, dynamic, they change over time, so companies must strive to create the most
appropriate response strategy in reaction to changing operating conditions and
development (Tubielewicz, 2004, p. 186).

CONCLUSIONS

In conclusion, we can say that there are many factors, both external and those existing
within the organisation, which stimulate international activities of fir. Not only the very
process of internationalisation, but its pace or scope, including decisions on the choice of
entry modes (Wach, 2014a). Specific methods of internationalisation (entry modes)
differ in many respects, and can, at the same time, also be a selection criteria, e.g. extent
of capital involvement, extent of management involvement, scope of provided control,
scope risks involved and range of potential profits (Daszkiewicz & Wach, 2013). However,
the basis for a decision to internationalize is always focused on specific motives and
goals. The first being a psychological category and relating to human behaviours in the
organization. These may be economic reasons, as managers striving to increase income
and job security, or intangible motives; as desire to achieve prestige, power, self-
realization, adventure, traveling abroad (Rymarczyk, 2012, p. 266). Thus, when resources
and business external environment are the background factors determining strategic
decisions on internationalisation, the role of managers is crucial as decisions made in
firms are largely dependent on the managers themselves and their willingness to take
the risk associated with international markets (Krasnicka et al., 2008, p. 51).
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INTRODUCTION

Up till now the goal of multi-criteria valuation was to determine the priority of analysed
variants. In economic sciences it is much more difficult to determine the quantitative
status of separate socio-economic systems. This task is being analysed on the basis of
economic development of regions. For this purpose the hierarchically structured
indicator system has been created. Based on this system the values and significance of
the indicators have been determined. In order to determine the economic development
of separate regions during the period in question the method of normalisation of values
used was different than the one normally used in multi-criteria valuations. This allowed
the determination of unused potential of economic development in each region.

Therefore the purpose of this article is to demonstrate an option of quantitative
assessment of the status of an isolated complex target object. All the more that so far in
practice not a single assessment has been completed on the basis of this method.

This article applies such research methods as (i) review of scientific literature,
(ii) analysis of statistical data and (iii) the methods applied in the theory of multiple
criteria.

LITERATURE REVIEW

The sustainability of a country’s regional development like of any other social-economic
system (SES) is usually analysed in terms of three aspects: economic, social and
environmental (Rutkauskas et al., 2014; Ciegis et al., 2014; Dudzevidiuté et al., 2014;
Radosavljevic, 2014; Hay et al., 2014; Stankeviciené et al., 2014; Tvaronaviciené et al.,
2014; Tabara & Chabay, 2013; Dagiliaté, 2012; Shneidewind & Augenstein, 2012;
Kocmanova et al., 2012; Bell & Morse, 2008). Each of these aspects can only be defined
by multiple indicators since each aspect constitutes a complex and integrated process
which in practice manifests multiple characteristics, features, etc.

The intensity of development of the above aspects differs, which has implications on
the sustainability of regional development as a whole. There are two major issues. First,
quantitative assessment of the development degree of individual regional aspects and,
second, assessment of sustainability of the regional development as a whole.

Given that each of these aspects can only be reflected through multiple indicators, a
successful assessment of the effective degree of development is based on multi-criteria
methods which are multifunctional by nature, i.e. they can be used for the purposes of
quantitative assessment of any complex process defined by multiple indicators
(Ginevicius & Podvezko, 2012; GineviCius et al., 2011b,c; Ginevicius & Podvezko, 2008;
Andriusaitiené et al., 2008).

The adaptability of multi-criteria methods also results from the ability to sum up
both maximising (where the growing value of an indicator refers to improvement of a
situation) and minimising (where the growing value of an indicator refers to
deterioration of a situation) indicators in a single generalising value. Summing up of all
the indicators is made possible by normalisation which makes them dimensionless, i.e.
comparable with each other.

Multi-criteria assessment theory and its mathematic apparatus were developed and
revised with a single purpose — to prioritise the variables being analysed (Ginevicius &
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Podvezko, 2012; Andriusaitiené et al., 2008). The main facet that lies at the heart of this
idea is the normalisation of multi-dimensional indicators. It means that for comparison
purposes of the variables, the normalised value of the isolated indicator for a variable j
derives from general context, i.e. this value is influenced by the values of the counterpart
indicators of other variants. This can be seen from the formula which reflects the
essence of such normalisation irrespective of its proposed variations (Ginevicius &
Podvezko, 2012; Andriusaitiené et al., 2008):

~ qij

1 =1 qij

(1)

where:
q;; - the normalised value of the indicator i for the option j,
q;; - the value of the indicator i for the option j,
N - the number of the indicators (i = 1,n).

The formula (1) shows that the normalised value of the indicator i for variable j is
derived by dividing its value from the sum of indicator j values from all variables. This
normalisation approach is of course logical where the purpose of multi-criteria
assessment is, as it has been mentioned, prioritisation of the variables.

The tasks of the kind are relevant for solving all types of different problems:
prioritising alternative options for construction projects, insulation of buildings, walls,
other construction elements, rating higher education schools by quality of performance,
regions of the country by their economic-social development, countries by their
development degree (Andriusaitiené et al., 2008; Ginevicius et al, 2005; Brauers &
Ginevicius, 2009; Ginevicius & Podvezko, 2009; Ginevicius et al., 2008).

These and similar tasks can be assigned to a single class or a group of multi-criteria
assessment tasks. In recent years, researchers have identified another class —
guantitative assessment of an isolated object or the status of an isolated social-economic
system (Ginevicius, 2008). While in the first case, the purpose of multi-criteria
assessment was building a framework to support decision making function, i. e. to “help”
the decision-maker chose the most suitable variables from a number of possible options,
in the second case the multi-criteria assessment aims at building an efficient analysed
phenomenon (AP) management tool. Why is it so? Constructive management of a
system is possible only provided that there is a possibility of quantitative assessment of
its status at a given point in time. Only when we know a system and we know its changes
per respective period we can conclude to what extent management, organisational and
other decisions have been efficient, i.e. whether positive changes of the situation
matched the money invested into the improvement.

With this purpose in mind, i.e. a quantitative assessment of an isolated variant of AP
on the basis of multi-criteria methods, it is clear that the existing methods for
normalisation of the values of indicators are not suitable. Not suitable because in this
case each of the indicators of the variable j expressed in different dimensions has to be
converted into dimensionless indicators than have no links to the values of the
counterpart indicators of other variables. To convert a number expressed in a certain
dimension into a dimensionless value, it has to be divided from the number expressed in
the same dimension. Since our purpose is to derive a normalised dimensionless value of
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the indicator /, this value cannot be bigger than 1. It means that the sought value has to
be a number equal or bigger than the maximum possible value of the indicator i
(Ginevicius, 2008). The most suitable method to identify this value is expert interviews.
Another solution is possible as well, for instance, where the maximum value of the
indicator is taken (e. g. the maximum value of the indicator achieved in all regions of the
country). This method has been called as ESP (Estimation of a Single Process) (Ginevicius
et al., 2011a). Therefore the purpose of this article is to demonstrate an option of
quantitative assessment of the status of an isolated complex target object. Up till now
not a single assessment has been completed on the basis of this method.

MATERIAL AND METHODS

A suitable means for evaluation and illustration of suitability of a method is the complex
assessment of a region’s economic development, the most essential feature of this
development. As a general rule, the assessment has to be based on a framework of
indicators defining regional economic development of a country. The analysis of
reference sources reveals that there are different suggested options for what it should
look like. The choice in each case is limited by three indicators which are generalising in
themselves. These indicators are: regional gross domestic product (GDP) per capita,
regional foreign direct investments (FDI) per capita and regional unemployment level
(Ciegis et al., 2010).

GDP per capita is considered a reliable indicator of a country’s success and wealth
reflecting the level of its economic development; FDI facilitate more rapid technological
development and are an important source for building of fixed capital; unemployment
level reflects participation of the people.

Table 1. Matrix for building the framework of economic development indicators of a region
Activities .
1 2 3 i n
Aspects
1 r ri ri ri 1n
2 r1 I 3 i Mn
3 r31 3 33 I3 I3n
j 511 57} I3 fji lin
m m1 Fm2 m3 Cmi Fmn

Source: own elaboration.

A question is, whether these three indicators adequately reflect economic
development of a country’s region. The analysis of their dynamics has revealed that both
FDI and the unemployment level are closely linked with GDP. This means that GDP in
itself integrates both rapid technological progress of a region and positive impact on the
economic development exerted by the fixed capital built with the help of foreign direct
investments. In the same vein, GDP integrates the situation on the labour market — high
indicator mirrors high participation of the people.
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Consequently, the economic development of a region can be defined by generalising
indicators only if in addition to GDP there are other, unrelated indicators. If there are no
such indicators, a framework of primary and undividable indicators as its elements has to
be built (Ginevicius et al., 2014).

The information of the country’s economic-social development has prompted a
conclusion that there are two possible approaches towards building of a framework of
indicators: first, based on development aspects and their defining indicators, and,
second, based on activities (Table 1, Figure 1).

In the regions, economic activity reveal itself as development of its separate
activities therefore further calculations will be based specifically on this type of a
framework of indicators.

Regional economic development of a country

Group 1 Group j Group m

of aspects of aspects of aspects

(indicators) (indicators) (indicators)
= = = = = = = = =
O (e} O o O o @] @] @]
+— +— +— = = +— +— +— +—
© © © © © © © © ©
Q Q o o L Q Q Q Q
© © © © © © © © ©
€ —"|g —"|E ~ €~ —"|s - =] I = el K=
Py Py = = Py Py Py Py =
(&) Q (8] (8] Q Q Q Q Q
(0] (0] (0] (0] (0] (0] (O] (O] (O]
Q. Q. Q. Q. (o} (o} o o o
(%] (%] %] %] %] %] %] (%] %]
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Figure 1. Hierarchic structured framework of economic
development indicators of a country’s region
Source: own elaboration.

RESULTS AND DISCUSSION

Referring to the basic publication of Statistics Lithuania on the regional development of
the country (Lietuvos apskritys 2010, 2011, 2012) the following framework of economic
development indicators of the regions has been built (Figure 2).

In the context of building this framework of indicators a question emerged as to
what criterion should determine whether a specific activity is a part of economic
development. The activities which produce material products have been categorised as
economic activities. On that basis for example foreign and domestic trade has been
excluded realising products resulting from economic activities.



146 | Romualdas Ginevicius, Dainora Gedvilaité, Sariinas Bruzgé

Economic development

Industry Construction Agriculture Transport

Employed individuals by types of economic activities
Employed individuals by types of economic activities
Employed individuals by types of economic activities

Operating entities by types of economic activities
Operating entities by types of economic activities
New non-residential buildings completed

Operating entities by types of economic activities
Operating entities by types of economic activities

Turnover by types of economic activities
Export of products of Lithuanian origin
Turnover by types of economic activities
Turnover by types of economic activities
General agricultural production
Turnover by types of economic activities

Foreign direct investments
Foreign direct investments
Foreign direct investments
Foreign direct investments

Transport means

Figure 2. A framework of economic development indicators of Lithuanian regions
Source: own elaboration.

Multi-criteria assessment of any complex process shall be performed in certain
phases: building of a framework of indicators; normalisation of the values; identification
of the values and weights of the indicators; deciding on a method to be used for multi-
criteria assessment of the indicators; multi-criteria assessment and deployment of its
results for improvement purposes.

Multi-criteria assessment of the regional economic development of the country is
based on Figure 2 showing hierarchic framework of indicators. This means that first of
all, the quantitative assessment of all four activities, namely industry, construction,
agriculture and transport, has to be conducted. It can be achieved by using the Simple
Additive Weighting SAW multi-criteria assessment method (Hwang & Yoon, 1981):

n
K = Z Wiy (2)
i=1

K; -value of the activity | assessed on the basis of SAW multi-criteria
assessment method,
w;; - the weight of the indicator i for the activity j; number of the indicator i for
the activity j,
q;j - the normalised value of the indicator i for the activity j,
n- number of the indicatorsi (i = 1,n).

where:
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Once K; values are identified similar method can be used to establish the degree of
economic development as a whole:

m
K= wik )
=1

where:
K, - the value of economic development of the region k based on SAW multi-
criteria assessment method,
w; - the weight of the activity |,
K; -value of the activity | assessed on the basis of SAW multi-criteria
assessment method,
m- number of the activities (j = 1,m).

According to the framework of indicators indicated in Figure 1, the values of the
indicators for all regions of Lithuania have been retrieved from the Statistical Yearbook
of Lithuania (2012) (Table 2). It appears that all the indicators are maximising, i.e. in all
instances the increase of their values reflects improvement of the situation therefore
there is no need for reorganisation of the initial data.

Another phase of a multi-criteria assessment is the normalisation of the values of the
indicators. Following the given task, integrated assessment of the economic
development of an isolated region, to derive a dimensionless value of an isolated
indicator a value higher than or equal to the maximum existing value of the particular
indicator has to be chosen for each indicator. Here the normalisation will be as follows:

Gi=—1 @)

Amax i
where:
q; - the normalised value of the indicator i,
qi- the value of the indicator i,

Qmax i - the maximum value of the indicator i.

In our case, the maximum value chosen among all regions of the country being
analysed in the reference period should be taken as the reference value. These values
are given in Table 2. The normalisation of the values of the indicators was based on
formula 4.

To be able to perform multi-criteria assessment of the regional economic
development, weights of the indicators have to be established (Table 3). These have
been identified by the experts. The expert opinions as shown by the compatibility
analysis were rather unanimous.
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Table 2. Maximum values of economic development indicators of Lithuanian regions

Indicators
> —
= (7] = < = [
2 it zg8 |22 |&5 85|25 |&
> 8z |=2 |£8%|2% |55 |gss|5% |9
S o < = c c O ® ) o © W — © =e] @ €
= o .2 E.g Ota am c © EE@. c v = 9
= = — B0 =] S = © @© e O @ c oo
© [ > © = = — — = —
s §5 |5¢ o8 |§3535|c35|38|835|2¢
Q c2 | Zoe_| 820|285 | SS5|R2Ew|335| 9o __
€ S8 |5 | 9|28 | E58 | Bus| 858 | 55%
o D o Qo O c S8 | E83 | 853|888 | 53| 2«0
c = € 05 = =t S al|l 2= a c S ' Q= g9 | £ 0%
o 3 c 2o © v o> =l ol %592 o0 o 8 0| =9 O V yn ©
53 < $s3| 22| s5s8a|°9a|c 8| ESal| >g3
f_) 2 ™ > s al|l B22>2o0 8‘—130 %wa D o @ SS9 v - S a
5 S99 |ETg|EBS| o258 |25 |£Tc| 888
@ 2 g s = 0 ®s | 2O | oT O | £E¢ | 300 | =3
< 9 < i) oo o |8 w| W5 w| ST O|2om|«wB
> A= L c = K] S5 0| v ay c Qv wwn 9 o £
= o = R € E o o T < o T - o T = P
o © T o c O 3 25 » = 2T Q0 35 w € v o
> o c © c c 5 o 3 £ = v oo A ®© 2 S
X c £
o= 0 S 9 83 F— o Zz €3 o g £ S
a [9] o 05 3> O Q- o5 o o >
€ S c F 5 S5 o £ < z
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Industry 25.5 24.77 3.01 14815.8 1196.14 - - -
Construction 11.7 1.23 3.12 5621.13 - 0.38 - -
Agriculture,
forestry and 30.5 0.62 0.94 952.87 - - 7141.43 -
fishery
Transport - 2.02 3.49 15273.1 - - - 77.31
Source: own study.
Table 3. Weights of the regional economic development indicators of the country
Indicators
o
> = L —
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o 2|, |%o g Sc| 28| F -
cCsS| 0 L@ S c 5| G2 3 3
oS | 0 E|®E 8 o o T o | £ 5 o
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TE|l@Y|e2G| L | 9| Lol ¥T| TF o
95| o>|EESw| o] 2| o o| 2 ¢
c>)' c|l s c|o @ S -] c £ A 5 1S
23c| 2~ |c® ° S| 23| ¢ S
2 o o Q c g5 3= 5 =4
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Industry 0.40 | 0.06 0.26 0.08 | 0.20 - - - 1.0
Construction 0.53 | 0.07 0.10 0.09 - 0.21 - - 1.0
Agriculture 0.29 | 0.18 0.18 0.09 - - 0.26 - 1.0
Transport - 0.36 0.34 0.20 - - - 0.10 1.0

Source: own study.

The multi-criteria assessment of the economic development of Lithuanian regions
was based on formula 2 and 3. The calculation results are presented in Table 4.

There is a question to what extent the economic development potential of the
individual regions has been tapped. To this end, the potential rate of development in
addition to the actual rate has to be known.
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Table 4. Results of the multi-criteria assessment of the economic development of the country’s

regions
seq. . 2010 2011 2012
Regions

No. Value Location Value Location Value Location
1 Vilnius 0.3733 4 0.4244 9 0.3844 4
2 Kaunas 0.3013 6 0.4384 7 0.3589 5
3 Klaipéda 0.4396 2 0.5709 2 0.4794 1
4 Alytus 0.2716 10 0.4447 5 0.3118 9
5 Marijampolé 0.4542 1 0.4125 10 0.3369 7
6 Panevézys 0.2756 9 0.4437 6 0.3310 8
7 Siauliai 0.3530 5 0.4852 3 0.4417 3
8 Telsiai 0.3855 3 0.5865 1 0.4658 2
9 Utena 0.2895 7 0.4481 4 0.2952 10
10 Taurageé 0.2838 8 0.4292 8 0.3423 6

Source: own study.

The normalisation of the values of the indicators based on formula 4 has revealed
that the maximum value for each indicator in each activity is 1.0. Consequently, a variant
can be shaped for each activity where all the indicators will have the value 1.0. As a

result:

where:

]

KP =

;=10

K? - is the maximum possible value of the activity j.

We can derive the value of K = 1.0 in a similar way.
The untapped economic development potential of a region will be reflected by the
difference between K,f and the actual development (Figure 3).
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economic development (%)

Potential use of posibilities of region's

Regions

Figure 3. Tapping of the potential regional economic development capacities in Lithuania
Source: own study.
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As can be seen from Figure 3, the development of Klaipéda region, which
demonstrates the most rapid economic development rate, is by 1.62 times larger
compared to the region with the slowest development rate. Moreover, the untapped
capacities in Klaipéda constitute more than 50%, while in Utena this figure is as high as
70%.

CONCLUSIONS

There are two multi-criteria assessment lines: first — the prioritisation of the variables of
a target process, second — the assessment of the status of an isolated process at a given
moment of time.

The method for normalisation of the values of indicators differs depending on the
task set for the multi-criteria assessment. In the first case the normalised value of the
indicator will derive from the value of other indicators of the same variable; in the
second case the normalisation of the values of indicators will be sought in isolation from
the values of other indicators of the same variable.

Such normalisation of the values of indicators enables to identify the maximum
value of the target process in the target situation, which is 1. Its comparison with the
actual assessed value discloses the scope of unrealised potential.

The calculations have revealed that the proposed methodology is suitable for
addressing real life problems.
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