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Definition of SMEs

Small and medium enterprises (also
SMEs, small and medium businesses,
SMBs, and variations thereof) are
companies whose headcount or turnover
falls below certain limits.

SMEs in the EU

: Headcount: Annual
Entterpnse Annual Work h.»:nnual ., balance
category Unit (AWU) mover ek botal

or
< 750 = €50 million | = €43 million

(in 1996 € 40 million) | (n 1996 € 27 million)

or
Small <50 = €10 million | = €10 million
(in 1996 € 7 million} | {in 1996 €5 millian}

or
Micro <10 = €2 million < €2 million
{previously not defined) | {previously not defired)
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_ Importance of SME in the national economy
(on the example of the EU27)

Table 1: Key indicators for enterprises in the non-financial business economy, EU-27, 2005 ('
T':E EME o =] Sl Fzdaim —arge

Mumbir ol eroorprizes {millioas) 10565 10.80 FE.04 1.36 E 0.2
Shave T fofal 58] 730.0 758 ov.8 . 1.1 a2
Parmors & npipyed (mikans) 1267 [T e i 211 1.3
HhE T fofal ) TIRLY 6T Fofi] Ll ] "l deg
Value addsd EELIR ko) 5350 ERIE 1120 1318 =] Z &0
Silwre v fofal (S g ard 2 ida TE 2 4
Asparery: labour progucavty
IELH * KK pet person employed) 423 3. e mr 443 e
FBlalie 1 o (960 1AL BT T #7.3 1REF 1286
Suwce Euoslal (SES s class)

1 Melading rowsded earmanes based on mo-confifennal daa; SME: (1-240 parsons eviplopedi; wsiore snrerprises (10 persoas anplayes,
ST AUrERses 1 0-4F Perous mpovedl. eiine-s (el sterpeines (30240 Serions diipiopadl farpe auranuines (200 oF move pers g
el

Source: M. SCHMIEMANN Statistics in focus. Industry, trade and services no.31/2008, EUROSTAT

|
_ Importance of SME in the national economy
(on the example of the EU27)

Figure 1; Employment share, by enterpriss size class, EU-27, 2005 [%) (")
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_ Importance of SME in the national economy
(on the example of the EU27)

Figure 2: Density of SMEs - number of SMEs per 1 000 inhabitants,
non-inancial business sconomy, 2005 (")
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_ Importance of SME in the national economy
(on the example of the EU27)
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Theories of internationalization - a process
of increasing involvement of enterprises

in_international markets
1 Trade theories

* 1.1 Absolute cost advantage (Adam Smith, 1776)

* 1.2 Comparative cost advantage (David Ricardo, 1817)

* 1.3 Gravity model of trade (Walter Isard, 1954)

* 1.4 Heckscher-Ohlin model (Eli Heckscher, 1966 & Bertil Ohlin, 1952)

* 1.5 Leontief paradox (Wassily Leontief, 1954)

* 1.6 Linder hypothesis (Staffan Burenstam Linder, 1961)

*1.7 Location theory

* 1.8 Market imperfection theory (Stephen Hymer, 1976 & Charles P. Kindleberger, 1969 & Richard E. Caves, 1971)
*1.9 New Trade Theory

*1.10 Specific factors model

N

Traditional approaches
*2.1 Diamond model (Michael Porter)
* 2.2 Diffusion of innovations (Rogers, 1962)

*

2.3 Eclectic paradigm (John H. Dunning)

* 2.4 Foreign direct investment theory (FDI)

* 2.5 Monopolistic advantage theory (Stephen Hymer)
* 2.6 Non-availability approach (Irving B. Kravis, 1956
*2.7 Technology gap theory of trade (Posner)

*

2.8 Uppsala model

3 Further theories
* 3.1 Behavioral theory of the firm (Richard M. Cyert & James G. March, 1963; Yair Aharoni, 1966)
* 3.2 Contingency theory
* 3.3 Contract theory
* 3.4 Economy of scale
*3.5 Internalisation theory (Peter J. Buckley & Mark Casson)
* 3.6 Product life cycle theory (Raymond Vernon, 1966)
*3.7 Transaction cost theory
> 3.8 Theorv of the growth of the firm (Edith Penrose 1959)

Internationalization process

In the late 70s, two Swedish researchers
(Uppsala School) developed one of the
most influential internationalization models
that describe the foreign market access of
firms as an incremental learning process
along several internationalization stages.




Uppsala model

The Uppsala model is a theory that explains how firms
gradually intensify their activities in foreign markets.
The key features of the model are the following: firms
first gain experience from the domestic market before
they move to foreign markets; firms start their foreign
operations from culturally and/or geographically close
countries and move gradually to culturally and
geographically more distant countries; firms start their
foreign operations by using traditional exports and
gradually move to using more intensive and
demanding operation modes (sales subsidiaries etc.)
both at the company and target country level.

Uppsala model

Firm specific aspects

Selecdve competitive
advantages

State aspects Change aspects

Alarket Commitment
Commitment decizions

Market Current
Eknowledze activities




f International entrepreneurial processes

The entrepreneurial processes typically involve the
parallel execution of a variety of tasks and
activities, the significance of the international
dimension is highlighted by distinguishing between
three organising principles, or milestones, of the
entrepreneurial process:

(1) the discovery of opportunities;

(2) the deployment of resources in the exploitation
of these opportunities; and

(3) the engagement with international competitors.

John A Mathews and Ivo Zander.The international entrepreneurial dynamics of accelerated internationalization. Journal of International Business Studies (2007), 1-17.

g Entry points into the global marketplace

Skills, knowledge, and
resources

International/domestic

Coordination of resources,
activities, and routines

External/internal

Sales
" International/domestic

John A Mathews and Ivo Zander.The international entrepreneurial dynamics of accelerated internationalization. Journal of International Business Studies (2007), 1-17.




Business Strategy and
Internationalization Interrelationships
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J. Bell, D. Crick. Small Firm Internationalization and Business Strategy. International Small Business Journal, Vol 22(1): 23-56. SAGE Publication.

OLI Paradigm - The Eclectic Theory
by John Dunning

The Eclectic Theory was evolved by John
Dunning, emeritus professor at the
Rutgers University (United States) and
University of Reading (United Kingdom).

The OLI Paradigm is a mix of 3 various
theories of foreign direct investment, that
concentrating on a various question.

FDI=O + L + 1




ki “0"- Ownership Advantages (or FSA -
B Firm Specific Advantages)

This firm specific advantage is usually intangible
and can be transferred within the multinational
enterprise at low cost (e.g., technology, brand
name, benefits of economies of scale).

The advantage either gives rise to higher revenues
and/or lower costs that can offset the costs of
operating at a distance in an abroad location.

A Multinational enterprices operating a plantin a
foreign country is faced with additional costs
parallelled to a local competitor.

The firm must use some foreign factors in connexion with
its native Firm Specific Advantages(FASSs) in order to
earn full rents on these FSAs. Therefore the locational
advantages of different countries are key in determining
which will become host countries for the Multinational
enterprices .

Clearly the relative attractiveness of various locations can
change over time so that a host country can to some
extent engineer its competitive advantage as a location
for foreign direct investment.




I" - Internalization Advantages (1A)

The Multinational enterprices has several choices of entry
mode, ranking from the market (arm's length
transactions) to the hierarchy (wholly owned subsidiary).
The Multinational enterprices chooses internalization
where the market does not exist or functions poorly so
that transactions expenses of the external route are high.

The subsistence of a particular know-how or core ability is
an asset that can give rise to economic rents for the firm.
These rents can be earned by licensing the Firm Specific
Advantages to another firm, exporting products using
this Firm Specific Advantages as an input, or adjustment
subsidiaries abroad.

OLlI critics

The eclectic ownership—location—internalization (OLI) theory of multinational
activity became the arguably dominant view in the 1970s and 1980s, and
continues to be perhaps the most influential theoretical account of the
existence of MNEs as such, and of the sources of their advantages over
domestic rivals.

The OLI theory never set out to capture new firm formation and early
development processes, but is based squarely on the experiences of large,
well-established international firms.

The actual origin of firms, the process of the firm’s internationalisation, and
the transformation of the sources of competitive advantage are of only
limited interest to this theory. Thus it has little dynamic content, and limited
explanatory purchase on novel ways of implementing an internationalization
approach.




Beyond OLI

The early and rapid internationalization of mMMNESs one needs to
go beyond the basic assumptions of the framework established
by OLI. This involves recognition of the multitude of diverse
organisational forms that have emerged in more recent years,
and of their ability to draw competitive advantage from external
networks and inter-firm relationships rather than from
internalised resources, skills and knowledge.

Moreover, the early growth and experiences of any firm
becoming engaged in the global economy can best be
accommodated in a theoretical framework that is open to an
appreciation of internationalisation as a process of
entrepreneurial discovery, strategising under genuine
uncertainty rather than economising, and dynamic processes of
exploitation, redeployment of resources and learning.

BORN GLOBALS

* None of internationalization theoretical approaches can
explain the existence of young and small internationally
operating firms that skip different stages of the
internationalization process or are global from day one.
This critique led to a new stream of literature in the field
of international business research.

* International entrepreneurship has linked the paths of
research in international business and entrepreneurship
in order to place emphasis on the relevance of small
firms — so-called “born globals” or “international new
ventures” — in the increasing globalization of markets.




New paradigm of going international

Recent international entrepreneurship research
suggests the increasing adoption of more committed
internationalisation modes by smaller ‘born global’,
‘global start-ups’, ‘rapidly internationalising’, and
network-driven firms.

These firms can, in principle, use the same strategies —
ranging from export modes to international alliances and
joint ventures to internationalize business — as large
multinational enterprises, even though resource
restrictions and the inexperience in entering new
markets are comparatively high in young entrepreneurial
firms.

micromultinationals (MMNES)

Term micromultinationals (MMNES) to characterise these globally
assertive SMEs.

MMNESs are a separate body of internationalised SMEs
that control and manage value-adding activities in
more than one country, using (such advanced
market servicing modes as international licensing
agreements, international franchising, international
joint ventures or foreign subsidiaries.

These firms are expected to grow in number in future years and might
be vital for the longer term growth and development of national
economies.

Source: Kevin Ibeh at all, 2003: MICROMULTINATIONALS: SOME PRELIMINARY EVIDENCE ON AN EMERGENT ‘STAR’ OF THE INTERNATIONAL ENTREPRENEURSHIP FIELD




micromultinationals (MMNES)

Micromultinational enterprises
(mMMNES) are small and medium-
sized firm that controls and
manages value added activities
through constellation and
iInvestment modes in more than
one country

John A Mathews and Ivo Zander.The international entrepreneurial dynamics of accelerated internationalization. Journal of International Business Studies (2007), 1-17.
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Characteristics of nMNEs

1. mMNEs are more likely to be found in high
technology and knowledge intensive sectors.

2. mMNEs largely employ the contractual modes of
entering and servicing international markets.

3. mMNEs are less influenced by psychic distance
factors in their foreign markets selection and
targeting decisions.

Source: Kevin Ibeh at all, 2003: MICROMULTINATIONALS: SOME PRELIMINARY EVIDENCE ON AN EMERGENT ‘STAR’ OF THE INTERNATIONAL ENTREPRENEURSHIP FIELD

Framework for an SME’s globalization
and performance
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FIGURE 1: Utilisation of Advanced Market Servicing Modes
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latecomer MNESs

Another cluster of firms, many of which originate from the
peripheral regions of the global economy, may be labelled
latecomer MNEs’ — because they arrive late on the
international stage, but can thereby draw advantages not
available to their earlier counterparts.

These firms have pursued accelerated internationalisation over
the course of the past decade and acquired global reach in a
fraction of the time taken by their predecessors, typically on the
basis of leveraging or reconfiguring the value chains of
established competitors.

John A Mathews and Ivo Zander.The international entrepreneurial dynamics of accelerated internationalization. Journal of International Business Studies (2007), 1-17.
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