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ABSTRACT

This study is located at the intersection of entrepreneurship and international business literature;

more specifically, at the intersection of the literature on entrepreneurship orientation (EO) and
the network view of internationalization. First, the effects of EO on Turkish SME
internationalization were examined. Second, potential network ties that a firm establishes and
utilizes were categorized into three different types as social, business, and institutional ties, and
the effects of these network ties on the internationalization of SMEs were analyzed. Third, the
relationship between EO and network ties in SME internationalization was investigated. By
doing so, this research was intended to generate answers to the research questions presented.
(1) What is the role of EO in Turkish SME internationalization? (2) What types of network ties
are utilized by SMEs to internationalize? (3) What are the roles of these different types of
network ties in Turkish SME internationalization? (4) What is the nature of the relationship
between EO and different network ties in EC SME internationalization?

To generate answers to these research questions, SMEs from Turkey—a medium-sized
emerging economy with a unique geographical location at the intersection of Europe, Asia, and
Africa—were investigated. This research is designed as a quantitative research built on primary
cross-sectional survey data and conducted in three phases. The first step of the research includes
a review of the literature on EO, network ties, and firm internationalization with a particular
emphasis on EC SMEs. In this phase, the research questions and the type of research are
clarified. Theoretical foundations of the study are also clarified, and a research model is
developed. Since the aim of research is to test a set of hypothesized relationships within a
theoretical framework, a cross-sectional research design is employed, and an empirical study is
conducted. In the second phase of this research, the relevant measures, scales, and the data
collection instrument are developed. The sampling frame of the study, which includes Turkish
SMEs involved in international business, is identified. The questionnaire is tested via a pilot
study including interviews with experts in academia and industry. Primary survey data collected
from 401 Turkish SMEs is analyzed to test the hypothesized relationships in the research model
indicated. The third phase is the discussion of findings to generate answers to the predetermined
research questions, and to highlight the theoretical and managerial contributions of the research.
Structural equation modeling was applied to the hypothesis and the results indicated. According
to the test results, the association between EO and internationalization of Turkish SMEs are
positive and significant. The relationship between EQ and network ties (social, business, and
institutional) is significant and positive. In addition, the relationship between network ties and

internationalization of Turkish SMEs are positive. The results of the relationship between

xiii




business and social network ties and internationalization of Turkish SMEs are strongly

supported by the findings; however, the relationship between institutional network ties and
internationalization of SMEs in Turkey was supported weakly. Finally, the findings of
mediation analysis indicated that there is a partial mediation in the relation between EO and
internationalization of Turkish SMEs via network ties.

The main contribution of this study is the integration of EO and network theory in the
international business literature in the context of emerging countries particularly in Turkey as
an emerging country. This study contributes to the research on entrepreneurship,
internationalization, network ties, emerging market firms, and SMEs. Based on the findings of

the quantitative research, several implications for managers and policy makers were suggested.
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OZET
Bu ¢aligma girisimcilik ve uluslararas: isletme literatiiriiniin kesistigi noktada yer almaktadir;
daha spesifik olarak girisimcilik egilimi ile uluslararas: network gériisiiniin kesistigi noktada
konumlanmustir. Ilk olarak, girisimcilik egilimin kiigiik ve orta 6lgekli isletmelerin (KOBI)
uluslararasilasmas: tizerindeki etkileri incelenmistir. Ikincisi, bir firmanin gelistirdigi ve
kulland1g1 network baglan sosyal, is ve kurumsal baglar olarak ii¢ farkh tipte kategorize edildi
ve bu network baglarimn KOBI'lerin uluslararasilagmasi iizerindeki etkileri analiz edildi.
Ugiincii olarak, KOBI uluslararasilasmasinda girisimeilik egilimi ve network baglar arasindaki
iligki arastirildi. Boyle yaparak, aragtirmada sunulan sorulara cevap iiretmek amaglanmistir.
Aragtirma sorulari: (1) Tiirk KOBI uluslararasilasmasinda girisimcilik egilimin rolii nedir? (2)
KOBI’ler uluslararasilasmak igin hangi network baglarmi kullamlr? (3) Tirk KOBI
uluslararasilasmasinda bu farkli network baglarinin rolleri nelerdir? (4) Tiirk KOBI’lerin
uluslararasilasmasinda girisimeilik egilimi ve farkli network baglar arasindaki iligkinin dogasi
nedir?
Bu aragtirma sorularina cevap tiretmek igin, Avrupa, Asya ve Afrika'nin kesistigi noktada essiz
bir cografi konuma sahip orta 6lgekli yiikselen bir ekonomi olan Tiirkiye'den KOBI'ler
aragtirildi. Bu aragtirma, birincil kesitsel aragtirma verisine dayanan ve {i¢ asamada yiiriitiilen
nicel bir aragtirma olarak tasarlanmistir. Aragtirmamn ilk adimi, girisimcilik egilimi, network
baglari ve KOBI'lerin uluslararasilasmasi ile ilgili literatiiriin gozden gecirilmesini
igermektedir. Bu asamada arastirma sorulan ve aragtirma tiirii agikhiga kavusturulmustur,
Caligmanin teorik temelleri de agiklifa kavusturulmakta ve bir arastirma modeli
gelistirilmektedir. Arastirmanin amaci, teorik bir ¢erceve iginde bir dizi hipotez iliskisini test
etmek oldugundan, kesitsel bir aragtirma tasarimi kullanilip ve ampirik bir ¢aligma yapilds.
Bu aragtirmanin ikinci asamasinda, ilgili dlgekler ve veri toplama belirlenmis ve gelistirilmistir.
Uluslararas: alanda faaliyet gosteren Tiirk KOBI'lerini igeren ¢alismanin rnekleme gercevesi
belirlenmigtir. Anket Akademi ve sanayi uzmanlarini kapsayan bir grup tarafindan pilot bir
caligma ile test edilmigtir. 401 Tiirk KOBI'sinden toplanan birincil anket verileri, belirtilen
aragtirma modelinde kurulmus hipotez iligkileri test etmek i¢in kullanilmistir. Ugiincii agsama,
onceden belirlenmis aragtirma sorularina cevap iiretmek ve arastirmanin teorik ve yonetimsel
katkilarin1 vurgulamak i¢in bulgularin tartisildig: asamadr.
Hipotezler yapisal esitlik modelinde test edildi ve sonuglar gosterildi. Test sonuglarma gore,
girigimcilik egilimi ile Tirk KOBI’lerinin uluslararasilasmasi arasindaki iliski olumlu ve
anlamli gikmistir. Girisimeilik egilimi ve network baglan (sosyal, is ve kurumsal) arasindaki

iliski de onemli ve anlamlidir. Buna ek olarak, Tiirk KOBI'lerinin network. baglari ile

xXv




uluslararasilasmas: arasindaki iliski de olumludur. Is ve sosyal network baglar ile Tiirk

KOBI'lerinin uluslararasilasmasi arasindaki iliskinin sonuglari, bulgularla giiglii bir sekilde
desteklenmektedir; ancak Tiirkiye'deki KOBI'lerin kurumsal network baglan ile
uluslararasilasmasi arasindaki iligki zayif bir sekilde desteklenmistir. Son olarak, aracilik
(mediation) analizi bulgulari, girisimeilik egilimi ile Tiirk KOBI'lerinin network baglar1 yoluyla
uluslararasilagmas: arasindaki iligkide kismi bir aracilik oldugunu gostermigtir.

Bu calismanin ana katkisi, girisimcilik egilimi ve network teorisinin uluslararasi ig
literatiiriinde, 6zellikle yiikselen piyasalardan biri olan Tiirkiye’de entegrasyonudur. Bu galigma
girisimcilik, uluslararasilagma, ag baglari, gelismekte olan piyasa firmalan ve KOBI'ler iizerine
aragtirmalara katkida bulunmaktadir. Kantitatif aragtirmanin bulgularina dayanarak, yoneticiler

ve politika yapicilar i¢in ¢esitli degerlendirmeler 6nerilmigti
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1. CHAPTER ONE
INTRODUCTION

1.1. STUDY BACKGROUND

Advances in technology and the fall of trade barriers have turned the world markets into a more
integrated and competitive landscape. Technological innovations in telecommunication and
transportation have facilitated the flow of information, goods, and services around the world.
The collapse of the Iron Curtain and the transformation of planned economies into market
economies have opened new markets for global business, thereby increasing market
competition. The integration of the Chinese economy into world trade and the rise of emerging
markets have established a new global business environment for companies from every country
and every sector. The fall of trade barriers and economic cooperation between countries have
also facilitated the free movement of products and increased the mobility of the labor force. The
results of these tremendous changes are the globalization of world markets and production.
On the one hand, globalizing of markets offers opportunities for firms and pulls them to
internationalize. On the other hand, intense competition and high market dynamism generate
threats for firms in their domestic markets and push them to go beyond their national
boundaries. This is because local markets that were assumed to be secured revenue sources are
at risk of being lost. Whether due to pull or push factors, any firm in any corner of the world
feel the impact of globalization on their existing businesses. Even local firms are now more
aware of the threats and opportunities arising from the globalization of markets and productions,
and many of them internationalize their operations.

Internationalization is a firm’s involvement in cross-border business activities that occurs in
several ways, such as international trade (exports and imports), franchising, licensing, or
international investments (Johanson & Vahlne, 1977; Paul, Parthasarathy, & Gupta, 2017).
Internationalization requires resource commitments in foreign markets and is inherently risky.
Firms need to allocate resources to expand their operations beyond their national boundaries
regardless of the form of their foreign operations. They have to learn about overseas markets in
order to cope with the liability of foreignness that they face (Johanson & Vahlne, 1977, 2009)
and deal with the new industrial and institutional conditions, all of which require significant
resources.

Resource-rich large firms with strong financial, human talent and physical assets can fund long

learning processes since they are generally able to manage various supply channels, multiple

1




revenue sources, and dissimilar institutional environments. They can also pursue a more risky

but accelerated internationalization process through aggressive acquisitions and large
greenfield investments (Luo & Tung, 2007; Madhok & Keyhani, 2012). However, the new
realities of the globalizing business world are not only for large companies but also for small
firms with relatively restricted resources (De Maeseneire & Claeys, 2012; Hessels & Parker,
2013). Small and medium-sized enterprises (SMEs) are usually considered as companies with
limited financial and human resources. They are generally more vulnerable to the risks of
operating in multiple countries under different industrial and institutional conditions. Although
they use less risky and less demanding forms of international operations, such as exports, they
confront challenges of internationalizing (Paul et al., 2017).

There seems to be a contradiction when it comes to SME internationalization. SMEs must
internationalize to differentiate their suppliers and markets to be more effective and efficient.
In order to achieve this, however, they need resources and capabilities to deal with the
challenges of internationalization that include liability of foreignness (Sethi & Guisinger,
2002), liability of outsidership (Johanson & Vahlne, 2009), and risks of engaging in cross-
border operations (Lu & Beamish, 2001). Many scholars argue that SMEs compensate for the
deficiencies in their resources and capabilities with resources and capabilities that are peculiar
to them, such as entrepreneurship and networks (Baum, Schwens, & Kabst, 2015; Oparaocha,
2015).

The problem of SME internationalization becomes more interesting when the local firm under
investigation is an SME from an emerging country. Emerging countries do not generally offer
institutional infrastructures that allow firms to easily achieve tangible and intangible resources
like financial capital, knowledge, and human talent (Luo & Tung, 2007; Tung & Aycan, 2008).
In these countries, not only small but large enterprises have difficulty developing firm specific
advantages that are competitive in advanced international markets.

Hessels & Terjesen (2008) argued that SMEs from emerging countries suffer from the liability
of “emergingness” and the liability of small size along with the liability of outsidership during
their internationalization. It is thus important to discover which strategic orientation, resources,
and capabilities enable emerging country SMEs (EC SMEs) to internationalize in our rapidly
changing and competitive business world. Considering the fact that SMEs contribute to the
well-being of their national economies, understanding the challenges they face during
internationalization is also critical (Paul et al., 2017).

Internationalization of EC SMEs is not an under-researched phenomenon. Findings suggest that

entrepreneurship, networks, government support, and top-level management attributes play.
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critical roles in international expansion of EC SMEs. Particularly, international

entrepreneurship literature highlights the role of organizational-level entrepreneurship in the
internationalization of EC SMEs. The network view of firm internationalization has also been
one of the prominent perspectives to understand firm foreign expansion (Johanson &Mattson,
1988; Kontinen & Ojala, 2010; Coviello, 2006; Crick & Spence, 2005). However, the
intersection of these two mainstream research avenues of international business has been less
investigated from an emerging country setting. The role of a firm’s different network types in
the relationship between SME entrepreneurship and the degree of firm internationalization is
unclear. This study is designed to address this research gap with respect to emerging countries

by focusing on the internationalization of EC SMEs in Turkey.

1.2. OBJECTIVES AND RESEARCH QUESTIONS

This research is located at the intersection of entrepreneurship and international management
literature. Based on the literature on entrepreneurship orientation (EQ) and the network view of
internationalization, we will first examine the effects of EO on the internationalization of EC
SMESs. Second, the potential network ties that a firm establishes and utilizes will be categorized
into three different types (social, industrial, and institutional), and the effects of these network
ties on the internationalization of EC SMEs will be analyzed. Third, the relationship between
EO and network ties in EC SME internationalization will be investigated. Finally, the effect of
EO on internationalization of EC SME via network ties will be investigated. There are relatively
few studies investigating the empirical relationships between EO, network ties, and degree of
internationalization; for EC SMEs, the studies are very rare. Therefore, this study endeavors to
investigate the relationship between EO, network ties, and DOI in EC SMEs.
This research intends to generate answers to the following questions:
1. What is the role of EO in the internationalization of EC SMEs?
2. What types of network ties are utilized by EC SMEs to internationalize?
3. What are the roles of these different types of network ties in EC SME
internationalization?
4. What is the nature of the relationship between EO and different network ties in EC SME
internationalization?
To generate answers to these research questions, SMEs in Turkey—a medium-sized emerging

economy with a unique geographical location at the intersection of Europe, Asia, and Africa—




will be investigated. As SMEs are the backbone of the Turkish economy, their role in the

economy is crucial.

1.3. CONTRIBUTIONS AND POSITIONING OF STUDY

The research domain of this study is at the intersection of the literature on international
entrepreneurship, network view, and firm internationalization. To understand the antecedents
of EC SME internationalization, EO is employed as a driver of EC SME foreign expansion.
Based on the network approach to internationalization, three different types of networks—
social ties of SME owners/managers, industrial, and institutional ties of SMEs—are defined
and employed in the research model. Therefore, the theoretical foundations of this study are
built on EO, network theory, and firm internationalization literature.

This study intends to contribute to the research on entrepreneurship, internationalization,
network ties, emerging market firms, and SMEs. The study aims to contribute to international
business literature with the integration of EO and network theory in the context of emerging
countries.

EO literature originated and was improved in developed countries, and most of the studies
investigating the relationship between EO and the degree of internationalization are from
developed countries. This thesis aims to analyze the effect of EO on internationalization in EC
SMEs and will contribute to the EO research field by responding to the call of Slevin and
Terjesen (2011), Wiklund and Shepherd (2005), and Kemelgor (2002) for increasing the
understanding of EO literature and internationalization implications in the EC context.

In addition, the study aims to contribute to the literature by using a multi-item measurement of
the extent of EC SME internationalization. In this study, the internationalization of EC SMEs
will be analyzed with a multi-item index. This study will thus be one of the first studies that
measures internationalization with a multi-item measurement that analyzes the relationship
between EO, network ties, and internationalization in EC SMEs.

The research will generate implications for practitioners and policy makers so that
internationalization of EC SMEs can be increased. The study aims to provide suggestions to
managers and policy makers in order to increase the internationalization of EC SMEs in

accordance with the findings.

1.4. RESEARCH DESIGN AND THEORETICAL FRAMEWORK
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This research is designed as a quantitative research built on primary cross-sectional survey

data and conducted in three phases. The first step of the research includes a review of the
literature on EO, network ties, and firm internationalization with a particular emphasis on EC
SMEs. In this phase, the research questions and the type of research are clarified. Theoretical
foundations of the study are also clarified, and a research model is developed. Since the aim
of research is to test a set of hypothesized relationships within a theoretical framework, a
cross-sectional research design is employed, and an empirical study is conducted.

In the second phase of this research, the relevant measureé, scales, and the data collection
instrument are developed. The sampling frame of the study, which includes Turkish SMEs
involved in international business, is identified. The questionnaire is tested via a pilot study
including interviews with experts in academia and industry. Primary survey data collected
from 401 Turkish SMEs is analyzed to test the hypothesized relationships in the research
model indicated in Figure 1.1.

The third phase is the discussion of findings to generate answers to the predetermined research
questions, and to highlight the theoretical and managerial contributions of the research.

Figure 1.1: Research Model
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In this section, definitions of the most important concepts are provided in order to understand

the following chapters and discussion. Some of these terms are discussed in detail in subsequent
chapters.

Internationalization

Researchers have variously defined internationalization. The network model of
internationalization defines it as “the development of network relationships with other firms
belonging to a network in a foreign market” (Johanson & Mattsson, 1988, p.303). Those
relationships between firms play roles as bridges facilitating international market entry and
development in different markets (Chetty, Blankenburg, & Holm, 2000; Johanson & Vahlne,
1990). The model assumes that firms can reimburse their limited resources either by founding
new network relationships or developing their position in the existing network (Johanson &
Mattsson, 1988). SMEs lack resources, therefore network relationships are important resources
for firms to cover resource problems and facilitate internationalization (Kontinen & Ojala,
2010). This is the definition that has been adopted for this study.

Small and Medium-sized Enterprises

There is not yet a consensus on the definition of SMEs. According to literature, there are major
differences in the definition of SMEs. Governments, international organizations, and statistical
agencies use different indicators and measures to define SMEs. Therefore, there is not a
universally accepted definition of SMEs.

According to Leopoulos (2006), there is no universally accepted definition of SMEs; country
specific legislation and geographical placement of SMEs creates numerous SME definitions
(OECD, 2002). For example, the definition of SMEs in the United States (USA), European
Union (EU), and China varies (Hall, 2007). SME definition varies according to the international
institution, national law, and industry definitions. To define a universally accepted definition
of SME, there is a necessity of cooperation among international institutions, academicians, and
industry representatives (Nwankwo & Gbadmosi, 2011).

To make an alignment with the EU definition of SMEs, and to minimize the differences in SME
definitions between institutions in Turkey, the Turkish definition of SMEs was revised in 2012.
In 2006, SMEs were defined as firms that have fewer than 250 workers and an annual return of
less than 25 million Turkish Liras. The definition of SMEs was revised again in 2018 and,
according to this last definition, companies that have annual sales of less than 125 million
Turkish Liras will be regarded as SMEs. In this study, SMEs are defined according to the last
revision in Turkey.

Emerging Countries
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There are different definitions of emerging countries (EC) in the literature. An EC is defined

as “economies that have undergone adjustments in structure and reforms, below advanced
markets level, but possessing increased levels of economic capabilities and international
engagements” (World Bank, 2012). According to Hoskisson et al. (2000), an EC constitutes
“low income, rapid growth economies using economic liberalization as their primary engine of
growth.” (Hoskisson et al., 2000, p.249). This definition incorporates the EC definition from
East European Countries, African Countries, Latin American Countries, and Asian Countries.
This definition also incorporates Turkey as an EC.

In this study, the definition of Hoskisson et al. (2000) is used. The research for this study is
located in Turkey as an EC. In addition to EC, some researchers use different concepts
interchangeably such as “emerging markets” and “developing countries.” In this study, EC will
be used to define the context of the research country.

Entrepreneurial Orientation

In early research, an entrepreneurial strategy was defined as new endeavors to find opportunities
to grow the firm (Miller, 1983). Although Mintzberg (1973) and Khandwalla (1987) have
investigated the risk-taking behaviors of firms, entrepreneurial orientation (EO) was first
studied by Miller and Friesen (1982) and Miller (1983). There are different conceptualizations
of EO. Miller (1983) disclosed EO through firm level characteristics. He revealed that “an
entrepreneurial firm is one that engages in product market innovation, undertakes somewhat
risky ventures, and is first to come up with proactive innovations, beating competitors to the
punch” (p.135). Lumpkin and Dess (1996) developed another conceptualization that suggests
EO contains five dimensions: “innovativeness, risk-taking, proactiveness, autonomy, and
competitive aggressiveness” (p.770). n addition, they assert that entrepreneurial dimensions are
context specific, and the dimensions of entrepreneurship may variously take place according to
the context (Venkatraman, 1989).

According to Lumpkin and Dess (1996), “EO refers to the entrepreneurial process that reflects
the methods, practices and decision-making styles managers use to act entrepreneurially”
(p.135). EO has been considered as an “organizational-level behavior” that presents a base for
entrepreneurial activities (Raunch et al., 2009). Most of the studies propose that EO is an
important factor of organizational success and a basis of competitive advantage. Therefore, EO
is important for SMEs in EC in order to gain a competitive advantage and to compensate for
their limited resources and capabilities (Covin & Slevin 1989; Wiklund & Shepherd, 2005).
This study endeavors to answer the call from Wales et al. (2011) and Rauch et al. (2009) for

more EO and business research.



Network Ties

In internationalization literature, there are different categorizations of network relationships.
Some researchers define networks relationships according to the formality of the relationship.
In this category, network relationships are categorized as formal, informal, and intermediary
network relationships. Other researchers divide network relationships into two categories, inter-
organizational and inter-personal network relationships.

According to the study of Kontinen and Ojala (2010), network relationships are important
sources that facilitate internationalization. In particular, network relationships among managers
or entrepreneurs of SMEs with limited resources for internationalization play a very critical role
(Crick & Spence, 2005; Ellis, 2008). There are several studies indicating that network
relationships are a major factor in starting the internationalization process in new markets
(Coviello, 2006; Crick & Spence, 2005). That assumption is consistent with the study of
network models of internationalization (Johansson & Mattson, 1988) stating that network
relationships of firms “act as a bridge to foreign markets” (Kontinen & Ojala, 2010, p.49).
Oparaocha (2015) developed a network typology that divided network ties into three categories.
Social network ties are regarded as “how SME owner-managers develop and/or expand social
capital through individual interactions” (Oparaocha, 2015, p.861). Business network ties can
be described as “comprising dyadic interactions and value chain integrations aimed at optimal
resource advantage” (Oparaocha, 2015, 861). “An institutional network is defined in terms of
the firm’s collaboration with publicly funded formal institutions, such as the ministry of foreign
trade/industry, trade promotion councils, internationalization assistance organizations, research
institutions, credit unions, embassies, chambers of commerce, and national trade delegations™
(p-867). The same definition is used in this study. Network ties will be investigated in the three
categories of social network ties, business network ties, and institutional network ties in
accordance with the study of Oparaocha (2015).

Degree of Internationalization

The DOI of firms had been a vital research topic for many years (Sullivan, 1994; Contractor,
2012). There are many studies in the last decades that endeavor to determine a proper way to
measure the degree of internationalization. In internationalization literature, the DOI of firms
has been conceived in different terms, such as degree of internationalization, export intensity,
geographic diversity, international business intensity, and scale and scope of
internationalization (Sullivan, 1994; Cavussgil & Zou, 1994; Lu & Beamish, 2001; George et
al., 2005; Zahra et al., 2000).




Early studies generally used a single-item approach to measure internationalization, with the
ratio of foreign sales to total sales (FSTS) the most frequently used indicator of the DOI of
firms that confines the contribution of international returns generating activities. Because of the
complexity of internationalization, later researchers used multidimensional indices to measure
degree of internationalization. In this study, we aim to create an index (consisting of different
dimensions of internationalization) to measure different dimensions of internationalization
(Dunning, 1988; Cavusgil & Zou, 1999; Lu & Beamish, 2001; George et al., 2005; Delios &
Beamish, 1999). This diversity depends on the aim of the study and the data availability. It is
necessary to have a credible means to measure the degree of internationalization. In this study,
a multi-item measurement of the DOI will be used that incorporates the ratio of foreign sales to

total sales, foreign employees to total employees, and foreign assets to total assets.

1.6. STRUCTURE OF THESIS

In Chapter Two, a detailed literature review of related fields will be undertaken. In this chapter,
literature relevant to the internationalization of SMEs will be reviewed. The first part of this
chapter will define small and medium-sized enterprises and the context of SMEs in Turkey and
other emerging countries. The theories of SME internationalization will then be reviewed, and
network relationships and their influence on SME internationalization will be discussed.
Entrepreneurial orientation and its effect on SME internationalization will also be examined.
Finally, a literature review of degree of internationalization will be provided.

In Chapter Three, the theoretical foundations of the study are described, and the hypothesized
relationships of the research model are developed. First, the key research fields and theories are
illustrated, and then the conceptual framework of the study is explained. Based on the
conceptual framework, the empirical research results, and reviews of the existing literature,
hypotheses are developed, the research model is built, and the hypotheses developed for this
study are presented.

Chapter Four describes the research methodology of the study and depicts the rationale behind
the choice of research design and research methods. The chapter presents the data collection
process, questionnaire development, the research sample, and the response pattern for the
survey. Finally, it provides the measurements of the variables that are constructed and defines
the analysis method.

Chapter Five provides data preparation and data screening for the quantitative investigation,

explains the descriptive statistics of the sample of Turkish SMEs as an emerging market,
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presents the confirmatory factor analysis that is utilized to analyze construct validity of the
measurements, and analyzes the results of the tested hypotheses.

Chapter Six includes a discussion of the findings and the theoretical and managerial
implications of this study. The study ends with a conclusion that includes the limitations of the

study and further research avenues. The structure of the thesis is illustrated in Figure 1.2.

Figure 1.2: Structure of the Thesis
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2. CHAPTER TWO
LITERATURE REVIEW

2.1. INTRODUCTION

In this chapter, literature related to the internationalization of small and medium-sized
enterprises (SMEs) will be reviewed. In the first part of this chapter, the definition of small and
medium-sized enterprises and the context of SMEs in Turkey and other emerging countries
(EC) will be given. The theories of SME internationalization will then be reviewed, and network
relationships and their influence on SME internationalization will be discussed. Entrepreneurial
orientation and its effect on SME internationalization will also be reviewed. Finally, a review

of the degree of internationalization will be presented.

2.2. SMALL AND MEDIUM-SIZED ENTERPRISES (SMEs)

In this part of the literature review, the definition of SMEs, their role in the economy, and some
of the research studies about internationalization of SMEs will be reviewed. Small and medium-
sized enterprises play a crucial role in the world economy. They are the main source of
employment, innovation, and entrepreneurial capabilities. In EU countries alone, there are 23
million SMEs that provide nearly 75 million jobs and correspond to 99% of all enterprises
(Leopoulos, 2006).

2.2.1. SME Definition:

According to Leopoulos (2006), there is no universally accepted definition of SMEs. Rather,
country specific legislation and geographical placement of SMEs creates numerous SME
definitions (OECD, 2002). For example, in the USA, firms are accepted as SMEs if they have
less than 500 employees; in some industries, the number of employees can increase to 1,500
(European Commission, 2016). The EU definition includes firms as SMEs if they have less
than 250 employees (European Commission, 2005). In addition, balance sheet and annual
turnover are important determinants for the definition of SMEs in EU countries. The EU
definition also categorizes firms as medium (50-249 employees), small (10-49 employees), and
micro-sized (less than ten employees). The definition of SMEs varies in other parts of the world
as well. In China, for example, firms regarded as SMEs can have up to 2,000 employees in

industrial sectors and 3,000 employees in the construction sector (Hall, 2007).
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There are three aspects of the differences in SME definitions. The SME definition varies

according to international institutions, national law, and industry definitions. To define a
universally accepted definition of SME, there is a necessity of cooperation among international
institutions, academicians, and industry representatives (Nwankwo & Gbadmosi, 2011).

The Bolton Report (1971) was one of the first studies that tried to define SMEs. According to
this report, “there are two approaches to the definition: quantitative approach and qualitative
approach. Academics, policymakers, international institutions and statistical agencies may
apply qualitative criteria in defining SMEs” (Carter et al., 2006, p.572).

European Commission defines “the criterion of the number of staff is the main criterion,
however, introducing a financial criterion is nonetheless a necessary adjunct in order to grasp
the real scale and performance of an enterprise and its position compared to its competitors”
(European Commission, 2005, p.7). The European Commission uses three items to define
SMEs: “number of employees, annual turnover, and balance sheet” (p.8). Finding the criteria
of the employee number is obligatory; on the other hand, financial criteria depend on the choice
of the enterprise. A new definition of SMEs from the European Commission was initiated in
2005. According to that definition, firms are regarded as micro-sized if their annual turnover is
less than 2 million Euros and they have fewer than 10 employees; as small-sized if their annual
turnover is between 2 and 10 million Euros and the number of employees is between 10 and
50: and as medium-sized if their annual turnover is between 10 and 50 million Euros with the
number of employees between 50 and 250 (European Commission, 2005).

The World Bank employs three criteria to define SMEs: “number of employees, total assets in
U.S. dollars and annual sales in U.S. dollars”. According to this definition, “a business must
meet the quantitative criteria of number of employees and at least one financial criterion to be
categorized as micro, small or medium business” (European Commission, 2005, p.8). Firms are
regarded as micro-sized if their annual turnover is less than 100.000 USD with fewer than 10
employees; as small-sized if their annual turnover is between 100.000 USD and 2 million USD
with employees between 10 and 50; as medium-sized if their annual turnover is between 3 and
15 million Euros with employees between 50 and 300 (European Commission, 2005).

As can be seen above, there are differences in the definition of SMEs. Different institutions
variously use both numbers and criteria to define SMEs. The World Bank conducted research
to see how countries define SMEs. According to the research, 46 of 132 countries define SMEs
“as businesses with fewer than 250 employees” (Kushir et al., 2010). However, there are

differences in the definition of SMEs according to country.
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There are also some researchers who use qualitative criteria to distinguish SMEs from larger

firms. Stokes and Wilson (2010) pointed out that that there are three important characteristics
of SMEs: “management of firm by its owner(s) in a personalized manner; relatively small share
of the market in economic terms; independence in the sense that it does not form part of a larger
enterprise and is relatively free from outside control in its principal decisions” (p.95).
According to literature, there are thus important differences in the definition of SMEs.
Governments, international organizations, and statistical agencies use different indicators and
measures to define SMEs. Therefore, there is not a collectively accepted definition of SMEs.
Researchers face challenges with data accessibility when studying SMEs. Large firms have
information departments to arrange annual statistics and reports, but small firms generally do
not have departments for arranging annual statistics. Nor do they have the managerial
capabilities and human resources to accumulate those kinds of information and reports.
Moreover, it is difficult to convince SMEs to participate in studies and obtain data from their

websites because of limited information and lack of foreign languages.

2.2.2. SMEs in Turkey

There are differences in SME definitions between institutions in Turkey, and differences in
definitions between Turkey and the EU. To align with the EU definition of SMEs, and to
minimize the differences of SME definitions between institutions in Turkey, the Turkish
definition of SMESs was revised in 2012. In 2006, SMEs were defined as firms that have fewer
than 250 workers and an annual return of less than 25 million Turkish Liras. In 2012, the
definition was revised and, according to the new definition stated in the Official Gazette, SMEs
are firms with fewer than 250 workers and an annual return less than 40 million Turkish Liras.
The definition of SMEs was revised again in 2018 and, according to that definition, companies
with annual sales of less than 125 million Turkish Liras will be regarded as SMEs.

SMEs are of crucial importance in the Turkish economy; according to statistics from 2013,
nearly 2.7 million SMEs were active in industry and service sectors in Turkey. TUIK (2015)
indicates, “SMEs constitutes 99.8% of total number of enterprises, 74.2% of employment,
54.7% of wages and salaries, 63.8% of turnover, 52.8% of value added at factor cost and 53.3%
of gross investment in tangible goods” ((TUIK, 2015, p.42). In 2015, 99.8% of enterprises were
SMESs and those firms employed 74.2% of the labor force (TUIK, 2015).

Regarding industrial classifications, SMEs are mostly active in the trade sector: “39.9% of

SMEs were active in wholesale and retail trade, repair of motor vehicles and motorcycles;
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15.7% were active in transportation and storage; 12.6% were active in manufacturing industry”
((TUIK, 2015, p.42). According to indications of TUIK (2015) “with regards to size category,
61.4% of SMEs with 1-19 persons employed worked with low technology, 30.2% of SMEs

worked with medium-low technology and 8.2% of SMEs worked with medium-high
technology. While in SMEs with 2049 persons employed the shares in same technology levels
were respectively 54.3%, 27.7% and 17.1%; in SMEs with 50-249 persons employed the shares
were 50.4%, 30.5% and 17.6%. It was seen in three size classes, more than half of employment
was low technology SMEs” (p.43).

According to external trade statistics, 56.4% of exports and 37.8% of imports were made by
SMEs in 2014. Research and development expenditures (R&D) were 17.6 billion in 2014 and
SMEs performed 17.4% of that R&D expenditure. In addition, according to the results of
innovation surveys analyzing data between 2012 and 2014, 50.8% of SMEs were regarded as
innovative firms (TUIK, 2015).

As can be seen from the statistics, SMEs play a crucial role in the Turkish economy as well as
in the world economy. They are the main source of employment, innovation, and
entrepreneurial capabilities. However, research about EC SME:s is not extensive enough. It is

thus important and necessary to investigate the factors of SME internationalization.

2.3. INTERNATIONALIZATION

The main aim of internationalization theories is to clarify why and how firms involve
themselves in international activities. There are different approaches and theories that explain
the internationalization behavior of firms. The economic school, the behavior school, and the
network theory of internationalization are the mainstream of internationalization theories
(Coviello & McAuley, 1999; Andersson, 2006). These and other theories will be reviewed in
this chapter.

Economic theories of internationalization are primarily studied for larger corporations as they
are more appropriate for big companies. The production of big multinational companies may
be explained by Eclectic paradigm, but it is not enough to explain behavioral aspects of
internationalization (Ruzzier et al., 2006). Eclectic theory is the prevailing theory in economic
theories of internationalization. This theory combines location, monopolistic competition, and
transaction cost theories (Johanson & Vahlne, 1990). The study of Dunning (1980) is the best-

known theory in eclectic paradigms. According to his study, foreign direct investment decisions
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are taken according to ownership advantages, location advantages, and internationalization

advantages.

The behavioral school includes incremental stage models and innovation-related models
(Johanson & Paul, 1975; Bilkey & Tesar 1977, Johanson & Vahlne, 1977). International
entrepreneurship theory also tries to explain the internationalization behavior of firms, but not
incrementally in a short period of time (three years). This theory will be reviewed apart from
behavioral theories (McDougal & Oviatt, 1994).

Network theory of internationalization is derived from behavioral theories. Those theories have
similar roots; however, network theories expanded enough to be classified as separate theories.
There are thus several different theories that endeavor to explain the internationalization of
firms. In the next part of the literature review, economic theories will be reviewed, then
behavioral theories, including the incremental stage theories and the innovation model of
internationalization. After that, the network theory of internationalization, which is an extension
of the incremental theory, will be discussed. Finally, the resource-based view, the international

entrepreneurship theory, and the rapid internationalization views will be reviewed.

2.4. MAINSTREAM THEORETICAL PERSPECTIVES ON
INTERNATIONALIZATION OF MULTINATIONAL CORPORATIONS

Internationalization of multinational corporations (MNCs) are analyzed by economic theories
of internationalization, such as internalization theory, transaction cost theory, eclectic
paradigm, and monopolistic advantage theory. Since multinational corporations are not in the

scope of this study, those mainstream theories will be but briefly reviewed.

2.4.1. Internalization Theory

This theory endeavors to explain internationalization as an effort to reduce transaction costs
while increasing commitments to international markets. This theory was conceptualized by
Buckley and Casson (1976). Internalization theory is closely related to transaction cost
economics studied by Coase in 1937. The main point of the analysis depends on the exchange
between different agents of production by considering the transaction costs of the exchange. If
the cost of production is lower internally, companies should make transactions internally;
however, if the transaction cost of production is lower in external markets, firms will choose to
make production externally (Buckley & Casson, 1976). The internalization is based on benefits

and costs to the firm.
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Briefly, internalization theory states that: “(1) Firms choose the least cost location for each
activity they perform; and (2) firms grow by internalizing markets up to the point where the
benefits of further internalization are outweighed by the costs™ (Buckley, 1983, p.126).

The main point of this theory is that a firm will continue to develop its internal transactions
until those transactions are cheaper in outside markets. A firm can internalize three typical
foreign activities: exporting, foreign direct investment, and licensing (Rugman, 1980; Buckley
& Casson, 1998).

In conclusion, it can be said that internalization theory states that firms will choose to operate
in ways that will minimize transaction costs. As Buckley (1988) states, “firms choose the least
cost location for each activity they perform, and that firms grow by internalizing markets up to
the point where benefits of further internalization are outweighed by costs” (p.126).

2.4.2. The Transaction Cost Approach to Internationalization

Another economic theory of internationalization is the transaction cost approach. This approach
is very similar to the internalization theory; the only difference between these theories is the
unit of analysis. In internalization theory, the unit of analysis is the international markets and
the firm, while in the transaction cost approach, the unit of analysis is transactions (Gilroy,
1993).

According to Williamson (1985), who developed transaction cost theory, there are three means
that firms use to manage their transactions:” market contracting (no integration), transactions
that are internalized within the organization (full integration), and transactions that are between
full integration and no integration”. The most efficient of these is the one that minimizes
transaction costs according to the type of transaction.

Some researchers use the transaction cost theory to understand why multinational companies
choose different kinds of entry modes in foreign markets. According to this research, there are
several conditions that affect a firm’s choice, such as “transaction-specific assets”, “external

uncertainty,” “internal uncertainty,”  “free-riding potential,” “cost of international

coordination,” “cost of adaptation, performance, evaluation, and safeguarding,” “cost of
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making contract,” “cost of competitive market,” “cost of managing relationships,” and “cost
of finding, negotiating and monitoring” ((Ruzzier et al., 2006, p.482).

2.4.3. The Monopolistic Advantage Theory

This theory states that a multinational firm initiates and operates in the international market
because of its critical sources that bring competitive advantages to the firm over other foreign

firms in the market (Caves, 1971). According to this theory, the motivation for multinational
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firms to be international is to utilize their monopolistic advantages such as brand value,

manufacturing ability, superior management skills, superior manufacturing process, and
differentiated products in other markets (Hymer, 1976). Those advantages are not easy to copy
by other firms because of high development costs and necessary tacit knowledge (Ruzzier et
al., 2006).

The monopolistic advantage theory proposes that those advantages are important to have
sustainable advantages in foreign markets. Those advantages need to provide two
circumstances: they have to bring superior advantages over competitors both in domestic
markets and foreign markets; and they might be transferable from domestic markets to

international markets (Lall, 1980).

2.4.4. The Eclectic Paradigm

The eclectic paradigm is one of the most studied approaches in economic theories of
internationalization. Eclectic paradigms have been studied by many researchers, although
Dunning’s studies are the best known (Dunning 1980, 1988, 1993). His studies are called
Dunning’s eclectic paradigm or OLI paradigm. According to his studies, there are three factors
that verify the international decisions of multinational firms: ownership (O), location (L), and
internationalization (I) advantages (Rugman, 2010). OLI paradigm tries to explain external
foreign direct investment. According to the OLI paradigm, multinational firms organize
production capacities in another market based on ownership, location and internationalization
factors. This theory states that multinational firms build up competitive ownership advantages
and then convey these advantages abroad to other countries through foreign investment
(Rugman, 2010). Transferring ownership advantages to another country lets multinational firms
internationalize ownership advantages.

Dunning aims to examine the “why and where” of the multinational firm’s decision regarding
ownership, location, and internalization advantages (OLI model). Ownership advantages are
the unique features of firms that make them more competitive than others. These features enable
them to take advantage in foreign market investments. Ownership advantages can be easily
relocated in the case of internalization. Location advantages are country specific advantages,
and foreign investors aim to invest in countries with location advantages. Internationalization
advantages are the benefits that draw from internal markets and that enable firms to bypass

external markets and the costs associated with them. Firms benefit from internationalization
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advantages when the cost of exporting is higher than the establishment of a production facility
in a foreign market.

It can be said that the eclectic paradigm is a synthesis of economic theories of
internationalization. Dunning (1988) states that three conditions should be considered in
making foreign investment decisions:

1. “The firm must have ownership-specific advantages (O) vi's-a-vis other competitors of
other nationalities in the market it serves™;

2. “The firm must have benefits from internalizing the use of resources in which an (O)
advantage exists rather than from selling them. These advantages are the internalization
advantages (I)”;

3. “The global interest of the firm is served by creating (O) advantages in a particular
foreign location, assuming that (O) and (I) conditions are satisfied. This will confer the
firm an (L) advantage”. (p.18)

4. “Dunning’s eclectic paradigm supports multinational firms in analyzing market
advantages, both at the firm level and the international level. By using OLI theory,
multinational firms may be able to predict the countries or regions where they can
generate higher profitability or lower their production cost” (Dunning 1993; Ietto-
Gilles, 1992).

In this part of the literature review chapter, emphasis will be on the theories or approaches that
are used to explain behavioral aspects of internationalization and to explain internationalization
of SMEs (Ruzzier et al., 2006).
Even though there are different theories and approaches for SME internationalization, there is
not one comprehensive theory or model that fully captures SME internationalization. Therefore,
it is necessary to study those theories and models integrated (Coviello & McAuley, 1999). The
theories that will be reviewed in this part are behavioral theories including stage models of
internationalization and innovation-related models, the network theory of internationalization,
the resource-based view, the international entrepreneurship view, international new ventures,
and born-globals (Aharoni, 1966; Johanson & Vahlne, 1977; Coviello & McAuley, 1999)

2.5. THEORATICAL PERSPECTIVES ON SME INTERNATIONALIZATION

2.5.1. Incremental Internationalization Models

Because of the static nature of economic theories that endeavor to explain internationalization
of SMEs, a shift began in the internationalization field. The new trends in the studies of

internationalization are based on behavioral theory, which has a more dynamic view and
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considers internationalization as a process (Cyert & March, 1963). The development of the
behavioral school is based on a study by Aharoni (1966) that examined the international
investment decision processes of multinational enterprises. His study is considered one of the
first and key studies in this area ((Ruzzier et al., 2006).

According to Aharoni (1966), the elements in any decision process consist of the following
steps: “First, any one choice made in the organization depends on the social system in which
the process takes place; second, the process, although not each one of the decisions from which
it is composed, takes a long time; third, decisions are made under uncertainty; fourth,
organizations have goals; and finally, there are many constraints or the freedom of action of the
decision-maker to be reckoned with”. (p.14)

The behavioral approach is also named the process approach, and this approach has its base in
organizational theory. In the behavioral approach, economic man is replaced with behavioral
man, and this approach is considered as behavior-oriented (Andersen, 2000).

International experience and organizational knowledge are important aspects of the behavioral
approach. The internationalization process is considered as a sequence of steps in which firms
gain knowledge and experience about foreign markets through incremental commitment of
resources and “learning by doing” (Seifert & Machado, 2007). The focus is on the knowledge
and experience of key decision makers or a decision-making unit.

There are different models and theories following the behavioral approach that have been used
to study the internationalization process of firms. The best known among those models and
theories are the learning models of internationalization (the Uppsala model) and the innovation-
related internationalization models. Those models will be reviewed and discussed next.
Learning Model of Internationalization

These models of internationalization are grounded on the behavioral school of management,
and they aim to explain the activities of firms according to their constraints and behaviors. The
first studies (Johanson & Paul, 1975; Johanson & Vahlne, 1977, 1980) comprised SMEs as the
analysis unit as well as MNCs. “Incremental nature of learning theories™ of internationalization
can better explain the internationalization of SMEs than economic theories (Ruzzier et al.,
2006).

According to incremental stage models, internationalization of firms occurs in incremental
stages after they have impoverished domestic market opportunities. Firms first obtain
experience in local markets, then they gradually enter foreign markets. They start from closer

countries (culturally and/or geographically) and move to those farther away. There are different
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models that explain the internationalization of firms incrementally, but the most well-known is
the Uppsala model (U-model).
The Uppsala model of internationalization, or the process model of internationalization, has its
theoretical grounding in Aharoni’s study of foreign investment decision processes and Penro’s
research on growth of firms (Aharoni, 1966; Penrose, 1959). The studies of Johansson and
Wiedersheim-Paul (1975) and Johansson and Vahlne (1977, 1990) are the fundamental research
studies of the Uppsala model.
The Uppsala model of internationalization describes how firms incrementally expand their
international activities (Johansson & Vahlne, 1977; Johansson & Wiedersheim-Paul, 1975).
According to this model, internationalization is a process in which firms progress in sequential
steps with involvement in foreign markets that occurs as a result of knowledge and learning.
Firms gradually obtain, integrate, and utilize knowledge about new markets and operations.
Having that knowledge, firms are supposed to enhance their commitment to foreign markets
(Johansson & Vahlne, 1977).
According to Oviatt and McDougall (1997), the process model of internationalization is
considered more general and is more appropriate to a wider range of business sizes and
international activities. The model assumes that the main constraint of firms in entering a
foreign market and the development of international activities is lack of knowledge about the
target market (Johansson & Vahlne, 1977).
Johansson and Vahlne, (1977) state that firms progress their internationalization from low
psychically distant markets to high psychically distant markets. The logic behind this is that it
is easier to understand and develop operations in close countries than in far countries. Psychic
distance is defined by Johansson and Wiershiem-Paul (1975) as “factors preventing or
disturbing the flow of information between firm and market; examples of preventing factors
are differences in political systems, culture, language, level of industrial development, and
education” (p.312). In addition to the internationalization process of firms, the model also
identifies the mode of entry of firms into foreign markets.
The stages of internationalization start with exporting, and progress to the final stage of
establishing the firm’s own production facilities in a foreign market based on higher knowledge
and growing commitment to direct investment. According to Johnson and Wiedersheim-Paul
(1975) the theory explains internationalization in four sequential stages:

1. “No regular export;

2. Export through independent subsidiaries;

3. Establishing a subsidiary in the foreign market; and
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4. Founding production facilities”. (p.316)
According to this stage model, the main factor that explains the internationalization behavior
of firms and decision-making processes is incremental learning at the firm level (Anderson,
2000).
Firm activities in a foreign country are expected to begin through indirect methods in Stages 1
and 2 that do not require ownership of a facility in the target market. However, as knowledge
of the target market increases, direct entry modes can be found as seen in Stages 3 and 4.
The model focuses on “the development of the individual firm and particularly on its gradual
acquisition, integration, and use of knowledge about foreign markets and operations and on its
successively increasing commitments to foreign market” (Johnson & Vahlne, 1977, p.24).
Johanson and Vahlne (1977) improved the previous version of the Uppsala model in order to
clarify the incremental nature of the internationalization of enterprises. According to the refined
model, there are two aspects to the process of internationalization of firms. They are static
aspects and change aspects. Market commitments and knowledge about target markets and
operations are the static aspects, while commitments, decisions, and current activities are the
change aspects of internationalization (Anderson, 1993). Johnson and Vahlne (1977) state that
“the basic assumption of the model is the lack of such knowledge that is an important obstacle
to the development of international operations and that necessary knowledge can be acquired
mainly through operations abroad” (p.26). Johansson and Vahlne (1977) have developed a
model that explains the process of internationalization of firms. Consequently, firm
internationalization is regarded as a process of increasing international involvement of firms by
means of a learning process (Ruzzier et al., 2006).
In conclusion, according to the learning model, firms gradually obtain knowledge from the
foreign market, and that knowledge increases foreign market commitment. The growing
knowledge and experience about international markets reduces transaction costs and perceived
risk, thereby increasing the commitment to foreign markets.
There are some limitations and criticisms with respect to the learning model. One of the main
criticisms is that the learning model of internationalization states that firms become
international incrementally and slowly. However, there are some firms that very rapidly become
international or are international from their inception (Oviatt & McDougall, 1994, Knight &
Cavusgil, 2004). Another criticism is that the Uppsala model of internationalization is too
deterministic. According to stage theory, firms have to follow stages to become international,
although they may skip some of the stages (Reid, 1983). In addition, some researchers state that

this model is not a proper model to explain internationalization of service firms.

21




Innovation Related Internationalization Model (I-model)

The other behavioral model that explains the incremental internationalization of firms is the
innovation-related model. This model developed in North America at the beginning of the
1980s. The model considers the internationalization process as an “innovation-adoption cycle”
or “learning curve” (Reid, 1981).
The innovation-related model (I-model) developed on the basis of learning theories (Uppsala
model). Both models explained internationalization in incremental stages. The main focus of
the I-model is the export development process of SMEs.
There are a number of studies that identify internationalization related with the I-model.
However, the studies of Bikley and Tesar (1977), Cavusgil (1980), Reid (1981), and Czinkota
(1981) are the best-known studies among those models of internationalization. Leonidou and
Katsikeas (1996) propose that the model can be summarized in the phases of I-models:
1. “Pre-engagement-Firms only interested in the national market; firms seriously planning
to export; firms that have already exported but not regularly.
2. The initial phase —Firms engaging in irregular ways in export while having the
potential to extend their activities abroad.
3. The advanced phase —Firms exporting regularly with experience extended abroad;
firms considering other forms of engagement in international activities”(p.92).
Researchers using this model aim to discover the triggers of the internationalization process.
There are some common points and differences between those studies; the empirical results of
those studies have different results. For example, Cavusgil (1980) found internal factors as
triggers, while some other studies (Axinn, 1988) propose external factors or the role of the
entrepreneur as the main triggers of the internationalization of firms.
Andersen (1993) undertook a comprehensive review of the literature of I-models. He concluded
that the models are close to each other, but there are differences in terms of the number of stages
of internationalization and the terminology used in the models. There are different numbers of
stages of the internationalization process; however, these models mainly concentrate on the
learning sequence relating to innovation and internationalization decisions (Andersen, 1993)
According to Anderson’s (1993) review, [-models, other than Cavusgil’s model, examined
exporting as the entry mode to foreign markets. Cavusgil (1980) studied more complex and
advanced modes of entry. His model claimed that managerial characteristics and firm specific
factors are the most influential factors in the internationalization of firms. Reid (1981)
considered internationalization as an “innovation adoption process” (p.216). He claimed that

there should be a necessary managerial approach to exporting in order to succeed in the
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internationalization process. Bilkey and Tesar (1977) stated that the internationalization
(export) process has been founded on the increasing involvement of firms in internationalization
of psychically close markets.
As with the Uppsala models, the innovation models consider firm internationalization as a
process. However, while Uppsala models focus on learning theory, the I-models describe
internationalization as a “step by step” development. Each stage (step) has more involvement
and/or experience than the earlier stages. Some of the main contributions of innovation-related
models are the explanations of how the internationalization process begins, and the role of firm-
specific factors including decision makers on the internationalization process (Andersen, 1993).
I-models consider the internationalization process is itself an innovation for firms. The logic
behind this is that changing a domestic firm to an international enterprise needs an innovative
change. Firms should change and improve their network ties, organizational capabilities,
routines, and skills to provide for the demand of foreign markets. The internationalization
process becomes incremental and slow because it is a time consuming and challenging process
for a domestic firm to change organizational routines, to establish new skills and capabilities,
and to internalize new resources (Andersen, 1993).
There are some criticisms of I-models as well. First, the model is regarded as too deterministic;
researchers state that firms may skip some steps, but the models claim that the process can be
completed only incrementally (Andersen, 1993). Second, Andersen points out that the
demarcation between stages is not well established. Finally, such models have mainly studied
high technology companies; there is a need for research on other firms as well (Bell, 1995).
According to Ruzzier et al., (2006) stage models (U-models and I-models have some common
points. Both types focus on small firms in order to explain the international activities and the
development of the internationalization process. The core idea of both models is the incremental
nature of the internationalization process of companies, particularly SMEs.

Both stage models can appropriately be considered as behaviorally oriented. According
to research studies, the gradual pattern of internationalization of firms points to two reasons:
firms have lack of knowledge, particularly experiential knowledge; and there is an uncertainty

with the firm’s decision to internationalize (Andersen, 1993).

2.5.2. Rapid Internationalization Models

Studies on SME internationalization were initiated in the 1970s in Nordic Countries with

researchers such as Johansson and Vahlne (1977) and Cavusgil (1980) developing stage
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models. Stage models claim that companies complete their internationalization process

incrementally from psychically close to far markets. However, beginning in the 1990s, stage
models have been criticized because they do not explain the internationalization of some SMEs.
Oviatt and McDougall (1994) stated that some companies can be internationalized more rapidly
than the incremental stage models assume.

Rapid internationalization models developed because of the evidence that many companies do
not follow the incremental patterns of stage models in their internationalization process. The
rapid internationalization models state that enterprises begin their international activities from
their birth (McKinsey et al., 1993; Oviatt et al., 1994; Bell, 1995). This view is related to many
other concepts such as High Technology Start-ups (Jolly, Alahunta, & Jeanet, 1992), Born
Globals (Rennie, 1993), Global Start-ups (McDougall et al., 1994), International New Ventures
(Oviatt et al., 1994), Born International, Instant Internationals (Preece et al., 1999), and Virtual
Instant Global Entrepreneurs (Katz et al., 2003).

Stage theories have made considerable contributions to understanding the internationalization
process, but they are not enough to explain the behaviors of some types of firms. Knowledge
intensity is a crucial factor for firms to gain competitive advantage; therefore, firms in high
technology industries or knowledge-based industries can internationalize without following
some of the stages (Bell et al., 2004).

The rapid internationalization models are determined by the scope, the speed of
internationalization, and the total turnover of firms. International New Ventures or Born
Globals are assumed to gain at least 25% of international sales in total sales and to initiate
international activities within three years after their foundation (Rasmussen, 2007). Oviatt and
McDougall (2005) state there are four main elements of rapid internationalization of firms. The
first one is the country scope, which can be defined as the number of countries the firms enter.
Second is the time between foundation of the firm and its initial international activity.
International commitment is the last element, which can be defined as the increase in
international revenues in a particular time period.

Although there are many forms of rapid internationalization models, the best known are
International New Ventures and Born Global (Hammoudi, 2005). Those two concepts will be
discussed in the next part.

International New Ventures

Oviatt et al. (1994) define an international new venture (INV) “as a business organization that,
from inception, seeks to derive significant competitive advantage from the use of resources and

the sales of outputs in multiple countries” (Oviatt et al., 1994, p.52). This model combines
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internationalization theories, market imperfections, and transaction cost analysis. It states that

sustainable new ventures need four elements:
“Element 1: Internationalization of some fransactions that define how the firm
internalizes some transactions due to lack of resources;
Element 2: Alternative governance structures where the new ventures are distinguished
from established firms because abundant resources are available. In monitoring vital
resources, the firms may go hybrid structures rather than taking an internal handling
approach;
Element 3: Foreign location advantage refers to the cross-border movement of firm
economic transactions where the INVs find advantages to relocate transferable
resources. This moves the INVs one-step higher from new ventures. At this stage, the
INVs are perceived to possess unique resources, providing a competitive advantage to
operating in foreign markets; and
Element 4: Unique resources such as excellent and diverse knowledge are created; this
creates sustainable competitive advantage” (p.56).
McDougall et al. (1994) reviewed the literature about INVs and concluded that the mainstream
theories (monopolistic advantage theory, internalization theory, and stage theory of
internationalization) are not enough to clarify the internationalization process of INVs. Since
these theories state that the internationalization process occurs over the long term, they are not
able to explain the internationalization process of INVs. The focus of those theories is mostly
firm level and they do not investigate the effect of individual and network relations. Social
capital is regarded as a prerequisite of international expansion and helps researchers to
understand rapid internationalization of firms (Coviello & Munro, 1997). In addition, firms may
benefit from their network relations in order to overcome resource limitations and to help in
obtaining experiential knowledge.
Spienza and Almedia (1996) pointed out that having specific advantages, knowledge, and
experience may play a crucial role in early and rapid internationalization of firms. Network
theory of internationalization also contributes to understanding the early and rapid
internationalization of firms. This theory states that the network relations of firms may
accelerate the internationalization of small firms.
Born Globals
The first academic study on “born global firms™” was prepared by Cavusgil (1994), in which he
stated that there is a new type of Export Company. He used an Australian report study to

interpret this new kind of Export Company. He stated that: “There is emerging in Australia a
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new breed of exporting companies, which contribute substantially to the nation’s export capital.
The emergence of these exporters though not unique to the Australian economy, reflect two
fundamental phenomena of 1990s: First, ‘small is beautiful’; and second, gradual
internationalization is dead” (Cavusgil, 1994, p.4).

Some common characteristics of born global firms in the literature were identified by Knight
& Cavusgil (1996): (1) they have global vision and strategy; (2) they are mostly small and
technology-oriented firms; (3) they generally become international companies in three years;
and (4) they have at least 25% of international sales (Oviatt & McDougall, 1994; Knight &
Cavusgil, 1996). With regard to these characteristics, different scholars have developed
different definitions of born global firms.

According to Gabrielsson (2005), born global have similar characteristics with INVs because
they mostly exist in high technology and knowledge-based industries. Knight and Cavusgil
(2004) describe born global as “business organizations that, from or near their founding, seeks
superior international business performance from application of knowledge-based resources to
the sale of outputs in multiple countries” (Knight & Cavusgil, 2004, p.136).

Some researchers state that there are two important reasons that clarify the early adoption of
internationalization by born global. They are technological improvements in communication
and information technologies, and globalization of markets (Moen & Servais, 2002; Rennie,
1993; Knight & Cavusgil, 2004). The barriers for the global-born have decreased through
globalization of homogenous products, while improvements in communication technologies,
such as the internet, have reduced the risks and costs of global-born to enter into international
markets.

In conclusion, the born global view of internationalization states that the internationalization
process does not happen for some firms; rather, those firms internalize from their inception.
Some of those firms do not even have sales operations in their home market (Oviat &

McDougall, 1994).

2.5.3. Network Approach to Internationalization

The network model of internationalization is another approach that aims to explain
internationalization of firms, especially SMEs. According to this model, firms consider
“networks” as the beginning point of internationalization. Companies utilize networks to obtain
necessary knowledge for the internationalization process. In this model, firms aim to benefit

from the “experiential knowledge” of networks (Johanson & Vahlne, 1977).
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The network model of internationalization was initiated at the end of the 1980s in the study of

Johanson and Mattsson (1988), as it was obvious that many firms used their networks for
international activities. The main difference between stage theories and the network model is
that stage theories aim to explain internationalization as incremental stages, while the network
models do not consider internationalization as a gradual process. In addition, the network model
does not mention psychic distance to explain internationalization. This model frames
internationalization as a product of relationships (Johanson & Vahlne, 2003). Johanson and
Mattsson (1988) state firms need resources gained by other firms and may have access to these
resources by establishing relationships or improving their position in the network (Johanson &
Mattsson, 1988, 1992; Johanson & Vahlne, 2003).

The network model of internationalization defines internationalization as “the development of
network relationships with other firms belonging to a network in a foreign market” (Johanson
& Mattsson, 1988, p.318). Those relationships between firms play a role as bridges facilitating
international market entry and development in different markets (Chetty & Blankenburg Holm,
2000; Johanson & Vahlne, 1990). The model assumes that firms can reimburse their limited
resources either by founding new network relationships or developing their position in an
existing network (Johanson & Mattsson, 1988). SMEs lack resources, therefore network
relationships are important for firms to cover resource problems and facilitate
internationalization (Kontinen & Ojala, 2010).

Network theories have their basis in learning theories, especially from the Uppsala model.
Johanson and Mattson (1988) introduced the network model of internationalization in the 1980s
when it was obvious that firms utilized networks to recognize international opportunities and
to develop international activities. Johanson and Mattson (1988) claim that internationalization
is associated with establishing network ties with other firms which belong to a network in
another country. Those network relations play a role as bridges to foreign market entry
(Johanson & Vahlne, 1990).

Johanson and Vahlne (1990) continued to study the internationalization process model by
implementing network perspective. According to their extended model, firms make investments
in networks, which may provide new opportunities for the firm. Firms may have the potential
to penetrate new markets by maintaining their positions and improving their resource
commitments in their networks. Firms can integrate foreign networks with the coordination of
the members of their network. The relationship between those firms can be considered as

networks and firms internationalize because of those relationships (Ruzzier et al., 2006).
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This model aims to explain internationalization of firms by regarding the environment as a

market and business network. According to the model, firms have been embedded in a network,
and their level of internationalization is closely related to their position in the network and/or
their relations with the members of that network. Johansson and Mattson (1988) describe
internationalization as an “evolutionary process” which has three stages:

e “Market Expansion: Finding a new position in a new market as a network;

e Market Penetration: Improving existing position and increasing resource commitment

to the network; and
e Market Integration: Improving harmony between different positions in the market”
(p.481).

Incremental learning and the improvement of market knowledge are primarily emphasized in
the model of Johanson and Vahlne (1993). Firms are able to gain gradual learning and market
knowledge by interacting within networks. The situation of the firm can be seen both from a
macro (firm to network) or a micro (firm to firm) perspective. In a micro perspective, both
competitive and reciprocal relationships make very important contributions to the
internationalization of firms. There is thus interdependency between firms through cooperation
and competition. A macro perspective includes both direct and indirect relations. Direct
relations refer to the relations of firms within the network, whereas indirect relations refer to
the relations of firms that are not in the network (Ruzzier et al., 2006).
According to Johansson and Mattson (1988), one of the main factors of firm internationalization
is the position of the firm in the network. There are two elements that define the position of the
firm: “Degree of internationalization of the firm and the degree of internationalization of the
network (market)” (Johansson & Vahlne, 1990, p.52) It can be said that the position of a firm
depends on both macro (firms to network) and micro (firm to firm) perspectives. Johansson and
Mattson (1988) classified four positions in the network by combining the macro and micro
perspectives. Covering two elements, the network model of internationalization expands the
process model of internationalization by allocating mutual influences on the decision-making
of firms (Johanson & Mattson, 1988; Johanson & Vahlne, 1990). The positions are: “early
starter, lonely international, late starter, and international among others”.
Early starter
In this category, firms do not have enough knowledge about internationalization and are not
able to use their relationships to obtain the necessary knowledge. Both the firm and its
environment (competitors, suppliers, and cooperators) do not have enough knowledge and

experience to access foreign markets. Therefore, firms have few and unimportant relationships
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with firms in foreign markets (Johansson & Mattson, 1988). Firms may use agents to cover

their lack of knowledge after they acquire essential knowledge and investment from their agents
about their agent they may initiate to internationalize in the foreign market by distributers or
customers (Chetty & Holm, 2000).

Lonely international

In this category, the environment of the firm does not offer enough knowledge and experience
of internationalization, although the firm itself has enough knowledge and experience to
facilitate international activities. This kind of firm has a superior position as compared to its
competitors since it has the ability to enter into international markets (Johansson & Vahlne,
1993). This firm has essential experience and knowledge in foreign markets and it is the only
company which may be able to internationalize its market (Chetty & Holm, 2000).

The late starter

In this case, the environment of the firm has experience and knowledge of internationalization,
but the firm does not have the necessary knowledge to access international markets. This kind
of firm has relationships with foreign markets through their environment. The position of this
type of firm is weaker than its competitors, and building relationships are costlier and more
difficult than for other types of firms (Johansson & Vahlne, 1993). “If the suppliers, customers,
and competitors of the firm are international, even the purely domestic firm has a number of
indirect relations with foreign markets. Relationships in the domestic market can be driving
forces to enter foreign markets” (Johansson & Mattson, 1988, p.312)

International among others

In this category, both the firm and other actors are highly internationalized, and they have
enough knowledge and experience to access foreign markets and facilitate international
activities. Firms are able to have relationships with external actors to benefit from external
resources (Johansson & Mattson, 1988).

According to the study of Johansson and Mattson (1993), internationalization is defined “as the
establishment and development of positions in foreign networks”. Firms can achieve this
development by establishing and developing relationships with firms and networks both in
domestic markets and international markets (Johansson & Mattson, 1993; Ruzzier et al., 2006).
The strong side of the network model of internationalization comes from identifying the process
instead of subsistence of international or multinational firms (Ruzzier et al., 2006). According
to the network model of internationalization, firms need to characterize an internationalization
strategy to:

e “Minimize the need for knowledge development;
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e Minimize the need for adjustment; and

¢ Exploit established network positions” (Johansson & Mattson, 1993).
The network model of internationalization suggests that improving the position of the firm in
an existing network and/or forming network relations with other firms can compensate for
limited resources. The main motivation among firms to establish a network relation is to create
mutual benefits with each other (Johansson & Mattson, 1988). There are different kinds of
network relations that will be mentioned in the next part of this section. However, the network
relationships can be classified as formal, informal, and intermediary relations (Ojala, 2009).
There is a stream of network model research in the internationalization field that concentrates
on international relationships of the firm. They see the firm as “a set of interlinked
relationships™ that connect the firm with others related with the network (Blankenburg et al.,
1992, p.16).
Network models of internationalization can help researchers clarify how actors, activities, and
resources affect the degree of internationalization and different dimensions of
internationalization of firms, particularly for SMEs. Those analysis’ can be made both at the
level of groups of firms or an individual firm (Hakansson & Snehota, 1995; Ruzzier et al.,
2006).
According to the study of Holm et al. (1996), “while most research on foreign market entry has
focused on entry mode selection our findings indicate that the development of cooperative
relationships with customers or other business partners may be critical” (p.1042). Thus, the
effect of external actors on organizations can be examined with the network model of
internationalization.
Axelson and Easton (1992) defined networks as “sets of two or more connected exchange
relationships”. Drawing on this definition; “markets are depicted as systems of social and
industrial relationships among, for example, customers, suppliers, competitors, family, and
friends” (Coviello & Munro, 1997). Sharma (1993) assumed that “the nature of relationships
established between various parties will influence strategic decisions, and the network involves
resource exchange among its different members”. The networks, relationships are regarded as
more valuable than transactions. There may, however, be opportunistic behavior, which should
be expected and minimized. In the study of Johansson and Vahlne (1993), it was found that
network relationships are important in foreign market entry and foreign market development.
Similarly, Sharma and Johansson (1987) found that network relationships can be considered as
“bridges to foreign markets™ that make firms recognize the opportunities and help motivate for

internationalization. Furthermore, Johansson and Mattsson (1988), pointed out that a firm’s
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relationships within foreign markets and its position in networks are more significant in the

success of entering a new foreign market than other cultural and market characteristics
(Coviello & Munro, 1997).

In the network model of Kontinen&Ojala (2010), it is stated that “internationalization is related
to the developments of network relationships with other firms belonging to a network in a
foreign market; these relationships between firms in different markets act as bridges facilitating
foreign market entry” (p.446). The model assumes that firms can reimburse resource problems
by building new network relationships or improving their position in a current network
(Johanson & Mattsson, 1988; Johanson & Vahine, 1990).

According to the literature reviewed above, a firm’s internationalization strategy occurs as a
pattern of behavior affected by different types of network relationships. The network model of
internationalization thus goes further than the stage models of internationalization (Coviello &
Munro, 1997). As Benito and Welch (1994) pointed out, “the sometimes erratic character of
internationalization for individual firms appears to be related to the seeming randomness with
which opportunities and threats relevant to international activity arise in a company’s external
environment” (p.18). Network relationships may present such threats or opportunities to the
firms. Internationalization of small firms may be driven, facilitated, or inhibited by the network
relationships of firms (Coviello & Munro, 1997).

Manalova et al., (2002) studied the importance and the influence of entrepreneurs in SME
internationalization. Managers or owners may have crucial roles in internationalization of firms
through close social relationships. Those social relations or “social networks” may affect
internationalization issues such as foreign market development, time of internationalization,

entry mode, and market selection (Oviat & McDougall, 1994).

2.5.4. Social Network Theory

The term “social network™ was first used by Barnes (1954), who defined a social network as a
social structure that consisted of nodes made up of organizations or individuals. Social network
analysis has been studied in different disciplines such as social psychology, sociology,
anthropology, and organizational studies. Social networks can be defined as the “net of personal
relationships and connections™ to secure the favors of organizational and personal achievement
(Granovetter, 1985; Burt, 1992). The relationships are at the center of network resources (Adler
& Kwon, 2002). According to Bjérkman and Kock (1995), social networks consist of

relationships between individuals entrenched in business connections, such as strategic
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partnerships or supplier-buyer relationships. Those networks are based on personal connections

and can be established on the basis of trust.

Coleman (1988) states there are three functions of social networks. The first function is to
compose a “social capital” through establishment expectations, obligations, and trust of actors
in the network. Second, social networks manage the information among the members of the
network. Burt (1992) states:

“There are limits of the volume of information you can use intelligently. Given a limit of volume
of information that anyone can process, the network becomes an important screening device. It
is an army of people processing information who can call your attention to key bits, keeping
you up to date on developing opportunities, warning you of impending disasters. The second-
hand information is often fuzzy or inaccurate, but it serves to signal something to be looked
into more carefully”

The final function of social relations is to produce norms that function as an efficient way of
sanctions (Ellis, 2011). Social network theory analyzes social ties in terms of ties and nodes.
Nodes are the actors in the networks and ties are the relationships between different actors.
There are different sorts of network ties between the actors. A social network is “a map of all
the relevant ties” between actors analyzed. Social networks are also utilized to understand how
firms interrelate with each other by analyzing informal relationships between executives,
associations, and individual employees. Those relationships establish ways for firms to collect
information and make strategies. Social network theory identifies the structure of social
relationships that affect the value of information (Ellis, 2011; Oviat & McDougall, 2005).

The main principle of social network theory is that “any set of social relationships is embedded
within a larger structural context that precludes or makes possible various kinds of social
contacts” (Ibarra, 1995, p.688) The social concept view tries to clarify who connects with whom
and how many interactions happen within the network of an individual. Thus, a set of individual
nodes is entailed by social network analysis, which indicates a set of specific types of social
relationships (Laumann et al., 1978). Those relationships can be in any form of “social
behavior” such as competitive, cooperative, helpful, or hostile (Krause et al., 2007). According
to this theory, networks have a significant role on the performance of firms. Information about
new developments and opportunities primarily spread via relationships that connect individuals
in different social groups (Burt, 1992; Granovetter, 1973). In terms of international
opportunities, those social groups should be linked in some manner to international markets
(Ellis & Pecotich, 2001). For example, Ellis (2000) states that, “the notion of structural holes

refers to the unique information benefits available to those that are connected by non-redundant
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network ties; a non-redundant network tie bridges a hole between individuals who possess
complementary information or resources” (p.452). In this view, interpersonal network
relationships of individuals have a significant effect on international opportunity recognition
and exploitation of firms (Ellis, 2000).

Social network theory has been studied in different disciplines such as social science,
information technology, communication systems, and psychology. Interest in social network
theory in the management discipline increased in the 1990s (Bruton et al., 2004). In the
management research field, social network theory had been mainly used in knowledge
management studies to understand how organizations can gain and distribute knowledge more
effectively. Although some researchers had studied social network antecedents, studies mostly
focused on the consequences of social networks (Borgatti et al., 2009). However, very little
attention was paid to the social network theory in the context of firm internationalization
(Bruton, et al., 2004; Ellis, 2011). Very few researchers studied social network theory in the
business context; the study by Ellis (2000) is one of the first that examined the effect of
interpersonal network relationships on international opportunity recognition and exploitation.
According to Andersen (2006), the international experience of managers and the use of
information technology by SMEs are important determinants of the value of information
obtained by social networks. Recently, Ellis (2011) studied the opportunities and limits of
interpersonal network relationships, and Zhou et al., (2007) studied the internationalization of
born global utilizing social network theory. According to Zhou et al. (2007), domestic social
networks can be effective ways to reply to the needs of international networks. Local firms may
reach global supply chain networks with the help of social networks. Some researchers noted
the importance of social networks on information and knowledge exchanges: (1) Network
relations have strategic importance on internationalization of firms because they help firms
recognize opportunities, and they provide experiential knowledge for international markets
(Zhou et al., 2007); (2) Social networks help firms to find partners in foreign markets (Ellis,
2001); (3) Network relations motivate firms to start internationalization (Ellis and Pecotich,
2001); and (4) Those ties provide firms with managerial capabilities and international vision
(Chen, 2003).

In conclusion, even though an extensive literature on social network theory exists, the study of
internationalization using social network theory is not extensive enough. Therefore, there is a

necessity for additional research on internationalization using the social network theory.

Network Relationships and Internationalization
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Firms are motivated to expand and continue network relationships with each other because of

mutual benefits occurring from interactions. In international markets, firms need to establish

relationships with different kinds of actors such as suppliers, customers, competitors, non-profit -

organizations, and government institutions in order to enter the market and to have access to
the knowledge and distribution channels of the market (Kontinen & Ojala, 2010; Johanson &
Mattson, 1988; Johanson & Vahlne, 1990). Ellis (2011) indicated that research studying the
network model of internationalization focused on the relationships between organizations and
ignored relationships at the individual level. It is vital to utilize network relationships at
individual levels as well (Ellis, 2011; Kontinen & Ojala, 2010).

According to a study by Kontinen and Ojala (2010), network relationships are important sources
that facilitate internationalization. Network relationships of managers or entrepreneurs among
SMEs with limited resources for internationalization play a very critical role (Crick & Spence
2005; Ellis, 2008). There are several studies indicating that network relationships have been
considered as a major factor in starting the internationalization process in new markets
(Coviello, 2006; Crick & Spence, 2005). That assumption is consistent with the study of the
network model of internationalization (Johansson & Mattson, 1988) stating that network
relationships of firms “act as a bridge to foreign markets™ (Kontinen & Ojala, 2010, p.448).
Ellis (2011) indicated the positive relation between network relationships and opportunity
recognition in international markets, while Coviello and Munro (1997) stated that “network
relations impact foreign market selection and mode of entry, as well as product development
and market diversification activities” (p.112).

Types of Network Ties

In internationalization literature, there are different categorizations of network relationships.
Some researchers define network relationships according to the formality of the relationship. In
this category, network relationships are divided as “formal, iformal, and intermediary network
relationships”. Other researchers divided network relationships into two categories,
interorganizational and interpersonal network relationships.

According to the study of Johanson and Mattsson (1988), “firms may have relationships with
different actors, including suppliers, competitors, customers, distributers, public administration,
non-profit organizations, and so on; the different types of network relationships are divided into
formal relationships, informal relationships, and intermediary relationships™ (p.312).

A formal ties refers “to an existing relationship between individual business partners where
products or services are exchanged by means of money or barter” (Kontinen and Ojala, 2010,

p.450). On the other hand, it can be said that the frame between the formal and informal
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relationships is not always clear, and the form of relationship can change over time (Adler &
Known, 2002; Larson & Starr, 1983; Granovetter, 1985)
Informal ties are related to social ties, such as relationships with relatives or friends (Larson &

Starr, 1993; Coviello, 2006; Kontinen & Ojola, 2010). However, the literature studying

network relationships in international business is a bit confusing. For example, Birley (1985)
suggested that formal ties are linked with financial resources, while informal tiess are related
to the contacts between friends, family members, and other business actors (Coviello, 2006;
Coviello & Munro, 1995, 1997; Coviello & Martin, 1999; Harris & Wheeler, 2005; Sharma &
Johanson, 1987; Westphal, 2006; Ojala, 2009).

In contrast, Dubini and Aldrich (1991) proposed that “formal relationships contains between all
the employees of each firm whose role is boundary-spanning whereas informal networks are
related to all persons that an entrepreneur can meet directly. Despite that ambiguity, there is a
common agreement in the existing literature that formal relationships refer to business activities
between two or more players in the network, and informal relationships are associated with
personal relationships with friends and family members” (p.318)

In addition to formal and informal ties, several researchers stress the importance of intermediary
relationships (Ellis & Pecotich, 2001; Oviatt & McDougall, 2005). In intermediary
relationships, there is a third party such as an organizer of an exhibition or an export promotion
organization that promotes the founding of relationships between the parties. There is not a
direct business transaction (relationship) between the buyer and the seller (Ojala, 2009).
According to Oviatt and McDougall (2005), these third parties can establish relationships
between actors and begin an international business transaction between the buyer and seller.
In conclusion, according to the first category of network relationships in literature, the types of
network relationships can be divided into formal, informal, ad intermediary network
relationships. The formal relationships are related to relationships with other business actors,
while informal relationships refer to the social relationships with family members and friends.
In the intermediary relationships, there is a “third party” that connects the seller and the buyer
(Ojala, 2009).

O’Donnell et al. (2003) proposed that in network contexts, network relationships can be divided
into two principal categories: inter-organizational and interpersonal network relationships. In
the following section, these two types of network relationships will be briefly reviewed.
Inter-organizational network relationships

Inter-organizational network relationships are a form of inter-organizational cooperation.

Eberhard (2013) indicates “network relationships can exist through formally contracted
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collaborative arrangements such as specialization within a diligently chosen subset of value

chain activities” (p.392). Logistics, research and development activities, and contract
manufacturing are some examples of these activities.

Inter-organizational network relationships create opportunities for firms to access and obtain a
variety of crucial resources and complementary skills. Using these relationships, firms may be
able to gain specialized knowledge to increase their competitiveness (Chetty & Wilson, 2003).
Some examples of inter-organizational network relationships are relationships between firms
and their foreign or domestic customers; and relationships between firms and business partners,
suppliers, competitors, solution providers, public institutions, non-profit organizations, and
research and development centers (Ojala, 2009; Coviello and Munro, 1995).

Interpersonal network relationships

Interpersonal network relationships comprise the relationships between managers and/or
owners of the firms and other people. In the existing literature, researchers utilized different
terms to define interpersonal relationships, such as social ties (Ellis, 2011), personal
connections (Andersen, 2006), social networks (Zhou et al., 2007), and informal network
relationships (Coviello & Munro, 1997). Bjérkman and Kock (1995) stated that interpersonal
network relationships are networks among individuals who are mainly connected through social
context-based relations; thus, business exchanges and information may occur though these
relationships. These researchers put the definition of interpersonal relationships in a broader
perspective and study social relationships with family members and friends as well as personal
relationships with government officials and business professionals as interpersonal network
relationships.

Interpersonal network relationships can be differentiated from inter-organizational network
relationships by the level of analysis. Inter-organizational relationships are defined as a set of
network relationships connecting one organization with other organizations, whereas
interpersonal network relationships are the sum of relations connecting one person with other
people (Burt, 1992; Johanson & Mattson, 1998).

In this study, we will focus on both personal and organizational levels of network relationships.
There are some studies examining the effect of inter-organizational relationships on the
internationalization process or degree of internationalization; however, in emerging markets,
and especially in Turkey, there is a need to study the effect of network relationships on both
personal and organizational levels.

In the current literature, most studies have focused on inter-organizational network

relationships. The effect of interpersonal network relationships should also be studied for
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several reasons. First, there is a lack of analysis to understand the effect of interpersonal network
relationships on the DOI, especially in emerging markets (Ellis, 2011; Ojala, 2010; Zhou et al.,
2007). Second, information exchanges and opportunity recognition are carried out mostly by
individuals, not organizations (Ellis, 2011). To understand the effect of interpersonal network
relationships more comprehensively, it is proper to regard this kind of relationship discretely
from other types of relationships. Third, knowledge transfer in SMEs mostly occurs through
individuals. Therefore, interpersonal network ties are very important for managers/owners
SMEs firms to achieve international growth.

Interpersonal network relationships can be divided into different categories. Some researchers
divide interpersonal network relationships into formal and informal types (Birley, 1985; Ibarra,
1993; Coviello & Munro, 1995; Ojala, 2010). According to Ibarra (1993), formal interpersonal
network relationships are “composed of a set of formal specified relationships [...] among
representatives of functionally differentiated groups who must interact to accomplish an
organizationally defined task. Example of that kind of network ties is venture capitalists, banks,
trade associations, accountants, and consultants™ (p.668).

In contrast, informal interpersonal network relationships “involve more discretionary patterns
of interaction, where the content of relationships may be work related, social, or a combination
of both” (Ibarra, 1993, p.668). Relations with friends and family members are some examples
of informal relationships. The key difference between formal and informal interpersonal
networks is that formal personal relationships are established in business primarily through
legally binding arrangements and contracts in which each side has clear duties and rights.
However, informal interpersonal relationships are based on personal relationships and are trust-
based relationships (Das & Teng, 1997, Burt, 1992).

Oparaocha (2015) has made a network typology that divides network ties into three categories.
Social network ties are regarded as “how SME owner-managers develop and/or expand social
capital through individual interactions” (Oparaocha, 2015, p.868). Business network ties can
be considered as “comprising dyadic interactions and value chain integrations aimed at optimal
resource advantage” (Oparaocha, 2015, p.868). Finally, “an institutional network is defined in
terms of the firm’s collaboration with publicly funded formal institutions, such as the ministry
of foreign trade/industry, trade promotion councils, internationalization assistance
organizations, research institutions, credit unions, embassies, chambers of commerce and
national trade delegations” (p.868). “Institutional relationships are more common among firms
from or entering emerging markets. Networks with institutional relationships indeed play a

crucial role in eliminating uncertainties and information asymmetries, which stem from the lack
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of rules of the game Institutional relationships not only allow firms to gain contacts and
connections during market entry process, but also provide legitimacy for establishing in the
foreign market network™ (Jansson, 2007). Chetty & Blankenburg Holm (2000) pointed out that
“the traditional business network approach has given little space to discussing actors outside
the production network. The presence of institutional actors and the linkages with them is a
persisting phenomenon in studies of the internationalization of the firm, however these were
rather neglected and lack clarity in early research™. The same definitions are used in this study.

Empirical Studies on Network Ties and Internationalization

In this part of this chapter, existing literature studying the relationship between network
relationships and internationalization will be reviewed. According to Zhou et al. (2007)
networks take the role of “infomediaries” to utilize the transition of important information. The
role of network relationships for firm internationalization has been studied by different
researchers. There are both positive and negative impacts of network relationships on
internationalization (Coviello & Munro, 1997; Ellis, 2000; Johansson & Vahlne, 1992;
Kontinen & Ojala, 2011). Some of the findings will be summarized below.

In this study, network ties will be divided into three categories, social network ties, business
network ties, and institutional network ties. This categorization is taken from the study of
Oparaocha (2015) and explained in detail in previous sections of this chapter.

In this part, a comprehensive review of the literature on the effect of network relationships on
internationalization of firms will be given. The positive effects of network relationships will be
reviewed first, and then the negative effects will be given.

(1) According to some researchers, network ties have an important impact on
international opportunity recognition of SMEs (Ellis, 2000; Oviat & McDougall; Kontinen &
Ojala, 2011). Information between firms is important to facilitate the recognition of
international opportunities. Since SMEs have limited financial and managerial resources, they
have difficulty accessing information that is necessary to realize opportunities in foreign
markets (Pangarkar, 2008). The importance of network relationships is clearer where there
exists the liability of foreignness as well as cultural and geographic distance between firms and
international markets (Ghemawat, 2001). Social network theory states that international
opportunities are based on specific information that can be obtained through network
relationships (Ellis, 2000). This kind of network relationship may enable firms to have diverse
and novel kinds of knowledge about opportunities in international markets (Andersen, 2006;

Ellis, 2000).
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(2) Zain and Ng (2006) state that network relationships motivate firms to start
internationalization. Even if firms can recognize international opportunities, it may not be
enough to initiate internationalization. Ellis and Pecotich (2001) assumed that initiation of
internationalization is decided by four possible circumstances: “(1) seller-initiated; (2) buyer-
initiated (unsolicited order); (3) broker-initiated; or (4) imitated as a result of exhibition”
(p.124). They point out that most of the initiation begins as unsolicited, which means network
relationships of firms have crucial importance to start internationalization (Ellis & Pecotich,
2001). Coviello and Munro (1997) had similar findings that indicated, “International
expansions were triggered by opportunities that arose from network partners” (p.372)

(3) Another positive impact of network ties on SMEs internationalization is to identify
potential partners in international markets. Firms may monitor and evaluate potential partners
in foreign markets by their formal and social ties in those markets (Bjorkman & Kock, 1995;
Ellis, 2000).

(4) Network relationships may also allow firms to gain initial legitimacy and credibility.
It is vital for firms, especially SMEs, to be legitimized to be successful in an international
market (Coviello & Munro, 1997; Oviatt & McDougall, 2005). One of the main obstacles of
SME:s in foreign markets is lack of legitimacy of their firms and products. According to some
researchers, network relationships can enhance the reputation of a firm in international markets.
Gaining reputation is a useful way of increasing credibility and legitimacy (Coviello & Munro,
1997; Oviatt & McDougall, 2005; Chetty & Patterson, 2002).

(5) One of the main contributions of network relationships to the internationalization of
firms is to provide access to local market knowledge and established channels (Zain & Ng,
2006). Establishing a business in international markets necessitates developing and accessing
distribution channels in the target market. Access to channels is not easy for resource-limited
firms; therefore, firms need to improve network relationships with established distribution
channels to overcome resource obstacles (Coviello & Munro, 1995). Norms and laws may make
it difficult for firms to obtain information about business practices. Network relationships may
facilitate firms in obtaining valuable local market knowledge and in meeting with potential
customers (Bjorkman & Kock, 1995; Chetty & Patterson, 2002). In addition, small firms can
develop market penetration in foreign countries by establishing relationships with local firms
(Welch, 1992). Network relationships enable firms to access established distribution channels
and market knowledge.

(6) According to Bell (1995), network ties have an important role on entry mode and

market choice of small firms. Small and medium sized firms need to choose the correct target
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market and entry mode in order to be successful with their limited resources. Therefore,
choosing an entry mode and the choice of a target market are very important for SME success
in international markets. One of the key factors to the success of rapidly internationalized and
small internationalized firms is their involvement with international networks (Coviello &
Munro, 1997). Network ties have an important influence on the decision of entry mode and
market choice of small firms.

(7) According to a study by Zain & Ng, (2006) firms may reduce their cost and minimize
their risks in international markets by using their network relationships. When they encounter
uncertainties in entering a foreign market, they use their relationships to cover potential
uncertainties. For example, Asian firms, especially Quanxi in China, are able to obtain a
competitive advantage by reducing their transaction and research costs with their network
relationships (Chetty & Patterson, 2002; Coviello & Munro, 1995; Katsikeas & Morgan, 1994).
Network relationships of SMEs reduce the cost of internationalization.

(8) According to recent international business literature, network relationships influence

the innovation of small and medium sized firms that have international activities. Network
relationships facilitate the innovativeness of firms because innovative knowledge comes from
different network resources (Zain & Ng, 2006). Obstfeld (2005) states organizational
innovation is a “process of creating new social connections between people and the ideas and
resources they carry so as to produce novel combinations” (p.122). Therefore, network ties can
be regarded as an important factor in firm innovativeness and, as a result, firm
internationalization.
Although network relationships have positive effects on internationalization of SMEs, there are
some studies that indicate network relationships may also limit the internationalization of firms
(Coviello & Munro, 1995; Ellis, 2011). Some of the potential negative effects of network
relationships will be mentioned in the following part.

(1) If a firm has become dependent on a network partner, it may not be able to access
different market knowledge and channels in order to benefit from other options. The constraints
of networks can generate opportunity cost, and network relationships established over time
become self-reinforcing. That situation may limit market diversification activities and new
product development because of the firm’s high dependency and network bond (Zain & Ng,
2006). Portes & Sensenbrenner (1993) claim that the gains generated by network relationships
may also create obligations to the network, and the firm may not follow new opportunities.
Researchers call that situation “network rigidity”, “lock-in effect,” or “over- embeddedness”

(Zain & Ng, 2006).
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(2) Another negative impact of network relationships is the time and resources to
develop and sustain the relationships. Firms may need to invest for a long time and commit too
many resources to build network relationships before they start to generate profits from those
relationships (Zain & Ng, 2006). This means they may have less time and resources to
concentrate on the other challenges of international markets, and they may not gain a
sustainable competitive advantage without existing network relationships.

(3) The third potential risk of being part of a big network, or having international
business through network relationships, is to share and thereby lose the tacit knowledge of the
firm. Partners may act opportunistically and use the crucial knowledge for their own interests
in the future. Firms can be confronted with this kind of risk especially in inter-organizational
networks where they share obligatory knowledge in order to merge value chain activities. For
example, when the market opportunities are shared with network connections, they may use
this information for their own purposes (Zain & Ng, 2006).

To summarize, network relationships have both positive and negative effects on
internationalization (Coviello & Munro, 1997; Ellis, 2000; Johanson & Vahlne, 1992; Kontinen
& Ojala, 2011). The positive effects are:
e “Network relationships help firms recognize international recognition
o Network relationships motivate firms to start internationalization.
e Network relationships help to identify potential partners in international markets.
e Network relationships may also provide firms with initial legitimacy and credibility.
e Network relationships provide access to local market knowledge and established
channels.
e Network relationships have an important influence on the decision of entry mode and
market selection of small firms.
e Network relationships of SMEs reduce the cost of internationalization.
e Network relationships can be regarded as an important factor of firm innovativeness
and, as a result, firm internationalization”.
The negative effects of network relationships on firms can be summarized as follows (Coviello
& Munro, 1995; Ellis, 2011):
e “Network relationships may create “path dependency.”
e Building network relationships is time and resource consuming.

e (Cooperating with network relationships may cause a loss of crucial firm knowledge™.
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Although there may be some negative effects of network relationships on the

internationalization of firms, it is well recognized that network relationships are a significant
resource in increasing internationalization. Particularly for SMEs with limited resources,
network relationships between firms and individuals have a significant function in
internationalization (Ellis, 2008; Crick & Spence, 2005). Some studies indicate that network
relationships are one of the main facilitating factors of the internationalization process, and that
network relationships of firms function as a bridge to international markets (Johansson &
Mattson, 1988; Coviello & Munro, 1997).

In general, the network model of internationalization moves beyond the stage models of
internationalization by proposing that the internationalization strategy of a firm occurs as a
pattern of behavior affected by different kinds of network ties (Coviello & Munro, 1997).
Benito and Welch (1994) state that “the sometimes erratic character of internationalization for
individual firms appears to be related to the seeming randomness with opportunities and threats
relevant to international activity arise in a company’s external environment™ (p.18). Network
relationships may present such kinds of threats and/or opportunities and may facilitate or inhibit

the international development of firms (Coviello & Munro, 1997).

2.5.5. International Entrepreneurship View

The first studies in the international entrepreneurship research field were undertaken in the late
1980s when some small firms were viewed as entrepreneurial firms in international markets.
However, there were not many studies to understand their behavior in the 1980s. Oviatt &
McDougall (1994) studied a theoretical framework to understand why some firms become
international from inception. They stated that the logic behind rapidly internationalizing firms
is related to entrepreneurial behavior of firms that “seek to derive significant competitive
advantage from the use of resources and sale of outputs in multiple countries” (Oviatt &
McDougall, 1994, p.56). Changes in communication technologies, transportation, and
increasing international competition in global markets have expedited rapid and early
internationalization. Characteristics and network relationships of owners and managers
(entrepreneurs) are important personal level factors to reveal the logic of early and rapid
internationalization of firms (Oviatt & McDougall, 2005).

The research field of international entrepreneurship incorporates the disciplines of
entrepreneurship and international business; the field of international business studies big

multinationals; and researchers on entrepreneurship focus on how firms facilitate in the
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domestic context. Researchers in international entrepreneurship have mostly studied “early

internationalizing firms,”

such as international new ventures and born globals in high

technology and knowledge-intensive sectors (Dimitratos & Jones, 2005; Coviello & Jones,

2004). These researchers

investigated the factors of rapid and early internationalization,

networks in internationalization, and firm international performance (Kontinen & Ojala, 2010).

There are different studies that developed the definition of international entrepreneurship. Table

2.1 summarizes those definitions so that we can follow the evolution of the term “international

entrepreneurship.”

Table 2.1: Definition of International Entrepreneurship

Author

Definition and Key Concepts

“A business organization that, from inception, seeks to derive significant competitive

advantage from the use of resources and sale of output in multiple countries™

MecDougall and Oviat, 1997

“New and innovative activities that have the goal of value creation and growth in

business organization across national borders”

Shrader et al., 2000

Zahra et al., 2700277

“The process of creatively discovering an exploiting opportunities that lie outside a

firm’s domestic markets in the pursuit of competitive advantage”

 Oviat and Mcdougall, 2005

“The discovery, enactment, cvaluation, and exploitati

national borders- to create future goods and services™

 of opportunities-across

Aspelund and Moen, 2005

“Firms that operate internationally right from or close to inception™
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Keupp and Gassmann, 2009 | “The study of new small and young firms that venture abroad”

As can be seen from the table, there are different definitions and approaches to “international
entrepreneurship.” The table gives a brief chronological development of the international
entrepreneurship definition and research field.

Zahra et al. (2002) described international entrepreneurship as “the process of creatively
discovering and exploiting opportunities that lie outside a firm’s domestic markets in the pursuit
of competitive advantage™ (Zahra et al., 2000, p.941). They state that earlier studies focused on
speed of internationalization, the degree and extent of internationalization, and the scope of
internationalization. Those studies neglected some factors, such as ability to gain competitive
advantages and ability to recognize opportunities. As a result, they developed a model that
integrates organization, environment, and strategic factors (Zahra et al., 2002). The model
indicates that there are many factors that contribute to internationalization of SMEs; however,
the networking capabilities of firms are not integrated into the model.

According to Jones and Dimitratos (2004), there are two characteristics affecting the
international entrepreneurship view: advances in communication and information technologies;
and networking capability. Network relations can occur through formal, informal, and
intermediary channels. They indicated that international opportunities can be realized and
utilized with those network channels, and improvements in communication and information
technologies can create opportunities for firms to become international rapidly and early (Jones
and Dimitratos, 2004). Although the international entrepreneurship view is a recent field,
Mtigwe (2006) points out that this view is incorporated by many models and theories within
entrepreneurship and international business research fields. Another definition comes from
Oviatt and McDougall (2005), who describe international entrepreneurship as “the discovery,
enactment, evaluation, and exploitation of opportunities—across national borders—to create
future goods and services” (Oviatt and McDougall, 2005, p.542). This definition is more
comprehensive as it considers not only rapid internationalization firms but also firms such as
family SMEs in the international entrepreneurship research field (Kontinen & Ojala, 2010).
Clercq & Fried (2005) determined the important points of internationalization from the

international entrepreneurship approach. First, some firms are more eager to internationalize
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than are others. The logic behind this situation is that entrepreneurial firms are more risk

oriented and more open to facilitate in foreign markets. Second, entrepreneurial firms are more
proactive and more open to recognizing international opportunities.

The research field of international entrepreneurship incorporates the disciplines of
entrepreneurship and international business; the field of international business studies large
multinationals; and researchers on entrepreneurship focus on how firms facilitate in the
domestic context. Researchers in the international entrepreneurship field aim to understand why
and how some firms become international while, others cannot, even with the same kinds of
conditions. Most of the studies have focused on “early internationalizing firms” such as
international new ventures and born globals in high technology and knowledge-intensive
sectors (Dimitratos & Jones, 2005; Coviello & Jones, 2004). These researchers have
investigated the factors of rapid and early internationalization, networks in internationalization,

and firm international performance (Kontinen & Ojala, 2010).

2.5.6. Resource Based View

In this part of the literature review, the resource-based view ( RBV) of internationalization will
be discussed. The RBV will first be briefly explained, and then the resource-based view of
internationalization will be reviewed.

The RBV states that “firms can earn sustainable supra-normal profits if and only if they have
superior resources and those resources are protected by some form of isolating mechanism
preventing their diffusion throughout industry” (Barney, 1991, p.632). Penrose (1959) initiated
this approach: “a firm is more than an administrative unit; it is also a collection of productive
resources the disposal of which between different users and over time is determined
administrative decision. When we regard the function of private business firm from the point
of view, the size of the firm is best gauged by some measure of the productive resources it
employs” (Penrose, 1959, Prahalad & Hamel, 1990). The RBV developed in the 1980s and
1990s after the seminal studies of Wernerfelt (“The Resource Based View of the Firm”),
Prahalad and Hamel (“The Core Competence of the Corporation”), and Barney (“Firm
Resources and Sustained Competitive Advantage™). Barney’s study is the most comprehensive
and formalized description of the firm level RBV (Priem & Butter, 2001).

The RBV analyzes the relationship between a firm’s resources and the competitive advantage

of the firm within the industry. The RBV concerns a “theoretical framework that states how

firms gain a competitive advantage and sustain that advantage in a long-run” (Barney, 1991, .
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p.634). According to the RBV, as a bundle of internal resources, strategic capabilities are

considered strategically important to obtain competitiveness (Lorenzi & Lipparini, 1999).

In this regard, the RBV claims that firms gain a competitive advantage that doesn’t emerge
from external environments; rather, the derivation of competitive advantage of firms is coming

from their internal resources (Barney, 1991).

As Barney (1991) states, “there are two main assumptions of the RBV in examining the sources
of a firm’s competitive advantage. First, in the same industry, the resources are not distributed
homogenously; the resources are allocated heterogeneously between firms. Second, available
resources are not perfectly mobile, and they cannot be transferred within the industry without
cost; In order to create a sustainable competitive advantage, the resources of a firm should be
valuable, rare, imperfectly imitable, and not sustainable” (Barney, 1991, p.635). These are
called VRIN attributes.

According to Barney (1991), “resources that improve an industry’s market effectiveness are
called valuable resources. In addition, resources are considered rare if they are not widely
available, but they can produce a competitive advantage. The resources are inimitable and non-
substitutable if they are simultaneously costly to imitate and to substitute by other firms.
Firms can obtain a competitive advantage if they have both rare and valuable resources; If the
resources that firms have are imperfectly imitable and non-substitutable firms may gain a
sustainable competitive advantage” (Barney, 1991, p.636).

Barney (1991) states “firms can have competitive advantages if they have both rare and valuable
resources. And these firms can have long lived (sustainable) competitive advantages if their
resources are also imperfectly imitable and not substitutable. Resources consist of routines,
processes, capabilities, assets, and knowledge acquired by the firm”. The RBV considers
human, physical, and organizational assets as resources that may be utilized to employ value-
adding strategies for sustainable competitive advantage (Barney, 1991; Wernerfelt, 1995).

In accordance with firm unique resources and firm heterogeneity, firms may generate
sustainable competitive advantages (Barney, 1991). “Recourses can be divided into three
categories: Physical capital resources, human capital resources, and organizational capital
resources.Physical capital resources include the physical technology used in a firm, a firm’s
plant and equipment, its geographic location, and its access to raw materials. Human capital
resources include the training, experience, judgment, intelligence, relationships, and insight of
individual managers and workers in a firm. Organizational capital resources include a firm’s

formal reporting structure, its formal and informal planning, controlling, and coordinating
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systems, as well as informal relations among groups within a firm and between a firm and those

in its environment”. (Barney, 19911, p.636).

Because of the limitations of stage theories, the RBV occurred as a framework to explain small
and medium scaled firm internationalization.

The rapid internationalization of small firms such as high-tech SMEs cannot be explained well
using traditional stage theories. Researchers indicated that that some firms can internationalize
very rapidly; some firms can even be international when founded. As a result of those studies,
the “born global theory of the firm” emerged (Oviatt & McDougall, 1994; Knight & Cavusgil,
1996, 2004).

In line with the RBV, the unique resources and capabilities that firms possess can explain the
rapid internationalization of some small firms. Those firms may have competitive advantages
with their unique resources and capabilities that accelerate the internationalization process of
those firms (Knight et al., 2004).

According to the RBV, entrepreneurs, managers, entrepreneurial managers, and their
relationships are heterogeneous recourses that are rare and difficult to imitate. Firms having
those resources can have advantages when entering foreign markets and can thus
internationalize rapidly. “Entrepreneurial alertness, entrepreneurial knowledge, and the ability
to coordinate resources are resources in their own right; The entrepreneur’s dynamic learning
and resource configurations represent unique knowledge, cognitions, and learning, which
enable value creation” (Barney, Wright, & Ketchen, 2001, p.630). Amit and Shoemaker (1993)
claim that a firm can have superior performance because of its “valuable, rare, imperfectly
imitable and non-substitutable resources and capabilities” (Barney, 1991, p.636).

Some studies have investigated whether the unique resources that firms have are important
factors for internationalization of firms. Johanson and Mattson (1988) stated that if the owner
or key managers have resources such as specific knowledge, network capability, social ties, and
entrepreneurial orientation, they can be key drivers for successful internationalization
(Johanson & Mattson, 1988; Knight, 2000).

Some researchers have examined resources such as knowledge, ability to network, and human
relationships to examine their effects on internationalization. Those researchers indicated that
such resources helped firms in their internationalization (Bell et al., 2004).

The RBV can connect with other internationalization approaches since the RBV “allows one to
see the possible linkages between the learning aspects of gradual approaches, networks. And
ownership aspect of eclectic paradigm” (Bell et al., 2004, p.32). Thus, the RBV is appropriate

with learning theories, the network model of internationalization, and the rapid approach to
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internationalization. For example, the RBV has been used to revise the Uppsala model
(Johansson & Vahlne 2003). In addition, the RBV has made contributions to the rapid
internationalization model (Chetty & Wilson, 2003; McDougall et al., 1994). Interpersonal

relations have a role in developing networks and they help small firms when they are
encountering challenges in their international activities. Therefore, the RBV will be one of the
main theoretical frameworks of this study.

The RBV concentrates on “sustainable and unique-to-copy attributes of the firm as the sources
of economic rents, i.e., as the fundamental drivers of the performance and sustainable
competitive advantage needed for internationalization” (Ruzzier et al., 2006, p.482). The major
theories of SME internationalization, such as stage models and the network theory, do not focus
on “the strategic view” of firms and decision makers and the resource needs of SMEs; therefore,
the RBV can be a valuable theoretical basis for internationalization of SMEs (Ruzzier et al.,
2006).

There are a few papers that have studied the RBV in the context of SME internationalization.
Ahokangas (1998) studied one model that examined the internationalization behavior and
resource development of small firms. According to his study, small firms rely on the adjustment
of external and internal resources, which can be provided within the firm and/or obtained from
their environment. This model states that there are two dimensions that examine the adjustment
of resources. The first dimension asks, “where do the resources reside; are they internal or
external to the firm?” The second dimension asks, “if the development of resources is inward
oriented (firm-oriented) or outward oriented (network-oriented)?” (Ruzzier et al., 2006, p.482).
This model (resource adjustment model) states that firms can apply different development
strategies of internationalization over time. The choice of firm-oriented or network-oriented
resource development strategies, or a combination of both strategies, can be facilitated
according to the context of the firm.

The RBV helps to understand how small firms can internationalize rapidly and without
following the “incremental stages™ of the internationalization process; therefore, the role of the
RBYV on the emergence of international entrepreneurship is important. Tacit knowledge is one
of the key resources of small firms to get a competitive advantage in international markets (Peng
et al., 2000). According to Liesch and Knight (1999), the logic of the RBV proposes that,
“precisely because it is difficult to obtain, a surplus of tacit knowledge of internationalization
is likely to provide the firm with a competitive advantage in foreign markets™ (p.386).

Ruzzier et al., (2006) determined that the development of network perspective and the RBV go

together in terms of SME internationalization. In both models, external and internal resources
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presented to the enterprises are regarded as comprising “the total set of resources™ available to

the firm. Firms can move vertically to increase integration on the value chain or move
horizontally via network relations in order to obtain access to new strategic resources (Ruzzier
et al., 2006). Ayden et al. (2018) pointed out that “internationalization is a strategic decision,
and strategy literature suggests that three forces—firm resources, industry conditions, and
institutional environment—determine strategy” (p.127). Therefore, firm resources are
important for SMEs to establish their internationalization strategy. According to Ahokangas’
(1998) model, the network view and the RBV also sometimes merge because the network model
states that network relationships are important resources of internationalization. In addition,
tacit knowledge and networks of firms or individuals are regarded as resources from
entrepreneurial perspective (Ruzzier et al., 2006).

In conclusion, RBV studies in the internationalization context are rare. There is an important

necessity for new studies using the RBV to understand internationalization of small firms.

2.6. REVIEW OF EXISTING STUDIES ON INTERNATIONALIZATION OF
SMEs

Studies of SMEs increased at the beginning of the 1990s in order to understand the behavior
and challenges of SMEs. Some researchers have reviewed the internationalization of small
firms (Aaby & Slatter, 1989; Coviello & McAuley, 1999; Fillis, 2001; Zou & Stan, 1998).
According to the literature reviewed, there are two different streams in SME
internationalization (McDougall & Oviatt, 2000). The first stream concentrates on “new
ventures” that are considered as global firms from the inception. On the other hand, the second
stream studies SMEs that follow the incremental process of internationalization. Researchers in
the first stream analyze both ancestors and the results of the internationalization of SMEs. The
studies in the second stream generally focus on international performance of SMEs, the process
of internationalization, SME export ancestors, and the patterns of internationalization (Zahra &
Gravis, 2000; Bell, 1995; Coviello & McAuley, 1999).

After a review of the literature, Calof and Beamish (1995) stated that SMEs have a complex
process of internationalization; some of them follow incremental stages but others have rapid
internationalization. They concluded that one theory is not enough to examine the process of

internationalization of SMEs due to the complexity of the process of internationalization of
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SME:s. In addition, incremental stage theories do not clarify the internationalization process of

SME:s in high-tech and knowledge-intensive industries (Rialp & Knight, 2005).

There is a body of research on the internationalization of SMEs that examines the factors
affecting internationalization. Several researchers have found that the influences of managerial
capabilities on international activities are significant (Johanson & Vahlne, 1977; Johanson &
Wiedersheim, 1975). Management can affect the mode, speed, and direction of
internationalization of firms (Zou & Stan, 1998). According to Leonidou et al. (1998), both
subjective and objective managerial factors have an influence on SME internationalization.
Objective factors such as experience, foreign exposure, and education positively impact the
international activities of small firms. Managerial approaches to risk, objective and subjective
perceptions of opportunities and obstacles also influence the internationalization of SMEs.

Some researchers claim that size and resources are influential factors in SME
internationalization (Holden, 1986; Moen, 1999). Bilkey and Tesar (1977) found that small
firms need to make greater investments to enter into new foreign markets. They examined 164
Japanese SMEs and found that SMEs are confronted with “liability of foreignness™ when they
enter into a new foreign market. As they gain experience, the “liability of foreignness decreases
(Lu & Beamish, 2001). However, size is not regarded as a big barrier to internationalization,
and SMEs can overcome their small size (Baird et al., 1994). Early studies indicated that SMEs:
(1) were affected as much as large firms by adverse external changes, (2) were more flexible,
(3) were capable of adjusting prices more quickly in changing conditions, such as currency

fluctuations, and (4) were more risk taking (Ali & Swiercz, 1991).

2.6.1. Emerging Country SME Internationalization

A vast amount of enterprises are SMEs; they are the key players in every modern economy.
Although they are considered as the backbone of economic and social development with their
considerable contributions to innovation, employment, and social renewal, their small sizes and
limited resources may hinder their internationalization (Hessels & Parker, 2013; Oparaocha,
2015). When compared to resource-rich multinational enterprises (MNEs), SMEs are generally
considered as having limited resources and capabilities. Thus, they usually face idiosyncratic
challenges when they internationalize.

These internationalization barriers can be internal or external to the firm, such as financial,
managerial, firm-specific, market-based, and industry-specific barriers (Shaw & Darroch,

2004). These disadvantages and challenges that SMEs encounter are not only associated with
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emerging country SMEs but also advanced country SMEs (De Maeseneire & Claeys, 2012;
Hessels & Parker, 2013). Yet SMEs from emerging countries that are usually characterized as
having weak institutional environments and unfavorable market conditions (Luo & Tung, 2007)
may experience additional difficulties, particularly negative institutional factors such as the
regulatory environment (Oparaocha, 2015; Torkkeli et al., 2012).

Unlike MNEs that have extensive financial and human resources and are more skillful in the
use of network ties, SMEs usually depend on external resources for both new and further foreign
market entry (Coviello & Munro, 1997; Johanson & Vahlne, 2009; Oparaocha, 2015). To
overcome the various international business limitations, external sources are exploited to collect
cultural, commercial, and technical skills that enable SMEs to go beyond their national
boundaries (Johanson & Vahlne, 2009). Thus, SMEs have the advantage of accessing network
resources to mitigate their liabilities in internationalization depending on which network
resources they utilize (Oparaocha, 2015).

A firm’s networks affect the extent of business opportunities and the variety of resources it can
access and leverage for international business activities. This perspective demonstrates a shift
from the mainstream perspective that looks at resource allocation as an essential component of
internationalization to a perspective highlighting the importance of networks for a firm’s cross-
border activities (Cerrato, Crosato, & Depperu, 2016; Coviello & Munro, 1997). The network
approach to internationalization proposes that internationalization opportunities and decisions
are primarily driven by relationships which consequently allow firms to leverage critical
external resources (Chetty & Wilson, 2003) and to mitigate limitations due to their size or
limited experiences (Cerrato et al., 2016; Zou & Stan, 1998).

Previous studies on SME internationalization have examined the extent to which SMEs
experience barriers to cross-border expansion (De Maeseneire & Claeys, 2012; Hessels &
Parker, 2013; Hessels & Terjesen, 2010; Hollenstein, 2005; Paul et al., 2017; Shaw & Darroch,
2004). Barriers related to access to information about foreign markets can discourage SMEs
from internationalization because internationalization without reliable information about the
foreign markets is risky and uncertain. Attempts to collect relevant information about foreign
markets and institutional environments, however, may be burdensome for resource-constrained
SMEs (Hessels & Terjesen, 2010), and the presence of financial constraints can prevent SMEs
from pursuing foreign direct investments in foreign markets which, in turn, limits their growth

(De Maeseneire & Claeys, 2012).

|

[ B KRN N =



2.7. ENTREPRENEURIAL ORIENTATION AND INTERNATIONALIZATION

In early research studies, an entrepreneurial strategy was defined as new endeavors to find
opportunities to grow the firm (Lawyer, 1945). Although Mintzberg (1973) and Khandwalla
(1987) had investigated the risk-taking behaviors of firms, entrepreneurial orientation (EO) was
first studied by Miller and Friesen (1982) and Miller (1993).

The roots of entrepreneurial orientation (EO) come from the strategy making process field
(Mintzberg, 1973). Strategy making is “an organization wide phenomenon that incorporates
planning, analysis, decision making, and many aspects of an organization’s culture, value
system, and mission” (Hart, 1992, p.327). EO corresponds to the practices and policies that
determine the entrepreneurial actions and decisions. Therefore, EO can be regarded as a firm
level strategic process that key decision makers utilize to perform the purpose and vision of the
firm and gain a competitive advantage (Rauch et al., 2009).

It is important to clarify the difference between entrepreneurial orientation and
entrepreneurship. Miller and Friesen (1982) state that “entrepreneurial firms” are attempting to
achieve a competitive advantage through risk-taking and innovations. Innovations in product
line or services are a vital part of firm strategy. “Innovation strategy is a natural state of
entrepreneurial firms and it is forced through management. Miller and Friesen’s definition of
entrepreneurial firm undertakes innovation and risk-taking. Miller (1983) later included
proactiveness to the definition of entrepreneurial firms” (Rauch et al., 2009).

The focus of entrepreneurial research shifted from the individual level to the organizational
level in the study by Miller (1983). This study established a basis for an entrepreneurial scale
measure, which is submitted as an entrepreneurial orientation by Naman and Slevin (1993) and
Covin and Slevin (1989). The measure integrates two proactiveness items from Miller’s scale,
two innovation items from Miller and Friesen (1982) and two risk-taking items from Khandalla
(1977). The EO measure developed by Miller (1983) and Covin and Slevin (1989) is the most
used measure in the entrepreneurship research field. In practice, EO stands for “the process,
practices, and decision-making activities that lead to new entry” (Lumpkin & Dess, 1996,
p.135). Miller (1983) disclosed EO through firm level characteristics. He revealed that “an
entrepreneurial firm is one that engages in product market innovation, undertakes somewhat
risky ventures, and is first to come up with proactive innovations, beating competitors to the

punch” (Miller, 1983, p.780).
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Lumpkin and Dess (1996) developed another conceptualization and suggested that EO contains
five dimensions: “innovativeness, risk-taking, proactiveness, autonomy, and competitive
aggressiveness” (p.135). Compared to the study by Miller (1983), this study has two new
dimensions, autonomy and competitive aggressiveness. Autonomy refers to “an individual or
group creation of an idea or vision that is then implemented independently” (p.782).
Competitive aggressiveness represents “the firm’s propensity to challenge its competitors
directly and its importance in new market inter-firm competition” (Lumpkin & Dess, 1996,
p-135). According to Lumpkin and Dess (1996), competitive aggressiveness differs from
proactiveness in terms of the position of a firm in relation to its competitors. They also state
that firms may have EO even if they do not follow the entrepreneurial dimensions mentioned
above (Lumpkin & Dess, 1996). In addition, they assert that entrepreneurial dimensions are
context specific, and, depending on the context, the dimensions of entrepreneurship may take
place variously (Venkatraman, 1989).

Since Miller’s study (1983), which shifted the focus of entrepreneurial studies from the
individual level to the organizational level, interest in EO studies has increased, and large-sized
companies have entered the focus of EO studies. At this time, EO has emerged as a research
topic of several disciplines (Covin & Slevin, 1991). Researchers in organizational studies,
strategic management literature, and management science have started to study proactiveness,
risk-taking behavior, and innovativeness (Khanswalla, 1987; Covin & Slevin, 1991; Miller &
Friesen, 1982).

As interest in EO rises, researchers maintain the definition and meaning of EO, but use different
terms to determine the phenomenon, including “entrepreneurial orientation” (Naman & Slevin,
1993), “entrepreneurship™ (Miller, 1983; Venkatraman, 1989), “entrepreneurial style” (Covin
& Slevin, 1991), and “entrepreneurial posture” (Miller, 1983). Naman and Slevin (1993)
propose a description of entrepreneurship “as aggregate measure of three dimensions: the
willingness to take business related risks, the willingness to be proactive when competing with
other firms, and the willingness to innovate to favor change and innovation in order to obtain
competitive advantage” (p.142). EO literature indicates that most of the studies use three
dimensions of entrepreneurial orientation in order to define and investigate EO. Those
dimensions are “innovativeness, risk-taking, and proactive behavior (Naman & Slevin, 1993;
Zahra & Gravis, 2000; Lumpkin & Dess 2001; Zhou & Yim, 2005; Wiklund & Shepherd,
2005). There are studies that investigate the effects of EO at the individual level, departmental
level, and firm level. According to EO literature, the impact of firm level entrepreneurship on

firm performance is the most significant (Covin & Slevin, 1989; Miller, 1983; Miller & Friesen,
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1982). However, the impact of EO on firm performance is still controversial. Some studies

show that companies having EO do perform better (Wiklund, 1999; Zahra, 1991), while other

researchers state that there is no significant relation between EO and firm performance (Smart
& Conant, 1994). Furthermore, Hart (1992) found that the EO of a firm may lead firms to have
poorer performance.

In the next part of this section, the three main dimensions of innovativeness, risk-taking, and

proactiveness of entrepreneurial orientation will be briefly discussed.

2.7.1. Innovativeness

Innovativeness reveals a firm’s inclination to absorb and sustain the production of creative
processes and new ideas that can generate technological processes, new products/services, and
new markets (Lumpkin & Dess, 2001). Hult et al.(2004) proposed that innovativeness plays a
crucial role in solving challenges and problems. The innovative capability of SMEs to renovate
products/services becomes significant to improve their skills and to grow and survive when
they are facilitating under international competitive conditions, quick technological
advancement, and limited resources (Damanpour & Wishevsky, 2006). Innovativeness
describes “a firm’s tendency to engage in and support new ideas, novelty, experimentation, and
creative processes that may result in new products, services, or technological processes”
(Lumpkin & Dess, 1996). Schumpeter (1934) identified innovation in market dynamics as
“creative destruction” that includes the actions and the reactions of firms in following
opportunities in markets in which new firms are able to allocate resources and initiate new
goods or services. He is one of the first academicians to discuss that innovation is the crucial
attempt of entrepreneurial firms to invent new processes and develop new products. Therefore,
he pointed out that innovation could improve the competitive advantage of firms. Similarly,
Covin and Miles (1999) suggested that innovation is a fundamental part of company strategy
and entrepreneurship is not present without it. According to Peter Drucker (1985): “Innovation
is the specific tool of entrepreneurs, the means by which they exploit change as an opportunity
for a different business or a different service. It is capable of being presented as a discipline,
capable of being learned, capable of being practiced. Entrepreneurs need to search purposefully
for the sources of innovation, the changes, and their symptoms that indicate opportunities for
successful innovation. And they need to know and to apply the principles of successful

innovation™ (p.132).
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There are some inconsistencies in measuring and conceptualizing innovation; innovation is

defined differently by various researchers. Coulthard (2007) reviewed the previous studies on
EO. According to his study, innovativeness is one of the important dimensions of performance,
but it is not the most important one. He stated that study respondents understood innovativeness
differently. Some respondents understood innovation as only new ideas, while others
understood it as both new ideas and modifications.

Innovativeness of a firm is very significant to gain a competitive advantage and to reach
superior performance. The innovativeness of a firm is indicated by the firm’s actions in
developing new processes, making new services/products, or implementing new technologies.
The process of innovativeness is continuous, and firms need to invest in innovativeness
continuously. In addition, both incremental and radical innovations increase the

competitiveness of firms.

2.7.2. Risk-taking

According to Venkatraman (1989), risk-taking is regarded as one of the main dimensions of
entrepreneurship. Researchers have attempted to describe term risk-taking at organizational
levels.

Lumpkin and Dess (1996) define risk-taking as “the degree to which managers are willing to
make large and risky resource commitments, i.e., those that have a reasonable chance of costly
failures” (p.135). According to Zahra and Covin (1995) “risk-taking is the company’s
willingness to engage in business ventures or strategies in which the outcome may be highly
uncertain” (p.50) Risk-taking can be utilized as the degree that owners/managers implement a
strategy or path that has consequences in anticipated results. It can also be financially defined
as a probable financial failure or negative conclusion (Venkatraman, 1989). Risk-taking
behavior in entrepreneurial firms means using resources or taking on debt to gain possible
higher profits (Lumpkin & Dess, 1996). Miller (1983) states that risk-taking firms do not only
leverage financially but are also involved in technological innovation or in product markets.
Dess and Lumpkin (2005) describe three types of risks that organizations and their managers
confront. Those risks are personal, financial, and business. Financial risks are heavy debts or
the use of a high percentage of firm resources for some specifics projects in order to grow.
Business risks are related to new investments or entering new markets without being able to
test the potential returns or losses. Personal risks are associated with decisions of executives

about the strategic actions of firms (Dess & Lumpkin, 2005).
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According to a study by Avlonitis and Salavou (2007), risk-taking firms invest in projects with

higher risk levels in order to get more returns, while risk-averse firms invest in projects with
lesser risk levels even though they assume low level returns. However, there are some
interesting results in the literature. According to a study by Rauch et al., the contribution of a
risk-taking dimension has a lower effect on the performance of firms than on other dimensions
of EO. In addition, Naldi et al. (2007) indicated a negative relationship between performance
and risk-taking behavior of Swedish SMEs. Naldi et al. (2007) also stated that risk-taking can

be affected by organizational context, national culture, and governance.

2.7.3. Proactiveness

According to Venkatraman (1989), “proactiveness is a future oriented perspective”. He
determined proactiveness to be a firm’s strategic orientation. Miles et al. (1978) defined a
proactive firm as “finding and exploiting new product and market opportunities and maintaining
a reputation as an innovator”. Likewise, Venkatraman (1989) explained entrepreneurial
proactiveness as “proactive behavior in relation to participation in emerging industries,
continuous search for market opportunities and experimentation with potential responses to
changing environmental trends” (p.946). Miller and Friesen (1982) stated that proactiveness
shows how companies react to their environment, for example, “does it shape the environment
by introducing new products, technologies, administrative techniques, or does it merely react”
(p.872). Rauch et al. (2009) defined proactiveness as “an opportunity-seeking, forward-looking
perspective characterized by the introduction of new products and services ahead of the
competition and anticipation of future demand” (p.772). Therefore, “proactiveness” can be
defined as opportunity recognition activities for future demands, and the proactiveness of a firm
is indicated by its responsiveness and awareness to market indications.

Proactive firms identify and evaluate new opportunities and monitor market trends. They enter
new markets and initiate new services or products before their competitors do. This suggests
that proactive firms can be regarded as leader firms rather than followers (Lumpkin & Dess,
1996).

Hughes and Morgan (2007) state the effect of proactiveness on the performance of firms is
changeable. It is more critical in the earlier years of a firm and less important once a firm is
established.

According to entrepreneurship literature, the level of proactiveness is positively associated with

the ability to gather data relevant to resources and opportunities in target markets. Proactive
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firms can view the environment and recognize opportunities in their environment. Such firms
may have more knowledge about the resources they need and more market information than

less-proactive firms. Thus, proactive firms can perform better than their competitors.

2.8. DEGREE OF INTERNATIONALIZATION

Internationalization is an active and progressive process; thus, the internationalization strategy
of a firm can differentiate according to environmental changes, firm strategy, and business goals
for entering the international market over time (Chiao et al., 2002). The participation by firms
in international business varies and therefore generates differences in performance. There are
diverse perspectives and views about the internationalization and performance of firms. For that
reason, the indicators that researchers used to calculate the degree of internationalization (DOI)
are varied. In this part of the literature review, the degree of internationalization will be
examined.

The DOI of firms has been a vital research topic for many years (Sullivan, 1994; Contractor,
2012). The study by Ansoff (1957) was one of the first studies to identify an internationalization
measurement, which simply defines DOI as “the performance of a company in foreign markets”
(Ietto-Gillies, 1998, p.24). There are many studies over the last decades that have endeavored
to determine an appropriate method to measure the degree of internationalization. In
internationalization literature, the DOI of a firm has been conceived in different terms, such as
“degree of internationalization”, “export intensity”, “geographic diversity”, “international
business intensity”, and “scale and scope of internationalization” (Sullivan, 1994; Cavusgil &
Zou, 1994; Lu & Beamish, 2001; George et al., 2005; Zahra et al., 2000).

Researchers have used different approaches to measure the degree of internationalization, and
early studies mostly examined the scale of internationalization. The common indicators of DOI
are the ratio of foreign sales to total sales (FSTS), the ratio of foreign assets to total assets
(FATA), and the ratio of foreign subsidiaries to total subsidiaries.

Early studies generally used a single-item approach to measure internationalization, with the
ratio of foreign sales to total sales (FSTS) as the most frequently used indicator (single-item
measurement) of the DOI of a firm and confined the contribution of international returns
generating activities. There are some other measures that researchers have used to assess the
DOI of a firm, including the percentage of foreign employees (FETE), the ratio of foreign

profits to total profits, and the number of foreign countries in which the firm has international
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activities (Dunning, 1985; Cavusgil & Zou, 1999; Lu & Beamish, 2001; George et al., 2005;
Dellios & Beamish, 1999).

Sullivan (1994) has reviewed the literature of DOI and has concluded that single-item

measurements of the degree of internationalization do not fully indicate heterogeneity of
internationalization; thus, he concluded that a multidimensional measurement should be used.
However, the choice of measurement items depends on the availability of data, and it is
especially difficult to find different kinds of data to measure the internationalization of small
and medium sized firms because those firms are generally not willing to reveal that data.
According to researchers, it is important to choose correct measurement items to calculate the
DOI of firms. Hitt et al. (2006) stated that the measures should be carefully chosen to confine
the theoretical aims of the study in order to expand content validity; thus, a potential blur
between internationalization and its effect can be separated. In some studies, researchers have
attempted to make a separation between measures that define the firm’s scope, scale, and speed
of internationalization as ancestors of financial performance (Cavusgil & Zou, 1994; Lu &
Beamish, 2001; Tseng et al., 2007). Measures of international sales growth and the change in
international sales ratio to total sales are used as a measurement of the degree of
internationalization of a firm (Oviant & McDougall, 2005; Wagner, 2004; Zhou, 2007).

The geographic scope of international expansion has also been analyzed as a measurement of
the degree of internationalization. In order to operationalize the geographic scope of
internationalization, the number of (1) foreign employees, (2) countries in which firms have
international activities, (3) foreign offices/subsidiaries, and (4) geographic regions have been
employed (Hitt et al., 2003, 2006).

Bausch and Krist (2007) made an extended literature review on internationality and
performance. They summarized the types of measures employed to determine the degree of
internationalization. According to their study, the measures employed in the
internationalization literature are as follows:

1. Ratio type measures aim to measure the degree of internationalization and are used in
most of the studies (57%). These studies employ a “proportion or percentage” of
international operations over total operations. The most frequently used ratio is
“Foreign-to-Total Sales” ratio.

2. Count measures are the second most employed measures and indicate the number of

countries in which a firm has activities and/or offices.
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3. Concentration type measures are used in about 18% of the studies. They aim to measure

the degree of internationalization by determining “degrees of concentration of economic
activity.”

4. Composite type measures are also widely used to measure the degree of
internationalization. Combining two or more ratios derives this type of measure. The
best-known example is Sullivan’s Study (1994).

5. Finally, some researchers have employed a categorical type of measurement. Vernon
(1971) is an early example of these studies. He categorized firms as “domestic firms”
or “international firms.” According to his study, a firm is regarded as an international
firm if its foreign sales are more than 10% of total sales. The study by Rugman (2000)
is a current example for categorical type of measurement that classifies firms into four
groups: global, home region oriented, bi-regional, and host region oriented (Bausch and
Krist, 2007).

There are different dimensions of the degree of internationalization. Dérrenbacher (2000)
reviewed the literature and collected the indicators that have been used to measure the DOI.
According to researchers, the number of possible indicators may be larger Ficher (2004) pointed
out that there are more than 47 indicators of internationality (Sommer, 2017).

To assess internationality, indicators can be evaluated individually, or they can be grouped into
several categories. According to a study by Ficher (2004), there are different possible
approaches to use in grouping indicators. Three categories can be made to group indicators. In
the next part of this section, three main approaches will be discussed.

The “first category” can be made according to typology. The aim is to define differences
between firms. For example, Ficher (2004) identified four types of firms, “the international, the
multinational, the global and the transnational firm” (p.70). Perlmutter (1969) uses another
typology approach that points out the “attitude of management” as a dimension. It is stated that
the degree of internationalization is not only a quantifiable issue like international sales or
profits but can also be examined by “the attitude of management toward the international
business” (p.122). There are some other studies that make different typology categories that
concentrate on networking features of an international firm (Perlmutter, 1969; Cheng &
Ramasway, 1989). Ficher (2006) found that attributes or characteristics in the literature can be
classified under one of the following dimensions: structure, performance, behavior,
environment, strategy, and resources (Sommer, 2009).

According to a review by Sommer (2009), the first category—typology—does not present a

comprehensive analysis of the degree of internationalization since the quantitative view is not

59




adequately combined. The second possible category incorporates an index of quantitative

indicators to evaluate the degree of internationalization of firms. This method is a
multidimensional concept that combines several measurements and unites them in one index in
order to obtain data reduction. Some advantages of multidimensional analysis will be discussed
in the latter part of this section. In the literature, there are three most frequently used indices
that will be reviewed one by one (Dérrenbacher 2000).

e Transnationality Index: This index was developed by the United Nations Conference on
Trade Development (UNCTAD, 1995). The objective of this index is “to capture fully
the extent of involvement of transnational companies in the world economy”
(UNCTAD, 1995)

e Transnational Activity Spread Index: letto-Gillies (1998) stated that the transnationality
index pays no attention to the “spread of foreign activities” and merges two indices. She
proposed improving the transnationality index by combining “network spread index.”
(p-24)

e DOI: This index was developed by Sullivan (1994, 1996). He employed five different
indicators to make an index to measure the degree of internationalization. Sullivan’s
index will be examined in the latter part of this section.

According to Sommer (2009), the third possible category of indicators to examine
internationality of firms is used to form internationalization profiles. Kutschker and Schmid
(2006) aimed to measure the internationality of firms in three-dimensional mountains. Another
interesting study is by Hassel et al. (2003) in which a two-dimensional structure was formed
that indicated profile character. These studies measured intentionality of firms for illustrational
purposes; therefore, only a few studies are reviewed (Sommer, 2009).

There is not one accepted model to measure the degree of internationalization of a firm
(Ramasway et al., 1996; Sullivan, 1994). Using single item to measure the DOI is a common
method in the internationalization field. However, utilizing single indicators to evaluate such a
complex process may lead researchers to incorrect results. Therefore, many researchers (for
example, Reid, 1981; Welch & Luostarinen, 1988; Dalli, 1994; Sullivan, 1994) state that there
is a necessity to use a multidimensional index or composite measure to evaluate a firm’s level
of internationalization.

There are different studies that have used multi-item means to measure the level of
internationalization. For example, Lu and Beamish (1994) evaluated DOI by utilizing two
variables, the number of international subsidiaries and the number of countries in which those

subsidiaries were founded. Another study is the one of Kundu and Chin (2003), in which they
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examined levels of internationalization by calculating “eigenvector-weighted averages™ of the

ratios of FSTS (foreign sales to total sales), FETE (foreign employees to total employees) and
FOTO (Foreign offices to total offices). Reuber and Fisher (1997) utilized the ratio of foreign
sales to total sales, percentage of employees for international business, and geographic scope
to measure DOI. Allan and Panzalis (1996) used the dimensions of breadth (number of foreign
countries in which a firm has subsidiaries) and depth (number of foreign subsidiaries) to
examine the relation between level of internationalization and performance.
DOI has been generally assessed by three main indices (Hassel et al., 2003; Dérrenbacher,
2000). In the next part of this section, DOI (Sullivan, 1994), the transnationality index
(UNCTAD, 1995), and the transnational activity spread index (letto-Gillies, 1998) indices will
be discussed.
Sullivan (1994) stated that most of the studies used single-item measurements in order to
analyze the degree of internationalization of firms. He claims, however, that there are some
problems with using single-item measurements such as:
e “A single item does not permit one to take measurement error into account in analysis.
e The impossibility of determining the reliability of a single measure increases the
probability of a Type I and Type Il error.
e A single measure creates the risk that the measure will be confounded by existing
method biases.
e A single item only represents a limited portion of the domain and tends to misrepresent
the construct”. (p.332).
Internationalization is a very complicated and multidimensional process, and researchers may
not be able to measure the actual degree of internationalization of firms by using only one
measurement. For that reason, Sullivan (1994) suggested the creation of an index from different
indicators that measure different dimensions of internationalization.
According to Sullivan (1994), there are three attributes of degree of internationalization:
performance (what goes on overseas; Vernon, 1971), structural (what resources are overseas;
Wells, 1972) and attitudinal (what is top management’s international orientation; Perlmutter,
1969). He found that there are five measures to operationalize the performance attribute of
internationalization, two measures to operationalize the structural attributes of DOI, and two
measures to attitudinal attributes of DOL.
Performance measures:

e FSTS: a common measure of DOI is foreign sales as a percentage of total sales
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e R&DI: Research and development intensity
e Al: Advertising intensity
e ESTS: Export sales as a percentage of total sales
o FPTP: Foreign profit as a percentage of total profit
Structural measures:
e FATA: Foreign assets as a percentage of total assets
e OSTS: Overseas subsidiaries as a percentage of total subsidiaries
e Attitudinal Measures: Measuring the attitudinal attributes of DOI is difficult in that
archival data do not inventory the psychometric attributes of firm managers.
e TMIE: Top managers international experience
e PDIO: Psychic dispersion of international operations
Sullivan (1994) used these indicators and created an index called “degree of
internationalization” to measure the internationality of firms. After analyzing research results,
Sullivan (1994) used only five indicators (OSTS, FSTS, FATA, PDIO, TMIE) in the final
calculation of degree of internationalization to create an index.

The transnationality index was developed in 1995 by UNCTAD; the index is a three-
dimensional measurement that has been reported in the World Investment Report (1995). This
index is calculated based on the simple averages of three indicators: “Foreign sales to total
sales, foreign assets to total assets, and foreign employment to total employment” (p.87). To
balance different dynamics of internationalization in different industries, the transnationality
index averages three different indicators (letto-Gillies, 1998). The calculation of
transnationality index is:

Let:

A = Company’s Total Assets and Af = Company’s Foreign Assets

S = Company’s Total Sales and Sf= Company’s Foreign Sales

E = Company’s Total Employment and Ef = Company’s Foreign Employment

There are three dimensions of the index:

Ai = Foreign Assets index = Af/A

Si = Foreign Sales index = Sf/S 4

Ei = Foreign Employment index = Ef/E

The index is the average of three indicators:

TI= Transnationality index = [Ai+ Si+Ei ] : 3
There are some studies that employed the transnationality index (TI). For example, Tuselmanna

et al. (2008) utilized TI to evaluate the significance of industry internationalization in the USA.
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In addition, in some countries, business schools adopted the transnationality index to examine

internationalization of domestic firms. Outreville (2008) and Ruzzier et al. (2007) utilized TI
as an internationality measurement to draw a framework for internationalization of firms.

The major problem of TI is that it only measures the percentage of foreign activities of firms;
it does not consider the geographic dispersion of a firm that has international operations. TI
considers a firm with foreign activities in two or three countries the same as another firm with
foreign activities in more than 80 countries. The number of countries (or the concentration of
subsidiaries) may be important indicators to measure internationalization. If the geographic
spreading of a firm increases, some political and structural risks may be diversified.

Finally, the last index used to measure the degree of internationalization of firms is the
transnational activity index (TASI) which was developed by Ietto-Gillies (1998). According to
Ietto-Gillies, “there is no single way of assessing the degree to which companies, industries or
countries are internationalized: it all depends on what patterns and aspects of
internationalization we choose to emphasize” (p.22). This index combines the transnationality
index with “physic dispersion of foreign activities” as developed by Sullivan. (Ietto-Gillies,
1998). This approach takes two dimensions into consideration, intensity level and the level of
geographic extensity of international activities. This index has also been used by other
researchers; for example, Frenz et al. (2005) utilized this index to examine the relationship
between innovation and internationalization of firms.

There are many different indicators and indices to measure the degree of internationalization.
This diversity depends on the aim of the study and the data availability. It is necessary to have
a credible means to measure the degree of internationalization. The first efforts to measure DOI
used single-item measurements based on foreign sales percentage and foreign assets percentage.
Because of the complexity of internationalization, later researchers used multidimensional
indices to measure the degree of internationalization. In this study, we aim to create an index
(consisting of different dimensions of internationalization) to measure different dimensions of

internationalization.

2.9. CONCLUSION

The aim in this chapter is to understand the previous studies about the internationalization of
SMEs, and to have the knowledge to establish the theoretical framework of the proposed study.
To do that, the theories of internationalization, the studies of SME internationalization,

entrepreneurial orientation, and network relationships and their effects on internationalization,
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and the degree of internationalization research fields have been reviewed. In the next chapter,

the theoretical framework of this thesis and the hypotheses development will be provided.
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3. CHAPTER THREE
CONCEPTUAL FRAMEWORK AND HYPOTHESES DEVELOPMENT

3.1. INTRODUCTION

This chapter introduces the theoretical background of this study on which the research model
is built. Firstly, the research fields and theories that frame the theoretical background of the
study will be mentioned. Since a review and a discussion of the internationalization of SMEs,
international entrepreneurship, and the main hypothesis or/and views that the theoretical base
of that study established are provided in the literature review chapter, they will not be reviewed
in this chapter again. Then, the conceptual framework of the study will be presented, and later
the hypothesis will be presented in the last section of this chapter.

The hypothesized relationships in the research model of this study are developed based on the
arguments from the literature on entrepreneurship, networks, and small and medium-sized
enterprises’ (SMEs) internationalization. In the next part of this chapter the theoretical
background of the study and hypothesis development sections will be provided.

3.2. THEORETICAL BACKGROUND

In this section of the third chapter, the main research fields and the theories/views that will be
base for the conceptual framework of this thesis will be illustrated.

3.2.1. Key Research Fields

As figure 3.1 illustrates, this study on the internationalization of SMEs is situated between the
research areas (i) small and medium-sized enterprises, (ii) entrepreneurship, (iii) international
business, and (iv) international entrepreneurship. The two most important research areas are (i)
small and medium-sized research area, and (ii) international entrepreneurship research. Since
these research areas were deeply reviewed in the literature review chapter, they will not be

repeated in this chapter.
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Figure 3.1. Key Research Fields

International Business
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3.2.2. Key Theoretical Perspectives

As Figure 3.2 demonstrates, key theories of this study are (i) the network theory of

internationalization, (ii) resource based view, (iii) international entrepreneurship view. Those
theories have been reviewed in more detail in the literature review chapter. Therefore, in this
part of this chapter we will not repeat theories or views. Theoretical framework of this thesis is
based on the theories of network theory of internationalization and international

entrepreneurship view
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Figure 3.2. Key Research Theories
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3.3. CONCEPTUAL FRAMEWORK

A conceptual framework is a construction that researchers use to explain the development of
the phenomenon to be examined. As Peskhin (1993) noted, “it is linked with the concepts,
empirical research and important theories used in promoting and systemizing the knowledge
espoused by the researcher” (p.25). The conceptual framework helps researchers to enlighten
how the research problem will be investigated. It provides an integrated method of looking at a
problem to be studied, and it defines the association between the main concepts of the research.
In this section, the conceptual framework of this thesis will be indicated by integrating the main

concepts.

3.3.1. Internationalization of Emerging Country SMEs: The role of EO and
Network Ties

SMEs make up the vast amount of enterprises and are the key players in every modern economy.
Although they are considered as the backbone of economic and social development with their
considerable contributions to innovation, employment, and social renewal, their small sizes and
limited resources may hinder their internationalization (Hessels & Parker, 2013; Oparaocha,

2015). When compared to resource-rich multinational corporations (MNCs), SMEs are
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generally considered as having limited resources and capabilities. Thus, they usually face

idiosyncratic challenges when they internationalize.

These internationalization barriers can be internal or external to the firm, such as financial,
managerial, firm-specific, market-based, and industry-specific barriers (Shaw & Darroch,
2004). These disadvantages and challenges that SMEs encounter in internationalization are not
only associated with emerging country SMEs but also advanced country SMEs (De Maeseneire
& Claeys, 2012; Hessels & Parker, 2013). Yet SMEs from emerging countries are usually
characterized as having weak institutional environments and unfavorable market conditions
(Luo & Tung, 2007), and they may experience additional difficulties, particularly negative
institutional factors such as the regulatory environment (Oparaocha, 2015; Torkkeli et al.,
2012).

Unlike MNC:s that have great financial and human resources and are more skillful in the use of
network ties, SMEs usually depend on external resources for both new and future foreign
market entry (Coviello & Munro, 1997; Johanson & Vahlne, 2009; Oparaocha, 2015). To
overcome the various international business limitations, external sources are exploited to collect
technical, cultural, and commercial skills that enable SMEs to go beyond their national
boundaries (Johanson & Vahlne, 2009). Thus, SMEs have the advantage of accessing network
resources to mitigate their liabilities in internationalization depending on which network
resources they utilize (Oparaocha, 2015).

A firm’s network ties influence the extent of business opportunities and the variety of resources
it can access and leverage for international business activities. This perspective demonstrates a
shift from the mainstream perspective that looks at resource allocation as an essential
component of internationalization to a perspective highlighting the importance of networks for
firm’s cross-border activities (Cerrato, Crosato, & Depperu, 2016; Coviello & Munro, 1997).
The network approach to internationalization proposes that internationalization opportunities
and decisions are primarily driven by the relationships which consequently allow firms to
leverage critical external resources (Chetty & Wilson, 2003), and to mitigate the limitations due
to their size or limited experiences (Cerrato et al., 2016; Zou & Stan, 1998).

Previous studies on SME internationalization have examined the extent to which they
experience barriers to cross-border expansion (De Maeseneire & Claeys, 2012; Hessels &
Parker, 2013; Hessels & Terjesen, 2010; Hollenstein, 2005; Paul et al., 2017; Shaw & Darroch,
2004). Barriers related to access to information about foreign markets can discourage SMEs to
internationalize because internationalization without reliable information about foreign markets

is risky and uncertain. Attempts to collect relevant information about foreign markets and

68



institutional environments may be burdensome for resource-constrained SMEs (Hessels &
Terjesen, 2010), and the presence of financial constraints can prevent SMEs pursuing foreign
direct investments in foreign markets which, in turn, limits their growth (De Maeseneire &
Claeys, 2012).

EO can enable SMEs to engage in international activities and can drive them to identify and
exploit international opportunities or to overcome the barriers in cross-border expansion. Since
EO incorporates proactive, risk-taking, and innovative behaviors, it is likely that a firm with a
high level of EO engages in internationalization. However, the driving role of EO can result in
the increasing use of network ties to identify and exploit international opportunities; therefore,
the use of social, business, and institutional ties may play a significant role in the relationships
between EO and internationalization. Figure 3.1 represents the proposed relationships between

EO, network ties, and SME internationalization.

The Figure 3.3: Relationships between EO, Network Ties, and SME Internationalization
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3.4. HYPOTHESIS DEVELOPMENT

The hypotheses are identified after a broad and comprehensive review of SME
internationalization literature and researches done in the field. In addition, the hypotheses for

the empirical study are based on “the conceptual framework™ of the study.

Based on the conceptual framework (see Figure 3.3), the empirical research results, and the

review of existing literature the following hypotheses group are developed:
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e EO and firm internationalization,

e Network Ties and internationalization of EC SMEs,
e Entrepreneurial orientation and network ties,

e The mediating role of networks in the EO and firm internationalization relationship.

The hypotheses will be presented in the following subsections.
3.4.1. Entrepreneurial Orientation and Firm Internationalization

EO is a set of organizational level behaviors including proactiveness, risk-taking, and
innovativeness (Hakala, 2011). Organizations with a high level of EO act proactively rather
than responsively and endeavor to challenge the constraining factors in their environment
(Lumpkin & Dess, 1996). These firms are characterized by risk-taking behaviors that encourage
them to act even under environmental uncertainties due to limited information. The proactive
and risk-taking behaviors along with their inclination to innovation allow them to introduce
new market offerings or business models and to adapt to the requirements of new institutional
environments.

Zahra et al. (2000) examined the relationship between EO and international performance and
found that EO improves the knowledge and learning capability of companies and has a positive
effect on the competitive advantage of companies. Yiu et al. (2007) analyzed the relationship
between internationalization and the constructs of EO. They determined that EO had a crucial
role on internationalization; particularly, risk-taking has a significant effect on
internationalization. Furthermore, Florida (1997) indicated that EO leads SME:s to take higher
risks and increase their market shares with their innovative products in international markets.
A study by Knight (2000) found that EO plays an important role in rapidly changing business
environments to quickly respond to customer demands in international markets. Thus, EO
makes firms increase their internationalization. As mentioned in earlier studies, SMEs with
higher EO indicate better performance to create new opportunities, to establish new
relationships, and to actively follow international activities (McDougall et al., 1994). In order
to see the determinants of internationalization, Zuccehella (2002) examined 200 Italian SMEs.
According to her study, the interaction between EO and organizational capabilities, such as
network capability, had significant importance to achieve internationalization.

There are also some recent studies that examined the important role of EO on

internationalization. For example, Yoon et al. (2018) examined the determinants of
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internationalization of family SMEs by analyzing 191 Spanish SMEs and found that EO has

meaningful and significant role on internationalization. A study by Perlines et al. (2016)
investigated “mediating effect of competitive strategy on international entrepreneurial
orientation and international performance in family business” (p.18). They concluded that EO
had a significant contribution in the international performance of family-owned businesses.
Another study to investigate the mediating effect of marketing capability on the relationship
between EO and internationalization was conducted with 401 Korean SMEs. According to this
study, the impact of EO on internationalization of Korean SMEs is critical.

In conclusion, firms with high levels of EO can overcome the liability of foreignness through
proactive, risk-taking, and innovative behaviors, and can develop new business opportunities
abroad that can increase the percentage of profits and sales derived from international markets

(Shaw & Darroch, 2004). Therefore, we hypothesize that:
HI. Entrepreneurial orientation positively affects the degree of internationalization of SMEs.

3.4.2. Entrepreneurial Orientation and Network Ties

Social network theory argues that networks are developed and sustained at different levels of
analysis such as individual and organizational through the actions of social agents (Oparaocha,
2015). Individuals and organizations commit resources and develop dyadic relationships with
multiple actors in their environment which result in the establishment of broader networks
leading to information exchanges (Luo, 2003; Manolova, Manev, & Gyoshev, 2010).

There is a positive and close tie between EO and firm capabilities and resources (McDougall &
Oviatt, 2003). Social or business ties are vital resources for firms to be more entrepreneurial
oriented. With those relationships, firms can obtain earlier and better access to information,
new markets, and channels, and those relationships may help firms to recognize new
opportunities and create new products. Not only personal relationships but also inter-
organizational relationships are important recourses for SMEs that have limited resources to be
more entrepreneurial oriented. There is a significant relationship between organizational
resources and EO (Teece, 2007).

Entrepreneurship behavior consists of three diverse yet independent behaviors, proactiveness,
risk-taking, and innovativeness (Lumpkin & Dess, 1996), that can give birth to the creation and
exploitation of networks. An SME’s entrepreneurial strategic orientation can lead the

organization and its owners/managers to search for opportunities to form and use new networks.

71




An organizational posture manifested in EO is composed of proactiveness, risk-taking, and

innovativeness, which can act as behavioral drivers of networking activities (Chen & Miller,
2012). This argument leads to the conclusion that an SME firm characterized by a high level of
EO will be more likely to form and benefit from network ties at different levels, and its
owners/managers will be more inclined to demonstrate networking behaviors. Therefore, we

hypothesize that:

H2a. EO positively affects the use of social network ties of SMEs.
H2b. EO positively affects the use of business network ties of SMEs.
H2c. EO positively affects the use of institutional network ties of SMEs.

3.4.3. Network Ties and Internationalization of SMEs

In networks, firms are motivated to expand and continue network ties with each other because
of mutual benefits occurring from interactions. In international markets, firms need to establish
relationships with different kinds of actors, such as suppliers, customers, competitors, non-
profit organizations, and government institutions, in order to enter the market and gain access
to the knowledge and distribution channels of the market (Kontinen & Ojala, 2010; Johanson
& Mattson, 1988; Johanson & Vahlne, 1990). Ellis (2008) indicated that research studying the
network model of internationalization focuses on the relationships between organizations, but
the relationships at the individual level were ignored. It is important to also utilize network
relationships at the individual level (Ellis, 2008; Kontinen & Ojala, 2010).

In the existing literature, several researchers have studied the influence of network
relationships. We will build our hypothesis according to existing literature. There will be a
literature summary in the following part.

According to some researchers, network ties have an important effect on international
opportunity recognition of small and medium-sized firms (Ellis, 2000; Oviat & McDougall;
Kontinen & Ojala, 2011). Zain and Ng (2006) stated that network relationships motivate firms
to start internationalization. Even if firms can recognize international opportunities, it may not
be enough to initiate internationalization. Another positive impact of network relationships on
firm internationalization is to identify potential partners in international markets. Firms may
monitor and evaluate potential partners in foreign markets through their formal and social ties
in those markets (Bjérkman & Kock, 1995; Ellis, 2000). Network relationships may also enable

firms to gain initial legitimacy and credibility. It is important for firms to be legitimized,
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especially for SMEs, in order to be successful in foreign markets (Coviello & Munro, 1997,
Oviatt & McDougall, 2005).

One of the main contributions of network relationships to the internationalization of firms is to
provide access to local market knowledge and established channels (Zain & Ng, 2006).
Establishing a business in international markets necessitates developing and accessing
distribution channels in its target market. Accessing channels is not easy for resource-limited
firms; therefore, firms need to improve network relationships with established distribution
channels to overcome resource obstacles (Coviello & Munro, 1995).

According to Bell (1995), network relationships play an important role in entry mode and
market selection of small firms. Small and medium sized firms need to choose the correct target
market and entry mode in order to be successful with their limited resources. Therefore,
choosing entry mode and target market selection are very important for SME success in
international markets; one of the key factors of the success of rapid and small-internationalized
firms is their involvement with international networks (Coviello & Munro, 1997). It can be said
that network relationships have important influences on the decisions of entry mode and market
selection of small firms.

Firms may reduce their cost and minimize their risks in international markets by using their
network relationships. When they encounter uncertainties in entering a foreign market, they use
their relationships to cover potential uncertainties. For example, Asian firms, especially Quanxi
in China, are able to have a competitive advantage by reducing their transaction and research
costs with their network relationships (Chetty & Patterson, 2002; Coviello & Munro, 1995;
Katsikeas & Morgan, 1994). Therefore, it can be said that network relationships of SMEs
reduce the cost of internationalization. Finally, network relationships have an effect on the
innovation of small and medium sized firms that have international activities. Network
relationships facilitate the innovativeness of firms because innovative knowledge comes from
different network resources (Zain & Ng, 2006). According to Obstfeld (2005), organizational
innovation is a “process of creating new social connections between people, and ideas and
resources they carry, so as to produce novel combinations” (p.115). Therefore, network
relationships can be regarded as an important factor of firm innovativeness and, as a result, firm
internationalization.

There are several studies that indicate network ties are a major factor in starting the
internationalization process in new markets (Coviello, 2006; Crick & Spence, 2005). This
assumption is consistent with the study of the network model of internationalization (Johansson

& Mattson, 1988) that stated network relationships of firms “act as a bridge to foreign markets™
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(Kontinen & Ojala, 2010). In addition, Ellis (2008) indicated the positive relation between

network relationships and opportunity recognition in international markets. In a study by
Coviello and Munro (1997), it is stated that “network relations impact foreign market selection
and mode of entry, as well as product development and market diversification activities”
(p.372).

Baum et al. (2011) stated that network strength and size is a type of resource that affects SME
internationalization. Network strength confines “the frequency of contact with international
network partners while network size encompasses the number of partnership or network ties a
firm holds with foreign companies” (Baum et al., 2011, p.312). They also indicated that “since
SMESs suffer from lack of resources such as financial and managerial, the number and the
quality of network contacts can significantly impact firm’s internationalization” (p.313)

SMEs have contacts with different kinds of actors in the international business area, and
different researchers have studied different aspects of network relationships. If the interaction
is built on the social aspects of an organization, it is called social networking (Oparaocha, 2015).
On the other hand, “if the focus of the interactions and exchanges emphasize understanding the
inter-connections and dynamics of a dyadic relationship, it can be perceived as business
networking or a corporate relationship” (Slotte & Coviello, 2009. However, it is important to
understand the need to separate institutional network relations from business relations.
Institutional network relations include the relations with government institutions, NGOs, and
research and development centers (Oparaocha, 2015).

According to a study by Kontinen and Ojala (2010), network relationships are important sources
that facilitate internationalization. The network relationships of managers or entrepreneurs of
SMEs with limited resources for internationalization play a very critical role (Crick & Spence,
2005; Ellis, 2008).

Social network relationships comprise the relationships between managers and/or owners of the
firms and other people. In the existing literature, researchers utilized different terms to define
interpersonal relationships, such as social ties (Ellis, 2011), personal connections (Andersen,
2006), social networks (Zhou et al., 2007), and informal network relationships (Coviello &
Munro, 1997). Bjérkman and Kock (1995) state that interpersonal network relationships are
networks among persons who are mainly connected over social context-based relations; thus,
business exchanges and information may come about though these relationships.

Manalova et al. (2002) studied the importance and the effect of entrepreneurs in SME
internationalization. Managers or owners may have a crucial function in the internationalization

of firms through close social relationships. Those social relations or social networks may affect
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internationalization issues such as foreign market development, time of internationalization,

entry mode and market selection, and related international activities (Oviat & McDougall,
1994).

According to the social network theory, networks have a significant influence on the
performance of firms. Information about new developments and opportunities mainly spread
via relationships that connect individuals in different social groups (Burt, 1992; Granovetter,
1973). In terms of international opportunities, those social groups should be linked in some
manner to international markets (Ellis & Pecotich, 2001). Burt (1992) stated that, “the notion
of structural holes refers to the unique information benefits available to those that are connected
by non-redundant network ties. A non-redundant network tie bridges a hole between individuals
who possess complementary information or resources™ Coviello and Munro (1997, p.372).
Interpersonal network relationships of individuals thus have a significant effect on the
international opportunity recognition and exploitation of firms (Ellis, 2000).

Based on prior studies, we hypothesize that:

H3a. Social networks positively affect the degree of internationalization of SMEs.

Business network tiess create opportunities for firms to access and obtain a variety of crucial
resources and complementary skills. Using those relationships, firms may be able to gain
specialized knowledge to increase their competitiveness (Chetty & Wilson, 2003).

There are several studies indicating that business network relationships are a major factor in
starting the internationalization process in new markets (Coviello, 2006; Crick & Spence,
2005). That assumption is consistent with the study of the network model of internationalization
(Johansson & Mattson, 1988) stating that network relationships of firms “act as a bridge to
foreign markets” (Kontinen & Ojala 2010). In addition, Ellis (2008) indicated the positive
relation between network relationships and opportunity recognition in international markets. In
the study of Coviello and Munro (1997), it is stated that “network relations impact foreign
market selection and mode of entry, as well as product development and market diversification
activities” (p.372)

According to the network model of internationalization, SMEs consider “networks” as the
beginning point of internationalization. Companies utilize networks to obtain necessary
knowledge for the internationalization process. In this model, firms aim to benefit from the

“experiential knowledge” of networks (Johanson & Vahlne, 1977).
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In addition, firms may have the potential to penetrate new markets by maintaining positions
and improving resource commitments in their networks. Firms can integrate foreign networks
with the coordination of the members of their network. The relationship between those firms
can be considered as networks, and firms internationalize because of those relationships
(Ruzzier et al., 2006). Similarly, Sharma and Johansson (1987) found that network relationships
can be considered as “bridges to foreign markets” that make firms recognize opportunities and
motivate internationalization. Furthermore, Johansson and Mattsson (1988), pointed out that a
firm’s relationships within foreign markets and its position within networks is more significant
to the success of entering a new foreign market than other cultural and market characteristics
(Coviello & Munro, 1997).

The network model of internationalization suggests that improving the position of the firm in
an existing network, and/or establishing network relations with other firms, can compensate for
limited resources. The main motivation between firms to establish a network relation is to create
mutual benefits (Johansson & Mattson, 1988). According to a study by Johansson and Mattson
(1993), internationalization is defined as the establishment and development of positions in
foreign networks. Firms can achieve this development by establishing and developing
relationships with firms and networks both in domestic markets and international markets
(Johansson & Mattson, 1993; Ruzzier et al., 2006).

Finally, Kontinen (2010) stated that “internationalization is related to the developments of
network relationships with other firms belonging to a network in foreign market; these
relationships between the firms in different markets act as bridges facilitating foreign market

entry” (p.444). The model assumes that firms can reimburse resource problems by building

‘new network relationships or improving their position in a current network (Johanson &

Mattsson, 1988; Johanson & Vahlne, 1990). Based on prior studies, we hypothesize that:

H3b. Business network ties positively affect degree of internationalization of SMEs.

Institutional network relations concentrate on the relations with semi-public or public agencies
to obtain resource advantages that may not be gained through business relationships or social
exchanges. According to Oparaocha (2015); “The benefits of institutional networks can be both
‘hard and soft’; that is, tangible resources which a firm may rely upon to be able to
internationalize, and intangible resources that may have various degrees of influence on the
actual resource control of the firm; Thus, institutional network relationships could have
significant implications for the entrepreneurial behavior of an SME in foreign market

environment” (p.475).
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Gibb (1993) pointed out that institutional networks improve the business success of firms both

internationally and locally by creating an environment that can encourage investments and

supporting functions. Most of the supports for those institutional networks are without charge;-

they are primarily funded by governments and they have an effect on the growth of SMEs
(Martin & Scott, 2000). In addition, Bruton et al. (2004) determined that “institutional factors
impacting entrepreneurial efforts include the direct action of governments in constructing and
maintaining an environment supportive of entrepreneurship as well as societal norms toward
entrepreneurship” (p.82)

According to the current literature, institutional networks help firms to access new markets and
market information, reduce bureaucratic costs, gain legitimization in the target markets, and
improve the ability of firms to capitalize on “economies of scope” (Oliver, 1997; Peng et al.,

2005). Based on prior studies, we hypothesize that:
H3c. Institutional networks positively affect the degree of internationalization of SMEs.

3.4.4. The Mediating Role of Networks in the Entrepreneurial Orientation and

Firm Internationalization Relationship

Internationalization is an inherently risky operation. In order to achieve a successful foreign
expansion, firms need not only to establish new markets but also to meet the requirements of
operating in a changing environment. This enables them to achieve a sustainable position in
international networks and allows them to generate financial returns to exceed the initial costs
of cross-border business development.

SMEs with limited recourses have difficulty accessing market information, new markets, and
new opportunities. It is thus important for SMEs to have EO and to have some organizational
resources such as network relationships to overcome those obstacles (Brouthers et al., 2015).
Brouthers et al. (2015) investigated the determinant of internationalization of SMEs and found
that network relationships help SMEs to access important resources, reduce cost of entry, and
operate in international markets. Therefore, network relations and EO help SMEs to increase
their international performance (Gulati et. al., 2000). Network relationships may have influence
on the relationship between EO and DOI.

Network capability, technological capability, and marketing capabilities are critical factors in
improving internationalization of firms. Most SMEs lack resources, such as managerial and

financial, and need to establish network relations and utilize those relations in order to cover
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that lack of resources. EO has crucial importance in promoting internationalization; however,

when integrating EO with those capabilities, firms may have competitive advantage in order to
be successful in international markets (Zuccehella, 2002).

Yoo and Kim (2016) found that EO influences performance through organizational capabilities
and network resources or marketing capabilities. Therefore, international EO is not just the
ancestor of internationalization, but also other organizational competencies. Resources are
important determinants of internationalization, and there is a need to investigate the impact of
those resources on the relationship between EO and internationalization (Huggings &
Thompson, 2015). In conclusion, the relationship between EO and organizational capabilities
is significant and positive. In this study, we want to examine the impact of network relations on
the relationship between EO and DOI. Based on prior studies, the following hypotheses were
developed:

H4a. Social network ties mediate the influence of entrepreneurial orientation on the degree of
internationalization of EC SMEs.

H4b. Business network ties mediate the influence of entrepreneurial orientation on the degree
of internationalization of EC SMEs.

H4c. Institutional network ties mediate the influence of entrepreneurial orientation on the

degree of internationalization of EC SMEs.
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3.4.5. Summary of Hypotheses

Table 3.1 summarizes the hypotheses. It shows that there are ten hypotheses and the predicted

effects of those hypotheses are positive.

Table 3.1: List of Hypotheses

Hypothesis | Relationship

Expected Sign

H2a EO of EC SMEs positively affects the use of social

network ties

)

H2c EO positively affects the use of institutional network ties

*)

H3b Business network ties positively affect DOI

)

H4a Social network ties mediate the influence of

entrepreneurial orientation on firm's DOL

)

Institutional network ties mediate the influence of

entrepreneurial orientation on firm's DOL

)

3.5. CONCLUSION

This chapter aimed to provide the conceptual framework of the study and to develop the
hypotheses. To do this, key research fields and theories were illustrated, and then the conceptual
framework of the study was determined. Based on the conceptual framework (see Figure 3.4),

the empirical research results, and the review of existing literature, the research model was built

and the hypotheses were developed for this study.
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In the next chapter of this study, the research methodology and the data collection processes of
the thesis will be presented.
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4. CHAPTER FOUR
RESEARCH METHODOLOGY

4.1. INTRODUCTION

A research methodology identifies the research goals, procedures, activities, analysis,
measurements, and applications of the study. According to Pickard (2007):

“Most research studies are informed by and based on certain theoretical stances called
methodologies. The research methodology refers to the general theoretical perspective of the
research that is, the overall nature of the research activity. It concerns the perspective or the
angle that the researcher wishes to take on the question being asked. There are two fundamental
methodologies, namely, qualitative and quantitative” (p.336).

Methodology is defined as “the philosophical stance or worldview that underlines and informs
the style of research. It could be termed the philosophy of methods” (Sage Dictionary of Social
Research Methods, 2006, p.276).

In this chapter, the research methodology of the study will be presented. To do that, the research
design of the study will be explained. Then the data collection process, questionnaire
development, sampling of the research, and the response pattern for the survey will be provided.
Furthermore, the variables will be operationalized. Finally, the analysis method, CB-SEM, will
be defined and discussed. In the next part of the chapter, the research methodology of the study
will be provided.

4.2. RESEARCH STRATEGY

Research strategy should be shaped by the context of the study and should correspond to the
research questions stated. For this study, the research question is the impact of EO on the degree
of internationalization of SMEs in emerging markets, and the mediating effect of network
relations between EO and internationalization of SMEs. According to Marshall and Rossman
(1999); “the strategy is as a road map, an overall plan for undertaking a systematic exploration
of the phenomenon of interest” (Marshall and Rossman, 1999, p.150). A researcher may have
a variety of research strategies to complete their research. For example, Yin (1994) has stated
different research strategies, including case studies, histories, experiments, analysis of archival
information, and surveys. There are different ways of data collection and analysis methods for
each of these strategies. According to Yin (1994), “three conditions distinguish these strategies:

(1) the type of question posted; (2) the extent of control an investigator has over actual
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behavioral events; and (3) the degree of focus on contemporary to historical events” (Yin, 1994,
p.288).
In this study, the research problem and the research questions are the impact of EO on the

degree of internationalization of SMEs in emerging market contexts, and the mediating effects
of network relations between EO and internationalization of SMEs. To collect data to analyze
the research questions, a quantitative research strategy is applied in this study.

Quantitative research methods can be defined as statistical research that includes measurements
and numbers. In this study, the research stresses statistics and frequencies. For example, Leedy
and Ormrod (2005) defined "quantitative research as the approach that defers quantitative
information that can be analyzed through statistical analysis. According to Struwig and Stead
(2001), data should be gathered and expressed by numbers in quantitative research. In addition,
Pickard (2007) stated that “quantitative research starts with a theoretical framework derived
from a literature review. According to this framework, a hypothesis can be derived, and
variables used in the hypothesis can be categorized. After choosing the most appropriate
research method, the researcher evaluates the sample and plans the data collection tools
according to that method, then gathers and analyzes the data”. After the data analysis, there
would be enough evidence to support or negate the hypothesis (Pickard, 2007; Struwig & Stead,
2001).

After defining the broader research methodology, the research method should be decided. There
are a variety of research methods in the literature. Pickard (2007) explains the research method
as “the bounded system the researcher wants to use to engage in empirical investigation, it is
the overall approach that is often referred to as strategy” (p.123). He identifies eight research
methods: “case study, survey, ethnography, experimental research, action research, grounded
theory and historical research” (p.123). Some researchers (Leedy & Ormrod, 2005; Wang,
2001) categorize a survey as a “standard quantitative research model,” while others (Aldridge
& Levine, 2001) claim that a survey can be regarded as both qualitative and quantitative
research methods. After a careful examination of the different research methods in the literature,

the survey is chosen as the most appropriate research method for data collection in this study.

4.3. RESEARCH DESIGN
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A research design can be defined as “a plan that describes how, when and where data are to be

collected and analyzed” (Parahoo, 1997, p.60). In the next part of this section, the research
design of the study will be presented.

4.3.1. Sample and Data Collection

The present study used a quantitative survey method. The target sample in this study was small
and medium-sized enterprises in Turkey as an emerging market with international activities.
The SMEs in this research were described as firms with less than 125 million Turkish Lira and
less than 250 employees. The data for this study was collected from the owners/managers of
small and medium-sized firms in Turkey that have international business activities. Turkey was
chosen as a country of emerging markets. Those firms were selected from KOSGEB (the
register of Small and Medium-sized Industry Development Organization), and TIM (Turkish
Exporters Assembly). A sampling frame of 2000 exporting SMEs was randomly determined
from the database that was used. Firms are selected from the most exporting industries in the
database of TIM and KOSGEB. The selected industries are leather and related products, textile
and apparels, machinery and electrical equipment, and retail and wholesale trade. In addition,
the Kompass Directory was used to get contact information for some of the randomly selected
firms.

The structured questionnaire used for the survey was pre-tested with 5 Turkish SMEs and
academicians from different Universities. By doing so, the comprehensibility of the
questionnaire was assured. The data collection was conducted between January 2016 and June
2016. In the first stage of data collection, managers/owners in the sample firms were initially
contacted by email or phone call to affirm their participation before the survey was sent. The
questionnaire was sent to the owners/managers of the firms of those institutions via email with
a cover letter explaining the aim of the research. However, the response rate was very small and
some of the responses were not available for data analysis. Three weeks after the original email,
a second email was sent to the firms that did not respond to the survey. Among these 2000
surveys, 476 responded (23% return rate). After canceling the questionnaires with missing
responses, 401 were retained. Around 30 questionnaires were revised by making phone calls

after receipt of the responses. Therefore, a total of 401 questionnaires were used in the analysis.

Figure 4.1: The Data Collection Process
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Figure 4.1 indicates the process of data collection that was followed in this study. According to
the aim of the research, the research sample was identified, the research database was selected,
and the questionnaire was developed. The survey was then conducted to collect data and the

follow up process was utilized.

4.3.2. Survey Development

To collect the data, we developed and used a survey instrument. First, the existing related
literature was reviewed. After reviewing the literature, and according to the aim of the research,
the survey was designed. In the survey, there are 10 parts. The survey is attached in the appendix
in Turkish and English languages. The survey was sent to the firms in the Turkish language
since all the firms are in Turkey.

The first two parts of the survey are included to measure the influence of the network
relationships of Turkish SMEs on both organizational and personal levels. The questions
included in those parts were established according to the existing literature. In the literature,

there was no related scale to measure the effect of network relationships on internationalization.
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Therefore, the scale in order to measure the organizational and personal level relationships was

developed for this study. This part was developed by reviewing different resources that
examined the impact of SME network ties on internationalization (Coviello & Munro, 1997;
Oviat & McDougall, 1994; Kontinen (2010); Ellis & Pecotich, 2001; Oviatt & McDougall,
2005; Kontinen & Ojala, 2010; Zhang et al., 2015). The questions and the sources of the
questions for parts I and II can be seen in the Appendix.

The third part of the survey is about strategic networking activities of the firms. Strategic
networking activities of the firms are explored in this part of the questionnaire. You can see the
questions and sources of the questions in the Appendix.

The fourth part of the survey is one of the main parts of the research. The questions are taken
from the literature. In this part, the scale was taken from exiting studies in order to measure EO.
The questions and resources are as follows:

The fifth part of the survey focuses on the human resource capabilities of Turkish SMEs. There
are six questions in this part; the questions and the sources of the questions for Part V can be
seen in the Appendix.

The sixth part of the survey includes questions about the “family involvement” of the firms to
measure the influence of the family on the internationalization of SMEs. However, this part
was not included in the model of the study. Family involvement of the firms was not analyzed
in this study, but the data is available for further study. The questions of this part were derived
from different sources (Fernandez & Nieto, 2005; Kontinen & Ojola, 2010; Merine et al., 2012;
Zahra, 2003; Graves & Thomas, 2008; George et al., 2005; Kontinen, 2011; Claver, 2007;
Okoroafo, 1999).

The seventh part of the survey focuses on the international business activities of the firms. In
this part, an index is created to measure the degree of internationalization. This part is one of
the most important parts of the survey; according to data from this part, the dependent variable
of the study was calculated. There are eight questions in this part and those questions were taken
from different studies (Ruber & Fisher, 1997; Sullivan, 1994; Contractor et al., 2000; Kundu &
Chin, 2003; Sundaram & Black, 1997; Lu & Beamish, 2001; Pangarkar & Hussain, 2013;
Hennart & Reddy, 1997; Ietto-Gilles, 1998).

The eighth and ninth parts of the questionnaire are about the performance of the firms. The
eighth part examines the international performance of Turkish SMEs, and there are nine
questions in this part of the survey. The ninth part of the survey investigates the general
performance of the firms. This part of the survey has three sections: financial performance,

market performance, and innovation performance. The financial performance section has five
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questions, the market performance section has four sections, and the innovation section of this

part of the survey has four questions. The questions of the eighth and ninth parts are drawn from
existing literature.

The final part of the survey collects general information about the firms. This part of the survey
is designed to obtain information about the firms such as their size, age, industry, level of
competition of the industries, and number of employees. The questions in this part have been

taken from existing literature.

4.3.3. Characteristics of the Sample

Characteristics of the sample are indicated in Table 4.1. There were 401 firms in this sample.
Most of the firms were in industrial sectors. In the sample of this study, the firms were from
different industries, such as textiles, leather and leather products, construction and construction
materials, retail, chemical, food, and electronics.

The sample contains three kinds of SMEs according to their sizes: micro, small, and middle
size. The sample included 198 firms with less than 50 employees, 82 firms with the number of
employees between 50 and 99, and 212 firms with employees between 100 and 249.

The annual revenue of most of the firms was less than 10 million Turkish Lira (TL), and there
were 90 firms with annual revenue between 25 and 50 million TL, and 53 firms with annual
revenue between 50 and 125 million TL. In addition, the age of 30 of the firms was less than 5

years, and 32 firms were older than 40 years.

Table 4.1: Distribution of Firm’s Characteristics
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Variables

Categories

Retail and Wholesale Trade

Frequency

Percent

12

Textile and Apparels

28.5

Machinery and Electrical
Equipments '

229

Total

150 -99

7000

- 204

[ 100-249

121

i j7370,.].

| 10,000,000 - 25,000,000

~100.0

. - 299

25,000,000 - 50,000,000

22.4

50,000,000~ 125,000,000 |

YT

| Total .

oo i0yer,

69

1000

192

10720 Years

g

35.‘2'

~ [20-40 Years

129

322

32

8.0

Total

901

- 100.0

4.4. OPERATIONALIZATION OF VARIABLES

The survey questionnaire (research model) consisted of three dimensions of network

relationships, three dimensions of entrepreneurial orientation (IV), and the degree of

internationalization (DV).
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4.4.1. Entrepreneurial Orientation

The credibility of the study closely depends on the improvement of tools used to measure the
principal concepts in quantitative research (Golafshani, 2003). To measure entrepreneurial
behavior of firms, researchers use the Entrepreneurial Orientation scale based on the principal
studies of Khanwalla (1976, 1977) and Miller and Friesen (1982). The first study that
empirically studied EO is the study by Miller (1983). Miller pointed out that the “firm’s degree
of entrepreneurship could be seen as the extent to which they innovate, take risks and act
proactively” (p.778). After this study, Covin and Slevin (1986, 1989) refined and widened the
instrument of EO. Later, Lumpkin and Dess (1996) suggested two extra dimensions:
competitive aggressiveness and autonomy. Therefore, the total number of dimensions of EO
became five. As was mentioned in the literature review, there are different dimensions of EO.
The number of dimensions varies according to the researchers. For this study, EO is defined as
the combination of proactiveness, innovativeness, and risk-taking behavior of Turkish SMEs.
In this study, those three dimensions of EO will be used to measure EO (Miller, 1983; Covin &
Slevin, 1986; Lumpkin et al., 2009). The measurements of those dimensions are taken from
different studies that will be mentioned below.

The data for this study was obtained by questionnaire. In this questionnaire, a Likert-scale was
used from 1-5 (Strongly Disagree—Strongly Agree) representing the stage of the agreement and
tendency in each question. The measurement for innovativeness was taken from the study of
Lumpkin et al. (2009). There are four questions in the innovativeness part of the survey. The
first question asked the level of the agreement of the firms ‘to seek to find new methods in
dealing its business.” The second question asked the level of agreement of the firms “to seek to
find new methods to make its business better.” The third question was the level of the agreement
of the firms “to endeavor to implements new ideas.” And the final question was the level of the
agreement of the firms “to give importance to develop new products/services.”

In the proactiveness part, there are five questions, and those questions were taken from the study
of Covin and Slevin (1986, 1989). The first question asked the firms the level of agreement
with the statement that they are faster “in generating new products/services.” The second
question asked the firms the level of agreement with the statement that they are better than their
competitors. The third question inquired the level of agreement with the statement that their
firm is “not passive and reactive, but pioneering and proactive, while making strategic
movements.” The fourth question investigated if the firms “aim to make first movement instead

of waiting the movement of our competitors.” And the last question asked the level of
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agreement of the firms with the statement that “In dealing with competitors, they aim to make

comprehensive and strategic movements (attacks).”

The third dimension of innovativeness is risk-taking. To measure risk-taking, five questions
were asked of the firms. The first and fifth questions were taken from the studies of Lumpkin
et al. (2009) and Covin and Slevin (1986, 1989). The other questions were taken from the study
of Lumpkin et al. (2009), and those questions are measured with a five level Likert scale. The
first question asked the level of agreement of the firms that “in general, the top managers of
their firm have a strong propensity for high risk projects.” The second question asked the level
of agreement of the firms that risk-taking is a positive behavior to their firms. In the fourth
question, it was asked of the firms if most of the employees in their firm tend to risk-taking
behaviors. And the last question inquired the level of the agreement of the firms that “those
firms tend to take risk more than their competitors.”

As previously mentioned, EO measurements were taken from the existing literature and those
measurements were used to analyze the effect of EO on the degree of internationalization of

Turkish SMEs.

4.4.2. Mediating Variable: Measurements of Network Relationships

There are two parts in the questionnaire that measure the network relationships of SMEs in
Turkey. In the first part of the questions pertaining to network relationships, organizational
level network relations were investigated. In order to measure those relations, the firms were
asked to “indicate the frequency of usage of network ties of your company within last three
years in the international activities of their company.” And in order to measure those questions,
a five level Likert-scale was used.

There are fifteen questions asked of the firms in order to measure the organizational network
relationships of Turkish SMEs. The scales for this part were not taken from the existing
literature but were developed for this study in order to see the effect of network relationships
on the degree of internationalization, and the mediating effect of network relationships between
EO and DOI. This scale was developed by reviewing different resources that examined the
impact of network ties of SMEs on internationalization (Coviello & Munro, 1997; Oviat &
McDougall, 1994; Kontinen (2010); Ellis & Pecotich, 2001; Oviatt & McDougall, 2005;
Kontinen & Ojala, 2010).

In the second part of the questionnaire, the questions were asked of the firms in order to

measure the personal level relationships of managers/owners of Turkish SMEs. This scale was
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also developed by reviewing different resources that examined the effect of SME network ties
on internationalization (Coviello & Munro, 1997; Sharma, 1993; Oviat & McDougall, 1994;
Kontinen & Ojala, 2010; Ellis, 2011; Zhang et al., 2015). In this scale, the effect of social

relationships (the relationships gained through friends, family members, and relatives), business
relationships (past work and business contacts of key decision makers of our company), and
political relationships of the key decision makers of Turkish SMEs on internationalization was
investigated (the relations with political parties, bureaucrats, public banks, public institutions,
ete.).

As can be seen in Table 4.1, the frequency of usage of the social relationships, business
relationships, and political relationships of key decision makers in the international activities
of Turkish SMEs were asked in order to measure personal level network relationships.

After conducting confirmatory factor analysis, three dimensions of network relationships were
found. Those dimensions are social, industrial, and institutional network relationships. The
analysis of confirmatory factor analysis and those dimensions of network relationships will be

explained in Chapter 5.

4.4.3. Dependent Variable: The measurement of Degree of Internationalization

Internationalization is an active and progressive process; thus, the internationalization strategy
of a firm can differentiate the firm according to its environmental changes, firm strategy, and
business goals for entering the international market over time (Chiao et al., 2002). Firm
participation in international business varies and therefore generates different performances.
There are diverse perspectives and views about the internationalization and performance of
firms; for that reason, the indicators that researchers have used to calculate the degree of
internationalization (DOI) varies.

Researchers have used different approaches to measure the degree of internationalization, with
early studies primarily examining the scale of internationalization. The common indicators of
DOI are the ratio of foreign sales to total sales (FSTS), the ratio of foreign assets to total assets
(FATA), and the ratio of foreign subsidiaries to total subsidiaries. Early studies generally used
a single-item approach to measure internationalization; the ratio of foreign sales to total sales
(FSTS) was the most frequently used indicator (single-item measurement) of DOI of firms and
confined the contribution of international returns generating activities. There are some other
measures that researchers have used to assess the DOI of a firm, including the percentage of

foreign employees (FETE), the ratio of foreign profits to total profits, and the number of foreign
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countries where the firm has international activities (Dunning, 1985; Cavusgil & Zou, 1994; Lu

& Beamish, 2001; George et al., 2005; Dellios & Beamish, 1999).

Sullivan (1994) reviewed the literature of DOI and concluded that single-item measurements
of the degree of internationalization do not fully indicate heterogeneity of internationalization;
thus, a multidimensional measurement should be used. However, the choice of measurement
items depends on the availability of data. It is especially difficult to find different kinds of data
to measure internationalization of small and medium sized firms because those firms may not
be willing to display those data.

As reviewed in the literature chapter, there are many different indicators and indices to measure
the degree of internationalization. This diversity depends on the aim of the study and data
availability. There is a necessity of having a credible means to measure the degree of
internationalization. The first efforts to measure DOI used single-item measurements, based on
foreign sales percentage or foreign assets percentage. Because of the complexity of
internationalization, later researchers used multidimensional indices to measure the degree of
internationalization. In this study, we aim to create an index (consisting of different dimensions
of internationalization) to measure different dimensions of internationalization.

In this study, we have developed (or used the indices) an index that consists of the ratio of
foreign employees to total employees (FE/TE), foreign assets to total assets (FA/TA), and
foreign sales to total sales (FS/TS).

4.4.4. Control Variables

Age, size, and the industry of the SMEs were the main control variables in the research model.
Firm size was “measured as number of full-time equivalent employees” (Das, 1997). The
number of years since incorporation was used to measure firm age (Carr et al., 2010).

As can be seen from Table 4.1, the annual revenue of most of the firms is less than 10 million
Turkish Lira (TL), and there are 90 firms with annual revenue between 25 and 50 million TL,
and 53 firms with annual revenue between 50 and 125 million TL. In addition, the age of 30 of
the firms was less than 5 years, and 32 firms were older than 40 years. In addition, there were
4 different industries in this research sample—leather and related products, textiles and

apparels, machinery and electrical equipment, and retail and wholesale trade.

4.5. DATA ANALYSIS
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Structural equation modeling (SEM) was used in this research as the analysis method; more

particularly, co-variance-based SEM was utilized. SEM is a statistical model that is designed
to clarify the associations among various variables. It analyzes the structure of interrelationships
articulated in a series of multiple regression equations (Hair et al., 2010). In this study, for
example, “network ties” is an example of a latent construct (LV) among the other latent
variables.

According to Hair et al. (2012), structural equation models are differentiated in three ways.
“First, SEM allows the estimation of multiple and interrelated relationships. Secondly, SEM
provides an ability to represent unobserved concepts in these relationships and account for
measurement error in the estimation process. Thirdly, SEM defines a model to explain the entire
set of relationships™ (p.423).

There are two methods of SEM, the covariance-based approach and the component-based
approach (variance-based) which is also known as partial least squares (PLS). Co-variance
based SEM is utilized with software such as LISREL, EQS, and MPLUS, while PLS is utilized
with software like smartPLS and WarpPLS. Co-variance based SEM integrates the regression
analysis and factor analysis identifying variables such as the observed and unobserved or latent
variable. This method incorporates the error elements in “observed variables of exogenous
construct and disturbance terms in endogenous construct” that are not figured out in other
multivariate analysis. Co-variance based SEM is a series of methods that integrates factor
analysis, change analysis, path analysis, and regression analysis. PLS-SEM has similar
functions; however, it includes small sample-sizes and does not construct assumptions about
the distribution of data.

Co-variance based SEM identifies in advance the items or the indicators of the factors to
perform confirmatory factor analysis. Next, the relationships between independent and
dependent variables are examined in path analysis. Then the outcomes are modeled using
structural regression. Co-variance based SEM also analyzes the reliability and validity, and the
mediator and moderator examination with different fit indices. Researchers can graphically

indicate relations and analyze them by using software programs.

4.6. CONCLUSION
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In this chapter, the research methodology of the study was presented. To do that, the research

design of the study was determined. Then the data collection process, questionnaire
development, sample of the research, and the response pattern for the survey were discussed.
In addition, the analysis method, co-variance-based SEM, was described and how the structural
model will be assessed was defined. Finally, the measurements of the variables were

constructed, and the analysis method was defined.
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5. CHAPTER FIVE
ANALYSIS AND FINDINGS

5.1. INTRODUCTION

This study investigates the role of EO and network ties on DOI, and the mediating role of
network ties in the relationship between EO and DOI To address the research questions, a
quantitative research design was employed. The justification for applying a quantitative
research method in this study was provided in the previous chapter. In addition, the previous
chapter described the data collection process and the analysis method for this study. The chapter
also provided the measurements of EO, network ties, and DOI. The sample selection has been
utilized in this study.

The aim of this chapter is to examine the quantitative data gained from the survey questionnaire.
The quantitative analysis contained five stages: data preparation and data screening to
quantitative investigation; the descriptive statistics of the sample of Turkish SMEs as an
emerging market; confirmatory factor analysis which is utilized to analyze construct validity of
the measurements; structural equation modeling that is used to predict the relationships between
EO and DOI, EO and network ties, and network ties and DOIL; and mediation analysis to
investigate the mediating role of network ties between EO and DOI. Finally, a summary of the

data analysis is presented.

5.2. DATA PREPROCESSING

Screening of the data is a crucial step to take before conducting the analysis to make sure that
the data is clean, useable, reliable, and valid. Preprocessing includes the missing data analysis,
checking the outliers, normality, linearity, and multicollinerity.

The data was subject to data screening. The problematic respondents with either a large portion
of the data left unanswered or no variations on the given values of the answers were handled
by eliminating them.

The missing data were analyzed using Little’s MCAR test on whether the missing values were
random or not. Based on the MCAR test results, the missing values were not random (=
5472.81; df: 4805; sig.=.00001). The missing values were imputed using linear regression as
the model for scarce variables.

The scores of each variable were converted to z scores (standard scores) to identify outliers.
The scores higher than 3.29 are regarded as potential outlier; however, in this study all standard

score are smaller than 3.29, therefore the statistical output indicates that outliers were absent in
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this study. In addition, normality was investigating by checking its kurtosis and skewness
values. Kline (2015) explains “a variable with an absolute skew-index value greater than 3.0 is
described as extremely skewed, and a kurtosis index greater than 8.0 is categorized as extreme
kurtosis. An index smaller than an absolute value of 2.0 for skewness and absolute value of 7.0
is the minimal violation of the assumption of normality”. According to the results indicate the
assumption of normality for this study was satisfies.

In addition, the multicollinerity analysis showed that there were no high associations among
the independent variables since the variable inflation factors (VIF) were all less than the cut-

off value of 10 (Hair et al., 2010), ranging between 1.38 and 1.65.

5.3. DESCRIPTIVE ANALYSIS

In the previous chapter, the characteristics of the sample were provided. In this chapter, the
frequency analysis of some of the firm characteristics will be presented. The overall sample
size after the data screening process was 401.

The results showed there are four industry groups in this study which were obtained from the
database of TIM and KOSGEB. “Leather and related products” had the highest portion with
36%, followed by “textile and apparels” with a portion of 28%. The third industry group was
“machinery and electrical equipment” with a portion of 23%. The “retail and wholesale trade”
sector was the final sector of this study. Figure 5.1 indicates the distribution of industries for
the firms in this study.

Figure 5.1: The Distribution of Industries

Distribution of Industries

® Leather and related products # Retail and Wholesale Trade

E Textile and Apperals ® Machinery and Electrical Equipments

‘ 13%
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Figure 5.2 indicates the distribution of sizes of the SMEs in this study. According to the

frequency analysis, the sample contains three kind of SMEs according to their sizes; micro,
small, and middle size. 198 firms have less than 50 employees, 82 firms have employees
between 50 and 99, and 212 firms have employees between 100 and 249.

Figure 5.2: The Distribution of Number of Employees

Number of Employees

m>50 #50-99 m100-249

The figure 5.2 indicates the distribution of annual revenues of the SMEs in this study.
According to the frequency analysis, the annual revenue of the most of the firms is less than 10
million Turkish Lira (TL), and there are 90 firms having annual revenue between 25 and 50

million TL, and 53 firms having annual revenue between 50 and 125 million TL.

Figure 5.3: The Distribution of Total Revenue

Total Revenue

m < 10,000,000 = 10,000,000 - 25,000,000 & 25,000,000 - 50,000,000 = 50,000,000 - 125,000,000

In addition, Figure 5.2 indicates the distribution of ages of the SMEs in this study. According
to the frequency analysis, the age of 30 firms are less than 5 years, and 32 firms are older than

40 years.
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Figure 5.4: The Distribution of Age of the SMEs

Age of the Firms
8%

W< 5Years
#5-10Year

= 10-20 Years
W 20 - 40 Years

® > 40 Years

5.4. CONFIRMATORY FACTOR ANALYSIS (CFA)

To determine the factor structure of the research dataset, CFA was performed. Thus, the
constructs were subject to CFA analysis. As Hair et al. (2010) explained:

“CFA is a part of structural equation modeling, which consists of two steps: the measurement
model and the structural model; in the first step, the researchers validate the measurement model
through CFA, which shows the extent to which the observed variables (indicators) represents
an underlying latent construct” (p.414). Each observed indicator is allocated to one specific
latent variable or construct. CFA is performed to evaluate “the construct validity of the
measurement. (p.414)

The path analysis (the structural relationship) between constructs or latent variables was
performed after the measurement model was validated in order to clarify the causal association
and the “amount of unexplained variance” (Hair et al. 2010, p.414)

In this thesis, CFA (the measurement model) was performed to present confirmatory tests for
the three constructs that represented network ties, one construct for EO, and one construct for
DOI. The association between EQ, the dimensions of network ties, and DOI were investigated
after the constructs of the model were validated.

To determine how well the proposed model accounted for the correlations between variables in
the research data set, goodness of fit measures are provided in Table 2. Various metrics were
used for determining the goodness of fit such as Chi-Square/df, Goodness of Fit Index, Adjusted
Goodness of Fit Index, Comparative Fit Index, Incremental Fit Index, Tucker-Lewis Index,

Root Mean Square Error of Approximation, and Standardized Root Mean Square.
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Goodness of fit indices

Hair et al. (2010) explains “the goodness of fit indices indicates the extent to which the
theoretical model is similar to the reality (sample data); This means that the more similar or
closer the values of the estimated covariance matrix (theory) are to the observed covariance
matrix (realty), the better is the model fit” (p.440). The five latent variables were included in a
single model to investigate the reliability, validity, and model fit of the proposed research
model.

In order to investigate the fit of the model used in this study, different kinds of fit statistics were
applied. Those statistics will be mentioned below.

Chi-square Statistics represents differences “between the observed and estimated covariance
matrices. The value of chi-square is influenced by the sample size and model complexity. As
the sample size increases, the value of chi-square also increases. Likewise, the more observed
variables are used in the model, the bigger value of chi-square. A low value of chi-square is
preferable, as it indicates that there is no difference between the observed and estimated
covariance matrices. The smaller the chi-square, the better fit of the model, as it implies that
the specified model is supported by the data™ (Hair et al., 2010, p.414)

The results from CFA analysis with the maximum likelihood approach indicated that the Chi-
square/df (df) was 2.24, which is an acceptable level.

The Goodness of Fit Index (GIF) is less sensitive to sample size. Hair et al. (2010) mentioned
arecommended GFI rate of higher than 0.90 points out of a reasonable fit. The GIF for this data
is .88 which is between 0 and 1. This value can be considered acceptable for model fit.

The Adjusted Goodness of Fit Index (AGFI) was measured and the result was 0.84 which is
above the threshold values.

The Root Mean Square Error of Approximation (RMSEA) is explained by (Ping, 2004, p.130)
as follows:

“It is} regarded as one of the most informative indicators of fit due to the tendency of the chi-
square test statistics to reject models with a large sample or a large number of observed
variables. A lower RMSEA values indicates a better fit. An RMSEA value below 0.05 suggests
good fit, and values up to 0.08 indicate acceptable fit.” (p.130)

RMSEA value of this data was 0.056 which indicates acceptable fit.

The Standardized Root Mean Square Residual (SRMR) is provided and the result is 0.5 which
is within the acceptable level.

The Incremental Fit Index (IFI) “measures how well the estimated model fits relative to some

alternative baseline model. The latter is commonly referred as a null model, and it assumes that
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all observed variables are uncorrelated” (Ping, 2004, p.132). The Comparative Fit Index (CFI)

and The Trucker-Lewis Index (TLI) are two frequently implemented incremental fit measures.
The values of those indices change between 0 to 1, and the values higher than 0.90 are
considered to point out adequate fit (Hair et al., 2010). The results from CFA analysis with
maximum likelihood approach indicated that the comparative fit index (CFI) was .94, the
incremental fit index (IFI) was .94, and the Tucker-Lewis index (TLI) was .93. Based on cut-
off values recommended by Hair et al. (2010), the model fit metrics met the threshold values.
Thus, the model fit was met according to CFI, TLI, and IFL

Table 5.1: Summary of Goodness-of-Fit Indices Used in the Study

Abbreviation | Acceptable Level Real Values

Goodness of Fit Index

| Root Mean Square Error of | RMSEA <0.05 is good 0.056

Approximation < 0.08 is acceptable

The Incremental Fit Index IFT >0.90 0.94

ﬁeTrucker—Lewls Index

Table 5.1 provides the summary of goodness-of-fit indices. Based on cut-off values
recommended by Hu and Bentler (1999), Bagozzi and Yi (1988), and Hairet et al., (2010) the

model fit metrics met the threshold values. Thus, the model fit was met.
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Table 5.2: Confirmatory Factor Analysis results

Latent Variable

Item

Standardized
Regression Weight

t-Values

INSNT 02 (OrgNT 11)

0.76

EO 02 (Proact2) 0.88 25.74
EO 03 (Proact3) 0.88 21.14
EOQ 04 (Proact4) 0.82 19.69
EO 05 (Proact5) 0.83 18.07
EO 06 (Risk1) 0.77 Scaling
EO 07 (Risk2) 0.76 15.84
EO 08 (Risk3) 0.93 12.93
EO 09 (Risk4) 0.71 15.75
EO 10 (Risk5) 0.99 14.78
EO 11 (Innovl) 0.84 Scaling
EO 12 (Innov2) 0.87 2322
EO 13 (Innov3) 0.90 19.49
EO 14 (Innov4) 092 20.14
Eabars eiamer o R R T e T
SCLNT 02 (PerNT2) 0.79 7.79
SCLNT 01 (PerNT1) 0.76 8.03
SCLNT 04 (OrgNT 14) 0.62 7.05
M G I RRRRE e T
BUSNT 02 (OrgNT 05) 0.44 735
BUSNT 03 (OrgNT 06) 0.46 741
BUSNT 04 (OrgNT 07) 0.72 11.62
BUSNT 05 (OrgNT 04) 0.76 10.89

11.25

INSNT 03 (OrgNT 10) 0.66 10.53
INSNT 04 (OrgNT 09) 0.82 12.13
INSNT 05 (OrgNT 08) 0.73 11.70

DOI 03 (FATA)

.64

10.89

DOI 01 (ESTS)

0.94

10.40

Chi- df= 2.24; GFI= .88; AGFI=.84; NFI=

SRMR=.05.
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In the next section of this chapter, the adequacy of the validity and reliability of the construct

will be investigated.

Construct Validity

According to Hair et al. (2010), “construct validity shows the extent to which a set of measure
items actually reflect the theoretical latent construct those items are designed to measure. One
of the primary purposes of CFA is to test construct validity of a proposed measurement theory”
(p-418). To do this, Average Variance Extracted (AVE), Maximum Shared Variance (MSV),
and Average Shared Variance (ASV) were calculated (Table 3). In this study, construct validity
was implemented to test the measurement model of relationship between network ties, EO and

DOI.

Construct validity is examined through discriminant and convergent validity. “Convergent
validity is the extent to which the latent constructs correlates to observed variables designed to
measure that same construct. On the other hand, discriminant validity is only established when
the items or indicators of theoretically unrelated constructs are indeed empirically found to be
unrelated” (Hair et al., 2010, p.417).

The convergent validity of the constructs in this thesis was investigated by assessing the
magnitude of the standardized regression weights and corresponding t-values or critical ratio
(CR). The factor loadings need to be statistically significant, generally at 95% level of
significance. The CR (t-values) should be more than 1.96 (CR>1.96). “Items with insignificant
factor loading should be dropped from the analysis. These factor loadings should be 0.5 or
higher, and ideally 0.7 and above to ensure that the construct has convergent validity” (Hair et
al., 2010, p.417). In this study, there was no issue about the convergent validity of the constructs
since the AVE values ranged between .54 and .69 and are greater than the cut-off value of 0.50.
Discriminant validity “refers to the degree to which the items representing a latent variable
differentiate or discriminate that construct from other items representing another construct. In
other words, it is the degree of uniqueness achieved from items measures in defining a latent
construct” (Hair et al., 2010, p.416). In this study, discriminant validity was examined by
comparing the “average variance extracted” (AVE) with “the squared correlation” between
constructs. Discriminant validity emerges if AVE for a construct is more than squared
correlation between this construct and all other constructs. The suggested threshold value
recommended by Hair et al. (2010) for discriminant validity is ASV and MSV< AVE; Square

root of AVE > inter-construct correlations).
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Finally, the discriminant validity was met since the values of ASV, which range between .14
and .27, as well as the values of MSW, which range between .21 and .39, are all less than the
values of AVE. The discriminant validity was also shown by comparing the square root of AVE
to the inter-construct correlations. The square root of AVE values was located at the diagonal
of the correlations coefficient matrix. These values are significantly higher than the values of

the inter-construct correlation coefficient values in the matrix.

Reliability

“Reliability refers to the extent to which the observed variable measures the true value and is
error-free. It assesses whether a set of items or observed variables measure the same underlying
construct” (Hair et al., 2010, 424).

Cronbach’s alpha is the most common measure used to examine reliability, and it is suggested
at values of 0.7 and higher for consistent reliability. In this study, it is between 0.77 and 0.94
which is above 0.70 and that means reliability is provided. Construct reliability is another
method to measure reliability in conjunction with CFA. In order to point out internal
consistency, construct reliability must be higher than 0.70 or above. “Construct reliability is
calculated from the squared sum of factor loadings, for each construct and the sum of the error
variance terms for a construct” (Hair et al., 2010, p.426) According to the obtained results, the
reliability was satisfied since the CR values ranged between .82 and .94 which are well above
the threshold value of .70. The third way to examine reliability is to calculate AVE, for some
researchers it is suggested that AVE should be 0.50 or higher than for any other construct.

In conclusion, the reliability as well as the validity of the constructs was satisfied. Table 5.3

indicates the obtained results for reliability and validity.
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Table 5.3: Descriptive statistics, correlation analysis and reliability measures of the variables

(N=401)
Variables Mean SD | MSV | ASV 1 2 3 4 5
DEO = 1
; 2)Soc1al Net.v.v.orl.( Ties i
3) Business Network Ties | 322 e

T a7

4) Institutional Network Ties | 1.98

Average Variance Extracted (AVE)

i Cronbach's Alpha .94 il 72 81 .77

**n< 05; EO: Entrepreneurial Orientation; DOI: Degree of Internationalization; SD: standard deviation; MSV:
maximum shared variance; ASV: average shared variance; AVE: average variance extracted;
The elements on the diagonal are the square root of AVE, while the elements on the off-diagonals are the

correlations between latent variables.

Common Method Bias (CMB)

Common method bias is a bias that results from an issue external to the measures in the dataset.
The response by the participants is influenced by this external issue. Collecting the data set
using a single method may produce a systematic response bias. As a result, the bias might have
a negative effect on the responses. The CMB was measured using the Harman one-factor test
(Podsakoff & Organ, 1986). It is used to determine if a large portion of the variance is explained
by only one factor. To achieve this, the items of the constructs were included in an unrotated
principal component analysis by constraining the number of factors extracted to one. A single
factor with a large proportion of variance in the model, more than 50%, is considered to have
CMB issue. According to the Harman one-factor test, the items of the proposed model
constructs were constrained to be a single factor using the unrotated principal component
analysis, and the single factor accounted for only 33% of the variance in the model. This

indicated that CMB is not an issue in this research.

5.5. STRUCTURAL EQUATION MODELING

Following the confirmatory factor analysis, the direct hypothetical relationships were tested
using Covariance Based Structural Equation Modeling (CB-SEM) approach. As presented in
the previous chapter, SEM is a statistical model that aims to clarify the associations among

variables. It analyzes the structure of interrelationships articulated in a series of multiple
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regression equations (Hair et al., 2010). In this research, network relationships are an example
of a latent construct (LV) among the other latent variables.

According to Hair et al. (2010), structural equation models are differentiated in three ways.
“First, SEM allows the estimation of multiple and interrelated relationships. Secondly, SEM
provides an ability to represents unobserved concepts in these relationships and account for
measurement error in estimation process. And thirdly, SEM defines a model to explain the
entire set of relationships” (p.428).

There are two methods of SEM, the covariance-based approach (CB-SEM) and the component-
based approach (variance-based) which are also known as partial least squares (PLS-SEM). In
this study, CB-SEM has been applied as it is stated in previous chapter. CB-SEM is a series of
methods that integrates factor analysis, change analysis, path analysis, and regression analysis.
PLS-SEM has similar functions, but it includes small sample-sizes and does not construct
assumptions about the distribution of data. CB-SEM identifies the items or the indicators of the
factors in advance to perform confirmatory factor analysis. The relationships between
independent and dependent variables are then examined in path analysis. Outcomes are later
modeled using structural regression. CB-SEM also analyzes the reliability and validity, and the
mediator and moderator examination with different fit indices. Researchers can graphically
indicate relations and analyze them by using software programs (Hair et al., 2010).

Each hypothesis with the paths, path coefficients, t-statistics, and the significance levels are

shown in Table 4.

5.5.1. The Relationship between EO and DOI

The results revealed that entrepreneurial orientation has a positive and significant impact on
degree of internationalization (B= .325, p<.01). This relationship has been indicated in Figure

5.5

Figure 5.5: Findings on the Relationship between EO and DOI
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5.5.2. The Relationship between EO and Network Ties

On the other hand, the relationship between EO and network ties has been tested. According to
SEM results, EO has positive and significant effects on social network ties (f= .512, p<.01),
on business network ties (= .524, p<.01), and on institutional network ties (B= .392, p<.01).

The relationships between EO and network ties have been illustrated in figure 5.6.

Figure 5.6: Findings on the Relationship between EO and Network Ties
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5.5.3. The Relationship between Network Ties and DOI

As can be seen from Figure 5.7, social network ties (B= .131, p<.05), business network ties
(B=.569, p<.01), however the relationship between institutional network ties and DOI (f=.102,
p<.10) is not significant. The results show that the relationship between institutional network

ties and DOI is not supported.
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Figure 5.7: Findings on the Relationship between Network Ties and DOI
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The results indicated that hypothesis H1, H2a, H2b, H2c, H3a, H3b are supported, and however

‘ Finally, the control variables, such as the firm’s age and the industry type, were included as
control variables in the analysis. There was a negative and significant relationship between the
industry type and the degree of internationalization, while the age of the firm had no significant
impact on the degree of internationalization.

Table 5.4: Structural Equation Modeling Results

‘r Hypothesis Paths Beta P T-stat | Result

' ”Social Network Ties

.312***

Supported

etwork Ties |

o

Institutiéhal Network Ties

392%%+

JE

;}‘ "Business Networ Ties ~569%++ [ 001 | 8946 | Supported

; mausty Toge = 236%* 005 | -2.309 g
] . .

l- *p<0.10; **p<0.05; ***p<0.01; EO: Entrepreneurial Orientation; DOI: Degree of Internationalization;
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The magnitude of the explained variance in the dependent variables that is explained by the

independent variables are measures using the coefficient of determination (R°) in order to
determine the explanatory and predictive power. The level of explained variance is considered
to be substantial if R?>.26, moderate if .13<R’<.26, and weak if R’< /3. CB-SEM analysis
results showed that the explained variance of degree of internationalization was .34, of social
network ties was .17, of business network ties was .20, and of institutional network ties was
.10. The explanatory powers based on the classification criteria showed that the degree of
internationalization had substantial, industrial networks, and the social networks had moderate

power, and institutional network had weak power.

5.6. MEDIATION ANALYSIS

To test the effect of entrepreneurial orientation on the degree of internationalization through
social network ties, business network ties, and institutional network ties, a multiple mediation
analysis was performed. The bias-corrected bootstrapping method was used with 5000
bootstrap re-samples to obtain the 95% confidence interval of the indirect effects recommended
by Preacher and Hayes (2008). Baron and Kenny (1986) guidelines were utilized in which the
effect of the independent variable on the dependent variable is significantly decreased by adding
a mediator that has a significant effect on the dependent variable. The mediation analysis
included three mediators between entrepreneurial orientation and degree of internationalization;
thus, a multiple mediation with bootstrapping approach was used as recommended by Preacher
and Hayes (2008). The bootstrapping approach, introduced by Efron (1979), allows us to
analyze the total indirect effects, as well as the specific indirect effects, of the independent
variables on the dependent variable. It estimates standard errors, confidence intervals, and
biases, and it reduces the chance of parameter bias caused by the omitted variables.

The three steps to perform the mediation analysis were followed. In Step 1, a simple regression
analysis was conducted to test for path ‘c’ between independent variable (X) and the dependent
variable (Y). Step 2 involved conducting a simple regression analysis with independent variable
(X) and mediator (M) to test for path between X and M (path ‘a”). Step 3 included a multiple
regression analysis with independent variable (X), mediator (M), and dependent variable (Y) to
test for path between M and Y (path ‘b’) and to test for path between X and Y (path ‘c™’).
According to the Baron and Kenny (1986) guidelines, after paths c, a, and b are determined to

be statistically significant, a full mediation is obtained if path ¢’ is no longer significant when
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M is controlled, or a partial mediation is obtained if ‘c’ is significant but the beta value is

decreased compared with the beta value in path c.
The association between entrepreneurial orientation and the degree of internationalization via
social network ties, business network ties, and institutional network ties were examined and the

results are provided in this section of the chapter.

5.6.1. Indirect effect of EQ on DOI via Social Network Ties

The results indicated that there is a significant association between EO and DOI, between EO
and social networks, and between social networks and DOI, thus path a, b, c are all significant
in Steps 1-3. Though the direct effect (c*) between EO and DOI when controlling for social
networks is significant, the beta is decreased, thus there is a partial mediation. As a result of the
three step guidelines, social networks partially mediate the relationship between EO and DOI
(Effect=.194; LLCI: .118 -ULCI .283) since the confidence interval does not include zero.

Table 5.5 indicates the association between EO and DOI via social network ties.

Table 5.5: Indirect effect of EO on DOI via Social Network Ties

Step Predictor Outcome p p Value R?

2 EO ' Social Network Ties | .512%¥* 0.001 168

EO DFFHAE 0.001

*p<0.05; **p<0.01; ***p<0.001; EO: Entrepreneurial Orientation; DOI: Degree of I;'iternatianalizatian;
LLCI: Lower Limit Confidence Interval;, ULCIL: Upper Limit Confidence Interval

5.6.2. Indirect effect of EO on DOI via Business Network Ties

When investigating the mediation effect of business network ties between EO and DOI, Steps
1-3 stated that path a, b, and c are all significant. There is a significant relationship between
EO and DOI, between EO and industrial networks, and between industrial networks and DOI.
Similarly, in Step 3, the path ¢’ is significant, but the value of beta is decreased compared to
the value of beta in path c. Thus, there is a partial mediation. This partial mediation is significant

(Effect=.360; LLCI: .284 -ULCI .459) since the confidence interval does not include zero;
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therefore, business network ties partially mediate the relationship between EO and DOI. Table

5.6 indicates the association between EOQ and DOI via business network ties.

Table 5.6: Indirect Effect of EO on DOI via Business Network Ties

Step Predictor Outcome i R?
s L T2 -181
Business Network Ties S2q%%x

B

*p<0. 05 ? : **p< 0. 01 ; FEp<0.001; EO Entrepreneurial Orientation; DOI: Dégree of Internationalization;
LLCI: Lower Limit Confidence Interval; ULCI: Upper Limit Confidence Interval

5.6.3. Indirect effect of EO on DOI via Institutional Network Ties

When investigating the mediation effect of institutional network ties between EO and DOI,
Steps 1-3 stated that path a, b, and ¢ are all significant. There is a significant relationship
between EO and DOI, between EO and industrial networks, and between industrial networks
and DOI. Similarly, in Step 3, the path ¢’ is significant, but the value of beta is decreased
compared to the value of beta in path c. Thus, there is a partial mediation. This partial mediation
is significant (Effect=.135; LLCI: .083 -ULCI .207) since the confidence interval does not
include zero; therefore, institutional network ties partially mediate the relationship between EO
and DOI. Table 5.7 indicates the association between EO and DOI via institutional network

ties.

Tabﬂle 5.7: Indirect Effect of EO on DOI via Institutional Network Ties
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EIedEy Outcome B p Value R?
; ﬁi;tiutioﬁai Network Ties 392**_* 0_“001 S 099

*p<0.05; **p<0.01; ***p<0.001; EO: Enfrepreneur;'él Orientation; DOI: Degree of Imemationalfzatiém;
LLCI: Lower Limit Confidence Interval; ULCI: Upper Limit Confidence Interval

5.7. SUMMARY OF FINDINGS

As can be seen from Table 5.8, all hypothesized relationships in the proposed model of
entrepreneurial orientation, network ties, and degree of internationalization of Turkish SMEs
in emerging market contexts were supported. Examination of path coefficients provided strong
relationships between EO and DOI, EO and social network ties, business network ties and
institutional network ties. In addition, results indicated that the relationship between DOI and
social network ties and business networks ties were supported strongly, while the relationship
between institutional network ties and DOI were not supported.

Figure 5.8 illustrates the relationship between variables and indicates the results of the
hypothesis testing of the study. In summary, according to the Table 5.8., the results of the
hypothesis testing are positive. The association between EO and DOI of EC SMEs are positive
and significant. The relationship between EO and network ties (social, business, and
institutional) is significant and positive. In addition, the relationship between network ties and
DOI of EC SMEs are positive. The results of the relationship between business and social
network ties and DOI of EC SMEs are strongly supported by the findings; however, the
relationship between institutional network ties and DOI of EC SMEs was not supported.
Finally, the findings of mediation analysis indicated that there is a partial mediation in the

relation between EO and DOI of EC SMEs via network ties.
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Table 5.8: Summary of the Hypothesis and Results

Hypothesis | Relationship Predicted B P- Research
Effect Cocfficient | Value | Findings
73 T TR

.EO of EC SM_'Es pos.ilive]y

affects the wuse of social
network ties of EC SMEs

Positive

Siove

0.01 Positive

H2¢

EO positively affects the use

of institutional network ties
of EC SMEs

Positive

ettt

0.01

H3b

Business
positively affect DOI

network  ties

Positive

SGOrEx

0.01 Positive

H4a

Social network ties mediate
the influence of
entrepreneurial orientation
on firm's DOI of EC SMEs.

Positive

533k#*

0.01 Positive

Hic.

Institutional  network  ties
mediate the influence of
entrepreneurial orientation
on firm's DOI of EC SMEs.

Positive

So0wer

0.01
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5.8. CONCLUSION

In this chapter, the quantitative data gained from a questionnaire survey was analyzed and the
results were declared and illustrated. To examine the obtained data, CB-SEM was applied. To
do this, data preparation and data screening were provided. The descriptive data analysis was
then done. Confirmatory factor analysis was later utilized to construct the variables to
investigate validity and reliability of the measurements. After that, SEM was applied to predict
the relationships between variables that are mentioned in the previous sections of this chapter.
Finally, the mediation analysis was utilized to investigate the indirect effect of EO on DOI via
network ties. The results of the analysis were determined and have been indicated in each
section of this chapter. In addition, in the last section of the chapter, a summary of findings was
provided.

In the next chapter, the discussion and conclusion of this thesis will be provided. First, the
summary and findings of the thesis will be given. The theoretical and empirical contributions,
managerial implications, policy implications, the limitations of the study, and recommendations

for future studies will then be presented.
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6. CHAPTER SIX
DISCUSSION AND CONCLUSION

6.1. INTRODUCTION

In this chapter, the discussion and conclusion of this thesis will be provided. The summary and

findings of the thesis will be given, followed by the theoretical and empirical contributions of

the study. Managerial implications will be provided, and policy implications will be offered.
The limitations of the study will then be discussed. Finally, recommendations for future studies

will be mentioned.

6.2. SUMMARY AND DISCUSSION OF FINDINGS

This study is located at the intersection of entrepreneurship and international business literature;
more specifically, at the intersection of the literature on entrepreneurship orientation (EO) and
the network view of internationalization. First, the effects of EO on Turkish SME
internationalization were examined. Second, potential network ties that a firm establishes and
utilizes were categorized into three different types as social, business, and institutional ties, and
the effects of these network ties on the internationalization of SMEs were analyzed. Third, the
relationship between EO and network ties in SME internationalization was investigated. By
doing so, this research was intended to generate answers to the research questions presented:

(1) What is the role of EO in Turkish SME internationalization? (2) What types of network ties

are utilized by SMEs to internationalize? (3) What are the roles of these different types of

network ties in Turkish SME internationalization? (4) What is the nature of the relationship
between EO and different network ties in EC SME internationalization?

To generate answers to these research questions, SMEs from Turkey—a medium-sized
emerging economy with a unique geographical location at the intersection of Europe, Asia, and
Africa—were investigated. The investigation included a detailed literature review of related
fields with a focus on literature about small and medium-sized enterprise internationalization.
To do that, Chapter Two defined small and medium-sized enterprises and the context of SMEs
in Emerging Countries and Turkey. Then the theories of SME internationalization were
reviewed. Next, network relationships and their effects on SME internationalization were
discussed. In addition, entrepreneurial orientation and its effect on SME internationalization

were reviewed. Finally, the literature review of the degree of internationalization was provided.
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In Chapter Three, the conceptual framework of the study and the hypothesis development

sections were provided according to the theoretical background of the study. To do that, the key
research fields and theories were illustrated, and the conceptual framework of the study was
determined. Based on the conceptual framework, the empirical research results, and the review
of existing literature, the hypotheses were developed and the research model was built. Finally,

the hypotheses developed for this study were presented.

After the conceptual framework and hypotheses development chapter, the methodology chapter
was provided. To address the research questions and to investigate the aims of the study, a
quantitative research design was employed. A justification for applying a quantitative research
method was provided in Chapter Four. In addition, the data collection process and analysis
method of this study were described, and the measurements of EO, network ties, and DOI were
provided. The sample selection was utilized in this study, the analysis method, CB-SEM, was
described, and the assessment approach for the structural model was defined. Finally, the

measurements of the variables were constructed, and the analysis method was defined.

In the previous chapter, the relationship between the variables was investigated. To do that, the
role of EO and network ties on DOI was examined. In addition, the mediating effect of network
ties on the relationship between EO and DOI was investigated. In order to analyze the data and
obtain the findings, data preparation and data screening were completed, and the descriptive
data analysis was done. Confirmatory factor analysis was then utilized to construct the variables
and to investigate validity and reliability of measurements. After that, SEM was applied to
predict the relationships between EO and DOI, EO and network ties, and network ties and DOL
Finally, the mediation analysis was utilized to investigate the indirect effect of EO on DOI via
network ties. The results of the analysis were included in each section of this chapter.

When the relationship between EO and DOI has examined, it was found that there is a positive
and significant association between those variables (= .325, p<.01). This result indicates that
the direct impact of EO on DOI of Turkish SMEs is positive and statistically significant, and
the findings propose that SMEs with higher EOQ are more internationalized. This result is
consistent with the existing literature; for example, according to a study by Zahra et al. (2000),
EO can improve the competitive advantage of SMEs by improving knowledge and learning
capabilities in international markets, thereby improving the international performance of the
firms. In addition, Yiu et al. (2007) investigated the relationship between EO and
internationalization. They found that EO plays an important role in internationalization, with

risk-taking having the most significant role. McDougall et al. (1994) discussed “firms,
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including SMEs with a greater EO, indicate an aggressive attitude in seeking new opportunities

to enter international markets, as well as to establish and operate departments that actively carry
out the internationalization activities. Thus, EO plays a pivotal role in overcoming changes and
improving  international  performance  throughout organizational  capabilities”
(McDougall&Oviatt, 2000, p.905).

In SMEs engaged in exporting that lack recourses and have problems entering a new foreign
market, EO acts as the most important factor to perform creative activities and utilize internal
resources efficiently to recognize and develop international opportunities. Zhou (2007)
conducted an empirical study on EO and concluded that “because understanding customers’
needs more exactly and hence analyzing and managing them effectively are critical to
successfully penetrating international markets, EO should positively influence international
performance” (p.288). In line with previous studies, this study determined that EO plays an
important role in explaining DOI of SMEs. Therefore, unlike the big international companies
that have great financial and human resources and that are more proficient in the use of
networks, SMEs that depend on external resources for international markets can overcome their
limited financial and managerial resources and capabilities with investing EO of their firms.
The findings indicated that the relationships between EO and network ties are positive and
significant. Examination of path coefficients provided strong relationships between EO and
social network ties (B=.512, p<.01), business network ties (B= .524, p<.01), and institutional
network ties (B=.392, p<.01). Therefore, EO had a positive effect on network ties. Studies that
investigate the relationship between EO and network ties are very rare, and this study is one of
the first studies to investigate the relationship between EO and different network ties separately,
in particular for Turkish SMEs as an emerging country. Yoon et al. (2018) investigated the
relationship between EO and network capability, and their results are consistent with the
findings of our study. This study examined the importance of EO in order to improve the
different kinds of network ties for SMEs. SMEs can develop and utilize their network ties when
they have higher EO. Therefore, those results contribute to the growing body of international
entrepreneurship and network perspective of internationalization literature.

These findings are important to understand how SMEs can utilize their network ties more
efficiently especially in less developed countries such as Turkey. There are many real life
examples that owners and manager have strong network ties however they do not utilize
network ties because of lack of some other capabilities. This study indicates the importance of

EO for SMEs to have and to utilize their network ties. However, to understand how EO of
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SMEs in Turkey develop and utilize network ties in order to increase internationalization, it is

necessary to make in-depth research with SMEs.

The relationship between networks ties and DOI is positive and their significance is different
according to the types of network ties. Results indicate that the relationship between DOI and
social network ties (f=.131, p<.05) and business networks ties (=.569, p<.01) were supported
strongly; however, the relationship between institutional network ties (§=.102, p<.10) and DOI
were not supported. These results are mostly consistent with existing literature. The findings
indicate that the effects of social network ties and business network ties on internationalization
of SMEs are consistent with existing literature. Although the studies about institutional network
ties are very rare, our results differentiate from some of the existing studies. For example,
Oparaocha (2015) investigated the effect of institutional networks on DOI of SMESs in Finland
and Sweden as developed countries. Their findings showed that there is an obvious impact of
institutional networks on internationalization of Finnish SMEs, whereas in our study, the impact
of institutional network ties is not supported. The reasons for this weak support should be
investigated. The data is collected from Turkish SMEs as an EC. The reason for the insignificant
relationship between institutional network ties and DOI is important. The reason could be due
to the low level of institutionalization of public and semi-public institutions in EC SMEs. In
addition, the difference between the impact of institutional network ties in Finland and Turkey
can emerge because of the different development levels of the countries. This study indicates
that the relationship between Turkish SMEs and public institutions are not as strong as in SMEs

in developed countries. This can also be an interesting topic for further research studies

As it is mentioned above the reasons explaining the insignificance of the impact of institutional
network ties, should be investigated to develop and utilize institutional network ties more
efficiently. There can be three different reason of the insignificant relationship of institutional
networks. The first reason can be the lack of institutional network ties of SMEs (Oparaocha,
2015). In this case owners/managers of SMEs should invest to improve their institutional
network capacity and capability. Sometimes even the owner of SMEs have higher network ties
they do not (or cannot) utilize their network ties because of lack of motivation, lack of other
capabilities or resources such as EO, and or they don’t have aim to use their network ties on
any specific aim. For example, | was board member of Turkish Footwear Association in 2014,
there were some other members who have really high institutional network capital with
universities, public institutions, and with many associations however they do not utilize their

network capital to improve internationalization (Kontinen & Ojola, 2010; Zain & Ng, 2006).
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Thus, their internationalization level did not change significantly. However, at the same time,

when I was a board member of Turkish Footwear Association, I have contacted with many
public and semipublic institutions, then we have developed frequent and strong relationships
with some of them, accordingly we have increased our DOI dramatically in the last six years.
Before I was the board member, our foreign sales were less than five percent, and now our
foreign sales are higher than 75 percent. According to the findings of this study, if SMEs aim
to increase their DOI, they should improve their network capital and, they should increase other
capabilities to develop and utilize their network ties. As it is indicated in our findings, to
increase EO is one of the ways to develop and utilize network ties. Therefore, SMEs need to

increase EQ to benefit better from their network ties.

The second reason of insignificant support for the impact of institutional network ties on
internationalization of SMEs can be because of the lack of communication capabilities of public
and semi-public institutions with SMEs in emerging countries (Khanna&Palepu, 2010). In
Turkey, most of the governments support, motivate and push public institutions to contact,
support and train SMEs to be more internationalized. The governments support those
institutions financially; however most of those institutions unfortunately cannot touch most part
of SMEs in Turkey. Only, some part the SMEs that have developed different kind of capabilities
themselves are able to access and benefit from those institutions. In general those institutions

have better relationships with big companies.

Third reason can be the institutional structure of the country that the research is done. Asitis
mentioned in literature review chapter, SMEs from EC which are usually characterized as
having weak institutional environments and unfavorable market conditions may have additional
difficulties, particularly negative institutional factors (Oparaocha, 2015;Torkkeli et al., 2012;
Khanna&Palepu, 2010). For example, according to the study of Oparaocha (2015) there is a
positive and significant relationship between institutional networks and internationalization of
SMEs in Sweden and Finland. Therefore the impact of institutional context can be an important

determinant on the internationalization of and utilization of EO and network ties.

To test the effect of EO on DOI through social network ties, business network ties, and
institutional network ties, a multiple mediation analysis was performed. According to this
analysis, the social network ties (§= .533, p<.01), the business network ties (= .367, p<.01),
and the institutional network ties (B=.592, p<.01) partially mediated the relationship between
EO and DOL. This study indicates that network ties can mediate the relationship between the
EO and DOI of SMEs in Turkey. Network capability may have a positive role on
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internationalization when it is integrated with EO. The integration of EOQ and network ties

provides Turkish SMEs to be more internationalized. The findings of this study are consistent
with past studies. Zuccehella (2002) analyzed the factors of internationalization by combining
network capability, marketing capability, and technological capabilities of SMEs. He found that
SMEs can achieve successful entry into new foreign markets and improve their international
performance by integrating these capabilities with EO (Yoon et al., 2018). In addition,
Brouthers et al. (2015) stated that: “SMEs with greater EO will perform better in foreign
markets because they possess the capabilities needed to develop innovative strategies that
provide an advantage in the foreign market, identify and use technologies that better align with
foreign market customer needs, and are willing to take business risks associated with adopting
new strategies and technologies in foreign markets”. (p.521)

As a result, it can be said that the integration of EO and network ties provides EC SMEs to have
higher DOI. This indicates that EC SMEs should invest on EO and network ties to be more

internationalized.

6.3. THEORETICAL CONTRIBUTIONS OF THE STUDY

The main contribution of this study is the integration of EO and network theory in the
international business literature in the context of emerging countries particularly in Turkey as
an emerging country. According to empirical results of the study, the relationship between EO
and different kind of network ties are positive and significant, and their impact on
internationalization of SMEs is positive, and EO is one of the key elements of
internationalization process. Those findings are consistent with existing results, according to
existing studies SMEs develops and use network ties to overcome their limited resources
(Kontinen & Ojola, 2010; Zain & Ng, 2006). However, it is not very clear that what motivates
SME:s to develop and use network ties to be more internationalized. The findings of that study
indicate that EO is positively and significantly affects the network ties of SMEs in Turkey.
Therefore, EO can be regarded a kind of firm resource to develop and use the network ties. As
a result, the findings indicate that, the motivation behind the developing and using network ties
is the strong EO of SMEs. Therefore, this study has extended the literature of international

entrepreneurship, network view of internationalization and international business fields.

In addition, there are very few studies that investigate the factors and capabilities affecting the
relationship between EO and internationalization SMEs, and even fewer studies analyzing EC

SMEs. However, this study is one of the first studies that examine the mediating factor of
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network ties between EO and DOI of EC SMEs. The result indicates that the different types of
network ties have positive mediating results. As a result, this study has extended network theory
literature by integrating with EO, and by classifying network ties into different categories. EO
literature originated in developed countries, and most studies examining the relationship
between EO and DOI are from developed countries. This thesis analyzed the effects of EO on
DOI in EC SMEs; it contributes to the field by responding to the call of Slevin and Terjesen
(2011), Wiklund and Shepherd (2005), and Kemelgor (2002) for increasing EO literature and
the understanding of internationalization implications in the EC context. This study seems to
be the first study in the literature that examines the effect of EO on DOI in Turkey SMESs with
integrating network ties. According to the findings of this study, the integration of EO and
network ties has a positive effect on the DOI of EC SMEs.

This study also contributes to RBT literature, as the findings indicate that social network ties,
business network ties, and institutional network ties have a positive contribution to the
internationalization of EC SMEs which have limited resources. Those firms can use their
network ties in order to overcome resource problems. Another contribution to RBT literature is
the integration of EO and network ties as a resource that provides SMEs in EC to increase their
DOL.

This study is one of the first studies to investigate the effect of different kinds of network ties
on DOI in EC SMEs. In particular, studies that have investigated the effect of institutional
network ties on DOI are very rare. Researchers have the same opinion that how institutional
network ties affect SMEs’ performance and internationalization (Oparaocha,2015) There are
only a few studies examining the institutional networks in some developed countries, this study
will be one of the first studies that investigate the impact of institutional network ties on
internationalization of SMEs in emerging countries. Therefore, this study contributes to
international business literature by studying the impact institutional network ties on Turkish
SMEs in an EC context. This is one of the novel contributions of this study, and also contributes
to the growing body of international entrepreneurship literature by integrating institutional

network ties with EO of SMEs.

Another important contribution of this study is the use of a multi-item measurement of the
dependent variable DOI. Most of the studies use a single-item measurement to examine DOI,
however, this study used a multi-item measurement of DOI. Thus, one of the most important

contributions from this study in analyzing the effect of EO on DOI of the Turkish SMEs is the
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use of a multi-item scale that includes (1) the ratio of foreign sales to total sales, (2) foreign

employees to total employees, and (3) foreign assets to total assets.

6.4. MANAGERIAL IMPLICATIONS

There are also some managerial implications of this study. As the findings indicate EO is a
crucial factor of DOI, EO can perform an important role in developing the DOI of Turkish
SMEs. Thus, this study contributes to the literature and practice of firms by motivating them to
be aware of how EO generates higher DOI through network ties. Therefore, decision makers in
SMESs should improve the EO of their firms.

In addition, network ties are also considered an important factor of DOI and a mediating factor
between EO and DOI. This study implies that key decision makers should concentrate on how
to improve network ties of their firms in order to develop their degree of internationalization.
In other words, the empirical findings of this study show that if firms have stronger and greater
network ties, they will be more able to extend their internationalization. To recover insufficient
recourses such as managerial, financial, and technological resources, SMEs must develop and
employ useful network ties within their environments. Managers of EC SMEs should especially
focus on improving the institutional network ties; according to the findings, the contributions
of institutional network ties are weakly supported. The reasons for that weak support should be
investigated and the methods to establish stronger institutional network ties should be
determined. If the reason is because of the firm they should try to increase the frequency and
quality of institutional network ties with necessary institutions.

According to the findings of this study, there is a positive relation between the EO and different
kind of network ties. This point differentiates our study from the existing studies; although in
existing studies there are some similar findings about the impact of network ties and EO on
internationalization of SMEs, the existing studies did not examined the relationship between
EO and different kind of network ties. And in the existing studies the question of how SMEs
develop and use network ties more than other ones is not clear. According to our findings, there
is an answer for this question as it is indicated that EO has positive impact on network ties, it
can be concluded that the impact of network ties of SMEs with higher degree of EO on
internationalization is stronger than the others in Turkey as an emerging country. Therefore
owners/managers of SMEs should invest on EO to develop and use more efficiently to increase
their degree of internationalization. In other words EO has positive impact on network ties of
Turkish SMEs therefore; managers of EC SMEs should pay attention to EO of their firms in

order to increase the network capability of their firms.
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In conclusion, if managers of Turkish SMEs which lack managerial, financial resources, and
institutional based network resources, aim to increase the internationalization of their firms,
they need to focus on and improve EO, network ties, and the integration of both. As the results
of this study clearly indicate that the integration of network ties with EO has a crucial impact
on the DOI of firms, therefore managers/owners of EC SMEs should improve other managerial
capabilities to increase the effect of EO and to become more internationalized.

There is another finding of this study for the managers of SMEs in Turkey. According to this
study the impact of network ties vary according to their types. Therefore managers should
examine their network capital and they should improve the each network ties separately.
Additionally, managers should try to understand the relationship between each network type,
because the different network types can improve the impact of each other. For example strong
institutional network ties may improve the impact of business or social network ties or vice
versa. As it is mentioned in discussion section, in real life different kind of network ties has
strong effect on each other. For example, the institutional ties of the firm that I am working,
developed and utilized business network ties; and those business network ties has increased our
degree of internationalization dramatically. At the same time, same kind of network ties also
develops and utilizes each other. For instance, again from the same company, we have very
strong relationships with our suppliers in China for long years, when we have started to work
Inditex Group (we gained the access to that customer over our institutional network ties) our
deep relationship with our existing suppliers provided us to gain competitive advantage in cost,
quality, and speed of our production. Therefore, managers should check their network capital,
and they should know in which kind of ties they are strong and weak, and they have to establish
ways of integrations of those ties to increase their performance and internationalization. To
better understand the relationship and impact of network ties with each other, there is a need of
a quantitative research, because the approach applied in this study is not adequate for

considering firms’ in-depth opinions.
6.5. POLICY IMPLICATIONS

The results of this study show the importance of EO on internationalization of SMEs; therefore,
this study proposes the need for developments in the business environment to increase EO in
SMEs in Turkeys as an emerging country context. In the context of EC, there are problems of
the prevalence of corruption, highly bureaucratic governments, and low levels of institutional
development (Benzing et al., 2005). Environmental improvements are particularly important to

SMEs with limited managerial and financial resources that are more vulnerable to
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environmental conditions. Therefore, policy makers should improve the environmental

conditions of SMEs to provide them with more EO and enable them to become more
internationalized.

SMEs are the backbone of the Turkish economy as of most of the EC economies; however, they
lack managerial and financial capabilities. Since improving EO and developing network ties
are time consuming and resource demanding, to increase internationalization of SMEs and the
entire country, policy makers should distribute more resources for SMEs to improve their
network ties and to increase their EO. Most of the financial resources are going to big
companies, SMEs have difficulties to get credits from banks, and most of the times they do not
have the skills to benefit from governments incentives and supports. Therefore public and semi-
public institutions should have closer contact with SMEs to encourage and train them to be able
to benefit from the opportunities; and the amount of resources distributed to small firms should
be increased.

According to the findings of this study, the relationship between social and business network
ties and DOI are positive and strong, while the relationship between institutional network ties
and DOI is positive but weak. Therefore, policy makers should investigate the reasons for that
weak relationship and should enact policies to improve this relationship. SMEs should be
encouraged to have stronger relations with governmental and semi-governmental institutions.
The findings indicate that institutional network ties play a vital role on internationalization of
EC SMEs. However, the effect of institutional network ties on DOI is not significant (weakly
supported) than other kinds of network ties. For that reason, policy makers, public institutions,

and governments should support and encourage SMEs which have limited financial and

managerial resources to have stronger relations with them in order to improve international

competitiveness. SMEs can be informed as to how they can have better relations with those
institutions, and how to utilize their institutional ties in order to increase their DOI. For example,
different kinds of “institutional support and direct government assistance programs, including
market intervention packages or platforms™ can be arranged by policy makers to encourage EC
SMEs to increase their DOI (Oparaocho et al., 2015, p.870; Green and Mole, 2006). Therefore,
some bureaucratic difficulties could be reduced, and the ability of EC SMEs to access
institutional network-based resources would be increased. The institutional environment of

SMEs in EC should be improved to have better relationships with institutions.

6.6. LIMITATIONS
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This study was dependent on the quantitative method in the use of a survey. This approach may

not be adequate to consider in-depth situation of firms. For that reason, for future research
qualitative methods should be applied as research methodologies. As it is mentioned above
sections, there are some questions which are not answered in quantitative methods. For
example, the questions of the impact of network ties between each other, the reasons of low
support of the impact of institutional network ties, and how to develop stronger networks are
not answered very clearly in this methodology. Those questions should be investigated with a
quantitative methodology.

There are also some academic limitations. This study aimed to investigate the impact of EO and
network ties as mediating factor on internationalization of SMEs, but it is also necessary to
investigate the other mediating and moderating factors and capabilities such as managerial,
marketing, technological, digitalization, and regulatory factors.

In this study EO was considered as one factor, however, EO has different constructs (Lumpkin
& Dess, 1996; Covin & Slevin 1989; Wiklund & Shepherd, 2005; Miller, 1983). Thefore, the
constructs of EO should be analyzed separately. Because each of those constructs may have
different impacts on the other variables. Therefore, it may be useful to study each of those

constructs separately.

6.7. DIRECTIONS FOR FUTURE STUDIES

This study used a quantitative methodology. In future studies, a qualitative study or mixed
methodology should be used to examine the impact of EO and network ties on DOIL. As we
have mentioned above, there are some issues should be investigated in a qualitative method in
future researches; (1) the impact of network ties on between each other. For example, what is
the impact of institutional network ties on business network ties and on social network ties, or
how the relationships with suppliers affect the relationship with customers? (2) How can EO of
SMEs develop and utilize the network ties of SMEs for to increase internationalization. This
study indicated the significant impact of EO on network ties however we are not able to explain
how EO develops and utilizes network ties to increase performance and internationalization of
Turkish SMEs.

The relationship between different kinds of network ties is also important, and should be
investigated qualitatively. the network ties are affecting and developing themselves too
(Kontinen & Ojola, 2010; Zain & Ng, 2006) ; if firms have high level of institutional network

ties, those ties can help SMEs to improve high level of business ties and social network ties,
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and those ties can increase the level of internationalization of firms. We can give example from

the family SME that I am managing the international relations; because of our institutional
network ties we have developed strong business network ties. After we have utilized those
business network ties, we have become to increase our institutional network ties. We have able
to access most of the public and semipublic institutions. For example, after we have good
network ties with TASD we have taken some business contact, we have developed those
business contacts, and we have increased our business volume and foreign sales. Then we have
realized the impact and power of other public institutions, we have learned ways to access those
institutions, and benefit from them. As a result, for the future researches, a qualitative study or
mixed methodology may help researchers to investigate above mentioned topics.

A comparative analysis can be done to check and compare the effects of EO and network ties
on DOI in developed and emerging markets. In addition, a cross-cultural analysis can be done
to check the effects of EO and network ties on DOI in two or more emerging markets such as
in BRIC countries.

As it is mentioned in the limitations section, this study has some academic limitations too; in
this study, to understand the relationship and impact of EO on internationalization of SMEs,
network ties are regarded as mediating factor, however, it is necessary to investigate other
mediating or moderating factors such as environmental variables (support policies, regulations),
technology orientation, digital orientation, and family involvement etc.

In this thesis, EO was considered as one factor. However, EQ consists of with different
constructs such as proactiveness, risk-taking, and innovativeness. Each constructs of EO should
be analyzed separately to see their effect separately. Further studies can also investigate EO not
only at the firm level but also at department levels (Monsen & Boss, 2009).

As indicated in the findings, the impacts of institutional network ties on DOI are weakly
supported. The reasons for insignificant impact (weak support) of institutional network ties on
DOI should be investigated. Researchers can make a comparative study with some developed
countries and EC to investigate how the development level of countries impacts SMEs to
develop and utilize their institutional network ties.

Finally, as the findings indicate the impact of network ties on EO and DOI vary according to
their types. Therefore the relationship between EO, DOI and each kind of network ties
separately should be investigated in a qualitative methodology to understand how is the
relationship between them, how they develops and utilizes the other ones. Additionally,

managers should try to understand the relationship between each network type, because the
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different network types can improve the impact of each other. For example strong institutional

network ties may improve the impact of business or social network ties or vice versa.
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APPENDIX A: SURVEY IN ENGLISH

THE IMPACT OF ENTREPRENEURIAL ORIENTATION AND NETWORK TIES ON
INTERNATIONALIZATION OF EMERGING COUNTRY SMALL AND MEDIUM SIZED
ENTREPRISES

PART 1: THE NETWORKS TIES OF YOUR COMPANY ON ORGANIZATIONAL LEVEL

2:Almost Never 3: Sometimes

o

Almost Everyvtime

Please indicate the frequency of usage of network ties of your company within last three years in the

international activities of your company
1: Never

3: Evervtime

o The relations with domestic customers ofour ~ | | vl 5oy | a0y | g
L company e 1012059 30) 140150
The relations w1th forelgn customers of our
2 company 100120 |30 |40 | 50
The relations with Iocal busmess partners ofour | Loy, SRS e R
e _ : 3] 208 LY Al ()
The relations with foreign busmess partncrs
(strategic partners, joint ventures) Q) | 20 30 A) | 30
The relations with the suppliers of our company 0 2:(5) 300 40 | 5O
The relations with the competitors of our company 1() 2() 3() 4 V( ) 5()
‘The relations with the local government. SN el el R a e R
 departments (mstmmons} e 1 (hp2ts 2 O ) : ()
The relations with the foreign govemment
8 b 10 [ 20 | 30 | 40 | 50
o | Therelations with local h’ade andmdustnal e il TR b D
9 et : 101201 30 [ 40 F50)
The relations with foreign trade and mdustnal
10 T 14y | 263 | 30 | 40) | 26)
| The relations gained with the attendance to iocal s R e
fair/trade exhibitions o {) 20)=30) i ,5 0
The relations gained with the attendance to
12 international fair/trade exhibitions L) 20) 30 4( )‘ 0
b | The relations with research and development e G e
i | centers. Qumverslnes acadzmxclans research PR 1e2 03 =3 () fadd ) 5 ()
= centers, consultants). i il e j P e
The relations with Turklsh cmzens (ethmc
- relations) in foreign markets 1) 2 (3 | 34 | 20 | 30)
_The relations with professional trade platfonns o 7 iz ey B iy
| (Alibaba, Tradekey) 102020130 | 40 E 30

PART 2: THE NETWORK TIES OF KEY DECISION MAKERS (OWENRS AND MANAGERS) OF

YOUR COMPANY
Please indicate the frequency of usage of personal network ties of decision makers of your
company within last three ears in the international activities of your compan
Neve 2\ Imost Neve 30 Somelimes 4 Almost Eayery time 3 Everytime
e Thesocxalrei ationships of the key decision makers of your =it
R b2 company(therelaﬁonshxpsgmnedthronghﬁ-lends family LOH 20130140 150
S members and relatives)
The business relationships of the key decision makers of
2 your company (Past work and business contacts of key 1020130140150
decision makers of our company)
‘The political relationships of the key decision makers of
3 your company (the relations with political parties, L 20 3EO4 0 0)
bureaucrats, public banks, public institutions and etc., )
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PART 3: STRATEGIC NETWORKING

Please indicate the level of agreement to the below statements

D
I | Plans networking activities based on business goals ; 10)120(130140150
> ;z%ruiirllli'r ieglililézlilt:st;om;ﬂ g)ﬁl;};i:t;easl?usmess relationships according to 1020130120150
e o ekt [P OI B RN
4 oy nemorciRg mproRcies Bl | 1) | 20 | 30| #0 | 50
5 | Plans networking activities based on business goals 10120130140150

PART 4: ENTREPRENUERIAL ORIENTAION OF YOUR COMPANY

Please indicate the level of agreement to the below statements

[: Strongly Disagree 2:Disagree 3:Neither Agree or Disagree 4:Agree J:Strangly Disagree
Proactweness
.| In dealing with competitors, our ﬁrmam:ls to faster in generatlng new | Gk g RRa T Pl e
b | products/services e 5 O
In dealing with competitors, our firms endeavors to be better than
2 competitors 1001201304050
~ | While making strategic movements, our ﬁ]:r'g‘ls not passwe and Py
2 reactive, but pioneering and proactive iy _.3() 40120
Our firm aims to make first movement instead of waiting tbe
4 movement of our competitors. 1C) | 20 | 3040 [ 30
ey dea]mg with competitors our firm aims to make comprehenswe and | . S Tl
2 strategic movements (attacks). : i b e O 5 0 ‘
Risk Taking _
| In general, the top managers of our firm havea e R e e
6 ' strong propensity for high risk projects : 14) 2-(.) 30 4() =0
7 | Our firm is not reluctant to make investment to Project with h1gh nsks 1¢y 20 [3()[40) [50)
8 | In our firms, risk taking is a positive initiative and behavior. 1O120130140150
9 | In our firm, most of the employees tend to take risk 1O)[20)(30)(40)]50)
‘10 | Our firm fends to take risk more than competitors. = TOF20) 36140 1'50)
Innovativeness
11 | Our firm always seeks to find new methods in dealing its business. 1020130140150
12 | Our firm seeks to find new methods to make its businesses beter 10)]120130140150
13 | Our firm endeavors to implements new ideas : FEY 2300 405 ()
14 | Our firm gives high importance to develop new products/serwces 1O[20[(30)]1401]50)
PART 5: HUMAN RESOURCE CAPABILITIES
Please indicate the level of agreement to the below statements
1 | We have expertise to manage our network relationships e S a e e g S S I B G
2 | We have the industry knowledge to pursue foreign markets 1() i) 30 | 40 50)
We have the necessary managerial expertise to access foreign : ;
3 | market potential LEY 120 |- 36) [ 401750
We have the necessary technical expertise to access foreign 2
£ market potential 1O) 2L 31 () e,
5 | We have necessary experience to do business in new markets 1 e Tl T i R B
6 | We have international experience to cooperate with other firms 1() 2() () 4() 540)

PART 6: QUESTIONS ABOUT FAMILY BUSINESS
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Please answer the below questions for year 2015.

1 | Is your company family firm? (If your answer is | Yes () No()
- | NO please continue from next part) syl

2 | What is the percentage of family ownership? | %1-10 () | %11-20() | %21-300) | %3140 () | %4150 ()
2%51-60 () | %61-70 () | %71-8 () | %81-90() | %91-100 ()

3| What s the percentage of family board 010 (0 [ %11:200) | %21300) | %31400) | %4150 ) |
 members? i e ‘.%5.1-60():'( %170() | %118 () :."_%81-90(). %91-100 ()

"4 | What is the proportion board members %110 () | %1120() | %21300) | %3140() | %150 ()
belonging to the family? %5160 () | %61-70() | %71-8 () | %81-90 () | %91-100 ()

| First Generation' () = 0 'dGe'neraI:lon aﬂdpius() i

First Generation () Second Generatlon and plus () |

~Second €

| FirstGeneration () ion and plus ()

PART 7: INTERNATIONAL BUSINESS ACTIVITIES OF YOUR COMPANY

| Please answer the below questions.

%2130() | %31-

1120 () | %4150 ().

Whatlspercentag of foreign sales i myo total | %1-10 () |

e *ﬂ“m yea)t. TS0 |
2| What Is the percentage profit from international | %1110 O | %11300) | %2130() | %3140) | %150 ()
aa;l;?e?rg)??urmtalproﬁt (Average rate of last B0 [0 | O | %ei900) | %910 0) ‘

) [0 0)

Wt i IR0 [0 | %50 0 |

percentage of foreign assetsmynur Feg Bl 10 %
‘ | | %5160 ()

- %71-8 () %SZ-QGLJ %9]"]{}0() ]

4 | What is the percentage of foreign shareholder of | %I-10 () | %11-20() | %21-30() | %3140() | %4150 ()

your company? %51-60 () | “%6170() | %71-8 () | %8190 () | %91-100 ()
5 | Whatis the percentage offorelgn workers in | %10 () | %1120 O | %21-300) 73140 (). 1 %41-50 1
| yourtotal workers? 1600 | %610() | %718 () _%31-90()' 91100 ()
6 | What is the number of countries that your 10) 23 () 4-9() 10-19() | 20-29()
company operates? 30:500) More than 50)
| -7 | How long does your company opexate My LS5 RS O () 1690 10-15()" | 15:25() |
‘ | ,mtematumal markets? = | 36400) 41_50{) :‘Moa.‘c o 00 _' =
i 8 | Please choose the entry mode of yoﬁr company | Export () Licensing () |
‘ to foreign markets? (You can choose more than  [mr—g———0p 0 AR ()
one market)
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PART 8: COMPETITION INTENSITY

Please indicate the level of agreement to the below statements

Competition Intemsity

|: Strongly Disagree 2:Disagree 3:Neither Agree or Disagree

3:Strongly Disagree

1 | The competition in our domestic market is intense 1) |20 30 40) | 50

) We need to compete very strong cometitors in our domestic 10 20) 30 40 50)
market

3 | Yerel pazanimizdaki rekabet cok yitksektir. 1() 20 30 400 | 50

4 | The price competition in our local market is very important 1() 2() 30) 40) 50)

PART 9: INTERNATIONAL PERFORMANCE OF YOUR COMPANY

Please 111dlcate the level of agreement to the below statements

*‘.Slt’un;!_\ Disagree

2 | The number of new forelgn Inarket entries has increased 1 ( ) 2 ) 301401 50
'3 | The market shares in foreign markets has increased Ty A0Sy
4 | Profitability from foreign market has increased L) | 2001 3C) | 40) | 50
5 | The investments returns of foreign sales has increased IO 2013040150
6 | The number of the customers in existing markets has increased 1()[20)|3()] 40| 5()
7 | The sales to existing customers has increased : CHEERIGE Ee T S
8 | The satisfaction of foreign customers has increased 1012030140 50
9 | The competitiveness of our firm in foreign markets has increased T 20 P a0 iEd Oy Sy

PART 10: FIRM PERFORMANCE

Please indicate the level of agreement to the below statements

1: Strongly Disagree 2:Disagree 3:Neither Agree or Disagree

Financial Performance

5:Strongly Disagree

1 | Total return on assets (profit/total assets) has increased 1O 201301401 50
2 | Total sales profitability (profit/Total Sales) has increased 100120130140 | 50)
3 | Total investment profitability has increased : SEE O3 R0 S0
4 | Profits have increased in general L) [20) 130140 5(0)
5 | The cost has reduced in general :

Market Performance
1 | Total sales has increased L2 E3Q 40 50
2 | Market share has increased
3 | Customer satisfaction has increased 2030 %05 50)
4 | The awareness of the firm has increased 1012030140 50
Innovation Performance
New production/service development capability of our firm has
"| increased in general: LO e Onid O 9.0)
The processes of new product/service development of our firm has =
? | fagiened Iy 263 30 40| 3()
New production/service development capability of our firm has
? increased thanks to new R&D investments LOH2 0 O dio)
. | The new product/service development processes of our firm depend on P
: the needs of our customers 1320130140 ()

PART 11: GENNERAL INFORMATION ABOUT YOUR COMPANY
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1. In which industry does your company operate?

Leather and related products () Textile and Apparels ¢ )

2. How many workers does your company employ?

Less Than 10 () 100-249 ( ) 1000-1999 ()

50-99 ) 500-999 ( ) "More Than 5000 ( )

3. What is the annual return of your company?

Less Than 1.000.000 () 10.000.000-25.000.000 TL ( ) _ 100.000.000- 249.999.000 ( )

5.000.000-9.999. 000 TL ( ) 000-99.999.999 ()  More Than 500.000.000 ()

4. How long does your company company operate?

Less Than 5 years ( ) 5-10years( ) 11-20 years ( ) 21-40 years ( )  More Than 40 ( )

5. How long do you work in this company?

Less Than 5 years ( ) 5-10years( ) 11-20 years ( ) 21-40 years ( )  More Than40( )

6. What is your position in this company?

7. What is the level competition of the industry in which your company operates?

High competition ( ) Middle competition ( ) Low competition ( )
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APPENDIX B: SURVEY IN TURKISH

is Ag1 (Network) Baglantilarinin Tiirk Firmalarimin Uluslararasilagma Diizeyine ve Firma
Performansina Etkisi

Say Bay Balall iR ;

Elinize ulasmis bulunan anket formu, Istanbul Bilgi Universitesi ile Bahgesehir Universitesi
tarafindan ortaklaga yiiriitilmekte olan “Is Ag1 (Network) Baglantilarimin Tiirk Firmalarinin
Uluslararasilasma Diizeyine ve Firma Performansina Etkisi” adli ulusal bir arastirma projesi ile
ilgilidir. Tiirkiye 6l¢egindeki bu arastirmada firmanizin sahip oldugu is baglantilarinin (network ties)
firmanizin uluslararasilagma diizeyine ve performansina olan etkisi ortaya konulacaktir.

Bu anket bir bagari testi olmadigindan, sorularin dogru ya da yanlis cevaplari yoktur. Arastirmanin
basarisinda sizlerin katkis1 ¢ok dnemli oldugu i¢in anketin iizerinde diisiincelerinizi yazabilir ve
duzeltmelerde bulunabilirsiniz. Verilerin analizinde yanitlanmamis bir soru ciddi problemlere yol
acgacagl i¢in, tiim sorulari cevaplandirmaya ¢alisiniz.

Anket, firmanizda uluslararasi faaliyetler ile ilgili konularda yetkinlige sahip bir yonetici veya uzman
tarafindan doldurulabilecek sekilde tasarlanmistir. Diger taraftan, bu anket ¢alismasinin isletmelerin
tepe yoneticilerine yonelik 6gretici bir yonii de bulunmaktadir. Dolayisiyla projenin, Tiirkiye’deki
firma yoneticilerine ve konu ile ilgili arastirmacilara, hem siireci hem de sonuclari itibariyle faydah
olacagi kanaatini tagiyoruz.

Projenin gerceklesmesine c¢ok biiyiik katki saglayacagi igin arastirmaya katiiminizi siikranla
anacagiz. Arastirma ile ilgili doldurmanizi arzu ettigimiz anket formu ekte yer almaktadir. Anket
formunu doldurmamn ¢ok fazla bir zamanimzi almayacagimi umuyoruz. Eger anketi sahsen
doldurmaniz miimkiin degilse, konu ile ilgili bilgiye sahip bir meslektasinizin doldurmasi da bizim
i¢in uygun olacaktir. Doldurulmus anket formunu liitfen tizerinde geri doniis adresi yazili olan zarf
igerisinde bize iletiniz. Aragtirma tamamlandiginda, eger arzu ederseniz, arastirma bulgularini iceren
dzet bir raporu size takdim edecegiz.

Anketten elde edilen bilgiler 6zenle muhafaza edilecek ve sonuglar toplu olarak istatiksel analizlere
tabi tutulacaktir. Dolayisiyla ne siz ne de isletmeniz ile ilgili kimlik bilgilerine asla yer
verilmeyecektir.

Saygi ve tesekkiirlerimizle...

Prof. Dr. Ekrem Tatoglu Doc. Dr. Zeynep Ozsoy Doc. Dr. Serdar Karabati

Yusuf Cukurcayir, MA
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BOLUM 1: FIRMANIZIN iSLETME DUZEYiNDE SAHIP OLDUGU i$ AGI BAGLANTILARI (NETWORK TIES)

Liitfen firmammzin son ii¢ vil icerisinde uluslararasi faaliyetlerinde agagidaki baglanti ¢esitlerini (network ties) ne
siklikta kullandigini belirtiniz.

» A
) d d d i € bd

1 | Yerli miisteriler ile kurulan baglantilar, O 0RO {50
2 | Yabanci miigteriler ile kurulan baglantilar. 10 | 20 |30 | 40 | 50
3 Yurt icindeki is ortaklart (ortaklik kurulan firmalar) ile kurulan 10 | z0 | 30 | 40 | 50
baglantilar.
4 | Yurtdisindaki is ortaklan ile kurulan baglantilar, 10) Z0O | 20 4() 5()
5 | Tedarikgilerile kurulan baglantilar. i 20 30 124001 50)
6 | Rakipler ile kurulan baglantilar. 10 [ 20 | 300 | 40 | 50
. | Coziim ortaklari (Nakliye firmalari, dis ticaret ﬁrmalari gumruk e = Yy
- “miisavirleri gibi) ile kurulan baglantilar. JeRrilh b L
8 Yerli kamu kurumlari (TiM, ITKIB, KOSGEB ve, Bakanhklar gibi) ile 101 zo0 | 30 | 20 | 50
kurulan baglantilar. _
o_| Yabanci kamu kurumlari (Ticari ataselikler, Bakanhklar Sanayl ve T1car1 el e SREg S L
= Birlikler vb.) ile kurulan baglantilar. : e D2 th s 20
10 Yerli sivil toplum kuruluglari (sektérel dernekler, is adamlan derneklen 10l 2030 20| 50
vh.) ile kurulan baglanular.
' Yabanci sivil toplum kuruluslar (sektorel dernekler, is adamlan :
i _dernekleri gibi) ile kurulan baglantilar. : 104 -=1l S0 120 & 50
12 | Fuarlar (ulusal ve uluslararasi) araciligiyla kurulan baglantllar (10 | 20 | 30 | 40 | 5 0
13 AR-GE merkezleri (umversnte}er teknoparklar damsmanhk firmalar vb.) 10 | 20 | 30 | 20 | 50
ile kurulan baglantilar. 7 ! 0 3
14 Yurtdisinda yasayan Tiirk vatanda;‘lan (etnik baglar) ile kurulan 10 1 z0 | 30 | 20 | 50
baglantilar. _ _ 1
15 | Sanal platformlar (Tradekey, Alibaba vb.) aracihgiyla kurulan baglantilar. | 10 | 20 [ 30 | 40 | 50

Liitfen son iic vl icerisinde firmamzdaki karar vericilerin (firma sahipleri ve/veya yoneticiler) firmanizin

uluslararasi faaliyetlerine yonelik agsagidaki sahsi baglantllarlm ne siklikta kullandigini belirtiniz.
1 chblr Zaman 2 = Nadiren 4 = Sik Sik

aki karar vericilerin sosyal baglantilart [orn arkadaslari, z etk

- uyeleri.ve akrabalan arac;]lglyla kurduklar sahsi baglantilar).
Firmamzdaki karar vericilerin is baglantilar: (6rn. daha énceki lslennden

2 | edindikleri baglantilar, profesyonel yéneticiler ve uzman kisilerle 1() 20) 3() 4() 50)
kurduklari sahsi baglantilar).

) Firmanizdaki karar vericilerin politik baglantllan (orn. siyasi partiler, : o e ), :

3 | biirokratlar, kamu bankalary, kamu kuruluslarl ve benzen kisive kurum}ar 10) | 20 | 30| 40 | 50

| ile kurulan sahsi baglantilar). ; i 2

BOLUM 3: i$ AGI OLUSTURMAYA (NETWORKING) YONELIK STRATEJi

\
1
;t BOLUM 2: FIRMANIZDAKI KARAR VERICILERIN (FIRMA SAHIPLERI VE YONETiCIiLER) SAHSi BAGLANTILARI

5 = Her Zaman

30 | 40 | 50

Liitfen, agagidaki ifadelere ne 6l¢ilde katildiginizi belirtiniz.
1= hesmllkle Katilmiyorum 2 = Katilmiyorum 3 = Kararsizim 4 = Katiliyorum 5 = Kesinlikle Katiliyorum

| 1 .s ag baglantllanm stratejik hedeﬂenyle uyumlu bir sekilde 10 - ( y 30 0|50
| .
| Firmamiz diizenli olarak is ag1 baglantilarini stratejik hedeflerine 2 3
| g sagladiklar katkiya gore degerlendirir ve énceliklendirir. 10) 0 (| #4) | #0
| Firmamiz faaliyetlerini ve etkinligini is yaptigi (iliski icinde oldugu) ]
| . firmalar ile diizenli olarak kiyaslar. 102U 20N Y
i 4 Firmamiz “is ag1 baglantisi olusturma” yaklagimlarini diizenli olarak 101 zo | 30| 20 | 50
} stratejik hedefleriyle uyumlu olacak sekilde gézden gecirir ve iyilestirir. '
j Firmamiz stratejik hedefleriyle uyumlu olan is iliskilerini korumak ve 2
| 2 giclendirmek icin kaynak (zaman, para vb.) ayirir. 10 DEssiien sy

165




BOLUM 4: FIRMANIZIN GiRiSiMCi YONELiMi

Liitfen, firmanizin girisimciliine yonelik asagidaki ifadelere ne dlgiide katildiginizi belirtiniz.
1 = Kesinlikle Katilmiyorum 2 = Katilmiyorum 3 = Kararsizim 4 = Katiliyorum 5 = Kesinlikle Katiliyorum

Proaktiflik
Firmamiz pazara yeni iiriin/hizmet sunmada rakiplerinden daha hizli
L davranmay hedefler. S : 10120 3_” 40 | 50
2 | Firmamiz her konuda rakiplerinden énce davranmak icin ¢aligir. 1) | 20 |30 | 40 | 50
Firmamiz stratejik hamlelerini yaparken pasif veya reaktif degil, aksine e
3 Sncit ve aktiftie 100 | 20 | 30 0| 50

Firmamiz rakiplerinin hamlelerini bekleylp onlara cevap vermek yerine ilk
hamleyi kendisi yapmaya calisir.

c - Firmamiz rakiplerine kars: iddiali ve genis kapsamll stratejik hamleler
_(eylemler) yapmay: tercih eder. -

Risk alma

10 |20 | 30 | 40 | 50

10|20 |30 |40 |50

| Firmamiz yﬂnencﬂerl bellrsmllk ve nsk u;eren pro]eiere / yatmmlara cok i : P s [
AR |20fz0 |0 0|50
7 | Firmamiz yuksek riskli pro;elere /yatlrlmlara gmsmekten kacinmaz. 10 [ 20 [ 30 | 400 | 50
8 | Firmamizda risk alma, olumlu bir girisim ve davranis olarak goriilir. =109 205030 120 50
9 | Firmamizda ¢alisanlarin ¢ogu risk almaya yatkindir. 1() | 20) | 30 | 40 | 50
10 | Firmamizin rakiplerine kiyasla risk alma egilimi daha yiiksektir. Sl lz0 130 | 201550
Yenilikeilik
11 | Firmamz islerin yiiriitilmesinde yeni yontemler arayisindadir. 10 | 20 | 30 | 40 | 50
12 | Firmamiz isleri daha iyi yapabilmek icin yeni yollar arar._ 10 | 20 | 300 | 40 [ 50
13 | Firmamz yeni fikirleri hayata gecirmeye calisir, s ] 10120 130 | 20 ] 50
| 14 | Firmamiz yeni iiriin ve hizmet gelistirme konusuna ¢ok énem verir. 10120 1300 ) 40 | 50

BOLUM 5: FIRMA YONETIMINE iLiSKiN BiLGILER

|
! Liitfen asagidaki sorulari cevaplayiniz.
|
| . .
1 | Firmaniz aile sirketi mi? {Cevabiniz H ay;r e : G
| ise lutfenﬁ Bulumden demmedmiz) E}i@_t U RiiEE g SR rﬁylr-(_):_. =
2 Flrmanlzdakl alle mulklyet orani ne kadar? %
: 3 | Firmanizin yonetim kurulundaki aile T
\ . %
{iyelerinin orani ne kadardlr‘?
| e HE i
i 4 | Piemanizn yonetlmmde bulunan aile x
= " Yo
: tiyelerinin orani ne kadardir?
:
5 | Firmamzin yonetimi hangi kusak aile e : e e e g
- | uyeleri tarafindan yiiriitilmektedir? - anc} haak ) Lo Usm(.)i =
E 6 | Firmamizin miilkiyeti hangi kusaktadir? Birinci Kugak () Ikinci Kusak ve Ustii ()
7| Firmaniz hangi kusakta uluslararasi. : aak
Rl : Birinci Kusak { Tkinci Kasak ve Ustii |
faaliyetlere baslamistir? o sk ) St 1:1;?3 .
j
|
’i
‘.
|
1
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BOLUM 6: INSAN KAYNAKLARI iLE iLGILI BECERILER

Liitfen, asagidaki ifadelere ne él¢iide katildigimizi belirtiniz.

d 0 d 0 d 0 B = d D
1 | Firmamizis ag iligkilerini yénetebilecek uzmanliga sahiptir. 10 120 |30 | 40 | 50
2 | Firmamiz yabanci pazarlari takip edebilecek sektor bilgisine sahiptir. i() 2() | 30 | 40 5(0)
Firmamiz yabanci pazar potansiyelini degerlendirebilecek gerekli -
: : 4{) . 5
: yonetim uzmanligina sahiptir. el gy 30 0 i
Firmamiz yabanci pazar potansiyelini degerlendirebilecek gerekli 5 .
* teknik uzmanliga sahiptir. 10 0 30 0 0
Firmamiz yeni pazarlarda is yapabilecek uluslararas tecriibeye sahiptir. | 1() | 20 | 30 | 40 | 50
6 | Firmamz diger firmalarla is yapabilecek uluslararas tecriibeye sahiptir. | 1() 216 3() 4() 5()
BOLUM 7: PAZARDAKI REKABET YOGUNLUGU
BOLUM 8: FIRMANIZIN YURTDISI FAALIYETLERI
Liitfen asagidaki sorular cevaplayiniz.
1 T = %_1_5(}_. = %ﬁ 10 [) %11_25 ,jj; : ()
= ,tugi atr;*larm tnplam satlgiarmlz 1;mdeld = —
e %2650 (0) %51-:75 . % 75’den fazla ( )
24 Xﬁtﬁmﬁmmmﬁmmkﬂmﬂamkfaﬂhﬁnemhdin %15 0 ' | 1 (%4-10 0 IE (%11 25() | 5(00)
ettigi karin toplam kariniz icindeki yiizdesini
elirtiniz. %26-50 () %51-75 () % 75'den fazla ()
3 | Litfen ﬁrmamzfn yurtdist pazarlardalﬂ e YOK { e *‘"%;1__-1;0_. S %11_2.5. e
= varhklanmn toplam varllldanmz lg:md el e -
 ylzdesini belirtintz. %2650() | %SL75() | %75denfara 0
4 Lutfen -varsa- ﬁrmanlzm yabanc1 ortak]armm YOK () ] %1-10 () %11 25 [)
toplam miilkiyet icindeki hisse yiizdesini
halirtiniz 9%26-50 () %51-75 () % 75'den fazla ()
5 | Litfen firmanizin yabanci uyrukdy YORD - B WII00) o elids . (f)
 cal anlarmmn toplam (;ahsanlar 1gmdek1 : L
e : E %26~5() [) L %5175 () ‘_%YS"denfazIa-{')?zx
6 Lutfen ﬁrmamzm faéﬁyette buluﬁ&ugu I T BT N
- - - - 'd
st bl 1-3() 46 () 7-10() | 11-20() |20'den fazla ()
7 : L tfg;n firmanizin yannm yaptlgl ulke sa}ﬂs:m | vk 16() 11-20 () .-.Z-O'den i ( )
J)Eﬂlﬂ:ﬁllz i i e S e e
8 ] Lutfen ﬁrmamzm kag ylldll‘ uluslarara51
; . - 4 'ten fazl
faaliyetlerde bulundugunu belirtiniz. 1L 6L 7100 1-15() | 15'tenfazla ()
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BOLUM 9: ULUSLARARASI PERFORMANS

Litfen, firmamizin son ii¢c vildaki uluslararas1 performansini goéz éniine alarak asagidaki ifadelere ne odlglide
katildiginmizi belirtiniz.
1 = Kesinlikle Katilmiyorum 2 = Katilmiyorum 3 = Kararsizim 4 = Katiliyorum 5 = Kesinlikle Katiliyorum
1 | Mevcut yurt dis1 pazarlarimizda biiyiime olmustur. “2() 30 | 40 | 50
2 | Yeni yurt disi pazarlara agilmalar artmistir. 1() | z() 300 | 40 50)
3 | Yurt dis1 pazarlardaki pazar payimiz artmistir. 10) | 20) 31 20)-1 50
4 | Yurt digi biiytimeden kaynaklanan karhiligimiz artmistir. 10) 2() 30) 40) 5(0)
5 | Yurt disi safislarin yatirim getirisi artmistir. : 10 2(0) 30) 40 | 50
6 | Mevcut yurt dis pazarlarda yeni miisterilerin sayisi artmistir. 10 20) 30) 40) 5()
7 | Mevcut miisterilere yonelik satislarda artis olmugtur. {10y | 20) 3() 4() 5()
8 | Yabanci miisteri memnuniyetinde artis olmustur. 1() 2() 30) 40) 50
-9 | Firmamizin yurt dis1 pazarlarindaki rekabet giiciiartmistir,. .~ | 10 | 20 | 30 | 40 | 50

BOLUM 10: FIRMA PERFORMANSI

Liitfen, firmanizin son ii¢ yildaki performansini géz éniine alarak asagidaki ifadelere ne élciide katildigimizi
belirtiniz.
1 = Kesinlikle Katilmiyorum 2 = Katilmiyorum 3 = Kararsizim 4 = Katillyorum 5 = Kesinlikle Katiliyorum
Finansal performans
1 | Toplam aktif karhliginda (kar/toplam variklar) artisolmustur. | 10 | 20 30 | 40 5()
2 Toplam ciro karlihginda (kar/toplam satl§!ar) artis oln}ustur. 1() | 20) 3() 4() 50
3 | Toplam yatinim karlihginda (kar/toplam yatinmlar) artis olmugtar. 10 | 20 30 | 40 | 50
4 | Karlarda genel bir artis olmustur. 10 | 20 30 40 50
5 | Genel maliyetlerde azalma olmustur. = ; L1000 Fz0 | 30 | sB | 50
Pazar performansi
1 | Toplamsatglardaartisolmustur. e R RO IO A TR0 R0
2 | Pazar payinda artis olmustur. 10 | 20 30) 4() 5()
3 | Miisteri memnuniyetinde artis olmustur. il e O R st 50
4 | Firmanin iin ve séhretinde artis olmustur. 100 | 20 30 40 5()
inovasyon performansi
1 | Mevcut iiriin yelpazesinde yeni iiriinlerin oraminda artis olmustur. : 10 20 | 30 |20 | 50
2 | Yeniiiriin ve hizmet projelerinin sayisinda artis olmustur. 1() | 20 30 40 50
3 | Issiireg ve yontemlerine dair gelistirilen yeniliklerin sayisinda artmistir. 10 {20 | 20 [-20 | 500
4 | Gelistirilen yeni iiriin ve hizmetlerin kalitesi artmistir. 10 | 20 30) 40) 5()
5 | Patent alabilecek ya da patent alinmis yeniliklerin sayisi artmistir. 10 | 20| 30 | ¢0 | 50
6 Firmanin gevresine uyumlu olarak yonetim sisteminde ve diisiince W | 20 20) 40 50
yapisinda yenilikler yapilmistir.
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BOLUM 11: FIRMANIZ HAKKINDA GENEL BiLGILER
1. Faaliyette bulundugunuz ana sektori tek bir secenegi isaretleyerek belirtiniz.

Cimento, cam ve seramik ( ) Ingaat ve ingaat iiriinleri

Perakendecilik

Tekstil ve konfeksiyon

Tip, kimya ve ila¢ sanayi

100-249 () 500-999 )

3. Firmanizin cirosu yaklasik olarak ne kadardir?
10.000.000 TL'den az () 25.000.000-49.999.000 TL ( ) | 100.000.000-249.999.000 TL ( )

4. Firmamz kag yildir faaliyet géstermektedir?
S5yildanaz( ) 5-10y1l( ) 11-20y1l ( ) 21-40wi( ) 40 y1ldan fazla ( )

} 5. Mevcut firmanizda kag yildir calismaktasimiz?
Syildanaz( ) 5-10yl () 11-20y1l ( ) 21-30wl () 30 yildan fazla ( )

6. Liitfen su anki pozisyonunuzu belirtiniz?

\
| | _
E —
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