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1. Introduction

Small and medium-sized enterprises (SMEs) have actively increased their participation
in international markets (Dominguez and Mayrhofer 2017). However, SMEs normally face
more challenges during internationalisation than large companies do. SMEs have smaller
market shares, weaker reputations, smaller economies of scale, fewer resources, less
knowledge about international markets and less extensive integration into international
networks compared with bigger firms. Nonetheless, both large companies and SMEs are active
in international markets (Morais and Ferreira 2020).

SMESs’ internationalisation process has been examined in the literature from three main
theoretical perspectives: the incremental, international entrepreneurship and network theories.
The incremental perspective incorporates the Uppsala (Johanson and Vahlne 1977, Johanson
and Wiedersheim 1975) and innovation models (Bilkey and Tesar 1977, Cavusgil 1980).
According to this theoretical framework, the SME internationalisation process can be
structured into steps. Companies take the next step when they perceive the risk as low level.
Firms usually select entry markets characterised by geographic and/or cultural proximity with
the home country.

The international entrepreneurship perspective explains the SME internationalisation
process by relying on the born global (Knight and Cavusgil 1996) and international new
ventures models (Oviatt and McDougall 1994). This conceptual framework seeks to understand
the early internationalisation phases of SMEs that target various international markets.
According to this theory, companies internationalise either in the early stages of their life cycle
or after a sudden decision. Compared with more traditional perspectives, the international
entrepreneurship approach assumes younger firms tend to be more committed to entering
international markets and selecting more geographically dispersed entry markets. The last
perspective relies on network theory (Coviello and Munro 1997), positing that SMEs seek to
internationalise based on previously established business and social networks and formal and
informal partnerships (Ibeh and Kasem 2011).

Because previous empirical research has provided support for all three theoretical
perspectives, no single model yet exists that can explain the entire SME internationalisation
process (Spence and Crick 2006). Researchers have thus called for a more holistic perspective
that combines previous theories (Dominguez and Mayrhofer 2017). To fill this gap (Morais
and Ferreira 2020) and contribute to the existing understanding of SMEs’ internationalisation,
the present study sought to analyse this process based on various available approaches.

Previous research has confirmed that the SME internationalisation process is restricted
by barriers (Korsakiené¢ and Tvaronavi¢iené¢ 2012) and encouraged by drivers (Morais and
Ferreira 2020). Paul et al. (2017) classified SME internationalisation barriers as either internal
(i.e. endogenous to SMEs) and external (i.e. beyond SMEs’ control) obstacles. The literature
identifies different types of internal or endogenous barriers including the cost of starting the
process (Korsakiené and Tvaronaviciené 2012), a lack of financial support (Vide et al. 2010),
shortcomings in international experience (Sass 2012), limited knowledge about global markets
(Cardoza et al. 2015), restricted skilled human resources (Sass 2012), small company size
(Colapinto et al. 2015) and firm ownership structure (Pacheco 2017). The main external
obstacles in the way of SME internationalisation are limited access to financial resources
(Bellone et al. 2010), bureaucracy (Korsakien¢ and Tvaronaviciené 2012), regulations
(Cardoza et al. 2015), tax burdens (Colapinto et al. 2015), inadequate institutional support
(Narooz and Child 2017), high levels of competition in global markets (Korsakiené¢ and
Tvaronaviciene 2012) and different cultures and players in international markets (Hashim
2015).

Despite these barriers, multiple SMEs have internationalised their operations. After a
systematic literature review, Morais and Ferreira (2020) concluded that human capital,



ownership structure and technology facilitate the internationalisation process. Svetlicic et al.
(2007) maintain that SMEs’ competitive advantages, such as organisational structure and
flexibility, close client relationships and technological know-how, are important drivers of
these firms’ internationalisation. Although inadequate government support is considered a
significant obstacle, Korsakien¢ and Tvaronavic¢ien¢ (2012) also found that government
support promotes SME internationalisation.

Following Paul et al.’s (2017) suggestions, the current research used qualitative
methods centred around case studies and interviews of major actors engaged in SME
internationalisation in order to explore this phenomena more fully. Korsakiené and
Tvaronavi¢iené (2012) observe that SMEs’ challenges vary according to which countries are
involved. The present study selected a small open economy as the research context. This kind
of economy is characterised by an absence of large companies, so SMEs have limited
opportunities to learn from benchmark companies. SMEs must deal with a small domestic
market, which means the internationalisation process offers opportunities for growth despite
fierce global competition (Kahiya 2020). More specifically, the current study addressed the
following research questions:

— What are the main perceived drivers of SME internationalisation?
— What are the main perceived barriers to SME internationalisation?

2. Methodology

2.1 Case studies
This study focused on Portugal, which is a small open economy in the eurozone located
on Europe’s periphery (Kahiya 2020). Eurostat data reveal that the export and import of goods
and services accounted for 43.5% and 43.3%, respectively, of Portugal’s gross domestic
product in 2019. The SMEs that participated in the current research had their headquarters in
Portugal’s North region, and these firms had sustained international activities for at least five
years. The North region accounts for 38.4% of Portugal’s total exportation of goods. Most
companies (99.8%) are SMEs (Banco de Portugal 2019). As in previous SME
internationalisation studies conducted in Europe, SMEs were defined as companies with less
than 250 employees. The SMEs that agreed to participate operate in varied industries with
different technological intensities. Various members of the management teams responsible for
internationalisation decisions provided the information analysed in this research (see Table 1).

Table 1. SMEs’ profile

SME Sector Years of international
experience (2019)
#1 Distributive trades 10
#2 Transportation and storage services 8
#3 Manufacturing activities 12
#4 Professional, scientific and technical activities 23
#5 Information and communication services 10
#6 Professional, scientific and technical activities 16
#7 Manufacturing activities 5
#8 Manufacturing activities 24
#9 Manufacturing activities 17
#10 | Mining and quarrying activities 18
#11 | Distributive trades 5




2.2 Research design
The data were collected through in-depth executive interviews conducted in each
company’s management team office by a member of the research team. The interviews lasted
on average for 60 minutes. All the participants agreed to an audio recording of the interviews,
which were subsequently written out as full transcripts. The interview guide was structured
into four parts or discussion topics (see Figure 1):
— Part I: Company profile in terms of sector and number of years of internationalisation
— Part II: Internationalisation process, including internationalisation pathways, entry
mode, market selection and position in domestic and/or international markets
— Part III: Barriers encountered during the internationalisation process
— Part IV: Drivers of the internationalisation process

Company profile [I]

SME internationalisation process [1I]

Main decisions
Internationalisation Entry mode Market Pf)si.tion in .
pathways selection selection domestic/international
markets
Drivers [IV] Barriers [111]

Figure 1. Interview guide’s structure

2.3 Data treatment

Content analysis is a method used to process qualitative data. To identify the main
barriers to and drivers of SME internationalisation, a mixed content analysis approach was
employed to process the in-depth interviews’ transcripts in two steps. First, Leximancer
software facilitated the identification of the main themes and concepts. This programme
identified the presence of predefined concepts in texts (i.e. conceptual analysis) and the
interrelationships between the concepts (i.e. relational analysis). The first step’s output was a
concept map. Concepts that settled near one another on the map appeared together in the
interviewees’ narratives.

As in previous studies using these methods (cf. Brochado et al. 2019), each theme was
matched in the second step with a set of narratives extracted from the interview transcripts,
which encompass the themes’ main concepts. Leximancer’s main advantage is thus that it
offers an inductive identification of themes in natural language texts with minimal manual
intervention by researchers (Brochado et al. 2019).



3. Results
3.1 SME internationalisation process
This subsection describes the main results regarding the SME internationalisation
process. The topics covered are internationalisation pathways, entry mode selection, market
selection and position in domestic and international markets.

3.1.1 Internationalisation pathways

The great majority of the SMEs (number [n] = 10 out of 11) adopted a traditional
pathway, structured into different steps. One SME manager explained that ‘[t]he company
adopted an entry strategy applied in stages. In the initial phase, we selected a neighbouring
market (i.e. Spain). Then, to cope with the subprime [mortgage] crisis, we started to export to
France and Angola and more recently to Switzerland’ (SME #10). Another company’s
representative reported that ‘[t]he company implemented an entry strategy in a series of steps
in which market research was fundamental’ (SME #12). Only one of the companies adopted
an early internationalisation pattern as ‘the company was created to target only the international
market’ (SME #5).

3.1.2 Entry mode selection
Most of the firms (n = 8) entered external markets with direct and indirect export
activities. Three companies exported their offers using a lower risk and cost entry mode, with
1 SME applying a contractual and/or franchising mode and 2 firms selecting an investment
mode. An increased control of and proximity with clients were the main reasons for selecting
entry modes that implied higher levels of commitment.

3.1.3 Market selection
Regarding their main external markets, the SMEs managers listed 28 countries located

in Europe, Latin America, North America, Africa and Central Asia. The analysis of the
interview data on the external markets’ selection revealed that multiple motives contributed to
decisions, which can be grouped into nine factors:

1. Existing business relationships with partners in external markets (n = 6 companies)

2. External markets’ potential (n = 6) measured by market size and purchasing power

3. External markets’ attractiveness (n = 5), which includes low bureaucracy levels,
attractive fiscal conditions, countries’ political stability, low risk of terrorism and
favourable commercial conditions
Experience and knowledge of the foreign markets’ board of trade (n = 2)
Competitive advantages of the company’s products (n = 2)
Geographical proximity (n = 1)
Cultural proximity (n = 1)
Technological proximity (n = 1) (i.e. the same technical specifications and standards)
Social relationships (n = 1) (i.e. word-of-mouth recommendations)

e

3.1.4 Positioning in domestic and international markets
External markets represent between 30% and 100% of the total turnover of the SMEs
under study. Except for one company that only targets foreign markets, these firms adopted
different positioning strategies in their domestic and external markets. One manager
maintained that ‘[o]ur strategy is always to take a different approach in the domestic market
and international market and even in each international market’ (SME #3). The main
differences are related to the products, prices, distribution, sales approaches and sales teams.



3.2 Barriers to internationalisation process

Leximancer’s analysis of the respondents’ narratives focused on barriers to
internationalisation identified 7 themes that can be put into 2 clusters: external and internal
barriers. The evidence gathered though the interviews revealed that the main barriers to
internationalisation faced by these SMEs are both exogenous (i.e. external) and endogenous
(i.e. internal) to the company.

The external barriers cluster comprises the themes of bureaucracy, customs and clients
(see Figure 2). The bureaucracy theme connects the concepts of bureaucracy, regulations, laws
and tax burden. This theme highlights that the internationalisation process is limited by high
levels of bureaucracy and taxes. As one SME manager reported, the main barriers to
internationalisation are ‘legal issues, bureaucracy and high levels of uncertainty’ (SME # 9).
The customs theme includes the concepts of customs, barriers and tariffs, which are linked to
protectionism measures.
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Figure 2. Main barriers to internationalisation process



The clients theme encompasses the concepts of clients, quality and delivery and
underlines the challenges presented by more demanding international clients. One
interviewee’s company must deal with ‘the need to meet short delivery deadlines and high
product quality requirements’ (SME #8), while another manager mentioned foreign exchange
risks, mainly with African clients (SME #11). Another firm representative asserted that ‘[t]he
international markets are more competitive. Clients demand higher quality and thus companies
face higher risks in external markets than in domestic ones’ (SME #5).

The internal barriers cluster includes the themes of price, cost, process and knowledge
(see Figure 2 above). The price theme comprises the concepts of price, competition, reputation
and awareness. This theme describes SMEs’ challenges in international markets due to greater
competition and smaller economies of scale. One company’s manager reported, the ‘low
demand does not allow us to offer lower prices, and the lack of brand awareness and brand
reputation [prevents us] from selling at higher prices’ (SME #7).

The cost theme brings together the concepts of cost, certification, transportation,
innovation and investment. Thus, this theme appears to summarise the main costs of operating
in international markets. As one SME’s representative shared, ‘the company has higher costs
in international markets that decrease margins and profits’ (SME #9).

The process theme comprises the concepts of process, internationalisation, time,
finance and case. This theme describes broader characteristics of the internationalisation
process. A company manager reported that the main barrier early on was the difficulty of
‘obtaining financing’ (SME #2), and another interviewee mentioned ‘the time it takes to
internationalise’ (SME #5).

The internationalisation process is also limited by cases of failure linked to the
bankruptcy of both partners (SME #5) and clients (SME #8), which can put a strain on the
companies’ financial resources. One company’s representative said, ‘a client went bankrupt
and didn’t pay us’ (SME #8). Finally, the knowledge theme covers the concepts of knowledge
and market. An SME manager identified a ‘lack of knowledge of the market and its players’ as
a barrier (SME #9).

3.3 Drivers of internationalisation process

Leximancer’s analysis of the interviewees’ responses regarding drivers of the
internationalisation process revealed 12 themes that can be grouped into five clusters: SME
human capital, networks, technology, institutional support and other (drivers) (see Figure 3).
The cluster SME human capital includes the themes of experience, global (mindset) and best
(professionals). This group of themes describes how human capital (i.e. managers and staff)
influences SMEs’ internationalisation.

The experience theme encompasses the concepts of experience, knowledge, manager,
team, fluency and languages. The global theme includes the concepts of global (mindset),
flexibility and social (capital). Both themes reflect the typical profiles of management teams
and staff members engaged in internationalisation activities: international experience,
specialist knowledge, involvement in international networks, accumulated social capital,
fluency in different languages, global mentality and flexibility in terms of staying for long
periods abroad. A company manager reported, ‘[t]he main characteristics the staff should
exhibit are risk taking, language fluency (i.e. English) and international professional
experience’ (SME #5). Another interviewee stated, ‘[t]he staff should be fluent in English, have
the flexibility to travel and to stay for long periods abroad and have a global mindset’ (SME
#4). A good illustration of the best (professionals) theme and concept was provided by one
company’s representative, who asserted that °‘[tlhe professionals involved in the



internationalisation ... must be the best professionals that the company has, both at the
professional level and in terms of personal characteristics’ (SME #11).

The networks cluster comprises the themes of partnership, network and information.
The partnership theme includes the concepts of partnership, formal (partnership), informal
(partnership), client, agent, distribution, logistics and recommendations. This theme identifies
the main kinds of partnerships — formal and informal — that influence the internationalisation
process, as well as the primary types of partners, and highlights recommendations as one of the
ways to select and develop partnerships.
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Figure 3. Main drivers of internationalisation process

The networks theme contains the concepts of network, business, connection and
international. This theme identifies the main categories of networks established by SMEs:



business and social. A company manager shared, ‘I seek to have a close relationship with our
business partners. ... I try to get in contact once a month, and, each year, I visit our main
business partners 1 or 2 times’ (SME #11).

The information theme combines the concepts of information, target, market, resources
and access. This theme can be understood as comprising the networks’ results, namely,
‘obtaining specific market knowledge about the target markets’ (SME #9) and ‘gaining access
to resources such as technology’ (SME #5).

The technology cluster covers the themes of information and communications
technology (ICT) and digital(isation). The ICT theme includes the concepts of ICT, promotion,
platform, relationship and/or proximity and software. The digital(isation) theme includes the
concepts of digital(isation) and economy. Ten out the 11 company representatives felt ICT and
digital business are crucial to the internationalisation process. Thus, one interviewee said, ‘ICT
is of utmost importance for the digitalisation of the business process, including e-invoices’
(SME #3), and another mentioned ‘software for product management’ (SME #4). In addition,
one manager stated, ‘ICTs have had an important role as they make reaching new markets a
low cost venture’ (SME #10).

The institutional support cluster comprises the themes of institutional support, trade,
embassy and projects. The institutional support theme includes the concepts of institutional
(support), support, government and incentive. The trade theme contains the concept of trade
fairs. A company manager reported, ‘[t]he [only] institutional support in the past was through
participation in trade fairs’ (SME #1). Involvement in international trade fairs is seen as ‘an
important activity [that allows firms] to express interest in developing contacts and identify
potential commercial partners’ (SME #6) and to ‘join networks’ (SME #5).

The embassy theme includes the concepts of local (embassy) and embassy. A company
representative shared that one of ‘the most important forms of institutional support is provided
by local embassies’ (SME #3). The projects theme covers the concepts of projects, Agencia
para o Investimento e Comercio Externo de Portugal (Portugal’s Agency for Investment and
External Commerce) and Portugal2020. An SME representative said, ‘[tlhe company has
recently received support through Portugal2020 incentives, S[istema de] I[ncentivos] Inovagao
[(Incentives to Innovate)] and Slistema de] Incentivos Internacionalizacdo [(Incentives to
Internationalise)], which has helped us to develop new innovative production processes to
reach new markets and to carry out prospecting in these markets’ (SME #9).

The other drivers cluster contains the theme of other drivers with the concepts of
motivation, need and opportunity. For one of the interviewees, ‘[tJhe main motivation to start
the internationalisation process was the collapse of the national market due to the 2008 crisis,
which forced the company to redefine its strategies to survive’ (SME #9).

4. Discussion

The results provide further support for the conclusion that SME internationalisation is
a complex phenomenon, so multiple theories could be applicable. Most companies’
internationalisation process fits traditional theories (i.e. the incremental perspective), which
assume that firms internationalise through a sequence of steps. However, for around 1 in 2 of
the SMEs under study, existing networks and partnerships are of utmost importance in their
internationalisation strategy, as predicted by the network perspective. The international
entrepreneurship perspective applies to one company that adopted an early internationalisation
approach, targeting only international markets.

With regard to the first research question (i.e. What are the main perceived barriers to
SME internationalisation?), content analysis of the SME managers’ responses revealed seven



main themes. These barriers were further classified as either internal (i.e. endogenous) or
external (i.e. exogeneous), which are the main categories of SME export activities identified
by Paul et al. (2017). The internal barriers identified in the present research are in accordance
with previous studies, including the cost of starting the internationalisation process (Korsakiené
and Tvaronavicien¢ 2012), insufficient knowledge about international markets and their
players (Cardoza et al. 2015), limited financial resources and the time needed to complete the
internationalisation process (Vide et al. 2010).

Another challenge is offering competitive prices due to smaller economies of scale
(Colapinto et al. 2015) and weaker reputations in international markets. The present study
identified external obstacles that are also in accordance with previous research’s results
including bureaucracy (Korsakien¢ and Tvaronaviciené 2012), customs barriers (Colapinto et
al. 2015) and more demanding clients in international markets (Korsakien¢ and Tvaronaviciene
2012).

Regarding the second research question (i.e. What are the main perceived drivers of
SME internationalisation?), content analysis highlighted 12 themes classified into 5 clusters,
as follows: SME human capital, networks, technology, institutional support and other drivers.
Two of these drivers match the results on SME internationalisation drivers found in the
systematic literature review conducted by Morais and Ferreira (2020), who concluded that
human capital and technologies facilitate the internationalisation process. Networks’ role is
highlighted by network theory (Ibeh and Kasem 2011, Coviello and Munro 1997). Korsakiené
and Tvaronaviciené (2012) concluded that the barriers faced by SMEs vary in accordance with
their country of origin. The present results in this area differ from previous research (e.g. Paul
et al. 2017) since institutional support is identified as a facilitator of the SME
internationalisation process rather than as a barrier.

5. Conclusion

SMEs play a significant role in the economic development of nations, industries and
productivity. Falk and Hagsten (2015) found that European SMEs that engage in
internationalisation report a higher growth rate than those that only operate in their domestic
market. Despite having fewer resources and smaller economies of scale than larger companies,
SME:s offer their products in international markets and thus enter competitive marketplaces.
The present study’s findings contribute to the literature on SME internationalisation by
identifying the main barriers that restrict — and significant drivers that facilitate —
internationalisation. This research comprised content analysis of 11 in-depth interviews with
key SME actors from a small open economy.

The findings also have managerial implications. For SMEs that seek to internationalise,
the empirical analysis’s results offer a guide to the most important components of the
internationalisation process. The findings also benefit policymakers. As institutional support
was identified by the SME managers interviewed as a facilitator of internationalisation,
governmental programmes need to promote other drivers. These can include support for
innovation (i.e. process, product and marketing) that allows SMEs to operate in competitive
global markets, develop their firm’s human capital, promote digitalisation of business activities
and strengthen participation in business networks (e.g. participation in trade fairs).

Future studies may want to analyse whether the drivers of and barriers to SME
internationalisation vary according to the specific internationalisation pathway (i.e. early
internationalisation or internationalisation in discrete steps). In addition, researchers could
investigate whether these drivers and barriers vary according to SMEs’ sector. Another area
that merits further research is to determine whether barriers and drivers vary according to the
companies’ size (i.e. SMEs vs larger companies) and how synergies and knowledge sharing
can be promoted.
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