ECOMNZTOR

Make Your Publications Visible.

A Service of

ﬂ I I I Leibniz-Informationszentrum
° Wirtschaft
o B Leibniz Information Centre
h for Economics

Crespo, Nuno; Simdes, Vitor Corado; Fontes, Margarida

Article

Competitive strategies and international new
ventures' performance: Exploring the moderating
effects of internationalization duration and

preparation
BRQ Business Research Quarterly

Provided in Cooperation with:

Asociacién Cientifica de Economia y Direccion de Empresas (ACEDE), Madrid

Suggested Citation: Crespo, Nuno; Simdes, Vitor Corado; Fontes, Margarida (2020) :
Competitive strategies and international new ventures' performance: Exploring the moderating
effects of internationalization duration and preparation, BRQ Business Research Quarterly,
ISSN 2340-9436, Sage Publishing, London, Vol. 23, Iss. 2, pp. 120-140,

https://doi.org/10.1177/2340944420916334

This Version is available at:
https://hdl.handle.net/10419/261876

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dirfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie durfen die Dokumente nicht fur 6ffentliche oder kommerzielle
Zwecke vervielfaltigen, 6ffentlich ausstellen, éffentlich zuganglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

.: a2\ https://creativecommons.org/licenses/by-nc-nd/4.0/

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your
personal and scholarly purposes.

You are not to copy documents for public or commercial
purposes, to exhibit the documents publicly, to make them
publicly available on the internet, or to distribute or otherwise
use the documents in public.

If the documents have been made available under an Open
Content Licence (especially Creative Commons Licences), you
may exercise further usage rights as specified in the indicated
licence.

Mitglied der

é@“";
Leibniz-Gemeinschaft


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1177/2340944420916334%0A
https://hdl.handle.net/10419/261876
https://creativecommons.org/licenses/by-nc-nd/4.0/
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

W) Check for updates

BUSINESS

RESEARCH
QUARTERLY

Article CEDE

Business Research Quarterly
2020, Vol. 23(2) 120-140

Competitive strategies and international © The Author(s) 2020

Article reuse guidelines:

new ventures’ performance: Exploring the  ssrocomiomaspermissons

DOI: 10.1177/2340944420916334

moderating effects of internationalization S OAGE
duration and preparation

Nuno Fernandes Crespo!', Vitor Corado Simdes'
and Margarida Fontes?

Abstract

The purpose of this article is twofold: to bring back to discussion the importance of strategy as a key element for
international new ventures (INVs) to achieve higher international performance and to assess the relevance of contingency
perspective, particularly two organizational contingency factors (internationalization duration and internationalization
preparation), in moderating the strategy—performance relationship. The framework developed addresses the effects
of four competitive strategies (cost leadership and innovation-based, marketing-based, and quality- and service-based
differentiation) as determinants of INVs’ international performance. In addition, internationalization duration and
internationalization preparation are included as moderators of these relationships. The hypotheses were tested using a
sample of 319 INVs. The findings show that marketing and quality and service differentiation strategies are associated
with higher INVs’ international performance and that internationalization duration and internationalization preparation
play relevant moderating effects.
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Introduction will stick to the INV label. An INV is defined as “a busi-
ness organization that, from inception, seeks to derive sig-
nificant competitive advantage from the use of resources
and the sale of outputs in multiple countries” (Oviatt &
McDougall, 1994: 49). More specifically, the operational

Since the early 1990s, academics and practitioners have
witnessed the expansion of firms considered as outliers in
the context of the traditional internationalization process
view (Johanson & Vahlne, 1977; Johanson & Wiedersheim-
Paul, 1975). Such firms were found to start their interna-
tionalization process since or soon after their foundation 'CSG/APVANCE, Lisbon School of Economics & Management (ISEG),
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definition followed here corresponds to new ventures that
get a substantial amount of sales coming from foreign
countries (at least 25%) within 6years after foundation
(Oviatt & Mcdougall, 1997).

This new phenomenon led to the emergence of a new
research field, International Entrepreneurship (IE), com-
bining both international business and entrepreneurship
literatures (e.g., Knight, 2001; McDougall & Oviatt, 2000;
Oviatt & McDougall, 2005). Such field was defined as
“the discovery, enactment, evaluation, and exploitation of
opportunities—across national borders—to create future
goods and services” (Oviatt & McDougall, 2005: 540).
Our research falls within the purview of entrepreneurial
internationalization, the first IE stream identified by Jones
et al. (2011). The focus is put on the link between strategy
and international performance in INVs.

In fact, although strategy was envisaged as a fundamen-
tal issue in the early IE literature, it was somehow over-
looked more recently, becoming an under-studied subject.
Several authors (e.g., Rialp et al., 2005; Rialp-Criado
et al., 2010) have stressed the need for a deeper analysis of
the role played by strategy in INVs internationalization
processes. Similarly, the reviews undertaken by Keupp
and Gassmann (2009) and Jones et al. (2011) converge in
showing that competitive strategy should be granted more
attention in IE literature. Coviello (2015) also argues that
further work is required to disentangle INVs’ strategic
intent from other types of actions that are interpreted as
firm’s strategy.

In addition, by drawing from the contingency perspec-
tive (Reid, 1983; Turnbull, 1987), this research also
addresses the influence of two organizational contin-
gency factors (internationalization duration and interna-
tionalization preparation), as moderating the relationships
between INVs’ competitive strategies and their interna-
tional performance.

As for INVS’ internationalization duration, most litera-
ture focus on the very early phases of internationalization,
overlooking what happens later (Jones et al., 2011; Zettinig
& Benson-Rea, 2008). Although it is clear that during the
internationalization process INVs evolve in terms of
resources, activities, processes, and performance (Crespo
et al., 2015; Jones & Coviello, 2005), there are few studies
comparing INVs in recent-entry and post-entry interna-
tionalization phases (Gerschewski et al., 2018; Ibeh et al.,
2018; Jones et al., 2011; Khan & Lew, 2018; Morgan-
Thomas & Jones, 2009; Sleuwaegen & Onkelinx, 2014).
The way competitive strategies lead to higher perfor-
mances depends on the preparation activities carried out
by INVs (Li et al., 2004; M. M. Miller, 1993). This organi-
zational characteristic has been analyzed only as a deter-
minant of strategy and international performance (Knight,
2001) or as a tool for INVs to implement their strategy to
achieve higher international performance (Knight, 2000).
However, since internationalization preparation requires

specific investments and resources, it can be analyzed as
an organizational contingency factor enabling a better fit
between strategy and resources to achieve international
performance.

Therefore, this article is intended to contribute to
address these shortcomings. More specifically, it has two
objectives: (1) to advance the debate about the importance
of different competitive generic strategies for INVs to
achieve superior international performance and (2) to
assess the relevance of the contingency perspective in
shaping this strategy—performance relationship, namely by
examining the relevance of two organizational contin-
gency factors (internationalization duration and interna-
tionalization preparation).

The present research makes four main contributions to
the IE field and specifically to extant knowledge about
strategy—international performance links in INVs. First, by
including simultaneously cost leadership and three types
of differentiation strategy (innovation-, marketing- and
quality- and service-based), as determinants of INVs’
international performance, it enables to identify the influ-
ence of such strategies on INVs’ performance. More spe-
cifically, marketing differentiation and quality & service
differentiation emerge as those strategies which lead INVs
to reach superior international performance.

Second, internationalization duration is analyzed as an
organizational contingency factor that impinges upon the
strategy—performance relationship. By implementing a
multi-group moderation analysis, the competitive strate-
gies that lead recent-entry versus post-entry INVs to
achieve higher international performance are compared.
The findings provide an empirical foundation to provide
INVs’ founders and managers with recommendations
regarding the strategic approaches most likely to lead to
better international performance in different life cycle
phases.

Third, it was found that internationalization preparation
is an additional organizational contingency factor affect-
ing the relationship between competitive strategies and
international performance. Again, the recourse to a multi-
group moderation analysis technique enabled to identify
how internationalization preparation affects the competi-
tive strategies—international performance link. The results
provide empirical support for INVs’ managers to under-
stand the relevance of internationalization preparation
activities to align strategy with resources and knowledge
to achieve higher performance in international markets.

Fourth, the proposed framework is tested using a sam-
ple of 319 INVs from Portugal. This European Union
member is a small-size country with a limited domestic
market for most types of goods and services, which leads
many firms to internationalize. Particularly relevant is the
fact that the field research was carried out during the major
financial and economic crisis that forced Portugal to
request for an International Monetary Fund assistance
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program between April of 2011 and May of 2014. Since
the research about the internationalization of Portuguese
small- and medium-sized enterprises (SMEs), and particu-
larly about Portuguese INVs, is scarce, this study also con-
tributes with additional knowledge about INVs’ behavior
in Portugal.

The article is structured as follows. After this introduc-
tory section, an overview of the literature is provided in
section “Theoretical background and conceptual frame-
work,” along with the presentation of the research frame-
work and hypotheses development. In section “Research
method,” the methodology used in the empirical research
is set forth. Thereafter, the results of the empirical analysis
are presented. In sections “Discussion” and “Conclusion,”
a brief discussion of the main issues raised by our findings
and the key conclusions and managerial implications are
offered.

Theoretical background and
conceptual framework

Relationships between strategy and
international performance

Strategy-making as a firm-level process encompasses a
range of activities undertaken to design and implement the
firm’s strategic mission and goals. These activities include
analysis, planning, decision-making, and management and
are imbued with the organization’s culture and shared
value system (Bartlett & Ghoshal, 1998; D. Miller &
Friesen, 1978, 1983; Porter, 1980). According to the
resource-based view (RBV), a firm’s competitive strategy
is contingent on its resources and capabilities, which in
turn impinge upon its performance (Grant, 1991; Mahoney
& Pandian, 1992).

From the beginning, IE literature has been concerned
with strategy issues. Strategy considerations were used to
contrast between INVs and domestic new ventures (DNVs;
McDougall, 1989; McDougall et al., 2003). McDougall
(1989) suggested that INVs pursue more aggressive mar-
keting- and distribution-based entry strategies, whereas
DNVs, defined as the new ventures with operations in the
domestic market only, are more likely to follow product
expansion and customer specialization strategies.
McDougall et al. (2003) found that INVs compete on the
basis of differentiation strategies, putting a stronger
emphasis on product innovation, quality, strategy, and
marketing differentiation strategies.

Some authors suggested that the sheer existence of a
competitive strategy (e.g., Julien & Ramangalahy, 2003;
Knight, 2001; Martin et al., 2017) is relevant to achieve
higher international performance, while others have under-
lined the need to follow a particular strategy such as niche
strategy (e.g., Coviello, 2015; Knight & Cavusgil, 2005).
However, research comparing the effects of different

strategies on INVS’ international performance is in short
supply, in spite of few exceptions (e.g., Falahat & Migin,
2017; Knight & Cavusgil, 2004).

Contingency perspective

Overview of the theory. In addition to this lack of studies
focusing on the relationship between strategy and interna-
tional performance, there is no consensus on the type of
strategy that is more suited for INV to achieve higher
international performance (Rialp et al., 2005). Some
authors argue that central to this assortment of strategic
determinants of performance is the contingency nature of
international performance (Cavusgil & Zou, 1994; Crick
& Spence, 2005; Dimitratos et al., 2004; Lado et al., 2004;
Robertson & Chetty, 2000; Rundh, 2015). According to
the contingency perspective, international performance or
success depends on the context in which the firms are
operating, and no single strategy is suitable for all situa-
tions (Robertson & Chetty, 2000; Rundh, 2015). Success,
or high performance, can be achieved following more than
one way, and therefore, the selection of the strategy
depends on circumstances (Ruekert et al., 1985). Conse-
quently, the best approach to follow is contingent on a
diversity of relevant environmental and internal factors
(Rundh, 2015).

In the general management field, this perspective is
rooted in Lawrence and Lorsch’s (1967) work, while in
international business relevant pioneering contributions
have been made by Reid (1983), who proposed a contin-
gency view of internationalization, and Turnbull’s (1987)
criticism to the Uppsala model. Turnbull (1987) argues
that the firm’s internationalization process is influenced by
its operating environment, industry structure, or its own
marketing strategy, with the objective of achieving supe-
rior performance. Some research on SMEs or specifically
on INVs’ internationalization process (Dess et al., 1997;
Dimitratos et al., 2004; Ibeh, 2003; Jones, 1999; Roberts,
1999) has also espoused a contingency perspective, sug-
gesting that the firm’s internationalization process depends
on several moderating, contextual factors.

Nevertheless, most empirical research drawing from a
contingency perspective focuses on firm’s adaptation to
specific characteristics of domestic or international mar-
kets environment (Ju et al., 2018; Rasheed, 2005; Roth &
Morrison, 1992); relevant factors include heterogeneity,
dynamism, uncertainty, risk or competitive intensity, or
some particular characteristics of the industry (Bell, 1995;
Boter & Holmquist, 1996; Martin & Javalgi, 2016;
Robinson & Mcdougall, 2001). For instance, Boter and
Holmquist (1996) suggest that small firms operating in
high-tech sectors tend to follow a rapid internationaliza-
tion process, such as the one exhibited by INVs. Martin
and Javalgi (2016) emphasize the role of competition
intensity as contingency effect on the relationship between
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Figure 1. Initial conceptual framework.

entrepreneurial orientation and INVs performance. Other
authors (Dimitratos et al., 2004; Rasheed, 2005) find
empirical evidence for the role played by domestic and
international markets characteristics in moderating the
relationship between entrepreneurship or international
entry modes and international performance.

Following the arguments of several authors (e.g., Fuchs
& Kostner, 2016; Hultman et al., 2009; Zeriti et al., 2014),
this study adopts the contingency perspective to address
how the competitive strategies—international performance
link may be influenced by organizational contingency fac-
tors, specifically in the case of INVs.

Organizational aspects as contingency factors. The relevance
of external characteristics as contingency factors affecting
the fit between strategy and international performance is
well documented (e.g., Cavusgil & Zou, 1994; Dess et al.,
1997; Dimitratos et al., 2004). Therefore, this research
focuses particularly on internal contingency factors,
namely two organizational factors that, to the best of our
knowledge, have never been analyzed as moderators of the
relationship between competitive strategies and interna-
tional performance in the case of INVs. The relevance of
organizational aspects as contingency factors that affect
performance has been previously highlighted by the litera-
ture. Lumpkin and Dess (1996) expanded the contingency
factors that may help to explain how entrepreneurial firms
succeed, namely by including other organizational factors
such as firm size, structure, strategy, strategy-making pro-
cess, firms resources, culture, and top management team
characteristics. Specific organizational contingency fac-
tors affecting international performance were addressed by
empirical research (Jantunen et al., 2008; Khavul et al.,
2010; Lu & Beamish, 2006; Martin et al., 2017; Rhee &
Cheng, 2002). For instance, Lu and Beamish (2006) find
that SME’s age at the time of internationalization through

foreign direct investment (FDI) moderates the relationship
between FDI strategy and performance. Jantunen et al.
(2008) conclude that international growth strategy moder-
ates the relationship between several strategic orientations
(entreprencurial orientation, learning orientation, and
international growth orientation) and international perfor-
mance, while Khavul et al. (2010) highlight the relevance
of organizational entrainment, that is, the fit between the
INVs and their most important international customers, for
the positive relationship between internationalization and
performance. Martin et al. (2017) also identify ambidex-
trous innovation (both incremental and radical) as a con-
tingency factor affecting the relationship between
marketing capabilities, on one hand, and competitive strat-
egy and positional advantage, on the other hand.

Taking the line of reasoning presented above, the current
research investigates the role played by two organizational
contingency factors—internationalization duration (recent
entry vs post entry) and internationalization preparation
(high vs low)—as moderators of the relationship between
INVs’ competitive strategies and international perfor-
mance. Figure 1 presents the initial conceptual model sup-
porting our research. It is hypothesized that several generic
competitive strategies influence international performance
(as direct effects), but these relationships are affected by the
two internal contingency factors mentioned above.

Competitive strategies

Porter’s (1980) typology specifies three competitive strat-
egies: differentiation, cost leadership, and focus. Firms
that implement a differentiation strategy emphasize the
uniqueness of specific dimensions supposedly valued by
the buyers, such as quality, design, marketing, service, or
innovation. When a firm pursues a cost leadership strategy,
the goal is to present the lowest price in the industry,
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exploring factors such as economies of scale or value chain
management. Finally, by following a focus strategy, the
firm purportedly adapts to meet the specific needs of a par-
ticular industry segment, following a differentiation or
cost leadership pattern applied to such segment.

Strategic decisions were found to have a positive and
significant influence on SME performance (Bloodgood
et al., 1996; Julien & Ramangalahy, 2003; Knight, 2000,
2001; Martin et al., 2017) as well as on INVs’ survival
(Khan & Lew, 2018; Mudambi & Zahra, 2007). Also,
drawing from Porter (1980), Namiki (1988) goes further
suggesting that exporting SMEs generally select one of the
four main strategies: marketing differentiation, segmenta-
tion differentiation, innovation differentiation, and prod-
uct-oriented service (customer service and high-quality
products). He found that those firms which follow seg-
mentation differentiation and innovation differentiation
strategies achieve higher performances, measured through
export growth and profitability (Namiki, 1988).

In a literature survey carried out by Rialp et al. (2005),
several strategic factors were identified as facilitators of
the early internationalization phenomenon; these include
the following: flexibility to adapt to rapidly changing
external decisions, product differentiation, technological
innovativeness, quality leadership, and niche focus. In the
case of firms’ innovativeness, there is some evidence con-
firming its positive effects on firm performance (Cillo
et al., 2010; Hult et al., 2004; Kropp et al., 2006; Salomo
et al., 2008). Similarly, innovative firms can be more inter-
nationalized or exhibit higher export intensity (Podmetina
et al., 2009). Knight and Cavusgil (2004) also found that
international performance of BGs was a function of prod-
uct development, quality focus, global technological com-
petence, and leveraging foreign distributor competences.
Knight (2000) concluded that marketing leadership is pos-
itively related to firm performance through the mediation
of globalization response.

It emerges from the above review that available empiri-
cal evidence suggests that differentiation strategies lead
INVs to achieve higher performances, irrespectively of the
specific type of strategy espoused. Therefore, the follow-
ing is proposed:

Hypothesis 1 (H1): A firm’s innovation differentiation
strategy is positively associated with its international
performance.

Hypothesis 2 (H2): A firm’s marketing differentiation
strategy is positively associated with its international
performance.

Hypothesis 3 (H3): A firm’s quality and service differ-
entiation strategy is positively associated with its inter-
national performance.

It is often argued that entrepreneurial activities are not
likely to be associated with cost leadership strategies,

since these usually require a high volume of activity for
success. However, empirical evidence is not crystal clear
on this regard. Dess et al. (1997) hypothesized that entre-
prencurial firms that follow cost leadership strategies will
have lower performance than those espousing differentia-
tion strategies. The results contradicted their expectations:
firms that implement a cost leadership strategy achieved
higher performances than those following a differentiation
strategy. Other studies on INVs (Beal & Yasai-Ardekani,
2000; Falahat & Migin, 2017; Hughes et al., 2010) con-
clude that both cost leadership and differentiation-based
strategies are positively related to superior performance.
Hughes et al. (2010), for instance, found that when high-
technology INVs adopt a marketing differentiation strat-
egy or a cost leadership strategy, they positively influence
the achievement of marketing and cost leadership posi-
tional advantages, respectively, which in turn has a favora-
ble influence on the venture’s export performance. In
contrast, it is possible to argue that INVs may be at disad-
vantage in following a cost leadership strategy, namely
due to their lack of resources to appropriately manage their
value chains, to explore their upstream and downstream
linkages, and to explore economies of scale to reduce costs
(Amorbs et al., 2016; Roth & Morrison, 1992). Therefore,
INVs following a cost leadership strategy are likely to be
less profitable (Knight, 2015; Knight & Cavusgil, 2005).
While recognizing that the literature is not convergent, the
following hypothesis is advanced:

Hypothesis 4 (H4): A firm’s cost leadership strat-
egy is positively associated with its international
performance.

Moderating effects of contingency factors

Internationalization duration. There is evidence indicating
that INVs fine-tune their strategies as the internationaliza-
tion process unfolds (e.g., Hallback & Gabrielsson, 2013;
Spence & Crick, 2009), for instance, by using the experi-
ential knowledge obtained during the internationalization
process itself (Jones & Coviello, 2005; Spence & Crick,
2009). The very foundations of competitive advantage
may change too, initial bases being replaced by other stem-
ming from international business knowledge and improved
organizational routines (Autio et al., 2000; Gerschewski
et al., 2018; Ibeh et al., 2018; Jones & Coviello, 2005;
Zhou & Wu, 2014).

Earlier literature has discussed the relationship between
distinct types of strategy and INVs’ performance (e.g.,
Bloodgood et al., 1996; Knight, 2000, 2001; Namiki, 1988).
The critical question remains as to whether the strategies
leading to superior international performance keep
unchanged as new ventures progress in internationalization
processes, and therefore, whether internationalization expe-
rience works as an organizational contingency factor mod-
erating the strategy—performance linkage (Ibeh et al., 2018).
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Extant research on the analysis of change in strategic deci-
sions and issues along INVs’ internationalization process is
limited (Gerschewski et al., 2018; Ibeh et al., 2018). In a
seminal longitudinal study, McDougall and Oviatt (1996)
report that the new ventures which have increased their
internationalization during a 2-year period show significant
positive relationships between strategy change and venture
performance. But this study did not identify the specific sort
of changes operated in strategy. As the new venture grows
and internationalizes, the key issues may change from
opportunity discovery and product delivery to efficiency
and rationalization (Churchill & Lewis, 1983; Zhou & Wu,
2014). Therefore, to keep high international performance,
INVs may need to change their strategies.

There is a stream of literature arguing that differentia-
tion strategies are more suited for the initial phases of
internationalization process (e.g., Namiki, 1988; Rialp
et al., 2005), namely those differentiation strategies based
on innovation and marketing (Hallbdck & Gabrielsson,
2013). Conversely, in later phases of internationalization,
when INVs become more mature, they start to explore
economies of scale and may be more likely to emphasize
low cost, due to the evolution of their industry life cycle
with increasing cost-based competition (McDougall et al.,
2003). The international experience acquired by the found-
ers or managers during the internationalization process
may allow them to learn about foreign markets and the
way of doing business there, enabling the realignment of
strategy to improve INVs’ performance (Garcia-Canal
et al., 2018; Gerschewski et al., 2018; Khan & Lew, 2018).

Therefore, it seems that the internationalization dura-
tion impinges upon the way INVs select strategy to achieve
higher international performance. Taking this line of argu-
ment, the following hypotheses are presented:

Hypothesis 5a (HS5a): Internationalization duration
moderates the relationship between innovation differ-
entiation strategy and international performance in such
a way that it will be stronger in the recent-entry than in
the post-entry phase.

Hypothesis 5b (H5b): Internationalization duration
moderates the relationship between marketing differen-
tiation strategy and international performance in such a
way that it will be stronger in the recent-entry than in
the post-entry phase.

Hypothesis 5c¢ (H5c): Internationalization duration
moderates the relationship between quality and service
differentiation strategy and international performance
in such a way that it will be stronger in the recent-entry
than in the post-entry phase.

Hypothesis 5d (HS5d): Internationalization duration
moderates the relationship between cost leadership
strategy and international performance in such a way

that it will be weaker in the recent-entry than in the
post-entry phase.

Internationalization preparation. Internationalization prepa-
ration involves a set of “preparatory activities such as the
conducting of market research, the commitment of
resources to international marketing operations and the
adaptation of products to suit [foreign] conditions”
(Knight, 2001: 161). This kind of activities is particularly
important for INVs when compared to domestic busi-
nesses, since the conditions of international markets are
distinct and much more complex than those faced in the
domestic market (Bloodgood et al., 1996; Knight, 2000).
There is a stream of research supporting the positive effect
of preparing internationalization moves (Ibeh, 2003;
Knight, 2000, 2001). Cavusgil and Zou (1994) found that
ventures that plan their export activities are more commit-
ted to international ventures, allocate more resources to
these ventures, and therefore can achieve higher export
intensity levels. Knight (2000, 2001) also found that the
preparation of internationalization has a significant posi-
tive influence on international performance. International
market search, namely through systematic exploration of
export possibilities and frequent visits to foreign markets,
is shown to influence export success (Moini, 1995).

The interaction between competitive strategy and such
preparatory activities is likely to foster the achievement of
higher international performance, since the success in
implementing a specific strategy is contingent on a skillful
preparation to enable timely mobilization of INVs capa-
bilities, resources, and knowledge (Knight, 2001; Li et al.,
2004). According to the RBV, firm strategy is determined
by its resources and competencies. The decision regarding
a firm’s strategy is based on its specific set of tangible and
intangible assets (Barney, 1991; Wernerfelt, 1984). Hence,
firms with abundant resources, as well as capabilities and
knowledge (for instance obtained through internationali-
zation preparation activities), can increase the chances of
survival and growth, since these resources can support
their competitive advantages (Wu et al., 2008). Since inter-
national preparation activities require investments as well
as the commitment and adaptation of firms’ resources,
they are easier to perform when firms have superior
resource endowments. According to the previous argu-
ments, it may be proposed that:

Hypothesis 6a (H6a): Internationalization preparation
moderates the relationship between innovation differ-
entiation strategy and international performance in such
a way that it will be stronger when internationalization
preparation is high than when it is low.

Hypothesis 6b (H6b): Internationalization preparation
moderates the relationship between marketing differen-
tiation strategy and international performance in such a
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way that it will be stronger when internationalization
preparation is high than when it is low.

Hypothesis 6¢ (H6c): Internationalization preparation
moderates the relationship between quality and service
differentiation strategy and international performance
in such a way that it will be stronger when internation-
alization preparation is high than when it is low.

Hypothesis 6d (H6d): Internationalization preparation
moderates the relationship between cost leadership
strategy and international performance in such a way
that it will be stronger when internationalization prepa-
ration is high than when it is low.

The model encompassing the six hypotheses developed
above is presented in Figure 2.

Research method

Sample and data collection

The empirical data were collected through an online
structured questionnaire, using the key-informant tech-
nique. The initial population consisted of a multi-indus-
try set of nationwide Portuguese new ventures established
between 2000 and 2009, still active in 2009, and employ-
ing more than five people. At the date of extraction (late
June 2011), these were the most recent data included in
the database, since it originates from the mandatory data
that have to be provided by companies until the end of

third quarter of the year, regarding the previous year.
Following the suggestion of Zhou et al. (2007), the mini-
mum weight of foreign sales was defined as 10%. The
contacts were obtained through elnforma D&B (Dun &
Bradstreet) database, which includes the main financial
data from Portuguese firms, as well as firm demograph-
ics and contact details. Micro enterprises (with less than
five employees) were excluded to distinguish businesses
from liberal professionals. The decision to consider a
10-year span in the year of foundation of new ventures
included in the population was intended to encompass
ventures at different stages of the life cycle. The firms
were initially contacted by phone to explain the purpose
of the study, identify the key-respondent, and get a direct
e-mail to send the invitation. A total of 1993 firms were
found to be eligible. The questionnaire was pretested
with a dozen firms’ sample, and data collection was car-
ried out between November 2011 and February 2012. A
total of 416 usable responses were received, a response
rate of about 21%. This was in line with or even higher
than the results of other studies in this field (e.g.
Gerschewski et al., 2018; Knight & Cavusgil, 2004;
Mcdougall, 1989; Sapienza et al., 2005). Following
INVs operational definition presented above, based on
Oviatt and McDougall (1997) and commonly used in the
literature (e.g. Gerschewski et al., 2018; Jones et al.,
2011; Knight & Cavusgil, 1996; Kuivalainen et al.,
2007; Monferrer et al., 2015; Oviatt & McDougall,
1997), the sample used was reduced to 319. The majority
of respondents were the founders, owners, or chief
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executive officers (CEOs; 71.5%), followed by other
senior management positions such as sales managers,
international managers, export managers, or financial
managers (16.3%). To assess informants’ quality, we fol-
lowed Atuahene-Gima (2005) procedure and respond-
ents were asked to indicate on a 7-point scale (1=very
limited; 7=very substantial) their degree of knowledge
about the issues addressed in the questionnaire. The
mean for the degree of knowledge was 5.59 (SD=1.09).
This suggests that respondents had enough knowledge
about the issues addressed in this research.

Regarding the main characteristics of the respondent
firms, the final sample exhibits a mean of 24.7 full-time
employees (SD=34.9) and an average turnover of €2.98
million (SD=9.34 million; median turnover of €1.12 mil-
lion only). The average weight of exports in total turnover
is 55.9% (SD=29.1%). The largest industry segments are
manufacturing industries (46% of the sample), services
(25%), commerce (17%), and construction (11%). The
sample includes firms with a mean of 6.6years
(SD=2.7 years), that in average took 1.4 years (SD=2.0) to
begin the internationalization process, and have an interna-
tional experience of 5.2 years (SD=2.6).

To perform the multi-group moderating analysis, the
INVs were grouped according to their internationalization
duration or to their level of internationalization preparation.
As regards internationalization duration, firms that start
their internationalization process within 4 years were cate-
gorized as recent-entry INVs (n=145), while firms that
start that process after 5 years were classified as post-entry
INVs (n=174). This criterion takes into consideration the
operationalization of post-entry performance of INV imple-
mented by Gerschewski et al. (2018). For internationaliza-
tion preparation, the distribution of the respondents for a
composite score calculated as an average of their items was
used to split firms in a low internationalization preparation
group (n=120) and a high internationalization preparation
group (n=199) taking the mean as the break-point.

Measures

In this study, all the constructs used are multi-item scales
based on validated instruments from the literature, based
on seven-point Likert-type scale survey items, usually
ranging from “l1=strongly disagree” to “7=strongly
agree.” For all the variables included in the model, the unit
of analysis was the firm. Table 3 provides information
regarding the measurement items and their reliability and
validity assessment.

The measurement of competitive strategies was per-
formed using a group of 23 items adapted from Beal
(2000). This resulted from a combination of two elements:
(1) a set of 12 items which have been used by several
authors (e.g., Dess & Davis, 1984; D. Miller, 1988) to
operationalize Porter’s (1980) competitive generic strate-
gies and (2) a set of 11 items designed to express the

multiple orientations of differentiation-based strategies, as
suggested by D. Miller (1988) and Mintzberg (1988).
Afterwards, an exploratory factor analysis was performed
to identify specific competitive strategies.

As for the outcome variable, international perfor-
mance, it was measured as a subjective variable, adapted
from Jantunen et al. (2008). It evaluates respondents’ satis-
faction with six aspects of their companies’ international
activities during the preceding 3 years. The decision to use
a subjective measure of performance was based on three
main considerations. First, the fact that entrepreneurs and
managers have been very unfavorable to disclose objective
financial or performance data to researchers (Francis &
Collins-Dodd, 2000). Second, the view that the subjective
perception of firm’s performance in international markets
is more suitable than objective measures (Andersen &
Skaates, 2002; Madsen, 1989). Third, there is evidence of
high positive correlation between objective and subjective
measures of performance (e.g., Shoham, 1998; Stam &
Elfring, 2008; Gerschewski & Xiao, 2015). Our approach
is in line with other research in the field, namely Jantunen
et al. (2005, 2008), Brouthers et al. (2015), Gerschewski
et al. (2015), and Thanos et al. (2017).

Internationalization preparation construct was meas-
ured through a 3-item scale developed by Knight (2001),
which assesses the conscious activities regarding the inter-
nationalization decision.

Three control variables were included in this study:
firm size, industry, and degree of internationalization.
Firm size was measured by the number of employees.
Regarding industry, drawing from the original D&B data-
base, manufacturing firms were coded as “1” and firms
from other industries (including services for families and
for businesses, construction, and commerce) were coded
“0.” Finally, firm’s degree of internationalization was
operationalized as the percentage of firm’s exports in the
total turnover (Fernandez-Olmos et al., 2016).

Nonresponse and common-method bias

To test for nonresponse bias, the responses of early and
late respondents (first 75%/last 25% of returned question-
naires) were compared for all constructs included in the
theoretical model and for several firm characteristics,
namely number of employees, industry, age of the firm,
degree of internationalization, and age when internation-
alization started (Armstrong & Overton, 1977). In addi-
tion, respondents and nonrespondents were compared
using secondary data such as number of employees, indus-
try, age of the firm, and degree of internationalization. In
both procedures, no significant differences were found
between the two groups. Therefore, nonresponse bias was
not a problem (Armstrong & Overton, 1977).

Since data were collected from a single informant of
each firm using a cross-sectional survey, common-method
bias is a concern (Podsakoff & Organ, 1986). For
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this reason, when developing the questionnaire, several
procedures were followed to limit the potential for com-
mon-method bias (Podsakoff et al., 2003; Podsakoff &
Organ, 1986). For instance, in both the invitation mail and
the introductory page of the questionnaire, respondents
were informed about the use of procedures to ensure the
anonymity of respondents and the confidentiality of the
information provided. In addition, the respondents were not
aware of conceptual model, the sequence of questions was
randomized throughout the questionnaire, and construct
items were organized in sections and not in variables. In
addition, respondents were stimulated to respond as sin-
cerely as possible, underlining that there were no right or
wrong answers (Podsakoff et al., 2003; Podsakoff & Organ,
1986). Finally, the description of the scales included not
only the extreme values (“1”” and “7”) but also the midpoint
(“4”), which can reduce common-method bias (Podsakoff
et al., 2003; Podsakoff & Organ, 1986; Spector, 1987). Two
ex-post checks were also performed. First, Harman’s one-
factor test was implemented (Malhotra et al., 2006;
Podsakoff et al., 2003), including all the study variables
into an exploratory factor analysis. This procedure resulted
in seven factors with eigenvalues above 1 (accounting for a
total variance explained of 64.1%), the first factor account-
ing for 26.15% of the total variance only. Second, the
marker variable test was also performed (Lindell &
Whitney, 2001; Malhotra et al., 2006). The questionnaire
included a question about the influence of the economic
crisis on the answers, which is a variable theoretically not
linked to the variables included in the study. The average
correlation of this variable with the variables included in
the framework was .075. Taking this marker variable,
namely the second smallest correlation between this varia-
ble and the study main variables (r,,=.04), the common-
method bias-adjusted matrix of correlations was computed
by using the equation: r,=(r,—r,)/(1 —r,,), where r, is the
original correlation value, rM is the correlation of the
marker variable, and r, is the adjusted correlation. The
comparison between original and adjusted matrices
revealed that there are no relevant differences (Ar=.021),
since the pattern of correlations (significant and nonsignifi-
cant) remain similar (Lindell & Whitney, 2001; Malhotra
et al., 2006). These results indicate that the relationships
among the variables were not caused by common-method
variance (Podsakoff & Organ, 1986).

Validity and reliability of scales

Before assessing the validity and reliability of constructs,
competitive strategy constructs need to be developed,
since several items regarding competitive methods are
contradictory and cannot be included in a single multi-item
construct.

Following the procedure of Beal (2000), an exploratory
factor analysis was carried out with varimax rotation on

the 23 items initially used to specify the competitive
generic strategies, to identify the competitive strategies’
dimensions. This analysis resulted in a four-factor solution
accounting for 68.7% of the variance. This value is higher
than the reference value of 60.0% (Hair et al., 2009). The
results of Bartlett’s test of sphericity (p=.000) and the
Keiser—-Meyer—Olkin measure of sampling adequacy
(KMO=.87) were strong and significant, thus suggesting
that factor analysis is adequate for these data (see Table 1).
Bearing in mind both the original study of this scale (Beal,
2000), and the meaning of the items included in each fac-
tor, a name was assigned to each factor. Factor 3 was
labeled as “cost leadership” and was the only factor that
presented the same five items as Beal’s (2000) original
study. The other three factors were named with three dis-
tinct differentiation strategies: factor 1 was labeled “qual-
ity & service differentiation” (since it includes items that
were originally allocated to two distinct dimensions, qual-
ity differentiation, and service differentiation (Beal, 2000),
factor 2, “marketing differentiation,” and factor 4, “inno-
vation differentiation.”

After this preliminary procedure for competitive strate-
gies, a confirmatory factor analysis (CFA), using maximum
likelihood estimate, was performed to assess the unidimen-
sionality, validity, and reliability of each latent variable
(Bagozzi & Yi, 2012). The AMOS 22 software was used.
Scales were purified through an interactive process, and
some items were dropped. All the items included in the
constructs exhibit loadings above the .60 cutoff (Bagozzi &
Yi, 1988, 2012), which provides evidence of unidimension-
ality and convergent validity (Hair et al., 2009). All the
constructs exhibited good Cronbach’s alphas (o) and com-
posite reliabilities (CR) levels (see Table 3): innovation dif-
ferentiation (a.=.80/CR=.81), marketing differentiation
(a=.85/CR=.85), quality and service differentiation
(a=.87/CR=.86), cost leadership (o.=.88/CR=.86), inter-
nationalization preparation (o.=.76/CR=.81), and interna-
tional performance (o.=.88/CR=.87). Furthermore, all the
constructs meet of discriminant validity tests (Fornell &
Larcker, 1981), since all the constructs included in the con-
ceptual framework showed values for average variance
extracted (AVE) above the .50 threshold, and the square
root of AVE from each construct was higher than the values
of correlations estimate (7%) between all the pairs of con-
structs included in the model (see Table 2).

To check for possible collinearity problems among the
variables, variance inflation factors (VIF) were calculated.
The VIF ranged from 1.009 to 1.629, well below the cutoff
of 10, indicating that multicollinearity was not a serious
problem in this model (Hair et al., 2009).

Results

The data were analyzed in three phases. First, descriptive
statistics and inter-variable correlations were calculated to
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Table I. Initial Factor Loadings for Competitive Strategies.

Item Factor | Factor 2 Factor 3 Factor 4
Quality and service Marketing Cost Innovation
differentiation differentiation leadership differentiation

R&D of new products .78

Marketing of new products .70

Selling high-priced products .60

Obtaining patents or copyrights 75

Innovative marketing techniques .86

Building brand/company identification .66

Advertising/promotional programs .85

Securing reliable distribution channels .60

Improving existing products Sl

Producing broad range of products .57

Improving efficiency and productivity .66

Developing new manufacturing processes 72

Improving existing manufacturing processes 77

Reducing overall costs .83

Reducing manufacturing costs .87

Strict product quality control .56

Benchmarking best manufacturing processes

in the industry

Benchmarking best manufacturing processes

in the anywhere

Immediate resolution of customer problems .80

Product improvements based on gaps in 77

meeting customer expectations

New customer services 71

Improvement of existing customer services .86

Improvement of sales force performance

Explained variance, % 17.9 17.8 17.5 12.4

Cronbach’s alpha .87 .85 .88 .80

Note: only loadings >.5 are shown.

Table 2. Descriptive statistics and correlation matrix.

2 3 4 5 6 7 8 9

I. Firm size -

2. Firm industry 051 -

3. Degree of internationalization 013  -.035 -

4. International performance -.036 —.I17* -.027 19

5. Innovation differentiation .005 -.070 —131* .304%* 777

6. Marketing differentiation -.004 -.175%  -.039 317+ S572%% 737

7. Quality and service differentiation -.056 -.061 -.022 S501+* .360%* .284%* .745

8. Cost leadership 0l8 .190%%  -.085 .336%* 2501%F  I35%F  537%F 748

9. Internationalization preparation .058 .0l6 .053 237%% 278FF 3201 289%F 136 71

Mean 24.73 — 55867  5.195 4.697 4.057 5821 5653 5005

Standard deviation 3494 — 29.111 0.908 1.343 1.448 0.910 1.097  1.293

Note: The boldface scores on the diagonal are the square root of AVE (discriminant validity).

< .05, %p< 0l (n=319).

inspect sample’s characteristics. Then, structural equation
modeling (SEM), using the AMOS software, was per-
formed, and the two-stage approach recommended by

Anderson and Gerbing (1988) was followed. Before includ-
ing latent variables in the structural model, they need to be
evaluated in measurement models (Anderson & Gerbing,
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1988; Fornell & Larcker, 1981; Hair et al.,, 2009).
Afterwards, a structural model was developed to test the
direct effects of research hypotheses presented in the con-
ceptual framework. In the third phase, two multi-group
analyses were performed to test the moderating hypotheses
related with the role of both organizational contingency
factors: internationalization duration (recent-entry vs post-
entry) and internationalization preparation (low vs high).

Measurement model

The overall measurement model showed a good fit
(Table 3). The chi-square test was significant,
x2(295)=1717.39, p=.000, and the chi-square/degree-
of-freedom ratio was slightly above 2.0 (3*/df=2.43),
indicating a good fit (Iacobucci, 2010; Kline, 2005). In
addition, all the other indices showed appropriate fit-
ting, namely goodness-of-fit index (GFI)=.85, nor-
med fit index (NFI)=.86, comparative fit index
(CFI)=.91, incremental fit index (IFI)=.91, relative
fit index (RFI)=.83, standardized root mean square
residual (SRMR)=.079, and root mean square error of
approximation (RMSEA)=.067.

Direct effects

The standardized parameter estimates and #-values for the
direct hypothesized paths and the fit indices of the model
are presented in Table 4. The structural model showed a
good fit. All the fit indicators consistently point in the same
direction: the ratio chi-square/degrees of freedom is a little
below 2.0 (x*df=1.92), GFI=.89, NFI=.89, CFI=.94,
IF1=.94, RFI=.86, SRMR=.066, and RMSEA=.054.
Overall, the model explained a considerable amount of the
observed variance of international performance (42%).

Concerning hypotheses testing of direct effects, no
support was found for H1, which suggested a positive
relationship between innovation differentiation and inter-
national performance (B=—.016, p=.74). Conversely, the
other differentiation strategies exhibited positive and sig-
nificant relationships with the INV’s international perfor-
mance: marketing differentiation strategy (B=.285,
p<.001) and quality and service differentiation strategy
(B=.426, p <.001). Therefore, both H2 and H3 were sup-
ported. Finally, the hypothesized positive relationship
between the cost leadership strategy and INV’s interna-
tional performance (H4) was not supported (B=.134,
p=.095). As to the control variables, none of them
showed a significant relationship with INV’s interna-
tional performance.

Moderation effect of contingency factors

Internationalization duration. This research examined the
moderating effect of internationalization duration on the

relationships between each of the four competitive strate-
gies identified and international performance, by compar-
ing the strength of the direct effects between two groups of
INVs: those that internationalized recently (recent-entry;
n=145) and those exhibiting a longer internationalization
history (post-entry; n=174). Since the purpose was to use
a discrete moderator variable, a multi-group CFA was per-
formed using AMOS 22 (Byrne, 2010; Chen, 2007; Lauk-
kanen et al., 2013). This method is a well-recognized and
commonly accepted method for assessing moderating
effects in structural equation model (SEM; Byrne, 2010;
Chen, 2007; Hair et al., 2009; Stone & Hollenbeck, 1989;
Wang, 2008). A multi-group model was defined in which
all factor loadings were constrained as equal between the
two groups of INVs. This constrained model showed a
good fit: the ratio y*df=1.77, GFI=.82, CFI=.91,
IF1=.91, and RMSEA =.049. These results indicated that
the items used in each group properly measure the latent
variables included in the measurement model.

Afterwards, the structural model was also tested for
multi-group invariance, by comparing the model in which
all the paths are set equal between the two groups and the
unconstrained model. Results showed that the structural
weights were different between the two models
(Ay?=46.53; Adf=26; p <.01), and therefore, the path dif-
ferences needed to be analyzed. The results of the struc-
tural model for each group, as well as the results of specific
constrained models where each path was constrained as
equal between recent- and post-entry groups, are presented
in Table 5.

The results of multi-group structural models for the
relationships between each competitive strategy and INVs’
international performance across groups showed interest-
ing findings. For the recent-entry group, the competitive
strategies associated with high international performance
were marketing differentiation (f=.555, p<<.001) and
quality and service differentiation (f=.455, p<.001). For
the post-entry group, the quality and service differentiation
strategy was still relevant (B=.37, p<.01), together with
the cost leadership strategy (B=.32, p <.01).

Regarding the moderation effect of internationaliza-
tion duration, the results indicated that two strategies
exhibit distinct relevance patterns for recent-entry INVs
and post-entry INVs. The relationship between market-
ing differentiation strategy and international performance
showed a significant difference between these two groups
(Ax?=4.758; Adf=1; p <.05), hence the relationship was
stronger for recent-entry INVs (B=.555) than for post-
entry INVs (B=.037). On the opposite direction were the
results of cost leadership strategy: the existing significant
difference between the groups (Ay2=4.052; Adf=1;
p <.05) was due to the higher strength of the relationship
of the post-entry INVs (B=.316) compared to recent-
entry INVs ($=.044). These results support H5b and
H5d.
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Table 3. Measurement items and validity assessment.

Construct/dimension/indicator Standardized
factor loading

Competitive strategies

Compared to your major competitors, how is your own firm rating in the following aspects:
(I =Much worse than main competitors; 7=Much better than main competitors)

Innovation differentiation (o.=.80/CR=.81/AVE =.60)

R&D of new products .65
Marketing of new products .99
Selling high-priced products .64
Marketing differentiation (o.=.85/CR =.85/AVE=.54)

Obtaining patents or copyrights .64
Innovative marketing techniques .88
Building brand/company identification .67
Advertising/promotional programs .86
Securing reliable distribution channels. .60

Quality and service differentiation (o.=.87/CR=.86/AVE =.56)
Improving existing products*

Strict product quality control .69
Immediate resolution of customer problems .85
Product improvements based on gaps in meeting customer expectations .80
New customer services .62
Improvement of existing customer services .75
Cost leadership (o.=.88/CR=.86/AVE =.56)

Improving efficiency and productivity 73
Developing new manufacturing processes .80
Improving existing manufacturing processes 91
Reducing overall costs .60
Reducing manufacturing costs .66

International performance
Indicate your level of satisfaction with your international activities during the previous 3 years on the following dimensions: (| =Very
unsatisfied; 7=Very satisfied) o.=.88/CR=.87/AVE=.52

Sales volume 79
Market share .75
Profitability 77
Market entry .68
Image development .65
Knowledge development .67

Internationalization preparation

Please indicate how much do you agree or disagree with the following statements, considering the period before initiating
international sales of your products or services:

(1 =Strongly disagree; 7 = Strongly agree) o.=.76/CR=.81/AVE=.59

We actively sought information on the market conditions, market demand, or degree of competition in one 8l
or more foreign countries.

We committed significant financial and human resources to foreign sales operations .69
We have significantly modified product(s)/packaging to meet the needs of foreign markets 8l

Overall measurement model fit: X2(295) =717.39, p=.000; ledf= 2.43; GFI=.85; NFI=.86; CFI=.91; IFI=.91; RFI=.83; SRMR =.079;
RMSEA =.067

o.=Cronbach’s alpha; CR =composite reliability; AVE =average variance extracted; GFl: goodness-of-fit index; NFl: normed fit index; CFI:
comparative fit index; IFl: incremental fit index; RFI: relative fit index; SRMR: standardized root mean square residual; RMSEA: root mean square
error of approximation.

Note: *This item was deleted during the scale purification process.

The hypothesized moderating influence of internation- service differentiation) and INVs’ international perfor-
alization duration on the relationship between the other =~ mance failed to achieve a chi-square difference in the two
two strategies (innovation differentiation and quality and  groups; therefore, H5a and H5c were not supported.
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Table 4. Results of the structural model.

Hyp. Base model R? Conclusion

Standardized

estimate (t value)
Innovation differentiation — international performance HI -0.016 (-0.21) Not supported
Marketing differentiation — international performance H2 0.285 (3.48)*** Supported
Quality and service differentiation — international H3 0.426 (5.04)*+* Supported
performance
Cost leadership — international performance H4 0.134 (1.79) 0.42 Not supported
Control variables
Size — international performance - -0.023 (-0.46)
Industry — international performance - 0.093 (1.71)
Degree on internationalization — international - -0.016 (-0.31)

performance
Overall structural model fit:

1 (285) =545.79, p =.000; x%/df= 1.92; GFI=.89; NFI=.89; CFl=.94; IFI=.94; RFI=.86; SRMR =.066; RMSEA =.054

GFl: goodness-of-fit index; NFI: normed fit index; CFl: comparative fit index; IFl: incremental fit index; RFI: relative fit index; SRMR:

root mean square residual; RMSEA: root mean square error of approximation.

Note: ¥*p <.001.

Table 5. Results of moderation analysis for internationalization duration.

standardized

Hyp. Recent-entry Post-entry Model comparison Conclusion

Standardized Standardized Ay? Adf Statistical

estimate (t-value) estimate (t-value) significance
Innov_Diff — Int_Perf H5a —0.209 (-1.43) 0.053 (0.53) 1.650 | n.s Not supported
Mkt_Diff — Int_Perf H5b 0.555 (3.40)*+* 0.037 (0.37) 4.758 | * Supported
Q&S_Diff — Int_Perf H5c 0.455 (3.93)*+* 0.367 (3.29)*+* 0.304 | n.s Not supported
CL — Int_Perf H5d 0.044 (0.44) 0.316 (3.06)** 4.052 | * Supported
Control variables
Size — Int_Perf - -0.092 (-1.29) 0.062 (0.90)
Industry — Int_Perf - 0.018 (0.25) 0.190* (2.51)
Dol — Int_Perf - 0.023 (0.31) -0.091 (-1.31)
R? Int_Perf 0.51 0.53

Fully constrained model fit:

12(578) = 1,022.43, p=.000; %/df=1.77; GFI=.82; NFI=.81; CFI=.91; IFI=.91; RFI=.77; SRMR =.078; RMSEA =.049

GFI: goodness-of-fit index; NFI: normed fit index; CFl: comparative fit index; IFl: incremental fit index; RFI: relative fit index; SRMR: standardized
root mean square residual; RMSEA: root mean square error of approximation; Innov_Diff: innovation differentiation; Mkt_Diff: marketing
differentiation; Q&S_Diff: quality and service differentiation; CL: cost leadership; Int_Perf: international performance; size: firm size; Industry: firm

industry; Dol: degree of internationalization.
HEp <.001; ¥p <.01; *p <.05.

Internationalization preparation

Following a similar procedure, the moderating effect of
internationalization preparation on the relationships
between the competitive strategies and international perfor-
mance was tested. Since internationalization preparation is
a multi-item measure, to keep the coherence with the previ-
ous moderation method, there was a need to calculate a
composite using an average score of items. Afterwards, the
sample was divided into high (High-IP; n=199) and low
(Low-IP; n=120) internationalization preparation groups
by following the median split procedure (Hair et al., 2009;

Hancock & Mueller, 2006). Again, the constrained model
for these two groups showed a good fit: the ratio
y¥df=1.76, GF1=.82, CFI=.90, IFI=.90, and
RMSEA=.049. Hence, the items used in each group meas-
ure properly evaluate the latent variables included in the
measurement model. The results of moderation analysis for
internationalization preparation are presented in Table 6.
The results regarding the moderating effects of interna-
tionalization preparation on the relationship between com-
petitive strategies and INVs’ international performance
provided interesting findings. For the High-IP group, the
competitive strategies associated with superior international
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Table 6. Results of moderation analysis for internationalization preparation.
Hyp. Internationalization preparation Model comparison Conclusion

Low High

Standardized Standardized Ay? Adf Statistical

estimate (t value) estimate (t value) significance
Innov_Diff — Int_Perf Héa 0.204 (1.59) -0.185 (-1.69) 5.249 | Not supported
Mkt_Diff — Int_Perf Héb 0.073 (0.57) 0.405 (3.41)*+* 4.841 | Supported
Q&S_Diff — Int_Perf Héc 0.370 (2.79)** 0.553 (4.76)*+* 3.972 | Supported
CL — Int_Perf Héd 0.000 (0.01) 0.120 (1.21) | n.s Not supported
Control variables
Size — Int_Perf - -0.007 (—0.08) -0.016 (-0.25)
Industry — Int_Perf - 0.259 (2.78)** 0.010 (0.14)
Dol — Int_Perf - 0.039 (0.44) -0.058 (-0.92)
R? Int_Perf 0.35 0.53

Fully constrained model fit:

1%(578)=1,018.60, p=.000; y2/df=1.76; GFI=.82; NFI=.80; CFl=.90; IFI=.90; RFI=.76; SRMR =.093; RMSEA =.049

GFI: goodness-of-fit index; NFI: normed fit index; CFl: comparative fit index; IFl: incremental fit index; RFI: relative fit index; SRMR: standardized
root mean square residual; RMSEA: root mean square error of approximation; Innov_Diff: innovation differentiation; Mkt_Diff: marketing
differentiation; Q&S_Diff: quality & service differentiation; CL: cost leadership; Intern_Perf: international performance; Size: firm size; Industry: firm

industry; Dol: degree of internationalization.
FEp <.001; *Fp <.01; *p <.05.

performance were again marketing differentiation (B=.405,
p<<.001) and quality and service differentiation (B=.553,
p<<.001), whereas for Low-IP group only the quality and
service differentiation strategy remained significant
(B=.370, p<.001). The three differentiation strategies
exhibited significant dissimilarities of strength between
these two groups of INVs. In two of these strategies, the
moderation effect of internationalization preparation is in
line with the hypothesized sign. Hence, marketing differen-
tiation (Ay>=4.841; Adf=1; p <.05) was a stronger predic-
tor of international performance for INVs that show high IP
(B=.405) than for INVs with Low-IP (3=.073). Also, the
relationship between quality and service differentiation and
international performance was stronger for High-IP
(B=.553) than for Low-IP INVs (=.370), exhibiting sig-
nificant difference between groups (Ayx?=3.972; Adf=1;
p <<.05). These results supported H6b and Hoc.

In contrast, innovation differentiation strategy showed
a positive and stronger relationship with international per-
formance in Low-IP group ($=.204) than in the High-IP
group of INVs, for which the relationship is negative
(B=-.185); thus, H6a was not supported although the dif-
ference between groups was significant (Ay>=5.249;
Adf=1; p <.05). It was also found that internationalization
preparation did not moderate the relationship between cost
leadership strategy and international performance; there-
fore, H6d was not supported. This means that the role of
cost leadership strategy was not significantly different
between the High-IP (3=.120, p>.05) and the Low-IP
(B=.000, p >.05) groups.

Discussion

The heart of this article is to respond the following ques-
tions: Which competitive strategies lead INVs to achieve
higher international performance? Do internal contingency
factors (international duration and international prepara-
tion) impinge upon the strategy—performance relationships
as organizational contingency factors? Our research find-
ings shed a new light on the relevance of specific competi-
tive strategies a la Porter (1980) as determinants of INVs’
performance. Instead of analyzing strategy as a single vari-
able, like previous studies in IE (e.g., Julien &
Ramangalahy, 2003; Knight, 2001), or focusing on prese-
lected strategy types (e.g., Knight & Cavusgil, 2004), this
research started with a large set of competitive behaviors,
adapted from Beal (2000), drawing not only from the oper-
ationalization of Porter’s (1980) generic competitive strat-
egies but stemming also from the operationalization of
different approaches of differentiation strategy.

As regards the relationships between the competitive
strategies adopted by INVs and their international perfor-
mance, the results are very interesting and somewhat puz-
zling. The first finding is that, for the total sample, only
differentiation strategies lead INVs to achieve higher inter-
national performance. This result is at odds with other
research on SMEs (Beal & Yasai-Ardekani, 2000; Lechner
& Gudmundsson, 2014), and specifically on INVs (Hughes
etal., 2010; Falahat & Migin, 2017), that indicate that both
differentiation and cost-leadership strategies may be
related to higher performance. In fact, our finding provides
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support to the argument that cost leadership requires
upfront investment and/or a high volume of activity which
may not be feasible in the case of INVs. Therefore, it sug-
gests that differentiation strategies may be more appropri-
ate for entrepreneurial firms as pointed out by Sandberg
and Hofer (1987) and Lechner and Gudmundsson (2014).

A closer look at the results highlights that two differen-
tiation strategies, based on marketing as well as on quality
and service, lead INVs to achieve superior international
performance. This finding corroborates extant literature
(Knight & Cavusgil, 2004; Martin et al., 2017; Rialp et al.,
2005), arguing that differentiation strategies are an interest-
ing option for entrepreneurial firms to compete internation-
ally. This is particularly the case when fulfilling customers’
needs entails specific quality, service, or marketing require-
ments (Bhidé, 2000; Lechner & Gudmundsson, 2014).

A surprising finding is the lack of support to Hypothesis
1, regarding the relationship between innovation differen-
tiation strategy and INVs’ international performance. Our
finding goes against a stream of research suggesting that
firms following innovation strategy are likely to be more
successful (e.g., Cillo et al., 2010; Hult et al., 2004;
Terziovski, 2010; Zahra & Covin, 1993) or achieve higher
export performance (e.g., Hughes et al., 2010; Martin
et al., 2017; Namiki, 1988; Podmetina et al., 2009).

A possible explanation for our puzzling finding is
related to methodological considerations. In this research,
the innovation differentiation strategy was tested concur-
rently with other types of competitive strategies for all the
firms in the sample. Several studies finding that innovation
differentiation strategy leads firms to achieve higher per-
formance used cluster analysis instead (e.g., Hagen et al.,
2012; Namiki, 1988). In these cases, the sample of firms
considered is divided in sub-samples exhibiting a common
specific characteristic (innovation differentiation in this
particular case). Although this characteristic was shared by
a small number of companies in the sample (but relevant
as cluster), a strategy may still achieve relevance for the
whole sample. Other research (e.g., Beal, 2000) has tested
each possible strategy individually and not simultaneously.
Therefore, we cannot rule out that the significance of inno-
vation differentiation strategy might have been affected by
the method followed. This clearly demands further
research to ascertain the influence of the methodological
approach.

Be as it may, the interpretation of the finding demands
a closer look at the specific context in which the surveyed
firms are embedded. In fact, Portugal is considered as an
“intermediate” country in the European context, or a
“moderate innovator” according to the Innovation Union
Scoreboard (European Commission, 2015). This is partic-
ularly relevant because the European Union is the main
international market for most of the firms surveyed.
Together with the short-term orientation of many INVs,
this may explain the low significance of innovation

differentiation strategies on performance, since Portuguese
INVs have limited in-house capabilities, R&D invest-
ments, and do not benefit from a national system of inno-
vation dynamic enough to provide them with the missing
assets required to bet on an innovation strategy. The prob-
lem is compounded by the fact that they compete in more
sophisticated foreign markets, in which more aggressive
and innovative competitors are already present. Therefore,
it does not come as a surprise Portuguese INVs to adopt
other strategies, namely those based on marketing and on
quality and service, thereby offsetting lower innovative
capabilities with a close attention to customers’ needs.
Interestingly, this reasoning may also apply to the cost
leadership strategy. Marketing and quality and service dif-
ferentiation strategies are less demanding than innovation
differentiation or cost leadership strategies. With regard to
the latter, Portuguese firms are increasingly facing com-
petitors from less developed countries, thereby constrain-
ing the effectiveness of pure low-cost strategies. Therefore,
those Portuguese INVs which are betting on marketing and
“customer satisfaction” strategies are more likely to
achieve superior performance.

The above comments provide a new light on the anal-
ysis of competitive strategies for INVs. They suggest that
strategies leading to better performance outcomes may be
contingent upon the country of origin of the INVs con-
cerned (Dimitratos et al., 2004; Ibeh, 2003). This opens
an unexplored research field: international comparisons
regarding the influence of competitive strategy on INVs’
performance. This is an interesting research avenue that
falls in the comparative entrepreneurial internationaliza-
tion stream of research, using Jones et al.’s (2011)
typology.

Another contribution of our research is the identifica-
tion of the moderating influence of internationalization
duration on the link between INV’s competitive strategies
and performance. Such influence was found to be signifi-
cant for marketing and cost leadership strategies. Our find-
ings confirm that INVs fine-tune their strategies as
internationalization unfolds, to adjust to internal and envi-
ronmental changes, with a view to improve international
performance (Hallback & Gabrielsson, 2013; Spence &
Crick, 2009). This also corroborates the conclusions of
recent qualitative literature arguing that INVs’ entrepre-
neurial orientation evolves over time and along the inter-
nationalization process (e.g., Gabrielsson et al., 2014;
Gabrielsson & Gabrielsson, 2013; Gerschewski et al.,
2018; Hallback & Gabrielsson, 2013; Ibeh et al., 2018).
Consistent with the contingency perspective followed in
this research, results show that internationalization dura-
tion moderates the competitive strategy—performance link:
while the recent-entry group is better off by implementing
marketing differentiation and quality and service differen-
tiation strategies, the post-entry group achieves better per-
formance by following quality and service differentiation
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and also cost leadership strategies. Although these results
confirm a seminal work of McDougall and Oviatt (1996),
where they identify the relevance of strategy change, our
research goes further, since it identifies the specific com-
petitive strategies adopted in each phase. It also suggests
that in general terms, differentiation strategies are more
suited for the initial phases of the internationalization pro-
cess, as pointed out by other studies (e.g., Namiki, 1988;
Rialp et al., 2005). Again, innovation differentiation is the
exception, the arguments developed above still holding.

The finding regarding the fact that INVs in post-entry
phases focus on cost leadership strategy to achieve high
international performance is quite interesting. It lends fur-
ther credence to the arguments that, as organizations
mature and their internationalization process get more
established, INVs tend to shift the focus toward efficiency,
exploring economies of scale and adopting low-cost
approaches. This may be also stimulated by the evolution
of their industry life cycle, with increasing low-cost com-
petition (McDougall et al., 2003). Therefore, INVs in post-
entry phases have more resources and hence are more able
to explore this strategy. This finding also confirms the
results reached by Cavusgil and Zou (1994) and Hughes
et al. (2010). This study also contributes to the IE literature
through its findings regarding the moderating effect of
internationalization preparation on the strategy—perfor-
mance relationship. This research confirms the contin-
gency perspective and supports the positive influence of
those activities aimed at planning and preparing the inter-
nationalization decisions, in line with previous research
(Ibeh, 2003; Knight, 2000, 2001). However, we go further
by identifying the strategies for which the role of interna-
tionalization preparation is more favorable. Results indi-
cate that when the internationalization preparation is low,
only those INVs that compete by quality and service dif-
ferentiation can achieve high international performance,
whereas when such preparation is higher, INVs can suc-
cessfully compete by both, marketing differentiation and
quality and service differentiation strategies. As other
authors argue (e.g. Knight, 2001; Li et al., 2004), the fit
between competitive strategies and the groundwork of pre-
paring internationalization activities is critical to achieve
higher international performance. Our findings show that
such preparatory activities are mainly relevant for INVs
following marketing differentiation. They need to allocate
more resources to become more committed to internation-
alization (Cavusgil and Zou, 1994), what is again related
to the RBV: to achieve high international performance, the
alignment between strategy and the required resources is
needed (Barney, 1991; Wernerfelt, 1984).

Conclusion

This research was spurred by the perception of the need for
a deeper analysis of the role played by strategy on INVs’

internationalization processes (Rialp et al., 2005; Rialp-
Criado et al., 2010) and by the need to understand how
contingency factors can affect INVs’ strategy—perfor-
mance relationship (Dimitratos et al., 2004; Ibeh, 2003;
Martin et al., 2017; Turnbull, 1987). Instead of following
the traditional approach that addresses direct relationships
between competitive strategy, as an individual construct,
and performance (e.g. Julien & Ramangalahy, 2003;
Knight, 2001; Martin et al., 2017), this research provides a
simultaneous comparison between four generic competi-
tive strategies. It also espouses a contingency perspective
by investigating the role of organizational contingency
factors—internationalization duration (recent-entry vs
post-entry) and internationalization preparation (Low-IP
vs High-IP)—as moderators of the competitive strategy—
performance link.

The research provides interesting results: it confirms
that (1) differentiation strategies are more suited to lead
INVs to achieve higher international performance and (2)
contingency factors play an important moderating role.
There is, however, a puzzling aspect regarding the first
finding: innovation differentiation strategy does not show
a significant relationship to international performance.
This counter a wide set of literature arguing that innova-
tion strategy has a positive effect on firm performance,
specifically in the case of INVs (e.g., Hughes et al., 2010;
Knight & Cavusgil, 2004; Podmetina et al., 2009). A pos-
sible explanation for this regards contextual factors, since
the conditions provided for anchoring INVs’ development
in Portugal are not similar to those exhibited by more tech-
nology-advanced countries.

Empirical research for the total sample confirmed that
only two differentiation strategies (marketing-based and
quality- and service-based) positively impact on INV’s
international performance. The analysis of moderating role
of organizational contingency factors provides interesting
results. While for recent-entry INVs, marketing and qual-
ity and service differentiation strategies are associated
with high international performance, and for post-entry
INVs, cost leadership strategy and quality and service dif-
ferentiation strategies appear to lead to better performance.
These findings provide, in our view, a relevant contribu-
tion to enhance the understanding about the process how
INVs can achieve higher international performance. They
suggest, as pointed out in the discussion, that appropriate
strategy choices may be contingent upon the characteris-
tics of the environment in which INVs are born, as well as
upon the internationalization phase they actually stand.
Similar findings were obtained for internationalization
preparation as a contingency factor. By comparing the
INVs that invest more and less in internationalization
preparation activities, this research highlights that interna-
tionalization preparation moderates the competitive strat-
egy—performance nexus; for instance, INVs that follow a
marketing differentiation strategy exhibit a stronger need
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to appropriately prepare internationalization decisions to
achieve higher performance levels.

This research provides interesting theoretical impli-
cations. Previous research has pointed out that external
contingency factors moderated the competitive strategy—
performance relationship. Our research indicates that
internal factors, in particular internationalization dura-
tion and internationalization preparation, also play a rel-
evant moderating role. This suggests that further
theoretical (and empirical) research should focus on
understanding how firm-specific contingency aspects,
related to firms’ organizational characteristics and man-
agerial decisions, may influence the process through
which strategy is translated into performance, especially
in the case of INVs.

Our results have also significant managerial implications.
First, the strategies that clearly lead INVs to higher interna-
tional performances are marketing differentiation and quality
and service differentiation. While there is not a “best” kind of
strategy, these two types show superior results in terms of
international performance. Second is clear that INVs’ strat-
egy is not static; it evolves with the firm and the environ-
ment, since INVs in the early phases of internationalization
follow different strategies from the ones in post-entry phases.
Third, it is important to prepare the internationalization pro-
cess, since INVs with low preparation activities only achieve
high international performance if they follow quality and ser-
vice differentiation strategy. It is important to bear in mind,
as pointed out in the discussion about innovation strategies,
that strategy may need to be calibrated taking into account
the characteristics of the national business and innovation
environment the firm is engaged in.

The above comment leads to the identification of the
main limitations of this research. First, it is restricted to a
single country (Portugal). Second, the competitive strate-
gies included in the analysis are the result of a specific
exploratory factor analysis. A different data set may lead to
another strategy pattern and therefore to distinct results.
Third, the model only explains 42% of the variance of
INVs’ international performance. This shows that the pro-
cess is very complex and that there are several other rele-
vant actions that may influence the performance of INV
(Crespo et al., 2015).

This study is intended to stimulate the debate on INVs’
competitive strategies, since this particular type of compa-
nies presents specificities in terms of competitive strate-
gies and internationalization patterns. In line with
theoretical implications, an additional research path might
be the analysis on how other firm specific factors, for
instance, managers’ experience or background may mod-
erate the strategy—performance link. Other different mod-
erating factors might be also examined, for instance, INVs
presenting high degrees of internationalization versus
INVs with lower levels of internationalization, or even
comparing the manufacturing and service INVs. This may

lead to different conclusions regarding the relevance of
each competitive strategy for achieving high international
performance. Another possible future research avenue
concerns the inclusion of some industry characteristics as
contingency factors, since the environment may have a
significant impact over the type of strategy adopted by
INVs (e.g., Lumpkin & Dess, 2001; Martin & Javalgi,
2016; Robinson & Mcdougall, 2001).
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