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ABSTRACT

The aim of this thesis is to examine why majority of Medium sized firms in Kenya remain
focused on the domestic market. While some firms have internationalized their operations, they
only do it at a very limited scale even though they may be facing somewhat similar market
conditions abroad. The specific focus of this study therefore is to examine the factors that
influence ir@ationalization of medium sized firms in Kenya. A diverse explanation to this
problem existsN literature examining the internationalization of medium sized firms.
Nevertheless, the exﬁg jon to this phenomenon is inadequate and is restricted in geographic
scope mainly to the studlevfem Europe, United Kingdom and the USA. Since geographic
settings are not the same it i u/n@whether or not the recommendations grounded on studies
from western countries can @Ier‘nzp}i Kenya. An in depth survey was conducted with 73
Kenya Top 100 medium compangweg%e CEOs and/or key executives by the use of a
questionnaire instrument. The data wa ze Wwe use of Statistical Package for Social
Scientists (SPSS) Version 21. Both descrip eéd {A‘g@ statistics were used to present
data. The quantitative methods used included s j’reg@sn\ analysis, Factor analysis,
ANOVA, multiple regression, and Pearson correlation coefficieﬁ( )n integrated theoretical
framework has been proposed based on the literature review and synthesis @e major theories
which explain internationalization of Medium firms which include; Stage@ry, Network
theory, Resource Based View and International Entrepreneurship. The results from the empirical
analysis suggest that the firm age, firm size, firm resources, key decision maker attributes and
networks (both formal and informal) are the key factors that influence internationalization of
medium sized firms. The findings also indicate that while domestic, industry and global forces

stimulate internationalization, the government policies, procedures and international



requirements inhibit internationalization process. Based on the findings, the thesis concludes that
those medium firms seeking for internationalization should invest in developing rare and unique
resources which are not imitable. They should also develop both formal and informal networks
as enablers of accessing international markets. From a policy perspective, it is recommended that
the Government of Kenya should provide a supportive environment that would enable

networking a?f associations which are critical for medium firms’ internationalization.
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CHAPTER ONE

INTRODUCTION
1.0 Background
Medium Enterprises have enormously contributed to the global economic growth and
development over the years (OECD, 2006a; 2005; 2010). Micro, small and medium enterprises
worldwide account for about 99% of all the firms and they produce 50-75% of value added
(OECD, 201 ro small and medium enterprises (MSMES) represent 90% of privately
owned busmesses ica and account for more than 50% of employment and 50% of Africa

GDP (UNIDO, 1999). @ﬁi (2006), states that the average African firm is a small and/or

medium-sized enterprise a clai has been collaborated by (UNIDO, 1999).

2N
Micro, Small and Medium ente%} ) are critical to industrial development of sub-
Saharan Africa (Fjose, Grunfeld 201((3( they represent more than 95% of African
businesses. In the Republic of South Afrlc%Es re nt about 91% of the formal businesses
and contribute approximately61% and 57% to e %’1 %DP in that order (Berry, Von,
Blonttniz and Cassim, 2002). SMESs contribute abou % 0 ’s GDP thus making a

significant contribution to the economic development by providin‘J—around 85% of the
employment in manufacturing and accounting for 92% of the businesses (K@ngos; Abor &

Quartey, 2010)

The significant contribution of medium enterprises has made the policy makers in different parts
of the world to spur their economic growth by creating programs which promote

entrepreneurship, micro small and medium enterprises innovation as well as export capabilities



(OECD, 2010). Globalization has raised the need for SMEs to be internationally competitive
irrespective of whether they engage in international business (Etemand, 2004; Knight, 2001).
SMEs are to a great extent the key drivers for economic dynamism, flexibility and innovation in
developed economies, developing countries as well as emerging economies (OECD, 2005).
SMEs globally are compelled to internationalize in rejoinder to the undertakings of their
suppliers, customers, or other trade associates (Andersson & Wictor, 2003; Bell, 1995; Ghauri,
Lutz, & Teé, 03). SMEs are encouraged and supported to pursue internationalization by
gaining access to tional markets which makes them compensate for the constraints of
smallness; this makes nﬂér ing a significant explanatory factor in SMEs internationalization
(Chetty & Campbell- Hunt, 2 O@Aello & Munro, 1995; McDougall & Oviatt, 2000). Many
SMEs are able to establisb)alg{rt ket position and thrive quickly in the international
marketplace, despite resource co@' ts Kegye of networks since networking enables them to
benefit from the resources that they di 6“ I ﬁselves.

- ‘R
1.1.1 Medium Firms in Kenya &
Medium Enterprises (MES) contribute significan?@ﬂ(er@dgﬁonal economic growth and
development (GoK, 1992; ILO, 1996). In 2008, the MSMEs seco( ontributed Ksh. 806,170
million of GDP which translated to 59% of the total GDP (GoK, 2009). MS sector generated
390,400 thousand new jobs amounting to 87.6% of the jobs created in ZOO@K Economic
Survey, 2010). In Kenya’s economic survey of 2008, out of the total new jobs generated, Micro,
Small and Medium enterprises (MSMES) created 426,900 thousand jobs out of the overall 474.8

jobs created in Kenya (GoK, 2008); this constitutes 89.9% of the overall new jobs that were

created.



In 2005, MSMEs in Kenya created 414,000 jobs out of the total 458,900 new jobs that were
created; the total employment was 8,281,700 and out of this 7,478,600 was from the micro and
small enterprises (GOK, 2006).These statistics strongly affirm that SMEs play a critical role in
the economic development of the Kenyan nation; the realization of the county’s vision
2030(development blue print) will strongly be dependent on investing in development of SMEs.

A lot of cou%ies including Kenya cluster SMEs depending on the level of employment (Prasad,
2004). Kenya &'onal paper number 2 of 1992 as well as baseline survey of 1999 clustered

enterprises as follOvis: icro enterprises 1-9 employees; small enterprises 10-49 employees;

medium enterprises, 50 ,m_ loyees; large enterprises, 100 employees and above (GoK,

1992;). @

McCormic (2004), observed Es p significant role in creating a strong economic base
to any country since they greatly thute t( @ployment creation. The economic surveys in
Kenya support this view to a very large . Pra!%)%), argues that some of the indicators

that can be used to measure the econom{ &E could include contribution to

9 enya small and medium

enterprises are classified as those businesses with annual sales tur ot exceeding KSh.150

employment, income, output, investment and thQ

million and employees not exceeding one hundred. SMEs are further categ@d as either small
or medium firms; medium firms are characterized by an annual sales turnovel/(g\between KSh.
50 million to 150 million and 51 — 100 employees; the small firms have an annual sales turnover
of between 5million to 50 million and they have 11 to 50 employees (GoK, 2007). According to
Kenya ‘Top 100’ company survey, a medium company is the one that has a turnover that ranges
between Ksh. 70 million and Ksh. 1 billion. The current study used the definition of ‘Top 100’

survey since these firms formed the unit of analysis for the study.



1.1.2 International Trade in Kenya and East African Region

International trade has enormously contributed to Kenya’s economic growth and the East Africa
region member states in general (East African Community Report, 2009). However, the growth in the
volume of exports of goods and services in Kenya has been slower than the imports. For example in
the year 2012, imports grew by 12.5% while exports of goods and services grew by 4.7%. Over the
years, Kenya has relied on low-value primary exports, and imports non-food industrial supplies like

fuel and lub and other capital equipment that are high value which contributes to a huge

balance of paymero
K
Economic growth of Eastern @reglon has been growing very well and it’s projected to continue
growing strong (IMF, 2013).%en positioned herself to take advantage of her geographical
location as a central hub in@ ion4angr spur the growth of the economy through regional
integration and cross-border trade (K c urvey 2013). According to Kenya’s Economic
m@ nza

r@}e been the fastest-growing economies in

Survey Report (2013), Rwanda, Ethiopi

the region. Table 1.1 below shows the GDP gr ion.
Table 1.1: GDP growth in the East African region G ’9

S,
Country 2008 2009 2010 2011 }?i
Burundi 5.0 3.5 3.8 4.2 4.

A\

Ethiopia 11.2 10.0 8.0 7.5 7.0 N
Kenya 15 2.7 5.8 4.4 4.6
Rwanda 11.2 4.1 7.2 8.3 7.7
Tanzania 7.4 6.0 7.0 6.4 6.9
Uganda 7.7 7.0 6.1 6.7 2.6

Source: International Monetary Fund - IMF (2013)



1.1.2.1 Foreign Direct Investment (FDI)

Though Kenya has the most expanded economies in the Eastern Africa region, Kenya’s Foreign
Direct Investment flows have been steadily lower than those of its neighbors (Table 1.2). In
2012, Uganda received US$ 1.72 billion in investment; Tanzania attracted FDIs worth US$ 1.70
billion, while Kenya only drew US$ 259 million. Foreign Direct Investment inflows for selected

years in the 1970s show that Kenya was one of the most favored destinations for FDI in East

Africa (Keny. ﬁmic Survey, 2013).

Table 1.2: FDI in U;jd(%
/)

Year Ke% 47 Tanzania Uganda
) v \\

2008 9 /9 1383 729
< y — y.d

2009 115 /3/ /| 953 842

A/ v/
2010 178 VO 19{% 544
) Y/
2011 335 14 9 L~ 894
2012 259 1'7@\ ‘/9 1721
L O,

Source: Kenya Economic Survey Report, 2013

The EAC Treaty came in into force in July 2000, demonstrating transfoQKboncern in the
integration of the East African Community, then comprising Tanzania, Kenya and Uganda. Rwanda
and Burundi assented to the EAC in the year 2007. The EAC Common Market Protocol was ratified
by the partner states in 2010 while EAC Customs Union commenced on 1January 2005 thereby
paving way for free movement of persons and capital across EAC (EAC, 2009). The EAC is in quest
of transforming herself into an integrated political and economic body with intentions of achieving

equitable growth and sustainable development, leading to improved standards of living of its people



through value added production, improved competitiveness, trade and investment (East African

Community, 2009).

EAC is working towards establishing a monetary union by 2013 and political federation by 2015
(East Africa Community, 2010).The EAC intra-trade grew from US$ 2.2 billion in 2005 to US$ 4.96
billion in 2011. The EAC region is progressively getting involved in global trade, with the value of
its total tra he rest of the world having more than doubled from US$ 17.5 billion in 2005 to
US$ 45.8 billion @Oll (Kenya Economic Survey Report, 2013). However, intra-EAC trade
accounts for only 11 pe 3%01‘ the region’s trade performance, compared to 45 per cent in Asia, 60

per cent in the European Unlo@S per cent in the America (State of EAC Report, 2012).

The EAC countries have co Iy r ed to be major export destinations for Kenya. For
instance, Kenya’s exports to the 24: unted for 26.1 per cent of total exports to the
world and 53.8 % of the country’s entlr to In 2012, Uganda remained to be Kenya’s

7

principal export destination, taking 13.02 % @coméf otal world exports; Tanzania was

Crts,

Within the EAC, the worth of Kenya’s total exports dropped from Ksh‘{37. billion (US$ 1.61

second (8.9%) and Rwanda tenth (3.1%).

billion) in 2011 to Ksh 134.9 billion (US$ 1.59 billion) in 2012. Of these export ,@undi took 4%,
Rwanda 12%, Tanzania 34% and Uganda took the highest share of 50 %. In 2011, Kenya’s imports
from the region increased by 14.7 per cent from Ksh 26.9 billion (US$ 316 million) to Ksh 30.9

billion (US$ 363 million) between 2011 and 2012 (Kenya National Bureau of Statistics, 2013)

Kenya’s volume of business in EAC region has grown enormously from Ksh 102.7 billion (US$ 1.2

billion) in 2009 to Ksh 164.6 billion (US$ 1.94 billion) in 2012, an increase of 60.3 % (Kenya



National Bureau of Statistics, 2013). However, Kenya’s trade with EAC partner states comprises a
small percentage (9%) of the country’s trade with the rest of the world. This implies that 91 % of
Kenya’s trade is outside the EAC region and thus the need for Kenya to refocus its international trade
and take full advantage of the opportunities offered by the integration of EAC (Kenya Economic
Survey Report, 2013). Table 1.3 below presents information on the East African Region real GDP in
million US Dollars from the year 2005 to 2011.

O

Table 1.3: Real C@in Million US Dollars

A
Country 2005 2006 2007 2008 2009 2010 2011
f P 4
Burundi 703.2 J% 858.4 836.8| 1,331.0| 1,499.1| 1,243.0
Tanzania | 44 7492 10}(9.3%7 195.6 | 12,3952 | 11,9074 | 11,9411 | 11,396.3
A
Uganda '@\
8,319.6 | 8,659 0443 11,000.1 | 97055 | 9,613.4 | 8,794.7
t‘\ /{,'
Kenya 155142 | 17,259.8 ‘&%42.0 06136 | 180153 | 186207 | 17,3345
Rwanda '/y \.@
1669.1 | 1,7904 | 1072 38521 | 4,032.6 | 42315
O *17,
East A‘
Africa 36,9553 | 388825 | 438124 475206048113 | 457069 | 430000

Source: Kenya Economic Survey Report, 2013 V@
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1.1.3 Internationalization of Medium Enterprises /)\%

Internationalization is a critical component of business strategy for many en@/iégs in the world

(Melin, 1992). Medium enterprises are becoming progressively active in international markets

over the last decades (Bonaccorsi, 1992; Oviatt & McDougall, 1994, 1999). The globalization of

the world economy has largely contributed to the internationalization of SMEs especially

because of the reducing trade barriers which different governments imposed globally coupled

with the progress made in ICT and reduced transportation costs.



MEs internationalization has been significantly recognized as an important economic driver of
Sub-Saharan Africa development and African continent at large. Firms are at increased risk of
failure if they exclusively concentrate their operations on their local market due to the influence
of globalization (Etemand, 2004). The change in globalization and technology has created a
window of opportunity among the medium enterprises to participate in international trade. A
plethora of studies have appreciated the increasing importance of medium enterprises in

¢ OECD, 1997). However, the literature echoes the limited role of SMEs in

international

international busin ivities owing to their inadequacies in financial, managerial and human

s

resources (Buckley, 1989 ’:

The interest towards inter?i\on { ti?n of SMEs activities has developed mainly in those
in th

countries that agonize with d nce of payment thus creating the need to boost the

international vitality of SMEs wit siblld(yéjeveloping into Multinational enterprises in
the future (Ruzzier et al., 2006). The S op@wities all over the world are increasing
than ever before due to the opening up @ero &sidly growing emerging markets.
However, these emerging markets pose challenges@?ﬂnaﬁ Gi;ation to SMEs which have

not had much internationalization experience as compared to multiré corporations and thus

the inexperienced SMEs might have to take different international paths. O

Sub-Saharan Africa domestic market is weak and therefore there is need to get involved in
export business without which the firms will be unlikely to survive (Rankin et. al.,2006); the
authors continue to argue that the total internal domestic market in Africa in general is too small
to spar firm’s growth and therefore the internationalization of firms from African continent

requires an urgent policy initiatives to propel Africa to social economic prosperity (Rankin,



Soderbom, & Teal, 2006; Kuada, 2007; Wolf, 2007). Proper deployment of the limited
resources, perception of success, increased market share, innovation and realization of the firm
objectives are key financial and non-financial benefits which SMEs that internationalize gain

different from those ones which do not internationalize.

Networks have been underscored in much internationalization literature across different contexts
as a principa e that facilitates the process of SMEs internationalization. Hankansson and
Snehota, (1989) p ftion that: 'no business is an island' figuratively paints an image of the
significant role which ndﬁ jng plays in business. Networks overtly expedite business growth
and play a critical role in the,% development (Jahannison & Monsted, 1997; Zhao & Aram,
1995). A lot of literature contends l‘rﬁrﬁv\vorking influences the firm expansion in developing
countries or emerging markets’ (Ghauri, 14 Tesfom, 2003; Zizah, Ridzuan, Scott-ladd, &
Entrekin, 2007). Networking links ég@@mer orting agencies, governments, distributors
and other firms and it impact on ﬁrm’sQéatio a{ﬂn (Chetty and Blankenburg, 2007;
Ford, 2002; Ford 2002, Bell et.al. 2000). Netwo%fl he decision to go international
(Zizah et. al., 2007) and it provides the opportunitiettlﬁr firrﬁé}/}g international business
(Mahajar & Carraher, 2006). %
@)
/8

Key decision maker plays a significant role in the internationalization of firms (Ellis & Pecotich,
2001). With respect to the relationship between owner manager’s characteristics and firm

internationalization, numerous studies have looked at the key role of owner manager’s in

supporting small and medium enterprises internationalization. The key decision maker personal



attributes plays a key role in the internationalization process of the firm (Dubini and Aldrich,

1991; Jarillo, 1989; Johannisson, 1998).

A lot of the existing literature on internationalization which is based on the western countries
discusses the internationalization as if they are universally beneficial to all business activities of
all firms alike (Barringer & Harrison, 2000; Loane & Bell, 2006).This assumption is not
appropriate geographical contexts and the social economic contexts of developed
countries are diffe rom those in developing countries (Ojala, 2009). Similarly, medium
enterprises are different% rge organizations in the type of ownership, business scale, the
organization practices and /f

ent style (Loane & Bell, 2006). As a result, a research

problem exists with regard/% f the internationalization of medium sized firms in

/b

Medium sized firms are seeking for bu g%(op t( ties in foreign markets owing to the

Kenya.

increased competition in the domestic market %\00 \ e & Bell, 2006). International
expansion has become a common approach especiallyJ\Tﬁ the &&)g}n\ce of trading blocs like
East Africa community (GoK, 2008) which is in agreement with Ken Vision 2030 which
envisages the country becoming a globally competitive nation by 203%, 2008); the
achievement of global competitive status would require that in the interim the businesses in the
country should consider internationalizing their operations. The understanding of the factors that
influence internationalization would be important since many SMEs that pursue rapid
internationalization experience very high failure rate and a lot of their challenges relate to

liabilities of newness, foreignness and smallness (Zahra, 2005).
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1.1.4 Internationalization of medium sized firms in Kenya

Internationalization of medium-sized enterprises in Kenya has become a topic of considerable
contemporary relevance, mainly owing to the revival of Eastern Africa Community. The growth
effects of cross-border trade and the demonstrated ability of SMEs to drive economic
development at county, national, regional, and global levels has made medium firms in Kenya to
focus on interpationalizing their operations. However, the internationalization of medium sized
firms in Ke§

ry low and a majority of those firms that internationalize do less than 20%

foreign sales as pe e of total sales (Top 100 special issue, 2012)

Growth prospects linked wiwf«ernational markets are mainly the key drivers of Kenyan firm
internationalization. The possi@ of growth in other markets and increased profit
opportunities from interna i@\ex’pZ% timulate medium firms venturing into international
market. The decision to internatrgmali eﬁ,(/s ms to be inspired by need for business

growing, increased profits, an incre%@ rke % a stronger market position, and to

decrease dependency on a single or smaller né f

Some of the challenges that impede internationalig?\#_of?e{@}firms in Kenya includes;
limited capital and financial resources, limited supportive Govern&e)t}policies, inadequate
international market information, limited networking capacities, failure/igﬁntify foreign
business opportunities, lack of managerial skills and knowledge and inability to access foreign

customers.

1.1.5 Top 100 Middle Sized Companies
Kenya’s Top 100 medium sized companies Survey (‘Top 100 Survey’) is an initiative of KPMG

Kenya and Nation Media Group. The Survey seek out to identify Kenya’s fastest growing

11



medium sized companies in order to display business excellence and highlight some of the
nation’s most successful entrepreneurship stories (Top 100 Company Special issue, October
2012). To be suitable, participating companies must have been in business for a minimum period
of three years with an annual turnover of between Sh70 million to Sh1l billion for the last three
years; Ratios are submitted based on 3-year audited accounts; financial organizations are not
eligible in appraisal; not listed on the Stock Exchange (Top 100 Company Special issue,
October 201? ranking of 2012 which is the focus of this study considered information for
the years 2009 to

%

The CEO and senior partner i MG has emphasized the role of Top 100 companies in the

internationalization of mid §< We need entrepreneurs to grow our exports and
increase foreign exchange ea @$/ our Reserves, our currency and expand our
capacity to engage more in the globa

my; % be the launching pad for mergers in the

region to competitively trade within an ond ion as multinationals” (Top 100
Company Special issue, October 2013 p. 1). T%pa%ls involved in conducting the
survey i.e. KPMG is internationally respected and reczé‘ﬁlzed @n}u\cting business surveys,
consultancy and enterprise development services which makes the king credible and

dependable . O/<\

The study targeted the top 100 Medium sized firms in Kenya, the category of 2012. The key
decision makers in these firms were the respondents i.e. the CEOs or senior managers. The
rationale for the choice of the ‘Kenyan Top 100’ is mainly because the ranking is primarily done

on the financial performance measures e.g. profit/earnings ratios and interest cover ratios.

12



However, the ranking recognizes the importance of non-financial information like customer
service, business ethics, job satisfaction and social responsibility as measures of company
performance. Nevertheless, all these have a bearing on financial performance e.g. if a company
does not treat its customers or employees well, this will have a negative impact on its financial
performance. The category of 2012 which is the focus of this study considered information for

the years 2009,to 2011.

1.2 Problem Sta%vt

The main research protﬂ( tFt this thesis seeks to address is why the internationalization of

y%low and why a majority of those that internationalize only

do less than 20% foreign &a aﬁ%tage of total sales (Top 100 special issue, 2012).

medium sized firms in Kenya

Worthington (2003), argues F@ the/sﬂ‘ent highly competitive market the firms are

considering to enter foreign countries in ad es from their rivals either to reduce cost or
as a strategy for boosting demand. O( / L
o<
QA

Many existing empirical findings in the field which reéﬁa to tk& lem above are based in
developed countries context and as a result, the understanding of internz;plonalization of medium
sized firms in developing countries like Kenya represents a gap in the fie%cal study by
Musimba (2010), on “Determinants of Internationalization of Information and Communication
Technology Small and Medium Enterprises in Kenya” examined why ICT SMEs in Kenya do
not internationalize. The study was limited to ICT SMEs and did not include other sectors. The
study also mainly investigated the human and social capital. ICT sector may be unique in its own

form and therefore making it difficult to generalize the findings of the study to other sectors of

13



the economy. There exists a gap which will be addressed in the current study by including other

sectors and focusing on Medium sized firms.

Ojala (2009), did a study on “internationalization of Japanese knowledge-intensive SMESs: The
role of network relationships in the entry to a psychically distant market”. The study investigated

the firm’s netfork relationships as the only factor that drives internationalization. The current

study looke ny factors that influence firm internationalization in Kenya; a developing
country is very di from a developed economy like Japan. The current study also looks at
many sectors as opposed0 lpmited scope of knowledge intensive firms. This study therefore

seeks to identify key factors t a@ence internationalization of medium sized firms in Kenya.

It’s hoped that the outcomg&‘ |s |II provide knowledge on the internationalization of
medium sized firms in Kenya |cat the suggested integrated theoretical framework
and proposed recommendations from p|r| ence.

1.3 Purpose of the study @

The purpose of this study is to establish the factorsﬁéﬁ ch d&%e\mternatlonallzatlon of
medium sized firms in Kenya. %
1.4 Research objectives
The specific objectives which guided this study include;
1. To determine the influence of the key manager attributes on the internationalization of

medium sized firms in Kenya

14



1.5

. To examine the influence of networking on internationalization of medium firms in

Kenya

. To assess the effects of firm resource on the internationalization of medium sized firms

in Kenya

. To determine the influence of firm age and firm size on the internationalization process

of me?’um sized firms in Kenya

Q

Research Q ans

How does key ma%r r_xperience influence the internationalization process of medium

sized firms in Kenya?

How does networkmg% ternatlonallzatlon process of medium sized firms in

Kenya

How do the firm resources i /§/ he i %nallzatlon of medium sized firms in

Kenya?

How do firm age and firm size influence t%w tlon process of medium sized

firms in Kenya?
)\
L

1.5.2 Research hypothesis Q<\

1. Ho: There is no relationship between key decision maker attributes and internationalization of

medium sized firms

Hq: There exists a relationship between the key decision maker attributes and

internationalization of medium sized firms
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Ho: There is no relationship between networking and internationalization of medium sized
firms

H1: There exists a relationship between networking and internationalization of medium sized
firms

Ho: There is no relationship between firm resources and internationalization of medium sized
firms

Hi: TheQ@slaﬂonship between firm resources and internationalization of medium sized
firms ,y

Ho:There is no relatidﬁp etween the age of a medium sized firm and internationalization

H1: There exist a relations ip@een the age of a medium sized firm and

internationalization )\

Ho: There is no relationshm&t/gn/th%of a medium firm and the capacity to
internationalize @ O

H1: There exists a relationship between |ze%ﬂum firm and the capacity to

internationalize OG @,9
RN

1.6 Significance of the Study

The enquiry into the internationalization of medium sized firms is becomin@igh priority area

in research (Dana & Wright, 2009). Dana and Wright (2009), states that@nerships and

networks among other micro environmental factors which influence MEs internationalization are

important areas of current research. Globalization has increased the need for MEs to be

internationally competitive irrespective of whether they are actively participating in international

trade (Etemand, 2004; Knight, 2001). The MSMEs sector prevails worldwide and globally,

MSMEs account for 99% of all firms creating an added value of 50-75% (OECD, 2010). The
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success of Kenya’s Vision 2030 (the national development plan) is largely tied to MEs growth
and development. The outcomes of the study will provide the policy makers with knowledge
which they can draw from when making decisions on how to make the Kenyan MEs strengthen

their capacities and particularly expanding their reach to foreign markets.

The study hasadded literature in the field of MEs internationalization and provided new insights
on how diﬁeé@ tors can contribute to MEs expanding their operations to foreign markets.
There have been i studies and literature on SMEs internationalization in African context.
The outcomes of the stu e therefore formed a knowledge base which will significantly
inform internationalization :? in Kenya and beyond. The study outcomes will provide
knowledge on how the S on network resources to create relationships which
would enable them to interna§r@

/atlons and thus compete favorably in the global

(/k/b

The study contributes to public policy developn%ce ffered recommendation to the
government of Kenya on how domestic firms can be,!nﬁporte&gm)gh legislations and thus
provides them with opportunities to build partnerships with foreign a%ciates. The study has
also provided the business practitioners with a tool kit of the determinants t% may need to
leverage on when expending their business operations from the domestic market to foreign

markets.

The justification for focusing on the ranking of ‘Top 100 Mid-sized Company’ includes; 1.

Objectivity — the survey focuses on quantitative criteria; 2. Focus on medium-sized enterprises;
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3. It emphasis on large participation rate to ensure credibility of the findings;4. The methodology
used - includes use of Quantitative Survey, Face-to-face interviews with CEO and CFO of the
company, Oral interview and completion of a general questionnaire; 5. Focus on growing exports
and increased foreign earnings; 6. A platform for networking — aimed at deepening business
relationships ahead of its peers in terms of profit growth, revenue growth, returns to
shareholder%ent policies, liquidity, participation in corporate social responsibility and the role
of innovation 1@ ompany’s operations; 7. Growth over a period of time — a consideration of a
period of three yea h that should translate into both returns for shareholders and a fairly
sound financial position%‘ ranking also capture the company’s contribution to job creation

while considering that not all bﬁ@ries are labor intensive (Top 100 Company Special issue,

October 2013). )\ ’y
& /,\3,

1.7 Limitations and delimitationsa&\ J{O
Although the study has made a signi%ntri@ to theory, practice and policy on the
. dir&

internationalization of medium firms, the resg s@dimplications certainly have some
limitations. The unit of analysis was limited to K@j’l\/ledi op 100 companies and the
factors that affect internationalization process of firms in other qu{y??ﬁ example the micro
enterprises and large firms in Kenya may be different. For the sake Ouaranteeing the
manageability of the data collected, this study used survey questionnaire@ch relies on

individual responses. The challenge of using such questionnaire is that it assumes that the

participants will be accurate and honest in their responses.
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1.8 Assumptions of the study

Though the study has successfully achieved all the objectives, it was not without assumptions.
The main assumption of this study was that medium sized firms operating in the domestic market
would have increased growth if they expanded their operations to the international market. The
study also assumed that The Kenya Top 100 medium sized firms would form an accurate
representation,of the medium sized firm that the CEOs and senior managers in these firms would

be knowledge ough to respond to the issues of internationalization.

1.9 Operational Deflnl%f’:Terms

These are individuals who p@ssgss thé%}z to detect, identify and gather resources in order to

seize business opportunities (Ib 00@5 & Coviello, 2005). They are also those people
( ake

a. Entrepreneur

who according to Shaw & Darroch start something new.

b. Internationalization

The change of state of a firm from the Io m@;gal i.e. cross-border business
transactions (Johanson & Vahlne, 2003).1t’s the proce ada firms operations which
includes strategy, structure, resources e.t.c.to international environmdﬁ.e. process through
which a firm moves from operating in its domestic market place to internat@@arkets (Calof
& Beamish, 1995). This study adopted these two definitions since the internationalization
activities are considered to be the ones which happens across border for those firms that have
adopted to the international environment.

c. Networks
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These are connections among firms or between individuals which are developed as a result of
establishing and maintaining relationships which makes different actors to be linked either
formally or informally (Liesch et al., 2002: 21). Networking can happen at personal or
organizational level; personal meaning interactions at the individual level and organizational
meaning building relationships at organizational level. Networks comprise direct and indirect

relations that ?Ee cumulative, interdependent and reciprocal.

d. Medium Er§@s

There exists different yvtions and classification of Micro, Small and Medium enterprises
(MSMEs) internationally. I\Mﬁy‘c assifications however, are based on the number of permanent
employees and the firm Ceﬁt\al . Kenya’s sessional paper number 2 of 1992 as well as
baseline survey of 1999 clust@ terppSesras follows; Micro enterprises 1-9 employees; small
enterprises 10-49 employees; med@r enteﬁr@ 50-99 employees; large enterprises, 100
employees and above (GoK 1992; C& 9). ?@S me sessional paper classifies Medium
firms as those enterprises with an annual sa @ove of¢akove KSH 50m and below KSH1
billion. According to Top 100 Medium sized compafieg criterjd, ¢Medium enterprises are those

firms with a turnover of above KSH 70 million and below KSH 1 bi{yk}

This thesis comprises of five chapters. Chapter one introduces the background of the Study i.e.

1.10 Chapter summary and structure of thesis

the background of internationalization of SMEs globally, in Africa and particularly in Kenya.

The chapter addresses the statement of the research problem with regard to medium firms’

internationalization with the focus being on the Kenya Top one hundred companies. Following
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the problem statement, the chapter defines the research objectives, the research questions and the

hypotheses. The justification and the significance of the study are also discussed in this chapter.

Chapter Two reviews the literature on internationalization in general. In this chapter various
theoretical frameworks in the field of internationalization have been reviewed mainly; stage
theory, network theory, Resource Based View, international entrepreneurship and born global
theories. Ar@grated framework comprising the four main theories has been proposed to guide
this thesis. Empi literature has been reviewed particularly guided by the five key variables
which influence inte’rﬁ}ﬁlizaﬁon of medium sized firms i.e. key decision maker attributes,
firm resources, firm size, fj ge and networks (both formal and informal). A conceptual

framework has also been derive@vis chapter showing the link between the independent and

the dependent variables. )\@ ‘V)‘
£

Chapter three, the methodologycc\é{ , has ;@nted an overview of the various research
approaches and methodologies that has t@ pp@n this thesis. The chapter discusses the
research designs, the population for the stU(Oata jon methods and data analysis
techniques. This chapter has presented the regresstmdel F@I/S used in the thesis. The
validity and reliability and how they were observed in the thesis fhavg been discussed. The

chapter has also discussed how the key variables in the study were arrived arationalized.

Chapters Four focuses on the empirical data analysis and discuss the key guided by research
questions behind the thesis. Both descriptive and inferential statistics have been used to present
the findings in the chapter. Pearson correlations coefficient, multiple regression model and
ANOVA have been used in to test the hypotheses in the study. The findings have been supported

by both the empirical and theoretical literature reviewed in the previous chapters.
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Chapter five, the final chapter, has summarized the entire thesis, including the main findings, the
discussions, conclusions and the contribution of the thesis. The chapter has ended by suggesting

areas for further study.
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CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction
This chapter has reviewed literature from various theoretical approaches and empirical studies
from different scholars that have made contribution in the area of internationalization of firms
with partic%mphasis on Medium sized firms and generally SMEs. The chapter reviews the

theories of in nalization, the empirical literature as well as the conceptual framework.

2.2 Theoretical Revie&@
A theory constitutes of a @ interrelated constructs, prepositions and definitions which

presents a logical view of @ p nal by specifying relations among variables with the

purpose of explaining and Q{«ng %/\gn/omenal (Camp, 2010). In collaboration to this

perspective, Cooper and Schindle 06), e@theory as a set of systematic definitions,

concepts and prepositions that are pos to iy, and predict a phenomenal. The main
internationalization theories that have beernsr wedlb is thesis include; Stage theory,

Network Theory, Resource Based View, Internation@n repre’%\gﬁip and Born Global theory.

/

)\
2.2.1 Internationalization Theories %
There are two major theoretical approaches that explain the internationalizaQ&Qnomenal; the
incremental and rapid internalization approaches. The most preferred theories in explanation of
the internationalization of SMEs include; the stage/process theory, the network theory,

international entrepreneurship theory and resource based view (RBV) theory.
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2.2.2 Stage Theory of Internationalization

The proponents of stage theory were Johanson and Wiedersheim - Paul (1975), and Johanson
and Vahlne (1977), and it originates from internationalization discipline. The promoters of this
theory were researchers from the University of Uppsala, Sweden; and thus the reason why the
theory is also referred as Uppsala theory.  This model is broadly applied in the
internationalization of SMEs and it generally argues that firms internationalize incrementally i.e.
mternatlonaé

occurs in stages which follow a gradual sequence and they follow a linear

trajectory ( Coviel cAuley, 1999; Hall & Cook, 2009).

Johanson and Wiedersheim®1975), examined the worldwide development arrays of four
multinational Swedish firmy\nc@n:’shed that the international growth patterns of the firms
follow gradual and increme ange%two researchers argue that the gradual changes

happen in four levels which inclu export — the stage where the firm has no

interest in exporting, the firm requwes% its res e base as well as acquire experience; 2.
The firm starts to export though through |nd &g the firm could be approached to
deliver an international order and it could do this t 2 an a the foreign market; 3. The

firm intensifies export business through its own sub5|d|ary ﬂally, 4. The firm
internationalizes through foreign direct investment which becomes @ldeal mode of
internationalization. The firm is able to use this approach at this stage because I@ the requisite
resources and the experiential knowledge and the combination of this two gives the firm
confidence to gain entry into foreign markets which are psychologically and geographically

distant.
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Johanson and Vahlne (1977), advanced Johanson and Wiedersheim-Paul (1975), work and they
contend that the gradual growth into foreign markets by the firm is a reflection of lack of
adequate resources to match the demands of international markets; the inadequacy of resources
makes the firm to adopt an incremental approach as a way of alleviating the possible risks that
may be related to foreign markets. They also claimed that the incremental growth is as a result of
firm’s deficiency of prior knowledge and experience in the international markets. This gradual
approach pos that the firms are broadly risk averse with regard to internationalization. As
a result of this ris eness, the firm only has a preference of internationalizing exclusively
into the countries with [gﬁ,i%,ﬂstance (Those countries whose geographical and psychological

characteristics are similar e.g.@siness practices, cultural practices, the regulatory frame

work). )\ ’y
Nz

The Major assumptions of the stage’thgory r at&to; the need for past experiential knowledge,
the psychic distance and the incrementé cess@\ernationalization. The implications of
these assumptions are that older and larger fi il b robable to export. Similarly, the
theory postulates that firms with senior managers i@ﬁo@&ll have a higher probability
to export and to develop a sustainable export business. The stage (9% assumptions therefore
contend that the factors which determine the internationalization of the firr@lude; the age of
the firm; the firms individual effort to do international business; the size of th&rm; the firm’s
prior knowledge in the local market; the size of the firm and ; the psychic distance of the foreign
country. These assumptions infer that it is these factors which explain why some SMEs responds
positively to international business opportunities  while comparable others do not,

notwithstanding the fact that they all function in the same sector with the market conditions

which are alike.
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The stage theory also implies that a domestic firm obtains and grows all the essential resources
for its export business internally and not through collaboration and partnerships with other actors
i.e. not through networking; the theory contend that SMEs export behavior is influenced
internally and that any external influence is insignificant. Consequently, it is the internal factors
which determine the firm’s entry mode into the foreign market, the choice of the foreign market

and the time tf enter the foreign market.

There is eviw§©rom the literature that the stage theory has been applied in the
internationalization cﬁ s, The model has been successfully applied in developed economies;
United Kingdom (Hall & Q@'K/2009), Sweden (Svante, Gabrielsson, & Wictor, 2004) and
United States of America(}ius Edelman, & Manolova, 2002). There is also evidence of
application of stage model in@ evelgging economies though not as much. Stage model has
been heavily criticized irrespectivee@a ig iﬂf@ole in the internationalization of SMEs. The
critics of this theory retaliate on the %@@on odel that internationalization happens
gradually through incremental stages; this haé@wavé@untered by the literature on ‘born’
global (McDougall & Oviatt, 2000; Zahra, 2005). @yﬁe @\Sﬁas also been criticized since
it only focuses only on the firm and it ignores the explaining expdrtig activities of SMEs, the
stage theory excludes the person of the key decision maker mainly the o (Wright, et.al.,
2007). The theory also claims that operating in a domestic market is a prereqﬂgt\e for entering
international market and this has been confronted by the international entrepreneurship theory (
(McDougall & Oviatt, 2000; Zahra, 2005). Network theory challenges the stage theory
assumption that a firm must subdue the barriers in the international marketplace before engaging
in the international business; on the contrary, the network theory postulates that

internationalization activities happens through an exchange process and the domestic firm can
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gain edge through other businesses as well as other actors in the network (Coviello & Munro,
1995; 1997; Gorman & Evers, 2008). Further, Colof (1993), found an inverse relationship

between the size of the firm and the extent of firm internationalization.

2.2.2.1 Assumptions of stage theory
Stage theory assumes that a firm starts its operations in the domestic market without any interest
to internatia éts business. However, as the firm builds its resource base and acquires

experience, it | ins to internationalize. Fig 2.1 below illustrates the assumption.

In{ebé tionalization Development Chain

1 '%/” 2 3 4

Stages of No in st | Exporting through Foreign entry Direct foreign
Internationaliz forel dependent through production
ation &L sentatlve subsidiary

Increasmgm t omrﬂ%&
Increasing marke%

y 2
\'< k
\
Increasingintens"l‘(@ M@lzatlon
‘ /)~
Internationalization Development Chain
/'\

Market A Market B Market C kk{ket D
Geographic Domestic Foreign Market Foreign Market Foreign Market
Expansion Market

Increasing Geographic expansion @~—>

Reduction in Psychological distance >

Fig. 2.1 Source: Modified from Hollensen, (2004)

The fig. 2.1 above shows that a firm starts operations in the domestic market with no interest to

internationalize. As time progresses, the firm acquires experience and develops its resource
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capability and consequently it begins to engage in international business. At the initial stages of
internationalization, the firm operates through an independent agent in the foreign market then
through its own sales subsidiary and later on as it build a resource base and acquires experience,
it directly invests in the international market. The entry into market B is gradual since the firm
lacks the requisite resources and experiential knowledge. Nevertheless, the entry into markets C
is faster since the firm has now acquired experience from market B. subsequently, the firm enters
foreign mark a result of the experience it has gained in foreign markets B and C and

therefore it has the ence of investing directly irrespective of the fact that this market may

have looked geographical%n? psychologically very distant.

2.2.3 Network Theory

Network theory originatesgt@soﬁ%

nd it is also known as the social capital theory
(portes, 2003). Johanson and Ma , £198 >&ored the influence of network relations on the
firm’s internationalization based on th t

ez%/Johanson & Vahlne, 1977). The Stage

theory envisages that entering into internatio\é @ket is”sigle effort of the firm and thus the
need to acquire knowledge and the requisite resour€e inte@&aﬁze; the firm develops and
builds this knowledge and resources through its own effort. Net\Ap}t eory, on the contrary
contests this premise by holding a view that internationalizatio}isdhieved through
collaborative efforts and creating relationships between firm and the other actérs. ih the market.
The network approach postulates that internationalization of firms is achieved via affiliations of
the firm to other counterparts ((Johanson & Mattsson, 1988; Johanson & Vahlne, 2003). The

network viewpoint defines industrial markets as “networks of relationships between firms”

(Johanson & Mattsson, 1988, p. 287).
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Networking speeds the firm’s internationalization capacity and this neutralizes the incremental
assumption in the stage theory. The privilege of being in a pool of network relations enables the
SMEs’ to gain capacity to respond positively to the prompts of export initiatives and the firm can

easily achieve internationalization.

Networking invalidates the need for the SMEs to have prior experiential knowledge and requisite
resources b@@a& ing entry into the international market; this is the claim of the stage model
that the firm sho ssess these two attributes before contemplating internationalization.
Networking enables SMd(jfss many resources from the other actors both locally and abroad

through association. The requireatent of the psychic distance by the stage theory becomes

irrelevant as a prerequisite c the foreign market since SMEs profits from network
relations. Consequently, the vari |ke®ge of the firm, the firm size, the age of its owner
manager or the key decision maker to b determinants of firm internationalization.
Network theory postulates that it is the t d a o( of network ties that a firm possesses

which mainly determines whether the firms WI||

@I’EI

» \9
As a way to counteract stage model, the network perspective has / an attempt to explain
internationalization of industrial firms through associations and relationships~among firms and
their equivalents (Johanson & Mattsson, 1988; 1992, 1995). Network mo&g\proposes two
prerequisites for the process of internationalization: 1. the gradual acquirement of market
knowledge and experience and; 2. learning from colleagues in a network (Elango and Pattnaik,

2007). To this extent, network model is therefore regarded as an extension of the Uppsala model

because it outspreads the unit of analysis to the market level. Chetty and Campbell-Hunt (2003),
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claim that although firms gradually learn about international markets as they enter into these

foreign markets, the process of learning happens in a network.

The focus of network approach is building relationships. The theory depicts the market as an
organism of relations among a number of players comprising suppliers, customers, government,
competitors, distributors, etc. (Coviello & Munro, 1995); these relationships are termed as a
network. In@ model, firm internationalization is understood as how the firm cultivates its
position and §@ relations with prospective associates in foreign industrial networks
(Johanson & Mattsson ). The model postulates that firms internationalize by creating and
taking advantage of busin@tworks. The network perspective has demonstrated to be
significant in explaining}s %ionalizaﬁon patterns of SMEs whose international
involvement depend on the i wit ir other counterparts to a large extent (Andersson &

Wictor, 2003; Axelsson & Easton, %a n éservais, 1997; McDougall, et.al., 1994).

Different network structures have been p@{%d by@'ﬁent researchers. Chetty and Agndal
(2007), suggested that there are internal and e ne@ tructures; the internal network
structure comprises of the links among staff memben}mside \hgﬁ , Whereas the external
network structure includes the relation between the firm and its outsiqiﬁakeholders (e.g. the
suppliers, distributors and customers). Boojihawon (2007), claim that there@{\personal and
inter-organizational network structure; personal network structure encompasses the owner-
manager and his/her personal relationships (e.g. family members and friends), while the inter-
organizational network relations comprises of the SME’s associations with external stakeholders

(e.g. business associates, suppliers, customers etc.).
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Gemser, brand and Scorge (2004), proposed formal and informal network structure; the formal
network structure covers the affiliation between the firm and its suppliers and its customers, the
informal comprises of the association between the owner-manager and his family members as
well as his friends. Gorman and Evers (2008), suggested a contractual (economic relationship)
and non-contractual network relationships structure. They claim that contractual relationships
comprise of the relation between the firm and its exterior stakeholders e.g. the suppliers, the
customers, §®ﬂ utors and their agencies. Non-contractual relationships (also referred to as

non-economic rela ips according to these researchers) include the relations between the

firm and its informal relati@hships e.g. family members and friends.

The network structures can}\%a&zed as including two key sub-divisions; 1. The formal
network structure and; 2.T%rm network structure. Different researchers have used
different terminologies but allu m@a the é@hing e.g.; contractual and non-contractual
relationships, (Gorman & Evers, 2008)% ternﬁ%y external networks, (Chetty & Agndal,

2007); all these broadly refer to the similar co< f fo &qd informal structure.

Q) A

According to network perspective, firms internationalize their\&}w' ies via networks which
facilitate access to significantly important resources and to trade their handises (Johanson
and Mattsson, 1988). The market position is critical to the network-baseo@(gationalization
process, due to the accumulative nature of the events in the network. This implies that;
“...the firm’s activities in industrial markets are cumulative processes in which
relationships are continually established, maintained, developed, and broken in

order to give satisfactory, short-term economic return, and to create positions in
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the network, securing the long-term survival and development of the firm”

(Johanson and Mattsson, 1988: p. 292).
Johanson and Mattsson (1988), prescribed four distinctive stages in internationalization process
of the firm based on the degree of the internationalization of the market and the degree of the
internationalization of the firm. These include; the early starters, the lonely international, the late
starters and gnternational among others.

S
The early starter; O
Early starters are characterized by none or few significant linkages with firms in the foreign
market. The firm has limited ledge about abroad markets and it cannot rely on domestic
markets relationships to gai wi out foreign markets (Johanson and Mattsson, 1988).
With deficiency of knowledg @ inadﬁw experience in the foreign markets, possible
internationalization pace of the early W is graddal. Knowledge development is therefore the
driver of internationalization of this type @ﬁ an h{ﬁgroaches to international markets are
incremental. The Uppsala model supports inter@@iz§w these firms by the indication
that firms take incremental steps in the internationalizati proce&S\/)\

L

The lonely international,

Lonely internationals are the firms that have formed networks with prospecﬁ@ associates in
foreign markets and they have therefore gained more knowledge about the foreign markets. This
experiential knowledge about foreign operations enables the firm to handle the new external
environment appropriately. This also stimulates the firm to go worldwide and exploit their firm-
specific assets in the foreign market. The internationalization speed of the lonely international is

quicker than that of the early starter. For the lonely international to manage to exploit and
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uphold its competitive advantage, the firm is obligated to co-ordinate activities in the different
country nets. The three dimensions of the internationalization process i.e. penetration, integration

and extension should be considered (Johanson & Mattsson, 1988).

The late starter;

Late starters’ functions in a market situation that is already internationalized (Chetty &
Blankenbur. m, 2000). Since the market is already internationalized, the firm can exploit a
range of indirect lifikages with foreign networks through its associates (Chetty & Blankenburg-
Holm, 2000; Johangy/ﬁl\/lattsson, 1988). The firm lacks international knowledge and

experience which makes it d@t to make entry into the foreign market where the competitors

who went ahead are alreadw'%neﬁts in a tightly structured net; the forerunners enjoy

J
comparative advantage of n@éknov%e/ which this firm doesn’t have and it therefore

us R{e @early starter, the firm internationalization is

a reaction to others as opposed to being @ve. %
The international among others; OG %

becomes difficult to establish a pos

International among others operates in a scenario wher the N%A d the environment where
the firm operates are characterized by high level of internationalizatiop==The firm has a high
degree of international knowledge acquired from several foreign nets; the f% the network
positions strategically (Johanson & Mattsson, 1988). The high degree of internationalization
allows these firms to enjoy many benefits in their abroad business activities e.g. the firm may
spend little time to form sales subsidiaries. Johanson and Mattsson (1988), claim that the many

positions which the international among others inhabits in internationally linked networks give it
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access and influence to external resources. For this kind of SMEs, the need for international

integration becomes paramount in order to co-ordinate the different networks profitably.

There is overwhelming evidence from previous applications of the network theory to SME
internationalization. Studies conducted in many countries confirm that networking plays
significant role in the internationalization of SMEs; New Zealand (Chetty & Holm, 2000);
Scotland ( y, 1999); and Ireland (Gorman & Evers, 2008). It has also been confirmed that
in developing é s such as in Asia, network theory improves the internationalization of

SMEs (Ghauri et al., Q%Ghauri et al.’s (2003) study, confirmed the significance of network

theory to SME mternatlonaﬁ?m/)n in developing countries. Regarding the importance of

networking to |nternat|onaI|z ti on researchers have contended that there are many benefits
that SMEs have derived thr etw Iatlons (e.g. Coviello & Munro, 1997; Chetty &
Holm, 2000; Gemser et al., 2004; c 2007)

2.2.3.1 Criticism of network theory

The four dimensions used to categorize firms us% ive and they partially overlap;
For example, there is no rational explanation of how irm r&&;&}\om an early starter to
international among others. The focus of the model is relationships he networks but it
overlook some significant factors inside and outside firms which aff%international
participation of firms (Loane & Bell, 2006). Important variables like firm characteristics and
owner-manager characteristics are not considered. Many researchers(e.g. Calof and Beamish,
1995; Chetty, 1999; Chetty & Campbell-Hunt, 2003) share the view that the probability is high
that SMEs internationalization decision is heavily dependent on owner-manger’s personal

attributes like; vision, knowledge, attitudes, and propensity to join foreign markets; the model
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however, ignores the significance of the key decision maker. This inadequacy is mainly censured
by the literature of Born Global; it esteems decision-makers as a central factor in
internationalization. The network approach to internationalization does not provide any
clarification for the role that external variables play in the internationalization process. The
model also fails to provide for the significance of social capital which is a key element since
firms engage in social links with their associates e.g. the customers, agents, suppliers etc.

2.2.3.2 Influe network theory on internationalization

Table 2.2 preserQ e studies that show how network theory has impacted on the

internationalization of fir ? oth the benefits and the challenges of adopting the theory have

Table 2.1: Empirical ewdv% rfﬂ}theory effects on internationalization

Benefits N ( ‘ , Challenges
1. Creates opportunities fo?@ie Probable limitations on future market

been highlighted.

sales growth (Coviello rowth by the weaker network partners
1997). @lello & Munro, 1995; 1997).

2. Provides avenues overc ity of loss of control to stronger
resource scarcity (Chetty & Hol §ﬂrms by the weaker network
2000; Gemser et al., 2004; Ruzzier & @/IQ“O & Munro, 1997).
Antoncic, 2007).

3. Offers opportunities for information

sharing and market knowledge )\%

(Coviello & Munro, 1997; Meyer &
Skak, 2002; Chetty & Agndal, 2007, O
Ruzzier & Antoncic, 2007). /<\

4. Provides opportunities to overcome
foreign liabilities (Coviello & Munro,
1997).

5. Promote a speedy pace of
internationalization (Coviello &
Munro, 1995; Boojihawon, 2007).

Source; Author 2014
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2.2.4 Resource-based View (RBV) Theory

The basis of Resource based view (RBV) is founded in the Penrose, (1959) economic theory.
RBYV perceives the firm as a bundle of unique resources and discourses the criticality of resource
issues on performance of firms. The postulation of RBV is that a firm consist of varied resource
that are immobile, rare, non-substitutable and non-imitable (Barney, 1991). These variables
largely dete%'ne the differences among firms’ performance and/or competitive advantage in the
industry. The @nent of this theory is therefore that with respect to firm internationalization,
the mode of entry adopted, the foreign market to be targeted and the timing decision on

export involvement is dep4¢ﬁe t on the SMEs internal resource capability.

RBV which is concerned wit: th@eypment of the firm stipulates that universal development

pattern and performance of tHeNfium are determined by the internal resource endowment of the
firm. Irrespective of resource availabiity. no é@primary emphasis of much of the inquiries

on internationalization, it has howev n dié%?d to be a significant subject facing
businesses at various stages when operation 4 oi &being considered (Barney, 1991).

The explanation of a firm's resources and their inflt@ﬂ {r%gqnduct under the RBV forge
the linkage to networks and entrepreneurial factors, which are view@EsourceS for firms. The
resource-based view provides significant insights when explaining SMEs@ernationalization

patterns and it particularly forges a linkage between the entrepreneurial factors frs\networking.

According to Barney, (1991) the ownership of the unique resources is assumed to be the reason
why SMEs in the same industry and location respond differently to export stimuli; one initiating
export business and is in a position to meet its export orders while another similar one is not.

The argument is that the internal resources tangible or intangible are the main explanatory
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determinant of SMEs’ internationalization. The unique resource variable which enables a firm to
gain competitive advantage i.e. rarity, immobility, non-limitability and non-substitutability are

causally ambiguous meaning their relationships can’t be tested empirically.

RBV is extensively applied when investigating the success of SME internationalization. A lot of
literature on SME internationalization agrees in that successful entry in foreign markets depends
on SMEs i resource capability and this view is based on the RBV theory. The literature
collaborates in ment that RBV considers the key decision maker’s personality and the
firm characteristics vﬂpﬁamining SMEs internationalization as opposed to the stage theory

which omits these factors (Re?’é? Fischer, 1997; Werner S., 2000; Calof, 1995)

1,

2.2.4.1 Criticism of Resoupée Base %

One of the major criticism is t (tm/srisod&}are broadly categorized and this way not taking

into account the exact sectors and v@tries Il as the characteristics of the specific

environment where the firm’s resources %e 1 eA cation of the valuable resources that

should be considered and secondly the character%ﬂc th &onment where firm's resources
will be positioned. F \S\/)\

RBV fails to establish the borders within which specific resources Q abilities are
significantly important; there are many generalizations about the advantages of certain resources
without addressing the setting within which these resources may be valuable to the firm
(McDougall, 1994). In the study by McDougall (1994), an argument is advanced about the
advantages of better specifying the firm unique resources; those resources with the capacity to

produce returns which are beyond normal. The distinction of the resources would be useful in
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ensuring that there is no vague characterization of firm resources and instead characterizes
resources through an intensive cause and effect relationship (Black & Boal, 1994; Miller and

Shamsie, 1996).

RBYV is ignorant of both potential sources of extra resources and the influence of existing
resources (Barney, 1991). RBV should be more focused on the dynamic capability of the
resource an ormation of competitive advantages which are new. RBV does not address the
settings in wh&@erent kinds of resources will possess the greatest value. Porter (1991),

argues that the worthz esources can be improved or diminished as a result of change in

technology, the dynamics of@er needs and the nature of competition.

NG

RBV lacks empirical testi ecia e resources that are difficult to measure and
operationalize for example tacit kna'@d e. Fhe @)ry has been termed conceptually vague and
tautological since it does not cIari& meckanisms by which resources contribute to

competitive advantage (Priem and Butler, 2004b; 'IIialsk&lQQQ). The theory lacks empirical
testing and operationalization (Miller & Shamsie,@j,j’r@ Butler, 2001a; Williamson,

1999). RBV has also been critiqued by some scholars due to its pr%j/iyay;value which has been

doubted (Priem & Butler, 2001a). O

2.2.5 International entrepreneurship (IE) theory
The International entrepreneurship theory is credited to Oviatt and McDougall (1994). The
theory has got its roots from the traditional entrepreneurship field. International

entrepreneurship theory cuts across the entrepreneurship and internationalization study areas

38



(Rialp, et.al. 2005). This theory responds to the stage theory’s incremental assumption i.e. firms

internationalize through gradual stages.

The basic assumption of International Entrepreneurship theory is that some exceptional
entrepreneurial characteristics make some SME to enter the foreign market at the early stages of
inception as opposed to followings a gradual process. The time to enter the foreign market, the
choice of tl'@eign market, the type of entry mode to be adopted and ensuing advances of the
foreign busine§ driven by exceptional entrepreneurial abilities to identify international
business openings. fl’%%ory is based on the assumption that the possession of these
outstanding entrepreneurial )cteristics determines why some owner-managers enter the
foreign market while similay{he ating in the same industry and location, and facing the
same market conditions ren@ d f%l the domestic market (McDougall et al., 1994;
Oviatt & McDougall, 1994). /s/ /
1, ¢
ONL7

What makes the entrepreneurial SMEs differ fro{& other ordinary SMEs and what
determine the speed of internationalization incIude@yﬁe @@ity for international ideas ,
strong personal drive , drive and inspiration for internationalizati ternational risk-taking
behavior, international networking behavior, high alertness to profitable '@national breaks,
positive international attitudes and international orientation and a great neec(g} international

achievement (McDougall et al., 1994; Oviatt & McDougall, 1995)

Etemad (2004), postulates that internationalization is facilitated by environmental factors such as
international communication and transport, removal of trade barriers and technological

advancement besides the other factors that are associated with international entrepreneurship
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phenomenal. The Previous research studies that have applied international theory in the

internationalization of SMEs include countries like Finland (Knight & Cavusgil, 2004).

2.2.5.1 Criticism of internationalization theory
The theory was initially criticized on the grounds that the entrepreneurial characteristics related
to internationalization phenomenon cannot be exclusively limited to small new venture but

internationa@

SMEs and the la @ ultinational organizations. This theory has been recognized due to its

ion is something that can be manifested in the local firm, international firm, in

capacity to capture %ev\ﬂuence of the key decision maker in the process of firm

internationalization. /1‘/
2.2.6 Born Global Theor))\& ’V)\

Bodies of literature collaborate’ i that ma Il firms rapidly internationalize at or near their
inception (Knight & Cavusgil, 1996, 200%; ﬁugall et al., 1994, 2003; McDougall &
uda

Oviatt, 1996, 2000; Moen & Servais, 20@(!0! ahra, 2007; Oviatt & McDougall,

1994, 2005). These firms that internationalize ea@c}s\lab@gm Globals (Gabrielsson et al.,
2008; Knight, 2001; Moen & Servais, 2002; Zhao et al42007). t%\ﬂral focus of born global

is on intensive and rapid internationalization of small firms. %

O
The initial theoretical underpinning for Born Global phenomenal was Ia& Oviatt and
McDougall (1994), seminal work - Towards a Theory of International New Ventures. Their work
endeavored to integrate strategic management theory, entrepreneurship and international
business. McDougall (2000), states that the increase of rapid internationalization of firms is an
indication that that the separation of entrepreneurship and international business has started to

erode. As firms internationalize rapidly from the beginning, with an entrepreneurial positioning,

40



the scholarly borderline concerning the two fields is getting blurred and is converging on
international entrepreneurship as the theoretical phenomenal (McDougall, 1989; McDougall &

Oviatt, 2000; Oviatt & McDougall, 2005).

Born Globals are characterized by international presence soon after their formation and gaining
entry in more than one foreign market regardless of psychic distance involved. They use diverse
entry mode@e strategic alliances, exporting and joint ventures (e.g., Bell, 1995, Madsen &
Servais, 1997; , 1993). Born Globals internationalize at a rapid leap, opposite from the
gradual stepwise behﬂgﬁmposed by earlier theoretical discourses. Literature contends that the
conservative theories of inte@alizaﬁon are unsuitable to elucidate why some entrepreneurial
firms go global early and yi\dl@%r their establishment (Oviatt & McDougall, 1997). Born
Globals are majorly distingdi by #apid internationalization process as opposed to the

traditional theories which focus eﬁjr s such as costs (internalization theory) and

r to
gradual progressions (the Uppsala mode O @
MO
The traditional theories focus on the level of the?@w)ﬂ@&look the significance of the
level of individuals (McDougall et al., 1994). A body of literature congénds that the conventional
theories do not explain the rapid internationalization by firms (e.g., Auti 05; Bell, 1995;
Freeman et al., 2006; Moen, 2002; Shrader et al., 2000). Moen (2002), argue@t the process
models which view the internationalization of firms as gradual process as insufficient to describe
the international behavior of Born Globals. Bell (1995), in his study of small computer software
firms found that the Uppsala model offers an inappropriate explanation of influences of rapid

internationalization processes in those small firms. McDougall et al. (1994), argue that by

presuming a local base of operations, the stage model fails to clarify why Born Global contest

41



worldwide shortly after they decide to go international. International entrepreneurship is a bridge
between entrepreneurship and international business and its focus is on rapid internationalization.
Rennie (1993), argue that Born Global are the most extreme illustration of the possible
significance of SMEs for a country’s export growth. The SMESs that are highly competitive and
which internationalize fast have the potential for speedy growth and they have the capacity to
play a crucial _part in developing and propagating knowledge across national borders. This
information¢

@9 may generate continuing innovation which facilitates the firms which

internationalize in rly years to remain competitive in international markets.
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2.3 Integrated Theoretical Framework

The core argument behind the integrated framework is that out of the eleven internationalization
theories which are generally accepted, the five theories that has been discussed in this thesis
presents the best and the most detailed explanation of internationalization of medium sized firms
than others like, internationalization and transaction cost theory and product life cycle theory.
(Ruzzier et al., 2006; Johanson & Vahlne, 2010). The five main theories that have been
discussed ia 'ntegrated framework include; stage theory, resource-based view (RBV),

network theory, bal theory and international entrepreneurship.

Consequently, for the pur osyfo! understanding the internationalization of medium sized firms’
activities in an exclusively ne\@)ective the framework integrates all the five theories in
order that the entire mgmfn.Z@ma i ?&consndered in the analysis. The literature review has

revealed that all these theories h /s/lr 0 eaknesses and therefore an integrated approach

makes them complement one another dn weaknesses Bell (1995), postulates that
internationalization embodies a dynamic, co( I and orative spectacle which no single
theory can explain fully and therefore the mtegra mbraced in this thesis offer a

robust method for addressing medium enterprises mternatlonallz %nomenal

Q<\
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Integrated Theoretical Frame Work of Medium Firms Internationalization
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Figure 2.2: Integrated Theoretical Frame Work

Source: Adopted from Obi Berke, 2011 and improved by integrating literature.
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Table 2.2 Summary of Theoretical Frame Work

Theory Accredited Key Dependent | Key Independent | Pace of Time to enter
writer variable variable internationaliza | international
tion market
1. Stage | Johanson & - International | - Firmsize Gradual Takes time;
theory | Vahilne ization of - Firmage resources and
(2977) the firm - Psychic experiential
- Firm distance knowledge has
O@ performance | - Experiential to be gained in
O knowledge the domestic
'y/ h market
2. Resou | Barney, [/ Firm - Internal Determined by | Is dependent on
rce (1991) @formance resources the internal firm internal
Based -1 ional (both tangible | resource resource
View )‘ atm‘ﬁ and capability of the | capability
(RBV) @m );(/ intangible) firm
3. Netwo | Johanson & | - Intepfational {£ Resources Dependent on Depends on
rk Mattsson, izatio the network partner | firm resources
theory | (1988) the firm C) ne resources and and network
- Firm ( rtne firm own partner
performance @ an /?yesources resources in
n@g‘b q& both domestic
networks) /)‘ and local
% market
4. Intern | Oviatt & - International | - Key decision | Depends O@/Q Can happen at
ational | McDougall, ization of maker and entrepreneurial » inception owing
entrep | (1994) the firm firm behavior of the to the unique
reneur - Firm International firm and the key | entrepreneurial
ship performance entrepreneuria | decision maker | factors

| behavior e.g.
the vision,
global mindset

etc.
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2.3 Internationalization

Internationalization of firms covers one of the broadest scope of researches done today (Ruzzer,
Hisrich, & Andersen, 1993) and it has been researched for more than forty years (Werner, 2000).
There are many perspectives towards the internationalization of SMEs; the incremental
perspective, rapid internalization, international entrepreneurship and international expansion
through resource based and Networking perspective approaches. The definition of
internationa§@is not uniform since there is a wide range of potential paths that a firm might
take when creatin ternational presence (Welch & Luostarinen, 1988) and it cannot be
explained by one theoryd{i tead would require an integrated approach (Chetty & Campbell -
Hunt, 2004). It’s a processflf_ which a firm moves from operating in its domestic market
place to international mar allzatlon has been defined differently by different

2§ d@y)ns that different authors have given;

scholars in the world. Table

Table 2.3 Definitions of Internatio

Author Definition oﬂﬁ%ﬁatlonal( ion

Beamish(1990; p.77) “Process where ﬁrru ng their awareness of the direct
and indirect influence nsactlon on their future,
before moving on to estab}

sh and cond( )}factlons with other

countries”

(Andersen O. , 1997, p. 27) | “The process of adopting an exchange transactl%ternatlonal

markets”

(Luostarinen, 1997, p. 156) | “a process of increasing involvement in international operations”

Javalgi et. al.,(2003 p. 186) | “ a process through which a firm moves from operating in its domestic

market place to international markets”

(Calof & Beamish, 1995, p. | “the process of adapting the firms operations i.e. strategy, structure,

116) resources etc. to international environment”

Source; Author, 2013
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The internationalization of MEs has significantly increased all over the world in the recent times
(Etemand, 2004; Andersson, Gabrielsson & Wictor, 2004). Firms Internationalization is no
longer an option but an economic imperative which has a major role in the competitiveness of
SMEs in all economies (Rutashobya & Jaesson, 2004).The significantly increasing role played
by Small and Medium Sized Enterprises in driving Economic development has resulted in a
growing interest in the study of Internationalization of SMEs (Kula & Tatoglu, 2003). SMEs
from the gr(Q arkets in Africa have internationalized into developed countries and similarly

the developed cou have increased their business undertakings in developing markets as a

result of globalization an elg_llne in the market barriers as well as the attraction for foreign

“%

2.4  Networking and Interna%a
Network relationships play a signifi af%le i ing the firm’s competitive edge. Building

network relationships with different actors loca / d_internationally plays a major role in

investment. (Cavusgil et.al.,

the internationalization process of the African F%ab 2009). The rationale of Firms
entering business relationships and networks is so that 4fiey can‘g%ﬁ' and build their network
resources and this way creating a sustainable competitive advantage (Moller& Hallinen, 1999).

The effective usage of networks facilitates the internalization of SME%mela, 2001).
Network relationships may be developed for reasons such as; to access resources, achieve
flexibility, to hedge against uncertainties, provision of skills and information and improving the

capacity and speed in seizing the market opportunities (Faulkner, 2003).
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The access of global networks by the firms makes it possible for the local products and brands to
be availed in the international markets and this way the local firms gain familiarity in the global
business environment as well as the awareness of the international quality requirement and
standards (Yakhlef & Maubourguet, 2004). Local SMEs utilize the business networks to
establish the international contacts and this also determines the foreign market entry mode and

the choice of t?e market to enter (Coviello & Munro, 1995; Sharma & Blomstermo, 2003).

25 Firm Reso%nd Internationalization

Firm resources can be dmﬁ@ :

“all assets, capabilities, 0( izational processes, firm attributes, information, knowledge
e.t.c controlled by th }Les the firm to conceive of and implement strategies
that improves its efﬁc1en and efféc ess” (Barney, 1991, p. 101).
The resources in the firm generally i s all(i ible and tangible assets, attributes of the
firm, organizational processes, knowledge hic t( firm controls and it enables the firm to
generate, grow and efficiently implement its % 983).Network perspective has
been incorporated in the recent development of RBV. P rose (@}Es appreciated that there
has been significantly growing popularity of the network structure WhIC created boundaries
among firms and this way the internal resources in RBV have been reo% The idea of
dynamic firm abilities which leans on resource-based view considers networking as a critical
component through which a firm can achieve capabilities and new resources (Eisenhardt &
Martin, 2000; Teece, Pisano & Shuen, 1997).
The concept of dynamic capability postulates that the existing internal strengths of the firm

determine the network development according to RBV; the external linkages on the contrally
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provide the external capabilities and resources which makes it possible for the firm to modify its
internal resources (Dyer & Singh, 1998; Moller et al., 2002) .The experiential knowledge
generated from building external linkages forms a firm core capability. The partnerships and
collaborations i.e. linkages among firms are an instrument through which firms can harness their
internal resources (Teece, et. al., 1997). The key indicator of successful knowledge creation is

the linkage of the firm and the sources of knowledge outside the firm i.e. the network

relationships. &

2.6.1 Firm’s Intern§Wurce Capabilities and its Performance
RBV postulates that the firoﬁlt/he major driver of business performance as opposed to the

industry or the market. Thi pe%ce is achieved through the firm’s internal production
entr

capabilities and resources. @
performance is based on two Pro% Pél@, 1995): 1. The experiential knowledge of
management will affect the services tha @s othe%)urces are capable of providing and; 2.

The internal resources with which a firm is { to @Qg with will shape the production

services that the firm will provide. In supporting tt@)\/y’vv, %991), suggest that a firm is

limited, induced, and focused to specific growth activity where eguirement of resources

gument that the firm's resources determine its

matches the firm’s existing capabilities and resource. The general ex@ation of firm’s
performance according to RBV is the firm’s internal resource position. RBV however,
recognizes the role of environment with the realization that the environment can be manipulated

by the firm to respond to firm’s desired end.

The resources, capabilities and core competences are the foundation of firms’ sustainable

competitive advantages (Amit & Schoemaker, 1993; Mahoney & Pandian, 1992). It’s necessary
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to possess superior resources as well as to deploy them in a firm's specific capabilities and build
core competences however; these would be insufficient conditions for a firm to position itself in
a competitive location. The firm’s resources and its capabilities must encounter definite
conditions for them to create sustainable competitive advantages. These conditions are the
justification why there exist differences in performance and value creation among competing
firms operating in the same industry (Barney & Peteraf, 2003). Barney (1991), argues that the
four conditi¢ h bring about the differences include the resources being: 1. not imitable; 2.

not substitutable; 3: and; 4.valuable. Peteraf (1993), suggest that there are four conditions

which include: 1. resourc@ﬁet ogeneity; 2. ex post limits to competition; 3. imperfect mobility
ei

and; 4.ex ante limits to comp U%

RBV researchers have put rd th?/‘glcept of sustainable competitive advantage to
n

distinguish the performance of fir ¢ /1& Peteraf, 1993). Though different scholars
have put distinctively the concepts o @wces@p bilities, competences, and sustainable

competitive advantages, they to a huge exten< n &%he firm has to be transformed and

achieve optimal performance, it has to deploy the re@ S ap’p%qtely.

There is overwhelming evidence from the literature that the key decision ma%s a huge role

2.7 Key Decision Maker and Internationalization

in the internationalization of SMEs. The literature largely agrees that key decision-makers
influence significantly the firms’ decision to internationalize (Andersson, et al., 2004; Boter,
2003; Calof & Beamish, 1995; Cavusgil, 1984; Chetty and Campbell-Hunt, 2003; Ibeh, 2003;

Nummela, et.al., 2004, 2005; Reuber & Fischer, 1997).
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Jennings and Beaver (1996), state that strategic management in small Businesses is endorsed in
an extremely personalized style and is intensely subjective to the personality, character,
knowledge and aptitude of the owner manager. In collaboration with this view, Johanisson
(1988), argues that an SME is basically an extension of the key decision maker’s personality.

The internationalization of SMEs is an outcome of the key decision maker’s perception (Makers
Buckley, 1989). In Penrose (1995), seminal work, the owner manager is identified as the
determining f the growth of the firm. The management services have been identified as
key resources for irms and these are characterized by the extremely personalized biases,

preferences and attitudedﬁ) er manager’s (Buckley, 1989; Hill & McGowan, 1999; Penrose,

1995). /7
NG

Buckley (1989), observed th ectiyé of the resource constraints that SMEs may have to go
through, it’s not possible to ration e ex rc@)f entrepreneurial ability from an onlooker's

point of view without understanding th @er m@g}. The key decision makers gifted with
foresight, skill and imagination are most like cceéi&making their firms do business in
the foreign markets. Oviatt and McDougaIQlﬂQ?),’%Sg majorly criticized the
internationalization model by arguing that it has ignored the impat/ e key decision maker.
They argue that the international business experiences most probable to imp n the decision to
enter foreign are those of SMEs key decision makers. /<\

The traits of international new ventures include; international vision, international experience,
alertness to new business opportunities and the proprietary networks (Oviatt & McDougall,
1994, 1997, 2005). The literature broadly agrees that these characteristics differentiate between
instant and rapidly internationalizing firms (Andersson & Wictor, 2003; Jones & Coviello, 2005;

Johnson, 2004; Madsen & Servais, 1997). The literature on the internationalization of new
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ventures postulates that the key decision-maker is positioned in a critical role that produces
Internationalization patterns which are unique (Anderssona & Wictor, 2003; Jones & Coviello,
2005; Madsen & Servais, 1997; Oviatt & McDougall, 1994, 2005). Autio (2005), suggest that
the specification of the key decision maker’s crucial role in facilitating the internationalization of
the international new ventures has provided new insights to the study of international business,

and has stimufted the emergence of international entrepreneurship study.

There is inad% application and understanding of how networks relationship affects
internationalization prii igally with respect to the role of the networking behavior, the network

actors, and the influence o decision maker in the internationalization process of SMEs

(Zahra, 2005). The conseque ce{% e SMEs policy measures that may be pursued in Kenya
with regard to internationali@ 0 will mainly be based on European theories and
models which may not be relevagx@e A rie% ontext. Brass et al., (2004) comment that the
owner manager’s characteristics dete%@his 3@ to create a network most useful to
achieving the firm’s purpose. BarNir and 4@(20 ate a propensity to network to
particular personality traits of entrepreneurs. C@j,’Lut Tesfom (2003), specify
management's willingness to abdicate autonomy to acquire exe(pa‘Lesources as a major

determinant to a firm's entry into a network relationship. O
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2.8 Modes of Entry and Internationalization
International market entry mode can be defined as;
“an institutional arrangement that makes possible the entry of a company’s products,
technologies, human skills, management or other technologies into a foreign country”
(Root, 1994, p. 24).
Entry mode can also be explained as organizational structure of how a firm establishes itself in a
foreign mark tty & Agndal, 2007). With respect to internationalization of firms, entry
mode is one of th ently researched areas. There are also studies focusing on how entry
mode choice affects p nce (Devine, 2010; Lu & Beamish, 2001) as well as the

relationship between internati rw%mtegy of the firm and the entry modes.

Firms adopt a wide range o e tlon during the process of internationalization and
many of these modes fit the tradl fss S i.e. contracting, exporting, foreign direct

Io@erature collaborates in that networking

influences the choice of the entry mode whé @A firm may chose different entry

investment and licensing (wild et. al.

forms when penetrating similar markets dependen eo /9 that may be availed by the
network relationships (Moen & Servais, 2002). Network relatlonsh{gz} the determining factor
when deciding the form of entry to a foreign market. The choice of the marl@ntry mode in the
international market is mainly determined by an attempt to reduce uncertaiﬁts‘\(Maskgard &
Sharma, 1998).

Coviello and Martin (1999), show the importance of both informal and formal relationships in
the selection of firms’ first market and the choice of entry mode to geographically close markets.
This finding collaborate with the studies of Coviello and Munro (1995, 1997), regarding New

Zealand based small software firms suggest that a firm’s informal and formal network relations
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facilitates the firm’s entrance to psychically near markets and determine its mode of entry.
These findings are consistent with the study done by Moen et al., (2004) which contend that
small software firms first gain entry to foreign markets that are psychically in near. Zain and Ng
(2006), and Moen et al., (2004) in their studies found that network relation influence market

selection and entry mode of small software firms and therefore influencing the process of

internationalifftion of firms.

Although the chej€e pf the mode of entry for a market is mainly seen as a result of network
relationships, some stg' have altered this view (Bell, 1995; Sharma & Blomstermo, 2003).
The network model of inter@lizaﬁon does not say anything on how network relationships

influence the choice of entry, mo he target market neither does it give direction on how

firms enters geographically &h\ic d%narkets@ohanson & Mattsson, 1988; Johanson &

Vahlne, 2003). @ O
2.8 Firm Specific Characteristics and I@fatic? tion

Both stage theory of internationalization and ReQ as highlights the significance of
the possession of essential resources normally define(JPT the Iﬁ%w as the size of the firm
and/or the productive capacity of the firm (Calof, 1993; Hall & Cook, £69). The stage theory
and RBV and envisage that larger organizations will be more likely to inte%alize because
they will own superior resource capability, facilitating them to operate in the international
marketplace; this is contrary to small firms that are resource constrained. The stage theory
emphasis on the bulkiness of firm resource volume whiles the resource-based view emphasis not

only on the bulkiness but precisely on the quality of the resources. The two theories predict that a
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sufficient volume of vital resource capability must herald commencement and consequent

development of foreign business.

RBV theory and stage theory of internationalization provide substantial backing for the positive
influence of a firm age and its capability to internationalize. Stage theory of internationalization
predicts the importance of having previous experiential knowledge in the foreign business and
also envisa t a firm can take a long time to accumulate this experiential knowledge. RBV

theory predicts possession of essential resources accounts for the disparities in the way

the firm performs in% or abroad market.

2.9 Empirical Literature i/

2.9.1 To examine the i ce ﬂorking on internationalization of medium sized
firms in Kenya O /37
A study by Ojala (2009), on “inter lizat knowledge-intensive SMEs: The role of

network relationships in the entry to a ps@ally |{wnarket” emphasis the importance of
network relationships in the internationalizatio paper argues that networking
provides the necessary linkages that will facilitate er&lT into &.%h}'slly and geographically
close markets. The study concluded that important relationships WerJ-strongly exploited or
established to achieve the market entry, and were in most of the cases, m%relaﬂonships

with non for profit government-owned consulting firms.
The findings of the study further established that network relationships between firms or

individuals are key determinants of internationalization. The research questions in the study

included; 1. What are the network approaches used by knowledge-intensive SMEs entering
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distant markets?; 2. What are the different types of focal relationships used by knowledge-
intensive SMEs to enter distant markets?; 3. How is the market entry of knowledge-intensive

SMEs into a distant market affected by different types of focal network relationships?

The research methodology used in the study was the multiple case studies since the research
questions were exploratory in nature. In this study, Finland was selected as the country of origin
owing to it Il and open economy with a 