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ABSTRACT

The objective of this paper is to empirically examine the relationship between the firms’ degree of internationalization and their finan-

cial performance. The literature about performance determinants is abundant however, the relation between internationalization and

profitability in the context of Small and Medium Enterprises (SMEs) is much less studied. It used an unbalanced panel data of 4.133

Portuguese industrial SMEs for the period from 2010 to 2016 and applied a random effects model. The results indicate that internation-

alization, measured as export intensity/diversity/distance, influences firm profitability, in particular when exports are directed to distant

markets and conducted by small firms. Also, the presence of a non-linear relationship between internationalization and profitability calls

for managers’ attention to its dysfunctional consequences for firm performance, especially at intermediate levels of internationalization.

Due to SMEs relevance in the majority of the economies, our results and its implications can be generalized to other countries.

Introduction

Small and medium enterprises (SMEs) are commonly
referred to as the backbone of the economy, playing a crit-
ical role as suppliers of employment and key agents for lo-
cal and regional communities’ well-being. The role of these
firms ultimately depends on the flexibility they have to un-
dertake entrepreneurial strategies and promote innovation
(Navarro-Garcia, Schmidt, & Rey-Moreno, 2015). The
adverse effects of the recent financial and economic crises
prompted SMEs to seek their viability abroad, increasing
their exports and looking attentively to more distant mar-
kets (Navarro-Garcia, Peris-Oritz, & Barrera-Barrera
2016). So, this context highlights the importance to un-
derstand the determinants of firms’ financial performance,
namely, the impact of that internationalization effort.

International expansion is an especially important
decision for SMEs, which traditionally face financial con-
straints, have a domestic focus and a limited geographic
scope (Pangarkar, 2008; Pukall & Calabro, 2014). Re-
searchers in the international business and strategic man-
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agement areas have routinely explored if and how interna-
tional diversification influences firm performance. However,
most of these empirical studies were originally focused on
large, well-internationalized firms, originating in the US
and large European countries (Dana, Etermad, & Wright,
1999; Geringer, Beamish, & Da Costa, 1989; Goerzen &
Beamish, 2003; McDougall & Oviatt, 1996). The empiri-
cal findings on the relationship between internationalization
and firm performance based on samples of large firms do
not necessarily apply to SMEs because it has been well ar-
gued and documented that smaller and larger businesses are
different species (Lu & Beamish, 2001; Oviatt & McDou-
gall, 1994), exhibiting differences in ownership, resourc-
es, organizational structures and management systems. It
is well recognized that, in an increasingly interlinked and
borderless world, SMEs make important contributions to
the economy, sometimes initiating their internationalization
processes at early stages of development (Karagozoglu &
Lindell, 1998; Oviatt & McDougall, 1994; Stray, Bridgewa-
ter, & Murray, 2001).

European SMEs have in most cases directed their in-
ternationalization efforts to other countries from the same
area. However, a crucial question that arises is whether
firms mainly focused on the European market show differ-
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ent profitability levels than those with a broader geographic
scope. The answer to this question could enable us to high-
light the consequences for the profitability of SMEs of the
choice between proximity and a global approach (Zucchel-
la, 2001).

Since theoretical predictions are not straightforward,
the main objective of this paper is to use an unbalanced pan-
el data of 4,133 Portuguese industrial SMEs for the period
from 2010 to 2016. Then apply a random effects model to
empirically examine the relationship between the degree of
internationalization of industrial SMEs, measured as export
intensity/diversity/distance and their financial performance
levels. The following specific objectives are also studied:
i) to explore the moderating role of some firm character-
istics in influencing the internationalization-financial per-
formance relationship; ii) to deep between the non linear
nature of that relationship and; iii) to make a contribution
to distinguish between export intensity, export diversity and
export distance, facilitating the interpretation of their differ-
ent effects on firm profitability.

To the best of our knowledge, this paper fulfills a gap in
the literature since it employs a set of alternative measures
of international activity to examine the relationship between
internationalization and firm financial performance. Addi-
tionally, this paper extends the literature on this topic since
it is focused on a small European economy, with different
historical factors, financial markets, legal frameworks and
business characteristics when compared to English-speak-
ing countries, where most studies on SMEs have been
conducted. The choice of a national data set allows us to
compare our results with similar studies in other countries
(e.g., Fernandez-Olmos, Gargallo-Castel, & Giner-Bagiies,
2016; Lu & Beamish, 2001; Majocchi & Zucchella, 2003;).
From this comparison, we expect to gain some insights into
country-specific factors influencing the international com-
mitment and performance of SMEs, which are frequently
rooted in the domestic environment (Narayanan, 2015; Sto-
uraitis, Mior Harun, & Kyritsis, 2017).

The obtained results indicate that internationalization,
measured as export intensity/diversity/distance, influences
firm profitability, in particular when exports are directed to
distant markets and conducted by small firms. In addition,
the non-linear nature of the relationship between interna-
tionalization and financial performance evidences that in-
ternationalization brings dysfunctional consequences for
firm performance, especially at intermediate levels of inter-
nationalization.

The next section presents an introduction to the main
issues dealt in this paper and a literature review. Section 3
presents the research hypotheses and outlines the variables,
data and methodology to be used. Section 4 presents the
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empirical results, which are extensively discussed in the
following section. The final section concludes analyzing
the paper’s main limitations and suggesting future research
possibilities.

Literature Review

Internationalization and Firm Profitability

The contribution of exports to firm growth through
sales increase is straightforward. By selling in new geo-
graphic markets, a firm broadens its consumer base and can
potentially achieve a higher sales volume. Thus, by broad-
ening markets, creating room for expansion and enabling
the achievement of economies of scale and improved ef-
ficiency, exporting to foreign markets is considered a cru-
cial factor for firm growth and profitability (Lu & Beamish,
20006).

According to Kirca et al. (2011, p. 49), “no theoretical
rationale supports a generalizable multinationality-perfor-
mance relationship”, and Hennart (2007. p. 442) argues that
“it seems difficult to develop a single theory that would pre-
dict the effects of such expansion on profits”. Thus, since in-
ternationalization is a multi-layered concept, its relationship
with performance must be approached with a set of different
theories, namely, organizational learning, industrial orga-
nization or resource-based theories. These multiple lenses
would try to explain the effects of internationalization on
performance (Nguyen, 2017).

Miller, Lavie, and Delios (2016) identify three distinct
facets of internationalization: international intensity, inter-
national diversity and international distance. International
intensity captures the firm’s commitment to serving cus-
tomers in foreign markets. International diversity captures
the breadth versus depth of internationalization by studying
the dispersion of a firm’s operations across the host coun-
tries (Goerzen & Beamish, 2003; Kim, Hwang, & Burgers,
1989). International distance refers to the geographic, cul-
tural, institutional, and economic differences between the
characteristics of the firm’s home country and those of the
host countries of its subsidiaries. International distance in-
troduces costs and benefits, with firms normally entering
first proximate markets (Johanson & Vahlne, 1977) and
experience regional effects (Ghemawat, 2001; Goerzen &
Beamish, 2003; Navarro-Garcia et al., 2016; Qian, Li, Li,
& Qian, 2008).

Pangarkar (2008) argues that prior literature on the re-
lationship between internationalization and performance is
hampered by problematic measures for the key constructs
(degrees of internationalization and firm performance),
since there is a lack of uniformity across different studies
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that yield inconsistent results.

Much of the literature on international strategy tends
to agree that the benefits of internationalization outweigh
the increased costs and hence should positively impact firm
performance (Gomes & Ramaswamy, 1999; Papadopoulos
& Martin, 2010). Regarding SMEs, some authors argue
that this conclusion is not so clear-cut, due to their internal
constraints and ability to compete in international markets
(Pangarkar, 2008). Despite the constraints and challeng-
es faced, SMEs are likely to enhance their performance
through greater internationalization (Loth & Parks, 2002;
Pangarkar, 2008). Nevertheless, international expansion in-
volves high risks and uncertainties, therefore, firms having
the organizational and resource endowments required to
deal with those risks are likely to be more proactive in inter-
national expansion, as these resources and capabilities are
key success factors for innovation (Singla & George, 2013).

According to Lu and Beamish (2001), Miller et al.
(2016), Pangarkar (2008), and others, the main constraints
for SMEs internationalization are: i) the lack of the neces-
sary information to exploit international opportunities (due
to the shortage of managerial resources); ii) an increase in
the requirements for coordination and communication and;
iii) an increase in the risk level for the firm, due to the ex-
position to new risk factors (political, exchange rate, global
market behavior, etc.). Concerning the benefits from inter-
nationalization, the literature refers the following: i) export-
ing is a less capital intensive path (than FDI) providing firms
with fast access to foreign markets and the opportunity to
gain valuable international experience; ii) to exploit market
niches and economies of scale and scope (this specially if
volume gains were constrained in the domestic market due
to saturation or increased competition); iii) the presence in
multiple multinational markets leads to an increase in mar-
ket power; iv) to provide better services to their clients and
avoid tarrifs (in the case of FDI) and; v) to benefit from
export incentives from the home government or, in the case
of FDI, from the host country.

Lu and Beamish (2006) argue that firms have exten-
sively employed exporting as an internationalization strat-
egy. Compared to foreign direct investment, exporting is a
relatively easy and fast way to enter foreign markets be-
cause it involves comparatively low levels of commitment
and risk, without the need to establish subsidiaries and let-
ting open the decision to easily withdraw due to political
instability or adverse market conditions. These advantages
are particularly attractive to SMEs, which tipically face re-
source constraints and do not want to make excessive re-
source commitments and be exposed to unreasonably high
investment risks.

There is a widespread consensus that the effects of for-
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eign expansion on the profitability of SMEs have not been
studied sufficiently (Miller et al., 2016). Empirical studies
on samples of SMEs have revealed the existence of a “lia-
bility of foreignness” at the beginning of the international-
ization process via FDI, and a positive relationship between
profitability and exports. This “liability of foreignness”
stresses the costs of unfamiliarity and discrimination as-
cribed to cross-national differences (Contractor, Kundu, &
Hsu, 2003; Lu & Beamish, 2001; Miller et al., 2016; Za-
heer, 1995)

Empirical results of prior studies have been inconclu-
sive with some studies finding a positive impact of the de-
gree of internationalization (e.g., de Jong & van Houten,
2014; Delios & Beamish, 1999; Geringer et al., 1989;
Grant, 1987; Grant, Jammine, & Thomas, 1988; Hsu, Chen,
& Cheng 2013; Kim et al., 1989; Qian, 1996, 1997, 2002;
Tsao & Chen, 2012;), others finding no effect (e.g., Buckley,
Dunning, & Pearce, 1978; Buhner, 1987; Geringer et al.,
1989; Hoskisson & Hitt, 1990; Hughes, Logue, & Swee-
ney, 1975; Kumar, 1984; Morck & Yeung, 1991; Rugman,
Lecraw, & Booth, 1985; Tallman & Li, 1996; Vithessonthi,
2016) and still others finding a negative effect (e.g., Mi-
chel & Shaked, 1986; Siddharthan & Lall, 1982; Singla &
George, 2013; Vithessonthi & Racela, 2016; Xiao, Jeong,
Moon, Chung, & Chung, 2013).

Recently, scholars have predicted curvilinear relation-
ships, again with little consistency across studies. Using the
organizational learning perspective, Chiao, Yang, and Yu
(2006), Lu and Beamish (2001), Miller et al. (2016), and
Ruigrok and Wagner (2003), predicted and found support
for a U-shaped relationship. Other studies (e.g., Geringer et
al., 1989; Gomes & Ramaswamy, 1999) have theorized and
found an inverted U-shaped relationship, primarly based on
an increase in organizational costs (coordination and com-
munication) as the diversity grows beyond the optimal level.
Finally, another set of studies (e.g., Contractor et al., 2003;
Riahi-Belkaoui, 1998;) argued for and/or found (Contractor
et al., 2003; Lu & Beamish, 2004; Thomas & Eden, 2004)
a multi-stage sigmoid relationship. The sigmoid shape is an
attempt to reconcile the last three decades of research into
a three-stage model (Contractor, 2007; Ruigrok, Amann, &
Wagner, 2007). According to Ruigrok et al. (2007), in the
context of an S-shaped relation between internationaliza-
tion and performance, the literature tends to locate a higher
performance in the 40% to 70% foreign-sales-to-total-sales
range. Ruigrok et al. (2007) also indicate that the research
in this field needs to focus on the role of some promising
moderating variables, which may add to knowledge that
has academic as well as managerial relevance. Miller et al.
(2016) consider that low international intensity levels affect
firm performance by imposing setup costs, whereas at inter-
mediate levels economies of scale generate accrued gains
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to the firm, albeit the situation is reversed for higher lev-
els given information processing costs and psychological
factors. According to the same authors, this non-linear re-
lation between internationalization and performance is also
present when internationalization is regarded in terms of
international diversity. Given the liabilities of foreignness,
at low levels of international diversity firm performance is
reduced, whereas at higher levels economies of scope and
access to resources generate accrued gains to the firm, thus
implying a U-shaped relation.

Although some researchers attributed the mixed find-
ings to measurement issues (e.g., Goerzen & Beamish,
2003), the mixed empirical evidence also reflects the dis-
tinctive conceptualizations and theoretical lenses, confirm-
ing that internationalization is a complex phenomenon and
a theoretical framework that analyzes its performance im-
plications should reflect that complexity.

Additional Determinants of Firm Performance

In order to rule out alternative determinants of the sam-
pled firms’ performance, and following previous authors
(e.g., Fernandez-Olmos et al., 2016; Miller et al., 2016;
Vithessonthi, 2016), it includes a set of control variables,
namely, firm age, size, indebtedness, intangible assets, ad-
vertising expenses and the exchange rate. It also explores
the moderating role of some of those organizational char-
acteristics in influencing the internationalization-perfor-
mance relationship, because certain characteristics can re-
duce some of the costs of internationalization. For instance,
organizational attributes such as size and age could play a
role in enhancing the legitimacy of firms and reducing their
“liabilities of foreignness” in foreign markets (Singla &
George, 2003).

Theoretically, older firms should possess a greater
stock of knowledge and experience, which could have a
positive impact on performance. Older firms have enjoyed
the benefits of learning, are not prone to the liabilities of
newness and therefore can enjoy superior performance. For
example, brand, reputation and legitimacy are some strate-
gic resources that firms build with time. These resources can
reduce some of the costs associated with the “liabilities of
foreignness”. Older firms could also be better equipped to
learn from their experiences in the past and would possess
more skills to implement their learning in new undertakings
(Singla & George, 2008). Yet, as firms age they tend to be-
come more conservative and prone to inertia (Aggarwal &
Gort, 1996; Hannan & Freeman, 1984;). Albeit the impact
of age on performance is ultimately an empirical question
(Capasso, Gallucci, & Rossi, 2015; Coad, Segarra, & Te-
ruel, 2013), our expectation is that age negatively moder-
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ates the internationalization-performance relationship.

Regarding the impact of size on performance, the liter-
ature points to the fact that size can be a source of compet-
itive advantage because larger firms have at their disposal
greater technical and commercial opportunities, allowing
them access to economies of scale, greater bargaining power
and the capability to raise barriers to deter potential compet-
itors or have an easier access to capital markets (Dhanaraj &
Beamish, 2003; Schuman & Seeger, 1986; Thomas & Eden,
2004). Based on these arguments, several authors (e.g.,
Bloodgood, Sapienza, & Almeida, 1996; Claver, Rienda, &
Quer, 2009; Fernandez & Nieto, 2006; Tallman & Li, 1996)
show that resource availability — proxied by firm size — pos-
itively correlates to the extent of internationalization. Nev-
ertheless, the fixed costs and organizational inefficiencies
associated with larger size could outweigh the benefits of
increased market power, with the larger flexibility of small-
er firms being a competitive advantage (Chen & Hambrick,
1995) or size could only influence performance in certain
industries, given specific differences in terms of the degree
of competition or the existence of economies of scale (Ba-
miatzi, Bozos, Cavusgil, & Hult, 2016). In sum, the exis-
tence of competitive advantages positively related to size
also remains an empirical issue.

Regarding leverage, some studies show that SMEs
prefer going into debt before increasing capital to finance
their investments, thus avoiding the entry of external share-
holders (Anderson, Mansi, & Reeb, 2003). However, other
studies show that SMEs prefer to be more prudent, not go-
ing into debt in order to avoid losing their independence to
creditors (Lopez-Garcia & Aybar-Arias, 2000). Given that
SMEs could have specific concerns in terms of privacy, con-
trol and generational transition, they tend to prefer internal
financing policies, favouring the reinvestment of their own
funds to capital increases or long-term debt (Gallo, Tapies,
& Cappuyns, 2004; Zahra, 2005), nevertheless, their atti-
tude towards debt could change as generations, managers
and the business as a whole evolves (Lussier & Sonfield,
2009). Debt ratios are included because a firm’s ownership
may influence its capital structure (Demsetz & Lehn, 1985;
Randey & Goel, 2003) and, in line with the agency and
pecking order theories and the majority of the literature, we
expect a negative relationship between SMEs indebtedness
and its financial performance.

Knowledge and innovation, as a result of R&D activ-
ities, should have an impact on firm performance. Depart-
ing from a knowledge-based view of the firm, Vithessonthi
and Racela (2016) regard R&D and internationalization as
means for firms to build up their knowledge stock toward
developing a competitive advantage that leads to superior
performance. The authors also find that the level of R&D is
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negatively associated with firm performance but the level
of internationalization has no direct effect on the return on
assets, albeit a positive effect on the return on sales. The
authors also find weak evidence for the moderating effect
of internationalization on the relationship between R&D
intensity and firm performance. The negative relation be-
tween R&D and the return on assets is attributed to the high
degree of uncertainty and risk associated with capital in-
vestment needed to develop R&D activities, so that in the
near term R&D brings about negative returns. While two
separate streams of research have been developed to ad-
dress how firm performance is influenced by either R&D
or internationalization, a growing body of literature has fo-
cused on the interplay of these two determinants. There are
several prior studies that have examined simultaneously the
role and impact of R&D and internationalization on firm
performance (Bae, Park, & Xiaohong, 2008; Chakrabarty
& Wang, 2012). Due to the lack of data about SMEs’ R&D,
we will consider intangible assets as a proxy for R&D, al-
ternatively computing that variable as the ratio of intangible
assets to total assets or to total sales. Additionally, we in-
clude advertising intensity, defined as the ratio of the firm’s
advertising expenditures to total sales, to measure the level
of proprietary content in marketing assets.

Finally, following Lu and Beamish (2001) and Majoc-
chi and Zucchella (2003), it considers the exchange rate and
it also tests the presence of sectoral differences (Bamiatzi et
al., 2016).

Internationalization

Journal of Small Business Strategy / Vol. 29, No. 3 (2019) / 97-116
Hypotheses

Considering the literature review made in the previous
section, we can now state the six hypotheses tested in this

paper:

Hypotheses 1. There is a positive relationship between
SMEs level of export intensity/diversity/distance and its fi-
nancial performance

Hypotheses 2. There is a non-linear relationship between
SMEs level of export intensity/diversity/distance and its fi-
nancial performance

Hypotheses 3. There is a negative relationship between
SMEs age and its financial performance

Hypotheses 4. There is a positive relationship between
SMEs size and its financial performance

Hypotheses 5. There is a negative relationship between
SMEs indebtedness and its financial performance

Hypotheses 6. There is a negative relationship between
SMEs intangible /advertising intensity and its financial per-
formance.

The following figure presents a graphic illustration of
the research hypotheses:

export intensity
export diversity

H2 (non linear effects)

export distance
H1

moderating role

Figure 1 Research hypotheses

Financial
performance
Age H3 =
Size HAH]
Debt H>-
He6-
Intangible/Adv.
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Method
Constructs and Variables

Prior studies have used a broad range of performance
measures ranging from outcomes achieved in the product
markets (such as sales growth: Grant, 1987; Siddharthan &
Lall, 1982), to accounting measures (such as ROA, ROS
and ROE: Daniels & Bracker, 1989; Kumar, 1984; Lu &
Beamish, 2001; Rugman et al., 1985; Riahi-Belkaoui,
1998) as well as market-based measures (such as Beta and
risk-adjusted returns: Buhner, 1987; Collins, 1990; Goerzen
& Beamish, 2003; Hughes et al., 1975; Michel & Shaked,
1986). A key problem with narrow measures is that they
may not be representative of firm performance, which may
differ from traditional profitability ratios (Pangarkar, 2008).
For instance, many SMEs in the early stages of their evolu-
tion might place a strong emphasis on sales growth.

Due to data availability, the use of ROA is widely sup-
ported by the literature and has been used in several studies
analyzing the relationship between internationalization and
firm performance (e.g., Gomes & Ramaswamy, 1999; Lu &
Beamish, 2001; 2004; Majocchi & Zucchella, 2003; Singla
& George, 2013; Vithessonthi, 2016; Vithessonthi & Racela,
2016), being generally considered to be a key performance
indicator and superior to alternative measures such as ROE
which is sensitive to the firm’s capital structure (Miller et
al., 2016). Additionally, ROA and related profitability mea-
sures can be easily computed from financial statements and
compared in cross-country surveys.

ROA is computed as net income scaled by the book
value of total assets. In order to check robustness, we also
proxy financial performance by the ratio between EBITDA
and total assets (REBITDA) and by the ratio between EBIT
and total assets (REBIT).

Concerning the independent variable “internationaliza-
tion”, a consensus is still lacking on the best or true measure
(Pangarkar, 2008). The use of a uni-dimensional measure
such as the ratio of exports to total sales (“export intensity”)
does not take into account the geographical distribution of
sales, i.e., whether or not they are geographically well bal-
anced in major world markets, a factor which has relevant
implications for performance. In fact, Thomas and Eden
(2004) argue that dispersion (or breadth) may be a more
important determinant of performance than the traditional
intensity measures. Additionally, as stated by Majocchi and
Zucchella (2003), it can be argued that, given the existence
of the internal market and a single currency, exporting to
other European Union countries cannot strictly be defined
as a form of internationalization. Thus, we consider a set
of alternative measures of internationalization, trying to
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account both the intensity of foreign sales and its breadth
(diversification and distance to different markets: national,
EU or the rest of the world). This should allow us to identi-
fy possible differences in profitability between regional and
global players.

Regarding “international diversification” and “inter-
national distance”, this paper used three sets of variables.
Firstly, following Pangarkar (2008), we use a combination
of the traditional proportion of foreign sales variable and
the dispersion of foreign sales across geographic regions,
albeit unfortunately, due to data availability, we can only
distinguish between the EU and the rest of the world mar-
kets:

DOI, = %foreign sales / [(% sales to EU countries)* + (%
sales to the rest of the world)?]

We also employed an alternative measure, which is
grounded in the psychic distance and location perspective
(Johanson & Vahlne, 1977; Petersen & Pedersen, 1997,
Clark & Pugh, 2001; Navarro-Garcia et al., 2016):

DOL, = (1 + % sales to EU countries) + (2 + % sales to the
rest of the world)

Weights (1 and 2) are arbitrarly assigned and we test
the robustness of our results to alternatives. Notice that, due
to the lack of detailed data regarding exports by Portuguese
industrial firms, we do not compute a traditional “interna-
tional distance” measure (for instance, similar to the one
used by Miller et al., 2016).

Secondly, following Majocchi and Strange (2012), it
used a measure of entropy, which accounts for the disper-
sion of a firm’s sales by three main geographical areas (Por-
tugal, the EU and the rest of the world):

exports;  ?

2

International diversity (DIV_INT) = Z (————
— total exports
=

The subscript j defined one of the three markets and X,
is the percentage of sales realized in market j. The natural
logarithm of the inverse of the sales realized in every mar-
ket is the weight given to each geographical segment. The
entropy measure will equal zero for firms that have all their
sales concentrated in one region, and will reach a maximum
value of 1,098 for firms with exactly the same share of sales
in each of the three defined areas. Nevertheless, as stated by
Majocchi and Strange (2012), such a measure also has some
weaknesses: it is not expected that a firm’s level of interna-
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tional sales to be evenly distributed between destiny areas,
and an ideal measure of internationalization should not only
measure the dispersion of foreign sales, but also their level.
Thirdly, following Miller et al. (2016), “international
diversity” (DIV_INT) is measured using a Herfindhal in-
dex:
3

International diversification (INTERN) = Z Xj ln(%)
=1 !

The subscript j defined one of the two markets (EU and
the rest of the world). This measure takes into account the
relative importance of each market and it is highly correlat-
ed with the entropy index (e.g., Majocchi & Strange, 2012),
being preferable to a simple count of countries, which does
not consider the depth of operations in each market.

Finally, it also tested the traditional and simpler mea-
sures of internationalization intensity, measured by the tra-
ditional ratio foreign sales/total sales (INT) and by the per-
centage of total sales exported to the EU and to the rest of
the world (respectively, EXPEU and EXPRW).

Even though our paper is focused on the relation be-
tween the degree of internationalization and performance,
we will include a set of control variables in order to rule out
alternative determinants of the sampled firms’ performance.
Those variables are traditionally used in studies about per-
formance determinants: firm age, size, debt, intangible as-
sets, advertising expenditures and the exchange rate.

For kurtosis reasons, variables age (AGE) and size
(SIZ) are measured, respectively, as the log of the number
of years since the firm’s inception and the log of total assets.

The debt level of the firm is measured as total debt
(TD = Total liabilities/ Total assets) and its subdivision in
long-term and short-term debt (respectively, Non-current
liabilities/ Total assets and Current liabilities/ Total assets).
Intangible assets are measured as a proportion of total assets
(INTAG) and advertising intensity is measured as the ratio
of the firm’s advertising expenses to sales (AD). Data for
the average annual USD/EUR exchange rate was retrieved
from the Portuguese Central Bank.

Sample and Database

In this paper, we used a sample of Portuguese indus-
trial SMEs. The dependent variables are different perfor-
mance measures and the independent variables represent
the firm’s performance determinant factors according to the
previously stated hypotheses (Table 1). Aditionally, the ex-
change rate is also included in the regressions.

After the identification of the hypotheses to be test-
ed as well as the dependent and independent variables, it
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is necessary to describe the data collection process for the
sample characterization over which our empirical study
will be made. Our objective is to analyze a sample of SMEs
from the industrial sectors (codes 10 to 32, from the Euro-
pean Classification of Economic Activities — NACE — Rev.
2) obtained from SABI (Sistema de Andlise de Balangos
Ibéricos), a financial database powered by Bureau van
Dijk. Applying the criteria for SMEs definition (Commis-
sion Recommendation 2003/361/EC), thus excluding a
large number of micro firms (which employ fewer than 10
persons and whose annual turnover and/or annual balance
sheet does not exceed 2M€), considering only firms already
existing in 2010 and presenting at least 5 years of complete
data from 2010 to 2016, excluding firms with negative debt
ratios or liabilities greater than assets and winsorizing all
variables at the 1% and 99™ percentiles to mitigate the impact
of extreme values and potential data coding errors, we ob-
tained an unbalanced panel data of 4.133 SMEs distributed
by all industrial sectors.

Table 2 presents a detailed description of our sample.
The sample is composed of mature SMEs, with a mean age
of 24 years, accounting for 171.891 employees, a turnover
near 14.750 M€ and total assets of 16.500 M€ in 2016. The
sample has 73% of small firms (3.021), 27% of medium
firms (1.112) and all relevant sectors are represented.

Analysis and Results

The relation between internationalization and perfor-
mance is addressed with a panel data methodology estimat-
ed through three different regression models: Pooled Ordi-
nary Least Squares (POLS), Fixed Effects Model (FEM)
and Random Effects Model (REM). Applying the Breus-
ch-Pagan and Hausman tests to choose the most appropriate
regression technique, the Breusch-Pagan test leads to the re-
jection of the null hypothesis, indicating that REM is more
appropriate than POLS whereas the Hausman test leads to
the acceptance of the null hypothesis that REM is preferable
to FEM. A random-effects model explains inter-firm perfor-
mance variation over time and, as stated by King and Santor
(2008), it is a well-suited specification since a number of
our variables are either time-invariant or exhibit few chang-
es over time (e.g., age or size). Similarly, to Lu and Beamish
(2006), we repeated the estimations lagging all the indepen-
dent variables and controls, experimenting 1-, 2- and 3-year
lag structures. Nevertheless, the results from different lag
structures were qualitatively the same, so that in the next
section we report the results with no lags.

Before estimating the different models we present
in Table 3 some descriptive statistics and the correlation
matrix of the variables. According to Gujarati and Porter
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Table 1
Independent variables
INDEPENDENT VA-
HYP ACRONYM RIABLES FORMULA
Degree of i DOI, = % foreign sales / [ (% sales to EU countries)® + (% sales to the
DOI . . ! 5
! nternationalization | rest of the world)* ]
DOI Degree 0 f . (1 + % sales to EU countries) + (2 + % sales to the rest of the world)
2 internationalization ,
. 3 1 _ . .
INTERN Ir.ltema}tmnz.ll i—1 Xj In( ;) (xj = % of sales in market j)
diversification )
H1/H2
DIV INT Iptemgtmnal
- diversity
INT Export intensity Foreign sales/ Total Sales
EXPEU Exports to the EU Exports to the EU / Total Sales
EXPRW Exports to the rest of Exports to the rest of the world / Total Sales
the world
H3 AGE Age Logarithm of number of years since the firm’s inception
H4 SIZ Size Logarithm of Total Assets
TD Total debt Total Liabilities / Total Assets
H5 STD Short-term debt Current Liabilities / Total Assets
LTD Long-term debt Non-current Liabilities / Total Assets
INTAG Intangible assets Intangible Assets / Total Assets
H6 isi i-
AD ﬁ;l;/sertlsmg expendi Adpvertising Expenditures / Total Sales

(2008), when the correlation coefficients are above 50%,
the problem of collinearity becomes significant. Observing
the correlation coefficients between the independent vari-
ables, only in three circumstances they are above 50%, al-
beit those variables will not be used jointly. Therefore, the
problem of collinearity between explanatory variables will
not be particularly relevant. Notice that correlations are
relatively low, although international intensity and interna-
tional diversity are positively correlated, consistent with the
observation that firms tend to internationalize in multiple
facets, albeit at different rates.

The regression results for the random-effects model
are presented in Table 4, where the three alternative depen-
dent variables (ROA, REBITDA and REBIT) are run on the
different variables for “internationalization” and the control
variables age, size, debt (LTD and STD), intangible assets,
advertising expenses and the exchange rate. Table 4 pres-
ents mainly the results for ROA as the independent variable,
albeit the results for REBITDA and REBIT are very similar,
thus testing H1 and H3-H6.

The random-effects model results presented in Table 4
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display values for R? between 12 and 18%, which are within
the usual range for this kind of regressions. The first rows
in Table 4 evidence that export dispersion, intensity and dis-
tance seems to have a significant impact on performance,
albeit without a clear sign. The regressions run with RE-
BITDA and REBIT yield extremely similar results. Exports’
dispersion seems to have a negative effect, whereas exports’
intensity and distance seems to have a positive impact, thus
confirming the results from Delios and Beamish (1999),
Kim et al. (1989), Loth and Parks (2002), Pangarkar (2008)
and Singla and George (2013). The results for the control
variables confirm the previous literature since younger,
larger, less indebted and with lower intangible assets’ firms
tend to present better performance measures (measured by
ROA, REBITDA or REBIT).

Finally, notice that the exchange rate appears with the
expected negative sign, indicating that a lower exchange
rate increases profitability due to the increase in sales it pro-
motes outside the euro area.

Since one of the objectives of this paper is to test the
presence of non-linear effects of internationalization on
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Table 2
Distribution of the sample by industry classifications
. . Number Sf“a“ Avg Avg Exports Average
Industry Classification (NACE) .of Firms Number Sales (%) EBITDA
Firms (%) of Empl (th€)
Food products (10) 500 76,8% 40 4.794 11,6% 348,7
Beverages and tobacco (11/12) 118 95,8% 20 3.109 25.8% 488.3
Textiles (13) 281 71,5% 46 3.964 35,1% 479,8
Wearing apparel (14) 357 52,9% 62 3.597 69,5% 270,9
Leather and related products (15) 322 51,6% 59 4.090 56,7% 337,8
Wood and of products of wood and cork (16) 231 85,7% 31 3.332 31,3% 354,8
Paper and paper products (17) 92 78,3% 39 4.805 14,5% 491,6
Printing and reproduction of recorded media (18) 123 83,7% 34 2.598 7,6% 412,6
phammacoutical products (195030 142 sAS% 20 470 202% 5364
Rubber and plastic products (22) 244 76,2% 39 4.420 26,1% 546,2
Other non-metallic mineral products (23) 292 78,1% 40 2.998 36,1% 411,0
Basic metals (24) 52 69,2% 47 5.707 35,0% 609,7
Fabricated metal products (25) 697 75,2% 41 2.907 35,1% 474,1
Computer, communication and electronic equip. (26) 24 62,5% 59 4.597 42,1% 702,8
Electrical equipment (27) 83 77,1% 38 3.191 31,5% 339,8
Machinery and equipment (28) 222 77,9% 39 3.308 36,7% 488,5
Motor vehicles, trailers and parts (29) 68 63,2% 51 4.049 48,4% 553,6
Other transport equipment (30) 19 47,4% 55 4.315 48,4% 501,3
Furniture (31) 195 71,8% 43 2.705 42,5% 332,0
Other manufacturing activities (32) 71 80,3% 38 2.937 27,5% 393,0
4.133  73,1% 43 3.665 34,8% 420,8

Note: Small firms are firms with less than 50 employees. Sectors 11/12 and 19/20/21 are aggregated since the sample only
comprises a very small number of firms in sectors 12, 19 and 21.

performance, we test the internationalization variables and
their squares as independent variables, thus testing H2, with
Table 5 presenting the results.

Table 5 presents the results testing the presence of a
non-linear relationship, where only the most significant
specifications are presented. The results depend on the in-
ternationalization measure used, with columns I to III dis-
playing an inverted U relationship for DOI, and a W-shaped
relationship for DOI,. Columns IV and V evidence an in-
verted W relationship for DIV_INT and regarding exports
to the “rest of the world” the last column presents the in-
teresting result of a sigmoid relation, where the financial
benefits of internationalization are potentially outweighted
by the higher costs brought up by the “liability of foreign-
ness” and the psychic distance as well as the higher costs of
managing and coordinating international activities when the
firm attains an advanced stage of internationalization.
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Interaction variables are included in Table 6 in order
to test whether the effect of size, age or indebtedness levels
are additive or not to the internationalization-performance
relationship.

The results in the first four columns of Table 6 seem to
indicate that, apart from age, there are no moderating effects
on the internationalization-performance relationship. Col-
umn IV presents a full specification with all the interactions
jointly considered, evidencing the absence of such effects.
Considering the traditional measures of internationalization
(columns V to VII) the results also evidence that firm age
has a moderating role on the positive relationship between
internationalization (export intensity and distance) and per-
formance. The variables DOI, and EXPEU/EXPRW are
significantly positive and when multiplied by AGE main-
tain the positive sign, whereas the interaction variable is
significantly negative.
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Descriptive statistics (average and standard deviation) and correlation matrix between independent variables

average s.d. DOI, DOI, INTERN INT DIV_INT AGE SIZ TD INTAG AD

ROA 0,031 0,067

REBITDA 0,098 0,084

REBIT 0,054 0,076

DOI, 225,21 4943.5 1 -0,041 -0,036 -0,023 -0,046 -0,007 0,00 0,005 -0,005 -0,001
DOI, 3,320 0,356 1 0,471 0,181 0,542 0,023 0,120 0,013 0,039 -0,007
INTERN 0,283 0,353 1 0,669 0,830 0,136 0,288 -0,068 0,046 -0,012
INT 0,120 0,172 1 0,479 0,126 0,232 -0,081 0,027 -0,010
DIV_INT 0,215 0,213 1 0,085 0,230 -0,023 0,042 -0,009
AGE 2,953 0,709 1 0,328 -0,314 -0,032 -0,016
SiZ 14,681 0,877 1 -0,191 -0,009 -0,008

(%)
TD 0,610 0,230 1 0,021 -0,003
(**%)

INTAG 0,004 0,017 1 0,004
AD 0,014 0,527 1

Note: s.d. is the standard deviation. * p <0.10; ** p <0.05; *** p <0.01
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Table 4
Random-effects model results
ROA ROA REBITDA REBIT ROA ROA ROA ROA
0,220 0,147 0,291 0,180 0,184 0,182 0,187 0,193
-0,000 -0,000 -0,000 -0,000
DOI, (%) (%) (FH%) (FH%)
0,015 0,015 0,015 0,018
DOI, otk otk otk *Hk
(**%) (**%) (**%) (**%)
INTER -0,002
-0,008
INT (H55)
DIV_INT 0,002
EXPEU ?ﬁg
EXPRW (();?kg
Controls
-0,018 -0,020 -0,024 -0,021 -0,020 -0,020 -0,020 -0,020
0,002 0,003 0,002 0,002 0,004 0,005 0,004 0,003
-0,133 20,170 -0,183 -0,180 -0,171 -0,171 -0,171 -0,170
-0,140 -0,140 -0,140
STD -0,108 -0,141 -0,165 -0,149 () () () -0,141
-0,097 -0,079 -0,027 -0,075 -0,044 -0,044 -0,046 -0,053
INTAG (5% (%) (¥%) (*) (*) (*) (¥%)
0,000
AD ’
-0,063 -0,053 -0,032 -0,049 -0,054 -0,054 -0,054 -0,053
Overall ®2 0,18 0,18 0,12 0,14 0,18 0,18 0,18 0,18

Notes: Standard-deviations presentedin brackets.* p < 0.10; ** p < 0.05; *** p <0.01.
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Table 5
Random-effects model (testing the presence of non-linearities). ROA as dependent variable.
I I I v A% VI Vil
0,341 -1,766 34,2661 0,108 0,108 0,109 0,109
0,000 0,000 0,000
POl (%) (")
-0,000 -0,000 -0,000
DOI’ 0,000 0,000
DOI* 0,000
-0,148 0,1693 -40,174
0,024 -0,509 17,668
D0122 (%) (%) (%)
0,051 -3,444
D()Iz3 (**) (***)
0,251
DOL? ()
0,017 0,056
DIV_INT (%) (%)
-0,025 -0,364
DIV _INT? ’ ’
- (*) (*)
DIV IN'3 0’(21?5
DIV INT* -0(,1)12
EXPEU 0,006 O(’,? 3)7
EXPEU? 0(’,9 ,,})5 -0,049
EXPEU? 0(’,93)6
-0,018 -0,044
EXPRW (%) (Fxk)
0,055 0,132
EXPRW? (k) ()
EXPRW? '((),;22)7
Controls
-0,016 -0,016 -0,016 -0,017 -0,017 -0,017 -0,016
0,004 0,004 0,004 0,004 0,004 0,004 0,004
-0,154 -0,153 -0,154 -0,154 -0,154 -0,154 -0,154
Overall R’ 0.17 0.17 0.17 0.16 0.16 0.17 0.17

Notes: Standard-deviations presented in brackets.* p < 0.10; ** p <0.05; *** p <0.01.
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Table 6
Random-effects model (moderating effects). ROA as dependent variable
| I 11 v \% VI %11 VIII
0,037 -0,038 0,077 0,017 0,112 0,106 0,117 0,110
0,000 0,000 0,000 0,000
DOI, (();Z%k; 0,047 0,013 0,026
0,019 0,048 0,019 0,051
EXPEU (+%)
0,066 0,036 -0,014 -0,027
EXPRW (F5)
Controls
-0,007 0,017 -0,017 -0,007 -0,016 -0,017 -0,017 -0,016
0,004 0,011 0,004 0,005 0,004 0,004 0,004 0,004
0,154 -0,154 -0,173 -0,160 -0,154 -0,154 -0,156 -0,155
0,000
DOI xAGE 0’200
(*)
-0,000 -0,000
DOILxXAGE (+5%) (k)
DOI xSI1Z -0,000 0,000
DOILXSIZ -0,002 -0,001
2
-0,000 -0,000
DOI xTD ) (%)
DOLXTD 0,006 0,002
EXPEUXAGE -0,001 0,000
- -0,017
EXPRWxXAGE (0*’ Sif (%)
EXPEUXSIZ -0,002 -0,002
EXPRWxSIZ -0,001 0,005
EXPEUXTD -0,001 -0,003
EXPRWxTD 0,047 0,033
Overall ©2 0,17 0,17 0,17 0,17 0,17 0,17 0,17 0,17

Notes: Standard-deviations presented in brackets.* p < 0.10; ** p <0.05; *** p <0.01.
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Finally, testing the presence of differences between in-
dustries, Table 7 presents the results for the different sectors
of activity.

Regarding differences between industries, Table 7 in-
dicates that internationalization seems to have a broadly
positive effect on performance across all sectors, particu-
larly in sectors 23, 25, 28 and 31 and concerning exports
to the EU. The positive effects seem to be stronger in those
sectors with a larger proportion of small firms and lower
internationalization levels. The only evidence of negative
effects appear in highly technological and capital intensive
sectors (26 and 29) and particularly regarding exports to the
rest of the world, possibly due to higher barriers to entry and
psyshic distance costs. When using the variables DOI, and
DOI, the results were not significative for DOI , whereas
DOI, displayed a very significant positive influence in per-
formance in 12 of the 20 considered sectors.

Discussion and Implications

This section presents a discussion of the results, con-
fronting them with previous literature and assessing their
coherence with the proposed objectives and tested hypoth-
eses.

Results from Table 4 indicate that the different export
variables seem to have a significant impact on performance,
albeit without a clear sign, so that we can partially confirm
HI1. Also, the results confirm our hypotheses H3, H4, HS
and H6. Possibly, older firms are more likely to be in the
maturity phase, with lower levels of growth opportunities
and, consequently, lower financial performance levels.
Larger firms present a better financial performance, possi-
bly a result of the positive relationship between resources
and performance. Finally, more indebted firms are less prof-
itable, independently of the maturity of the debt. This result,
which is typically found in the literature, is in line with the
predictions of the agency and pecking order theories, since
a high level of leverage imposes a fixed financial commit-
ment on the firm, reducing the free cash flows available to
management (Vieira, 2017).

The differences in profitability between European
vs. world players evident in Table 5 illustrate the fact that
the increasingly integrated European market allows firms
to better exploit scale economies whereas new entrants in
the rest of the world market tend to serve narrow market
niches and face higher entrance costs and barriers to entry.
Nevertheless, after surpassing that stage, firms exporting to
world markets enjoy increasing profitability. Accordingly,
the existence of such inflection points suggests that manag-
ers can use the above findings to identify their position on
the internationalization-performance relation in order to de-
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termine the desirability of further international expansion.
Notice that, the presence of these non-linearities confirms
our hypothesis H2 and previous results from Lu and Beam-
ish (2004), Qian (2002), and Ruigrok et al. (2007) and rep-
resents one of the main findings of the present paper.

The main result from Table 6 — the moderating effect of
age on internationalization — means that the positive impact
of internationalization on performance is greater for young-
er firms, that is, those firms seem to be in a better position to
leverage the opportunities provided by internationalization,
possibly due to internal operational inefficiencies or to the
fact that they export products to mature and highly compet-
itive markets with lower margins. This result highlights the
importance to further study the impact of firm age on per-
formance and perhaps implement strategies to assist those
firms in their internationalization efforts, helping them to
surpass the “liability of foreignness”. As stressed by Miller
et al. (2016), the challenge is, however, to reach these op-
timal levels of internationalization, given that high levels
are achievable only after expanding beyond previous lower
levels. Being internationalization an expansion process and
not a state, most firms would encounter a substantial perfor-
mance decline by gradually increasing internationalization
in the world markets. Nevertheless, beyond a certain level
of internationalization, SMEs might lack the managerial re-
sources as well as the experience needed to efficiently co-
ordinate their international activities (Qian, 2002). Without
appropriate capabilities greater internationalization may
not lead to better performance. Thus a keytask for SMEs is
to build up their capabilities in areas such as branding and
marketing, technology development, financing and other
managerial capabilities useful for international expansion.
Naturally that remains the question of which comes first —
capabilities or internationalization. Probably, the addition-
al learning gained from internationalization may be useful
for developing new products and technologies and thus in-
crease performance.

Finally, regarding differences between industries, the
results from Table 7 confirm the previous idea that export
diversification is not correlated with financial performance,
whereas orienting exports to more distant markets exerts
a positive impact on performance. So, our results confirm
that there are some interesting differences between sectors
of activity.

Conclusion

The main objective of this exploratory paper is to em-
pirically examine the relationship between industrial SMEs’
degree of internationalization, measured by export intensity,
diversity and distance and their financial performance. Con-
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Table 7
Random-effects model for different manufacturing sectors. ROA as dependent variable
CAE 10 11/12 13 14 15 16 17 18 19/20/21 22

0,183 0,289 0,170 0,097 0,047 0211 0,297 0,138 0,010 0,230
0,002 0,014 0,019 0,006 0,008 0,002 0,072 0,038 0,023 0,012

EXPRW 0(,33)7 -0,014 0,015 -0,017 0,011 0,015 -0,025 0,022 0,013 0,013
-0,015 -0,008 -0,018 -0,026 -0,021 -0,015 -0,024 -0,018 -0,012 -0,010
0,002 -0,009 0,006 0,013 0,000 -0,001 -0,002 0,005 0,013 -0,002
-0,140 -0,108 -0,133 -0,166 -0,162 -0,110 -0,181 -0,131 -0,149 -0,133
-0,050 -0,036  -0,082 -0,052 -0,000 -0,040 -0,047 -0,041 -0,038 -0,050

Overall R’ 0,15 0,16 0,14 0,16 0,21 0,17 0,27 0,15 0,28 0,24

23 24 25 26 27 28 29 30 31 32

0,154 0,166 0,213 0,312 0,350 0,208 0,522 0,295 0,239 0,358
0,012 0,046 0,013 -0,014 -0,006 0,028 0,002 -0,063 0,018 0,011
0,033 0,024 0,015 -0,076 0,036 0,030 -0,091 0,017 0,021 0,064
-0,025 -0,028  -0,023 -0,007 -0,018 -0,019 -0,038 -0,011 -0,025 -0,026
0,006 0,005 0,002 -0,009 -0,005 0,001 0,000 -0,000 0,002 -0,005

S1Z (%)
-0,096 -0,106  -0,137 -0,173 -0,167 -0,093 -0,323  -0,081 -0,134 -0,182
-0,079 -0,060 -0,051 -0,002 -0,069 -0,069 -0,136 -0,122 -0,078 -0,055

Overall R’ 0,13 0,16 0,19 0,18 0,18 0,15 0,50 0,10 0,17 0,21

Notes: Standard-deviations presented in brackets.* p <0,10; ** p <0,05; *** p <0,01.
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sidering a representative sample, it is used an unbalanced
panel data of 4,133 Portuguese industrial SMEs for the pe-
riod from 2010 to 2016. A set of control variables were used
namely firm age, size, debt, intangible assets, advertising
expenditures and the exchange rate.

Our results support the hypothesis that firm perfor-
mance is positively related to internationalization, in par-
ticular, when this variable is measured in terms of export
intensity and distance. Nevertheless, that positive relation-
ship is not linear, with some interesting differences between
international efforts focused on the EU versus the rest of
the world markets. The sigmoid relationship between inter-
nationalization and performance differs between those two
markets being evidenced the higher costs brought up by the
“liability of foreignness” and the psychic distance as well
as the higher costs of managing and coordinating interna-
tional activities when the firm attains an advanced stage of
internationalization. Thus, this non-linear nature of the rela-
tionship between internationalization and financial perfor-
mance calls for major attention to these effects by managers
who must acknowledge that internationalization brings dys-
functional consequences for firm performance, especially at
intermediate levels of internationalization. Possibly, some
of the differences found in this paper are due to the fact
that several previous papers focused on small firms at very
early stages of their life or large listed firms and used differ-
ent measures of performance and internationalization. The
hypotheses tested in this paper have been tested in other
different sectors and country samples, being this paper, to
our knowledge, the first one to test them for SMEs in the
Portuguese context.

Some limitations of this study should be mentioned.
Firm performance is affected by many variables that were
not considered (e.g., managerial labour and product mar-
kets, political and economic factors or even the personali-
ty of shareholders and managers), meaning that the results
should be treated with caution. For instance, as stressed
by Pangarkar (2008), we focus on the overall (firm-level)
performance implications of internationalization but do not
consider the performance attained by individual initiatives
such as ventures in particular markets. Also, we did not con-
trol for several firm characteristics such as the prior expe-
rience of top managers in internationalization. Our study
is focused on a sample of Portuguese firms, enabling us to
control for the characteristics of the home market. To gener-
alize our findings, scholars may seek to test our hypotheses
in other home countries and consider inter-industry hetero-
geneity of internationalization effects. Although different
samples may exhibit distinctive patterns of internationaliza-
tion, our theory is not specific to the Portuguese context, so
the predicted shape of the performance function is likely to
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be preserved. The limitations of the internal market and the
small size of firms are characteristics also present in oth-
er countries, so our conclusions could perfectly be applied
elsewhere. The measures of performance and international-
ization used in the literature differ widely, leaving us with
the question whether our results are dependent on the mea-
sures used. Due to data availability, this paper was focused
on profitability measures, but firm performance can be stud-
ied in different perspectives (financial indicators, employee
satisfaction, innovation levels, etc. )

Regarding future developments, we can study at a
“case-study” level the effect on profitability of external al-
liances between firms. It is crucial to further study the prof-
itability effects of other strategic options for international
growth. As suggested by the literature, strategic aliances
allow SMEs to overcome many of the aforementioned man-
agerial resources constraints to international growth (Oviatt
& McDougall, 2005).We can also perform cross-country
analysis of the internationalization-performance relation-
ship, instead of using a single country sample (some recent
examples are de Jong & van Houten, (2014) and Vithesson-
thi, (2016). This includes studying the different impacts on
performance coming from internationalization to specific
markets, namely the differences brought up by the choice
between near and distant markets. Finally, one can examine
prior experience with international expansion and uncover
inter-firm heterogeneity in firms’ abilities to benefit from
internationalization. That is, besides studying the distinc-
tive implications of the firm’s own international experience
and the international experience of its peers, future research
may examine a subtler typology of learning from rivals
versus non-rivals. As scholars develop a more fine-grained
understanding of different types of experience, they may be
able to suggest how a firm can leverage particular types of
experience to improve specific aspects of internationaliza-
tion.

This papers’ main contribution is to distinguish be-
tween export intensity, export diversity and export distance,
facilitating the interpretation of their different effects on
firm profitability. In summary, the results allow us to con-
clude that financial performance is influenced not only by
firm-specific characteristics, such as age, size or leverage,
but also by the internationalization level and type. Due to
SMEs relevance in the majority of the economies, our re-
sults and its implications can be generalized to other coun-
tries and we hope this study stimulates future research on
this still unexplored topic of performance determinants.

References

Aggarwal, R., & Gort, M. (1996). The evolution of markets



L. Pacheco

and entry, exit and survival of firms. The Review of
Economics and Statistics, 78(3), 489-498.

Anderson, R., Mansi, S., & Reeb, D. (2003). Founding fam-
ily ownership and the agency cost of debt. Journal of
Financial Economics, 68(2), 263-285.

Bae, S., Park, B., & Xiaohong, W. (2008). Multinationality,
R&D intensity, and firm performance: evidence from
U.S. manufacturing firms. Multinational Business
Review, 16, 53-78.

Bamiatzi, V., Bozos, K., Cavusgil, S., & Hult, G. (2016).
Revisiting the firm, industry, and country effects on
profitability under recessionary and expansion pe-
riods: A multilevel analysis. Strategic Management
Journal, 37(7), 1448-1471.

Bloodgood, J., Sapienza, H., & Almeida, J. (1996). The in-
ternationalization of new high-potential US ventures:
Antecedents and outcomes. Entrepreneurship Theory
and Practice, 20(4), 61-76.

Buckley, P., Dunning, J., & Pearce, R. (1978). The influ-
ence of firm size, industry, nationality and degree of
multinationality in the growth and profitability of the
world’s largest firms, 1962 —1972. Review of World
Economics, 114(2), 243-257.

Buhner, R. (1987). Assessing international diversification
of West German corporations. Strategic Management
Journal, 8,25-37.

Capasso, A., Gallucci, C., & Rossi, M. (2015). Standing the
test of time: Does firm performance improve with
age? An analysis of the wine industry. Business His-
tory, 57(7), 1037-1053.

Chakrabarty, S., & Wang, L. (2012). The long-term suste-
nance of sustainability practices in MNCs: a dynamic
capabilities perspective of the role of R&D and in-
ternationalization. Journal of Business Ethics, 110,
205-217.

Chen, M., & Hambrick, D. (1995). Speed, stealth, and selec-
tive attack: How small firms differ from large firms
in competitive behavior. Academy of Management
Journal, 38(2), 453-482.

Chiao, Y.-C., Yang, K.-P., & Yu, C.-M. (20006). Perfor-
mance, internationalization, and firm-specific advan-
tages of SMEs in a newly-industrialized economy.
Small Business Economics, 26, 475-492.

Clark, T., & Pugh, D. (2001). Foreign country priorities in
the internationalization process: A measure and an
exploratory test on British firms. International Busi-
ness Review, 10(3), 285-303.

Claver, E., Rienda, L., & Quer, D. (2009). Family firms’
international commitment: The influence of fami-
ly-related factors. Family Business Review, 22(2),
125-135.

113

Journal of Small Business Strategy / Vol. 29, No. 3 (2019) / 97-116

Coad, A., Segarra, A., & Teruel, M. (2013). Like milk
or wine: Does firm performance improve with
age?. Structural Change and Economic Dynam-
ics, 24, 173-189.

Collins, J. (1990). A market performance comparison of US
firms active in domestic, developed and developing
countries. Journal of International Business Studies,
21(2),271-287.

Contractor, F. (2007). Is international business good for
companies? The evolutionary or multi-stage theory
of internationalization vs. the transaction cost per-
spective. Management International Review, 47(3),
453-475.

Contractor, F., Kundu, S., & Hsu, C. (2003). A three stage
theory of international expansion: The link between
multinationality and performance. Journal of Inter-
national Business Studies, 34, 5-18.

Dana, L., Etermad, H., & Wright, R. (1999). The impact of
globalization on SMEs. Global Focus, 11(4), 93-105.

Daniels, J., & Bracker, J. (1989). Profit performance: Do
foreign operations make a difference?. Management
International Review, 29(1), 46.

de Jong, G., & van Houten, J. (2014). The impact of MNE
cultural diversity on the internationalization-perfor-
mance relationship: Theory and evidence from Euro-
pean multinational enterprises. International Bussi-
ness Review, 23, 313-326.

Delios, A., & Beamish, P. (1999). Geographic scope, prod-
uct diversification, and the corporate performance
of Japanese firms. Strategic Management Journal,
20(8), 711-727.

Demsetz, H., & Lehn, K. (1985). The structure of corporate
ownership: Causes and consequences. Journal of Po-
litical Economy, 93(6), 1155-1177.

Dhanaraj, C., & Beamish, P. (2003). A resource-based ap-
proach to the study of export performance. Journal of
Small Business Management, 41(3), 242-261.

Fernandez, Z., & Nieto, M. (2006). Impact of ownership
on the international involvement of SMEs. Journal of
International Business Studies, 37(3), 340-351.

Fernandez-Olmos, M., Gargallo-Castel, A., & Gin-
er-Bagiies, E. (2016). Internationalisation and perfor-
mance in Spanish family SMES: The W-curve. BRQ
Business Research Quarterly, 19(2), 122-136.

Gallo, M., Tapies, J., & Cappuyns, K. (2004). Comparison
of family and non family business: Financial logic
and personal preferences. Family Business Review,
17(4),303-318.

Geringer, J., Beamish, P., & Da Costa, R. (1989). Diversifi-
cation strategy and internationalization: Implications
for MNE performance. Strategic Management Jour-



L. Pacheco

nal, 10(2), 109-119.

Ghemawat, P. (2001). Distance still matters. Harvard Busi-
ness Review, 79(8), 137-147.

Goerzen, A., & Beamish, P. (2003). Geographic scope
and multinational enterprise performance. Strategic
Management Journal, 24(13), 1289-1306.

Gomes, L., & Ramaswamy, K. (1999). An empirical exam-
ination of the form of the relationship between multi-
nationality and performance. Journal of Internation-
al Business Studies, 30(1), 173-187.

Grant, R. (1987). Multinationality and performance among
British manufacturing companies. Journal of Inter-
national Business Studies, 18(3), 79-89.

Grant, R., Jammine, A., & Thomas, H. (1988). Diversity,
diversification and profitability among British manu-
facturing companies. Academy of Management Jour-
nal, 31(4), 771-801.

Gujarati, D., & Porter, D. (2008). Basic econometrics (5"
ed.). New York City, NY: McGraw-Hill Irwin.
Hannan, M., & Freeman, J. (1984). Structural inertia and or-
ganizational change. American Sociological Review,

49(2), 149-164.

Hennart, J. (2007). The theoretical rationale for a multina-
tionality-performance relationship. Management In-
ternational Review, 47(3), 423-452.

Hoskisson, R., & Hitt, M. (1990). Antecedents and perfor-
mance outcomes of diversification: A review and cri-
tique of theoretical perspectives. Journal of Manage-
ment, 40(4), 767-798.

Hughes, J., Logue, D., & Sweeney, R. (1975). Corporate in-
ternational diversification and market assigned mea-
sures of risk and diversification. Journal of Financial
Quantitative Analysis, 10(4), 627-637.

Hsu, W., Chen, H., & Cheng, C. (2013). Internationaliza-
tion and firm performance of SMEs: The moderating
effects of CEO attributes. Journal of World Busi-
ness, 48(1), 1-12.

Johanson, J., & Vahlne, J. (1977). The internationalization
process of the firm - a model of knowledge devel-
opment and increasing foreign market commitment.
Journal of International Business Studies, 4, 20-29.

Karagozoglu, N., & Lindell, M. (1998). Internationalization
of small and medium-sized technology-based firms:
An exploratory study. Journal of Small Business
Management, 36(1), 44.

Kim, C., Hwang, P., & Burgers, W. (1989). Global diversi-
fication strategies and corporate profit performance.
Strategic Management Journal, 10(1), 45-57.

King, M., & Santor, E. (2008). Family values: Ownership
structure, performance and capital structure of Cana-
dian firms. Journal of Banking and Finance, 32(11),

114

Journal of Small Business Strategy / Vol. 29, No. 3 (2019) / 97-116

2423-2432.

Kirca, A., Hult, G., Roth, K., Cavusgil, S., Perryy, M., Ak-
deniz, M. B., ... & Miller, J. C. (2011). Firm-specific
assets, multinationality, and financial performance:
A meta-analytic review and theoretical integra-
tion. Academy of Management Journal, 54(1), 47-72.

Kumar, M. (1984). Comparative analysis of UK domestic
and international firms. Journal of Economic Studies,
11(3), 26-42.

Lopez-Garcia, J., & Aybar-Arias, C. (2000). An empirical
approach to the financial behaviour of small and
medium sized companies. Small Business Econom-
ics, 14(1), 55-63.

Loth, F., & Parks, T. (2002). The impact of foreign oper-
ations on organizational performance. International
Journal of Management, 19(3), 418-428.

Lu, J., & Beamish, P. (2001). The internationalization and
performance of SMEs. Strategic Management Jour-
nal, 22(6-7), 565-584.

Lu, J., & Beamish, P. (2004). International diversifica-
tion and firm performance: The S-curve hypothesis.
Academy of Management Journal, 47(4), 598-609.

Lu, J., & Beamish, P. (2006). SME internationalization and
performance: Growth vs. profitability. Journal of In-
ternational Entrepreneurship, 4(1), 27-48.

Lussier, R., & Sonfield, M. (2009). Founder influences in
family businesses: Analyzing combined data from
six diverse countries. Journal of Small Business
Strategy, 20(1), 103-118.

Majocchi, A., & Strange, R. (2012). International diversifi-
cation: The impact of ownership structure, the mar-
ket for corporate control and board independence.
Management International Review, 52(6), 879-900.

Majocchi, A., & Zucchella, A. (2003). Internationaliza-
tion and performance: Findings from a set of Italian
SMEs. International Small Business Journal, 21(3),
249-268.

McDougall, P., & Oviatt, B. (1996). New venture inter-
nationalization, strategic change, and performance:
A follow-up study. Journal of Business Ventur-
ing, 11(1), 23-40.

Michel, A., & Shaked, . (1986). Multinational corporations
vs domestic corporations; financial performance and
characteristics. Journal of International Business
Studies, 18(3), 89-100.

Miller, S., Lavie, D., & Delios, A. (2016). International
intensity, diversity, and distance: Unpacking the in-
ternationalization-performance relationship. /nferna-
tional Business Review, 25(4), 907-920.

Morck, R., & Yeung, B. (1991). Why investors value multi-
nationality. Journal of Business, 64(2), 165-187.



L. Pacheco

Narayanan, V. (2015). Export barriers for small and medi-
um-sized enterprises: A literature review based on
Leonidou’s Model. Entrepreneurial Business and
Economics Review, 3(2), 105-123.

Navarro-Garcia, A., Peris-Oritz, M., & Barrera-Barrera,
R. (2016). Market intelligence effect on perceived
psychic distance, strategic behaviours and export
performance in industrial SMEs. Journal of Busi-
ness & Industrial Marketing, 31(3), 365-380.

Navarro-Garcia, A, Schmidt, A., & Rey-Moreno, M. (2015).
Antecedents and consequences of export entrepre-
neurship. Journal of Business Research, 68, 1532-
1538.

Nguyen, Q. (2017). Multinationality and performance liter-
ature: A critical review and future research agenda.
Management International Review, 57(3), 311-347.

Oviatt, B., & McDougall, P. (1994). Toward a theory of in-
ternational new ventures. Journal of International
Business Studies, 25(1), 45-64.

Oviatt, B., & McDougall, P. (2005). The internationaliza-
tion of entrepreneurship. Journal of International
Business Studies, 36(1), 2-8.

Pangarkar, N. (2008). Internationalization and performance
of small and medium-sized enterprises. Journal of
World Business, 43(4), 475-485.

Papadopoulos, N., & Martin, O. (2010). Toward a model
of the relationship between internationalization and
export performance. International Business Review,
19, 388-406.

Petersen, B., & Pedersen, T. (1997). Twenty years after -
support and critique of the Uppsala internalisation
model. In I. Bjorkman & M. Forsgren (Eds.), The na-
ture of the international firm (pp. 117-134). Copen-
hagen: Copenhagen Business School Press.

Pukall, T., & Calabro, A. (2014). The internationalization of
family firms: A critical review and integrative model.
Family Business Review, 27(2), 103-125.

Qian, G. (1996). The effects of multinationality measures
upon the risk return performance of US firms. Infer-
national Business Review, 5(3), 247-265.

Qian, G. (1997). Assessing product market diversification

of US firms. Management International Review,

27(2), 127-149.

G. (2002). Multinationality, product diversification

and profitability of emerging US small and medium

sized enterprises. Journal of Business Venturing, 17,

611-633.

Qian, G., Li, L., Li, J., & Qian, Z. (2008). Regional diver-
sification and firm performance. Journal of Interna-
tional Business Studies, 39(2), 197-214.

Randay, T., & Goel, S. (2003). Ownership structure, found-

Qian,

115

Journal of Small Business Strategy / Vol. 29, No. 3 (2019) / 97-116

er leadership, and performance in Norwegian SMEs:
Implications for financing entrepreneurial opportuni-
ties. Journal of Business Venturing, 18(5), 619-637.

Riahi-Belkaoui, A. (1998). The effects of the degree of in-
ternationalization on firm performance. International
Business Review, 7,315-321.

Rugman, A., Lecraw, D., & Booth, L. (1985). International
business: Firm and the environment. New York: Mc-
Graw Hill.

Ruigrok, W., Amann, W., & Wagner, H. (2007). The inter-
nationalization—performance relationship at Swiss
firms: A test of the S-shape and extreme degrees of
internationalization. Management International Re-
view, 47, 349-368.

Ruigrok, W., & Wagner, H. (2003). Internationalization and
performance: An organizational learning perspective.
Management International Review, 43, 63-83.

Shuman, J., & Seeger, J. (1986). The theory and practice
of strategic management in smaller rapid growth
firms. American Journal of Small Business, 11(1),
7-18.

Siddharthan, N., & Lall, S. (1982). The recent growth of the
largest US multinationals. Oxford Bulletin of Eco-
nomics and Statistics, 44, 1-13.

Singla, C., & George, R. (2013). Internationalization
and performance: A contextual analysis of Indian
firms. Journal of Business Research, 66(12), 2500-
2506.

Stouraitis, V., Mior Harun, M., & Kyritsis, M. (2017). Mo-
tivators of SME initial export choice and the Euro-
pean Union regional effect in manufacturing. In-
ternational Journal of Entrepreneurial Behavior &
Research, 23(1), 35-55.

Stray, S., Bridgewater, S., & Murray, G. (2001). The inter-
nationalization process of small technology based
firms: Market choice, mode and degree. Journal of
Global Marketing, 15(1), 7-29.

Tallman, S., & Li, J. (1996). Effects of international diversi-
ty and product diversity on the performance of mul-
tinational firms. Academy of Management Journal,
29(1), 179-196.

Thomas, D., & Eden, L. (2004). What is the shape of the
multinationality-performance relationship?Multina-
tional Business Review, 12(1), 89-110.

Tsao, S. M., & Chen, G. Z. (2012). The impact of inter-
nationalization on performance and innovation: The
moderating effects of ownership concentration. Asia
Pacific Journal of Management, 29, 617-642.

Vieira, E. (2017). Debt policy and firm performance of fam-
ily firms: The impact of economic adversity. /nterna-
tional Journal of Managerial Finance, 13(3), 267-



L. Pacheco

286.

Vithessonthi, C. (2016). Capital investment, international-
ization, and firm performance: Evidence from South-
east Asian countries. Research in International Busi-
ness and Finance, 38, 393-403.

Vithessonthi, C., & Racela, O. (2016). Short and long-run
effects of internationalization and R&D intensity on
firm performance. Journal of Multinational Finan-
cial Management, 34, 28-45.

Xiao, S., Jeong, 1., Moon, J., Chung, C., & Chung, J. (2013).
Internationalization and performance of firms in Chi-
na: Moderating effects of governance structure and
the degree of centralized control. Journal of Interna-
tional Management, 19, 118-137.

Zaheer, S. (1995). Overcoming the liability of foreignness.
Academy of Management Journal, 38(2), 341-363.

Zahra, S. (2005). Entrepreneurial risk taking in family
firms. Family Business Review, 18(1), 23-40.

Zucchella, A. (2001). The internationalisation of SMEs:
Alternative hypotheses and empirical survey. In M.
Berry, M. McDermott & J. Taggart (Eds.) Multina-
tionals in a new era (pp. 47-60). London: Palgrave
Macmillan.

116

Journal of Small Business Strategy / Vol. 29, No. 3 (2019) / 97-116



