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BUXIJI KOMITAHIN HA MIXKXHAPOIHI PUHKU:
INPEJCTABJIEHHSA TA AHAJII3 EMITIIPUYHOI'O JOCILI2KEHHSA

Y cmammi nasedeno cmpamecii inmepuayionaaizayii Komnaniii, a maxodc npeocmagieHHs
ma anaaiz emnipuunozo docaioxcenns 70 cepocokux xomnanii. Iloxazano xapaxmepucmuxu
npouecy npuiiHamms pilleHb CHMOCO8HO DPI3HUX acnexkmie iHmepHauionaaizayii cepocoKux
xomnanii. Taxoxc eudireno Haiibiavu 3HaAuywi Momueu ma NPUMUHU 6UX00Y KOMRAHIU Ha
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INPEJCTABJIEHUE 1 AHAJIN3 DMITNPUTYECKOI'O UICCIENOBAHUA

B cmamve npusedenvt cmpamezuu UHMEPHAUUOHAAU3AUUU KOMNAHUWE, a4 Maxice
npedcmaeienue u awaauz amnupuveckozo uccaedosanus 70 cepockux xomnanui. Iloxasanv
XapaKmepucmuku npouecca NPUHsMus pPeuwleHuil OMHOCUMEAbHO PA3AUMHBIX ACHEKMO8
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1. Theoretical background. The topics researched in this paper are directly linked
with at least three scientific areas on which different points of view have been
expressed in literature. These three areas are: motives and reasons for entering the
international market, international marketing decisions and the effects and issues of
internationalization.

Prevalent reasons for joining the mainstream of international business opera-
tions can be grouped into 4 categories: production, market, competitive and financial
(Rakita, 2003). Internationalization motives may be proactive (aggressive) or reactive
(defensive, as a result of pressure). Research shows that among Austrian, Italian and
British companies and managers, proactive motives when entering foreign markets
are dominant (Dahringer, Muhlbacher, 1991). Motives for internationalization can
be divided into 4 groups (Boston Consulting Group, 1970):

1) internal proactive (personal statisfaction, economies of scale, learning);

2) external proactive (profitable sales, increased volume, international cus-
tomers, location advantage, following competition);

3) internal reactive (excessive supplies, excessive capacity, risk distribution);

4) external reactive (unattractive local market, responding to competition, polit-
ical pressures).

The formulation of international marketing strategy is one of the decisions
which bring about significant and long-term consequences. According to Kotler and
Armstrong, the basic strategic decisions that should be made concerning the interna-
tional marketing are the assessment of international marketing environment, decid-
ing whether to turn to export, deciding which markets to enter, deciding on the mar-
keting program and deciding on marketing organization (Kotler, Armstrong, 1997).

The formulation of an international marketing strategy facilitates coordination
of individual marketing activities at the global market. This contributes to minimiz-
ing operating costs, as well as enables rational decisions for each target country.

Without a strong incentive for internalization, it would not be possible for a com-
pany to seize new opportunities at international markets. However, incentives are not
sufficient by themselves, they must be supported by existence of particular market
opportunities (Djordjevic, 2005).

Some authors make a distinction between naive, pragmatic and strategic policies
when selecting methods of entering a foreign market (Root, 1998; Mubhlbacher,
Leihs, Dahringer, 2000). Evolutionary approach is primarily aimed at avoiding big
risks. A company chooses the form of business which carries less risk. The positive
experience gained is the primary driver of a transition to more complex and risky form
of business (Shawhky, Pris, 1985).

Contributions and effects of internationalization are manifold and multilayered
and can be examined at 4 levels: political, economic, social and business level
(Dahringer, Muhlbacher, 1991). Entering the global market is an important econom-
ic challenge for large, as well as small and medium-sized enterprises. However, due to
economic and financial strength the global market is more accessible to large enter-
prises. Furthermore, entering the global market requires significant investment in
market research, product promotion, distribution channels, as well as a change of
business philosophy, accepting the concept of continuous innovation and quality man-
agement etc.
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On the other hand, it can also bring them significant benefits, such as (European
Commission, 2007):

- increasing demand of their products and services at foreign markets when
domestic market faces stagnation;

- increase in sales and profits;

- extended life cycle of products;

- lower costs of production;

- increasing competitiveness and reputation of a company;

- improving quality and increasing orientation to consumers.

In the process of internationalization a company faces much higher level of risk and
uncertainty in business than at domestic market. Many problems arise as a result of con-
ditions specific to a foreign country in terms of cultural, political and economic situa-
tion. The problems that a company faces at foreign markets are (Donnelly, 1997):

- cultural misunderstanding;

- political uncertainty;

- import restrictions;

- economic conditions;

- organization of multinational companies.

The most significant barriers to the internationalization of SMEs are (European
Commission Enterprise and Industry, 2010):

- lack of capital;

- lack of adequate information;

- lack of adequate state support;

- costs and difficulties related to transport documents.

Different governments have different economic and political objectives, and
depending on their nature, many forms of protectionist measures are introduced and
implemented and thus, obstacles and restrictions are imposed on international busi-
ness operations (Pervisic, Ozretic, 1999).

2. Presentation and analysis of the authors' empirical research

2. 1. Research methodology. This study reports the findings of the research explor-
ing business activities of 70 small, medium-sized and large enterprises from Sumadija
and Pomoravlje region (which can be considered as a certain limitation) that have
internationalized their operations. Due to a dominant number of small enterprises,
for the purpose of this research, small enterprises constitute one group of companies,
while medium-sized and large companies make up the other group of companies.
This could also be considered as a certain limitation of this analysis, bearing in mind
that it is common to observe, on one hand, small enterprises and medium-sized
enterprises, and large companies on the other.

All the data were collected by means of questionnaires, which were personally deliv-
ered to companies. All the companies responded and submitted the filled up question-
naires. The questionnaires were not delivered to the companies that did not wish to par-
ticipate in the survey or that did not have adequate data, which may be also considered a
limitation of the analysis, although the number of such companies is not significant.

The arithmetic mean method was used to indicate the importance of the ana-
lyzed elements, while standard deviation method was used to determine the unifor-
mity of the respondents' attitudes.
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The issues related to internationalization process were grouped into certain
number of sets, i.e. factors by applying factor analysis. PCA analysis (principal com-
ponents analysis) was conducted to identify latent variables, i.e. factors that represent
the problems in internationalization process, while the acceptability of internal con-
sistency was measured by using Cronbach's alpha. The varimax rotation method was
also used, since its application is common in cases where it is necessary to reduce a
larger number of variables to a smaller number of factors.

The research consists of 4 parts: the first part gives information on the companies
surveyed, the second examines the decision-making process concerning international-
ization, while the third part explains motives and reasons for internationalization. The
fourth part presents the results of analysis of internationalization of particular compa-
nies that were included in the survey and provides conclusions in this respect.

2.2. The results of the research. The characteristics of the companies surveyed are:

Table 1. Characteristics of the companies

Year of establishment % of companies
before 1980 21.4%
1980-1990 14.3%
1990-2000 44.6%
after 19.7%
Total sales (in €) % of companies
up to 500,000 28%
up to 1,500,000 14%
up to 3,000,000 18%
up to 6,000,000 14%
up to 12,000,000 10%
up to 50,000,000 6%
over 50,000,000 10%
The share of foreign sales in total sales % of companies
up to 10% 16.2%
10%-30% 35.5%
30%-50% 32.2%
over 50% 16.1%

Table 1 shows that as far as the structure of the companies involved in interna-
tionalization process is concerned, the not-so-experienced companies are domi-
nant. The largest number of companies was established in the period 1990-2000
(44.6%), the period after the breakup of Yugoslavia and large businesses. The disin-
tegration of Yugoslavia also brought about the reduction of domestic market. This
caused the closing of big companies, but also brought about the opportunities for
establishing a large number of small and medium-sized companies and at the same
time influenced these companies to seek their growth and development opportuni-
ties at foreign markets. Market economy was introduced in Serbia in 1990s, which
prompted start-up companies to become more competitive on both domestic and
international markets.

Based on the table given above it can be concluded that the majority of compa-
nies (84%) had total sales up to12 min., which according to the international stan-
dards means that the companies involved in this research conduct mainly small-scale
business operations. However, it should be noted that sales volume is not a factor that
limits internationalization of businesses.
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The share of foreign sales in total sales in the largest number of companies is
below 50%, while only in 16.1% of the companies this share ratio exceeds 50%.

Motives and reasons for internationalization. As mentioned earlier, there are
numerous reasons for expansion of the company's operations outside a domestic
market and this was tested and proved on the example of the surveyed compa-
nies.

Table 2. Reasons for internationalization processes of the companies

Reasons arithmetic standard K

mean* deviation ran

part of the company’s overall strategy 4.31 0.89 1

chance to make profit 4.30 0.87 2

competitive product 3.89 1.24 3

small domestic market 347 1.14 4

unutilized production capacities 3.00 1.32 5

government incentives (for example,

through export promotion agencies, 1.44 0.96 6

subsidies)

random event 1.41 0.99 7

Note: The scale starts with score =1 which means that a respondent completely disagrees to score, 5 means
that a respondent completely agrees with a statement.

* The higher the arithmetic mean, the more important the reason (or motive) for internationalization. The
smaller the standard deviation for some reason (or motive), the more balanced views of respondents regard-
ing the importance of the reasons for the internationalization process.

The results show that the main reasons for the decision of a company to go inter-
national are the general corporate strategy and a company's ability to make profit.
Surprisingly, the most important reason listed is the company's overall strategy, which
is somewhat peculiar because small domestic market and unused production capaci-
ties are rated as less important reasons. This may point to the fact that domestic com-
panies are getting ready for internationalization process before they fully exploit their
options at domestic market and even before domestic market becomes too small for
the placement of their products and services. Given the fact that a random event has
a very small impact, it can be concluded that the surveyed companies do not enter the
process of internationalization depending on the particular opportunity, but based on
their strategic goals of internationalization.

The problem is that the government incentives are in fact insufficient, therefore
a successful internationalization process of a company mainly depends on a compa-
ny's management and its capabilities.

Table 3. Motives for internationalization

Motives arithmetic mean standard deviation rank
enthusiasm of a manager 4.11 1.07 1
keeping up with competition 3.84 1.06 2
getting acquainted with
competition from abroad 372 124 3
random order 1.52 0.87 4

Note: The scale starts with score 1 which means that a respondent completely disagrees to score 5 which
means that a respondent completely agrees with a statement.
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By analyzing the results from the previous table we can conclude that the main
motives for internationalization are basically proactive and internal, since the sur-
veyed companies consider that the most important motive for internationalization is
a manager's enthusiasm, while external factors such as keeping up with competition
come second. However, the fact that keeping up with competition is also highly rated
is very encouraging because it indicates that local companies, despite many difficul-
ties at the domestic market, understand the importance of competition and are ready
to compete with it not only at domestic but also at foreign markets. This is supported
by the fact that external reactive motives such as random orders are almost insignifi-
cant for internationalization of the surveyed companies.

Table 4. Comparison of mean values between small, medium-sized and large
enterprises in terms of the reasons that triggered internationalization

Small Medium-sized o
Reasons enterprises and lar_ge t-value | significance
enterprises

small domestic market 311 373 -2.208 0.031*
chance to make profit 4.26 4.32 -0.294 0.769
part of the company’s overall strategy 4.41 4.24 0.727 0.470
competitive product 4.18 3.68 1.743 0.086
unutilized production capacities 3.26 281 1.350 0.182
random event 1.59 1.27 1.188 0.242
Government incentives (for example,

through export promotion agencies, 1.59 1.32 0.996 0.326
subsidies)

*p < 0.05 — statistically significant difference in the scores of the respondents

The only statistically significant difference in the respondents' scores from a
group of small companies, compared to the respondents from the group of medium-
sized and large enterprises, occurs with the factor of small domestic market. Small
domestic market stimulates medium-sized and large companies (the reason is more
important) to start internationalization to a greater extent than small companies. For
all other reasons, there are no statistically significant differences in scores between
two groups. For example, a factor "part of an overall company strategy" affected the
internalization of small companies to a greater extent (score 4.41) than the medium-
sized and large companies (score 4.24). However, this difference is not statistically
significant.

Table 5. Comparison of mean values between small and medium-sized and large
companies in terms of the motives for internationalization

Small Medium-sized
Motives enteIrI;?ﬂses and 1age t-value significance
enterprises

enthusiasm of a manager 4.04 4.16 -0.459 0.648
getting acquainted with 4.00 351 1.567 0.122
competition from abroad

keeping up with 407 3.68 1503 0.138
competition

random order 1.44 1,57 -0.554 0.581
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It can be concluded from the data given in the table above that as far as the
motives for internationalization are concerned, there are no statistically significant
changes in scores given by both groups of the companies.

Decision-making process in internationalization of companies. Deciding on how to
compete at international markets is in fact a question of drawing up the internation-
al marketing strategy. Therefore, the basic assumption for successful internationaliza-
tion of companies is an efficient planning system, which involves implementation of
appropriate procedures in decision-making processes.

Any involvement of companies in internationalization process requires proper
market research, because there is no successful internationalization without adequate
information. Certainly, collecting information from foreign markets is much harder
and requires more resources and time than when it comes to information on the local
market. However, great number of surveyed companies has not provided data at the
market research. Other surveyed companies claimed that they do not have exact data
on this matter, which indicates they do not invest larger sums of money to create data-
base, which would record and contain all the internationalization decisions. The
majority of companies that submitted the data on the amount of funds spent on mar-
ket research did not spend more than EUR 10,000.

Table 6. The structure of market research

The target Research was conducted Research was Combined
of the research by the company commissioned
internationalization 56.7% 16.7% 26.6%
opportunities
political environment 63.3% 23.3% 13.4%
laws and regulations 56.7% 23.3% 20%
competition 53.3% 16.7% 30%
distribution 54.8% 12.9% 32,3%
consumers/needs 58% 13% 19%
market segments 64.5% 19.4% 16.1%
marketing effects 53.3% 26.7% 20%

It can be concluded from the data Table 10 that the companies carried out the
most of the market research independently regarding all the elements of the
research. When we add the percentage of combined research, it can be seen that
the surveyed companies have commissioned only a small part of the research.
Bearing in mind that marketing research creates high costs, the majority of the
surveyed companies allocate small sums of money for this purpose (less than EUR
10,000).

Effects and problems of internationalization. One of the ways to demonstrate
the quality of decision-making process and the decisions made is to look at the
internalization results, i.e., whether the internationalization was successful or not.
Thus, if the internationalization was successful, the decisions taken were appro-
priate and vice versa. Since the subjects of the research are the companies, the
analysis was limited to the impact of internationalization on the business success.
The analysis of economic, social and political effects would require much larger
study.
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Table 7. Contribution of internationalization to the success
of a company, arithmetic mean

Contribution of Total Small Medium- | t-value | significance
internationalization sample | enterprises | sized and
large
enterprises
internationalization
contributed to the sales 442 437 4.46 -0.402 0.689
increase
internationalization
contributed to the growth of 3.56 3.67 349 0.684 0.497
net salaries

Note: The scale starts with score 1 which means that a respondent completely disagrees to score 5 which
means that a respondent completely agrees with a statement.

It can be concluded that the surveyed companies consider internationalization to
be successful given its contribution to the sales increase, since they considered this
factor as very important and assigned score higher than 4 to it. In addition, this eval-
uation indicates there is consent between two groups of companies since there are no
significant differences in their assessments. What is evident is the fact that interna-
tionalization contributed less to a growth of net salaries than to sales increase. It can
be concluded that the earnings from increased sales are primarily used to cover high
costs of internationalization or have been allocated to other purposes (product devel-
opment, new technologies etc.). Only a small percent of these earnings was allocated
to the increase of net salaries, which could at some point lead to dissatisfaction of
employees and their reduced motivation, and this in turn can affect business and
internationalization process.

Table 8. Problems in the internationalization process, arithmetic means

Problems Total Small Medium-sized t-value Significance
sample | enterprises and large
enterprises
distribution 2.19 2.11 2.24 -0.421 0.675
cooperation with
representatives 2.30 2.15 2.40 -0.799 0.427
branch offices abroad 248 2.52 2.46 0.152 0.880
joint ventures with
foreign business 2.33 2.37 2.30 0.195 0.846
partners
management capacity 2.33 2.48 221 0.796 0.430
patience 2.25 2.33 2.19 0.502 0.617
financial results 2.28 215 2.38 -0.832 0.409
financing 2.61 2.59 2.62 -0.086 0.931
market knowledge 2.47 2.26 2.62 -1.348 0.182
product development 2.08 1.96 2.16 -0.752 0.455
market data 2.70 2.67 273 -0.218 0.828
marketing 2.58 2.59 2.57 0.080 0.936
production 1.84 1.89 1.81 0.298 0.767
foreign governments 2.08 2.00 2.13 -0.475 0.636
culture 191 1.81 1.97 -0.553 0.582

Note: The scale starts with score 1 which means that a respondent completely disagrees to score 5 which
means that a respondent completely agrees with a statement.
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The most significant issues associated with internationalization of companies are
internal barriers to internationalization within a company, as well as external obsta-
cles that come from a market. In this case, some of major internal and external prob-
lems that companies face in the process of internationalization will be examined in
more detail.

The surveyed companies rated the problems indicated in the table above as gen-
erally of the same importance. However, considering the given scores, some of these
problems are considered as the critical issues. These are: market knowledge with the
average score of 2.70, financing issues with 2.61 and inadequate marketing activities
with 2.58. The curious fact is that among small, medium-sized and large companies
there are minor differences in assessing the significance of certain problems. It is par-
ticularly interesting that there is a very small difference in assessing the problem of
finances, which reflects the fact that in Serbia not only small, but also large companies
have problems to finance high costs of internationalization. This can be explained by
difficult economic situation in the country, many problems related to doing business at
the domestic market, lack of working capital and insufficient liquidity of a large num-
ber of companies. Production and culture are the least of the problems for the compa-
nies surveyed in this research, the first due to the insufficiently exploited opportunities
and capacities of the domestic market and the other because most of the companies
are doing business with ex-SFRY countries and Russia, thus the cultural differences
are very small. Of course, it should be noted that none of the problems received high
scores (on the scale from 1 to 5, the most important problems got 2.7, while majority
of other problems got score of less than 2.5), which indicates that the companies have
taken seriously the process of internationalization and are aware of all the difficulties
associated with the process of expanding business at foreign markets.

Table 9. Factors that influence the internationalization process, arithmetic means

Success factors Total Small Medium-sized t-value significance
sample enterprises and large
enterprises

distribution 417 4.07 4.24 -0.687 0.495
cooperation with 381 344 4.08 -1.683 0.099
representatives
joint ventures with
foreign business 277 270 2.81 -0.264 0.793
partners
management capacity 3.77 3.63 3.92 -0.912 0.367
patience 3.69 3.89 3.54 1.335 0.187
financing 398 4.00 3.97 0.109 0914
market knowledge 4.34 4.37 4.32 0.220 0.827
product development 4.19 4.33 4.08 1.173 0.245
market data 4.33 4.33 4.32 0.047 0.963
marketing 414 4.00 4.24 -0.951 0.347
production 4.03 4.15 3.95 0.698 0.488

Note: The scale starts with score 1 which means that a respondent completely disagrees to score 5 which
means that a respondent completely agrees with a statement.

The data in Table 9 indicate that the most important success factors are knowl-
edge of the market with an average score of 4.34 and market data (4.33), followed by
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the product development (4.19) and distribution (4.17). Although funding is rated as
one of the major problems, it is not considered as the most important factor for suc-
cess. The surveyed companies, being aware of the importance of market knowledge
and product development, consider that even with sufficient funding successful inter-
nationalization would not be possible without aforementioned factors. Furthermore,
the data given in the table indicate that joint ventures with foreign partners are con-
sidered as the least important for successful internationalization. This should not be
surprising given the fact that the majority of surveyed companies opted for export as a
form of internationalization, except for a few more experienced and larger companies
that have entered into joint ventures or direct investments. As well as in previous tables,
there are no statistically significant differences between small, medium-sized and large
enterprises referring to the estimation of certain success factors.

By applying factor analysis, the problems related to internationalization are
grouped in to certain groups, i.e. factors. SPSS formed 5 factors, each of these factors
includes several problems:

Factor 1: market knowledge, market data, marketing, foreign governments;

Factor 2: company's branch offices abroad, joint ventures with foreign partners,
cooperation with foreign partners, management capacity;

Factor 3: products and innovations: patience, product development, produc-
tion;

Factor 4: finances: financing, financial results;

Factor 5: distribution and culture: distribution, culture.

This conclusion is based on the factor loading values.

Table 10. Results of the factor analysis

Factor | Factor | Factor Factor Factor Com.
1 2 3 4 5

F1: Market
Market data 751 733
Market knowledge 741 674
Marketing 732 784
Foreign governments 602 .509 753
F2: Cooperation with foreign
business partners
Company’s branch offices abroad 873 707
Joint ventures with foreign a1 670
partners
Cooperation with representatives 762 761
Management capacity 573 .552 .646
F3: Production and innovation
Patience 767 780
Product development 751 .692
Production 481 664 698
F4: Finance
Financing 764 711
Financial results 417 677 699
F5: Distribution and culture
Distribution 822 638
Culture 625 658
% explained variances 16.987 | 16.747 | 16.231 11.131 9.594
Cronbach’s alpha 0.77 0.79 0.75 0.68 0.51
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Factor loadings smaller than 0.4 are eliminated from the analysis. The PCA
analysis was implemented to determine latent variables, i.e. factors that represent
problems in the process of internationalization. 5 factors were identified. Internal
consistency was acceptable (Cronbach's alpha values). Varimax rotation method was
applied, since it is a common procedure in the situations where it is necessary to
reduce a greater number of variables into a smaller number of factors.

Conclusion. The largest number of the surveyed companies opted for export as
internationalization strategy, since the majority of them are at the initial stages of
internationalization. Even more experienced companies, mainly due to the lack of
funding and insufficient government incentives, do not enter some more complex
forms of internationalization and only a small number of them opt for joint ventures
or foreign direct investment.

Despite the absence of more substantial government incentives, the companies
still succeed to carry out successful internationalization driven by applying evolution-
ary approach to internationalization, pragmatic implementation of the rules, proper
strategy and high enthusiasm of managers. Their internationalization is also driven by
profit opportunities and high enthusiasm of their managers. Thus, the companies
included in this analysis have generally successfully internationalized their business
operations.

Although formalized and centered at the top management levels, the appropri-
ate decision-making processes on entering the international market based on the ade-
quate market research and seen as a part of an overall company strategy contributed
to the success of internationalization.

The surveyed companies realize that a sufficient market knowledge and product
development make the key factors for success and bring about booming internation-
alization process and efficient business operations. Therefore, despite numerous
problems and difficulties companies still decide to expand their operations beyond
national borders.

Finally, one can conclude that there is no significant difference in international-
ization of small enterprises on one hand and medium-sized and large companies on
the other in terms of internationalization motives, as well as the process of deciding
on entering foreign markets. Moreover, all the investigated companies are facing the
same problems in the process of internationalization, therefore they pointed out to
the identical factors as crucial for successful operations across national borders.
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