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Introduction

Understanding the interplay between entry mode choices 
and organizational learning has been the focus of interna-
tional business (IB) research for many years. Learning 
from previous international experience has been widely 
addressed as an important way to overcome barriers in 
both the organizational learning and the internationaliza-
tion process literature (Johanson & Vahlne, 1977). 
Knowledge about foreign markets is thus considered a 
source of competitiveness, as internationalization is a 
learning process that permits the identification and exploi-
tation of opportunities abroad (De Clercq et al., 2012; 
Zahra et al., 2000). Yet, we have only a limited understand-
ing of what happens after internationalization decisions 
are made. In other words, we know little about the out-
comes of these operation-mode choices.

The knowledge accumulated from experience with vari-
ous foreign operation modes1 facilitates the management of 
relevant information about foreign markets and extends the 
firm’s knowledge base for subsequent entries. In this sense, 
the classical entry-mode paradigm focuses on minimizing 
transaction costs when transferring assets abroad (Anderson 
& Gatignon, 1986). However, recent years have brought the 
emergence of an alternative, resource-based perspective 

focused on maximizing value at the firm level as well as the 
creation and transfer of the pool of resources acquired 
through accumulated experience (Meyer et al., 2009; Riviere 
& Suder, 2016). This approach offers key insights, as it anal-
yses foreign-market decisions not only as simple trade-off 
between more or less control and more or less resource com-
mitment but also as formula for augmenting firms’ resources. 
However, we lack empirical evidence on the drivers of firm 
competitiveness in relation to operating modes, which are 
highly dependent on the organizational context. For instance, 
a recent study demonstrates that although entry modes 
involving higher commitment offer better learning prospects 
for small and medium enterprises (SMEs) (Schwens et al., 
2018), these firms face multiple challenges when managing 
their international approach and they struggle to maximize 
their learning from international operations.
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In this article, we draw on dynamic perspectives on 
organizational learning (Helfat et al., 2007; Teece et al., 
1997) to illustrate how learning from foreign operations 
can help firms achieve long-term advantages in terms of 
capability building and competitiveness. More specifi-
cally, we analyze the interplay among the knowledge-
sourcing logic behind operation modes, the type of 
innovation, and firm performance.

We focus on SMEs in traditional manufacturing sectors, as 
the ambidexterity logic suggests that these firms often face a 
key trade-off. One of the basic premises of this stream of lit-
erature is that exploitation and exploration compete for scarce 
resources, and that firms need to balance the optimal points in 
the continuum (March, 1991). As management of the ambi-
dexterity paradox often requires proper resource allocation 
(Klingebiel & Rammer, 2014; Wei et al., 2014), this allocation 
decision is particularly complex for SMEs. These ventures 
face a “liability of smallness” (Lu & Beamish, 2006)—they 
have fewer financial, human, and technological resources 
available, which causes a clear disadvantage for both interna-
tionalization and innovation strategies (Majocchi et al., 2005). 
Their approach toward internationalization is often risk-averse 
and focused on short-term performance. As a result, many of 
these firms adopt flexible and simple modes of operation, such 
as exporting, while they accumulate international experience 
(Anderson & Gatignon, 1986; Cavusgil & Zou, 1994). The 
more “complex” approach of foreign direct investments has 
been underutilized by these companies due to the costs of such 
transactions as well as the recent economic crisis, which 
prompted many firms to engage in exporting.

We make three important contributions to the literature. 
First, we add to the international ambidexterity literature 
by extending the debate on exploitation versus explora-
tion. This theoretical framework has proven useful for 
explaining innovation from a dynamic perspective (Benner 
& Tushman, 2003; O’Reilly & Tushman, 2008). However, 
interactions between dynamic capabilities and internation-
alization remain an underdeveloped area of research even 
though they are at the core of IB learning processes. We 
use a knowledge-based conceptualization of operation 
modes to expand our understanding of how operation 
modes permit the generation of firm capabilities, thereby 
extending our understanding about the role of dynamic 
capabilities in internationalization (Hsu et al., 2013; Luo, 
2002; Prange & Verdier, 2011; Villar et al., 2014).

Second, we provide a comprehensive conceptualization 
of innovation types by splitting technological innovation 
from non-technological innovation. Many successful busi-
ness models emerge from marketing and organizational 
innovations, and not just from technological capabilities. 
Therefore, focusing on less technological sectors in which 
innovation is typically incremental and the result of the 
application of novel combinations of existing (and tacit) 
knowledge could add insights at the industry level.

Third, we illustrate how learning from decisions on for-
eign operation modes can trigger a virtuous circle for 

performance by aligning international resource allocation 
with the type of innovation. In this sense, we offer recom-
mendations and benchmarks for a more robust model of 
internationalization in traditional manufacturing industries 
by specifying the types of internationalization and innova-
tion that are more likely to enhance competitiveness. In so 
doing, our study offers managers a useful framework for 
understanding the specific capabilities needed to achieve 
competitive advantages and, thereby, superior performance.

The remainder of the article is organized as follows. 
The next section presents the theoretical background for 
this study as well as our hypotheses. In the subsequent sec-
tions, we outline our methodological approach and major 
results, and provide a discussion. We conclude by high-
lighting our study’s main contributions.

Theoretical background and 
development of hypotheses

Experiential learning and dynamic capabilities

The role of dynamic learning in international expansion has 
been at the core of IB research since the development of the 
main internationalization frameworks (Johanson & Vahlne, 
1977; Oviatt & McDougall, 1994). As knowledge is the out-
come of the learning process, foreign market experience 
leads to the development of two types of experiential knowl-
edge (Johanson & Vahlne, 1977; Johanson & Wiedersheim-
Paul, 1975). The first is general, non-location-bound 
knowledge that can be exploited globally without significant 
adaptations (e.g., information about marketing processes and 
routines, information on the organization of foreign opera-
tions). The second is location-bound knowledge, which is 
not easily transferred to other countries because it relates to 
specific institutional or cultural traits, aspects of competition, 
or local market conditions (Safari & Chetty, 2019). Both 
types are fundamental in the Uppsala model, which posits 
that experiential knowledge affects future mode and market 
decisions (Johanson & Vahlne, 1977). However, general 
market knowledge is believed to accelerate subsequent 
expansion in more complex foreign markets through the 
exploration or upgrading of capabilities (Luo, 2002). 
Moreover, learning can vary depending on the entry mode 
(Salomon & Jin, 2008; Vermeulen & Barkema, 2001).

According to this view, entry modes can be classified 
into two broad categories (Meyer et al., 2009): resource-
exploiting and resource-augmenting. Foreign direct invest-
ments (FDIs) (e.g., acquisitions, greenfield investments, 
and joint ventures) are examples of entry modes that allow 
for high and medium levels of resource augmentation 
because they require the exchange of resources, technolo-
gies, or information with the local context. Entry modes 
with low levels of resource augmentation include licenses, 
cross-border provision of services, and other forms of con-
tractual collaboration aimed at exploiting existing resources 
by applying accumulated knowledge in foreign markets.
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This conceptualization is consistent with the rationale of 
ambidexterity, as a firm can focus its capabilities with the 
aim of either fostering long-term growth through experi-
mentation and search or refining its knowledge base (Helfat 
et al., 2007). Ambidexterity refers to the ability to combine 
both, being efficient in managing the demands of modern 
business and adaptive to changes in the environment 
(O’Reilly & Tushman, 2008; Raisch & Birkinshaw, 2008). 
The two components of ambidexterity—exploration and 
exploitation—arise from different knowledge-processing 
capabilities, and they require different structures, processes, 
strategies, and capabilities (Benner & Tushman, 2003). As 
these two strategies imply a trade-off (March, 1991), an 
interesting debate over the best way to use these strategies 
has emerged. Some authors maintain that exploration and 
exploitation are equally important, and that firms need to 
balance them to achieve sustainable performance (Hsu 
et al., 2013; Lavie & Rosenkopf, 2006) and generate syner-
gistic effects (Cao et al., 2009). Others suggest that these are 
conflicting capabilities and that firms should prioritize one 
or the other in the pursuit of better performance (Koryak 
et al., 2018; Menguc & Auh, 2008). Some research proposes 
that exploration and exploitation are interrelated, and that 
there might be an optimal combination or sequence for firm 
performance (Benner & Tushman, 2003; Yalcinkaya et al., 
2007). By and large, this line of research indicates that 
ambidexterity is highly dependent on contextual and organi-
zational aspects, and that it should be approached as a pro-
cess. We follow this reasoning in the context of our study.

Learning, innovation, and firm performance: 
exploration versus exploitation

Experiential learning from foreign markets is believed to fos-
ter the development of organizational capabilities (Vermeulen 
& Barkema, 2001). One organizational capability that has 
attracted widespread interest among IB researchers is inno-
vation capability (Chiva et al., 2014; Damijan et al., 2010). 
Innovation is expected to have a positive impact on interna-
tionalization because internationalization helps to spread the 
costs of innovation and improves competitive positioning 
overseas. This link has mainly been analyzed using export 
formulae (Basile, 2001; Ribau et al., 2019). With regard to 
the reverse path (i.e., from internationalization to innova-
tion), comprehensive empirical evidence is lacking. What 
little evidence exists is generally limited to “learning by 
exporting” (Araújo & Salerno, 2015; Golovko & Valentini, 
2014; Salomon & Jin, 2008) with few studies covering other 
types of entries (Kafouros et al., 2008).

Notably, the capability to engage in product innovation 
may be a necessary but not a sufficient condition to compete 
globally. A firm’s degree of innovativeness broadly reflects 
its tendency to engage in and support new ideas, innovation, 
experimentation, and creative processes that may lead to new 
products, services, or technological processes (Lumpkin & 
Dess, 1996). Recent developments, such as the Oslo Manual, 

have extended this classical conceptualization of innovation 
defining it as “the implementation of a new or significantly 
improved product (good or service), or process, a new mar-
keting method, or a new organisational method in business 
practices, workplace organisation or external relations” 
(Organisation for Economic Co-Operation and Development 
[OECD]-Eurostat, 2005, p. 46). Product and process innova-
tions fall into the category of technological innovations, as 
both refer to the introduction of significant changes in the 
characteristics, uses, materials, techniques, equipment, or 
software used to produce a product.

In contrast to the well-known category of technological 
innovation, which reflects the classical concept of innova-
tion, we highlight non-technological or organizational 
innovation, which includes marketing and organizational 
innovation. This type of innovation—broadly referred as 
business process innovation in the last version of the man-
ual—can involve, for instance, the implementation of new 
marketing methods, changes in marketing techniques, the 
introduction of new organizational methods in a firm’s 
business practices, or changes in workplace organization 
or external relations (Hagen et al., 2018).

Innovation in management practices complements and 
supports technical innovation (Azar & Ciabuschi, 2017; 
Leonard-Barton & Deschamps, 1988). Technological 
innovation can be embedded, at least to some extent, in 
organizational innovation. For instance, the development 
of new production technologies implies a reorganization 
of company processes, which in turn engenders the intro-
duction of new organizational models (Battisti & 
Stoneman, 2010). Recently, management scholars have 
developed a new interest in the study of technological and 
organizational innovation, and they have found some com-
plementarities between these forms of innovation, largely 
using secondary databases such as community innovation 
surveys (Ballot et al., 2015; Battisti & Stoneman, 2010; 
Doran, 2012; Hervás-Oliver et al., 2015). By and large, 
although the literature has shown that ambidexterity affects 
product and process innovation (Onufrey & Bergek, 2020; 
Yalcinkaya et al., 2007), empirical evidence on the mecha-
nisms behind other forms of firm innovativeness is lack-
ing. Therefore, to explain the impact of internationalization 
on innovation, we return to the exploration–exploitation 
paradigm.

We propose that as a result of new knowledge combina-
tions, both technological and organizational innovation can 
arise from international experiential knowledge. However, 
these types of innovation emerge along two different paths. 
Resource-exploiting entry modes, especially non-FDI entry 
modes, have limited returns in the form of learning—they are 
mostly focused on applying and replicating existing knowl-
edge about foreign markets. As such exploitative operation 
modes lead to the development of a competitive position in a 
specific host market, it becomes difficult to transfer knowl-
edge to other markets or to integrate it into the company. This 
is the result of the lack of interaction with local firms, which 
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inhibits learning. Firms with resource constraints may have 
incentives to devote managerial, human, and financial 
resources to innovation targets more related to their existing 
knowledge base, as incremental innovation portfolios typi-
cally offer more certainty on potential returns than new, ambi-
tious projects. In this regard, a study by Yalcinkaya et al. 
(2007) suggests that technological resources are more related 
to exploitation. In short, the exploitative path involves local 
search, as this knowledge is familiar or related to what the 
company already knows. On this path, the company builds on 
its core base through incremental improvements in processes 
and products (Onufrey & Bergek, 2020).

In contrast, resource-augmenting entry modes (i.e., 
those involving foreign direct investments) are expected to 
improve a firm’s current knowledge base. This formula 
implies closer interactions with the host country, as it 
requires the exchange of resources and information with 
suppliers, customers, and other stakeholders, which can 
help expand the knowledge base (Meyer et al., 2009; Pla-
Barber et al., 2014). This explorative learning approach 
implies the extension of capabilities through experimenta-
tion, reconfiguring the knowledge from both internal and 
external sources. In fact, the management of complex 
internationalization formulae, such as alliances or the 
establishment of a physical presence abroad, often entails 
the renewal of the business model and changes in the value 
proposition. Because sophisticated demand abroad fosters 
constant adaptations with regard to distribution channels 
and partnerships, this learning approach is consistent with 
the notion of organizational innovation.

As explorative and exploratory innovation play differ-
ent roles in sustaining SMEs’ competitive advantages 
(Ribau et al., 2019), the two routes constitute alternative 
strategies for SMEs. However, as the effects of exploita-
tion and exploration on performance differ based on the 
firm’s strategic orientation (Lin et al., 2013; Wei et al., 
2014), we provide a broader view of their impact on the 
ultimate variable that explains firm sustainability—firm 
performance. For the sake of brevity, we propose two 
hypotheses that summarize the paths in terms of operation 
modes, capability exploitation/exploration, and type of 
innovation:

Hypothesis 1 (H1). The use of resource-exploiting 
operation modes is positively related to performance 
through capability exploitation and technological 
innovation.

Hypothesis 2 (H2). The use of resource-augmenting 
operation modes is positively related to performance 
through capability exploration and organizational 
innovation.

In addition, we extend our analysis to the mechanisms that 
might facilitate the implementation of these strategies. In the 
literature on innovation and internationalization, a common 

approach has been to analyze the firm’s international orienta-
tion. International orientation helps firms adapt to new envi-
ronments by gathering data and using knowledge about 
foreign markets and local competencies (Kafouros et al., 
2008; Ripollés et al., 2012). It enhances organizational learn-
ing capabilities by supporting the discovery of new market 
opportunities in terms of products and services, distribution 
channels, or communications. A clear international orienta-
tion is expected to favor firm performance, as it should sus-
tain the deployment of resources and organizational structures 
to ensure proper implementation of the strategy (Cadogan 
et al., 2002; Liu et al., 2002).

However, in the presence of resource constraints, a rele-
vant question is which capabilities should be fostered by this 
international orientation, since the performance effects of 
exploitation and exploration differ with a firm’s strategic ori-
entation (Lin et al., 2013; Wei et al., 2014). Firms can pursue 
different objectives when going international, such as effi-
ciency, economies of scale, risk diversification, or market 
expansion, which also affect their innovation approach. A 
firm can pursue foreign markets as sources of new knowl-
edge, which can serve as an innovation input; yet, in a very 
basic approach to international markets this would simply 
involve an international orientation focused on efficiency 
and the continuous exploitation of current capabilities.

Given the restrictions arising from limited resources in 
SMEs, we believe that an international orientation is not 
necessarily a guarantee of success. Instead, it needs to be 
aligned with the company’s strategic priorities, especially in 
terms of its approach to foreign expansion and innovation. 
In the presence of resource constraints, firms need to fit their 
resource-allocation decisions with their social and market 
orientations. We connect this idea to the exploitation–explo-
ration paradigm to propose two possible mediation effects:

Hypothesis 3a (H3a). The effect of capability exploita-
tion on technological innovation is mediated by interna-
tional orientation.

Hypothesis 3b (H3b). The effect of capability explora-
tion on organizational innovation is mediated by inter-
national orientation.

The proposed relationships are depicted in the concep-
tual model presented in Figure 1.

Research design

Data collection

Our empirical study covered SMEs in several traditional 
manufacturing sectors: textiles, furniture, and shoes. These 
mature sectors were selected for several reasons. According 
to the OECD, traditional manufacturing sectors are charac-
terized by a small size, low technological intensity, and 
higher demand for less qualified labor. As such, they find 
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themselves in a particularly complex situation in terms of 
maintaining competitiveness in the age of globalization. 
These sectors have been immersed in an enforced restructur-
ing process driven by globalization and the entry of more 
competitive firms from overseas. Many firms have disap-
peared as a result, while the survivors have had to rapidly 
learn to adapt to foreign markets. In the face of recent eco-
nomic crises, some of these firms have survived by exporting 
to foreign markets, redefining their corporate strategies, and 
reshaping the boundaries of their activities.

The sample population, which was obtained from the 
ORBIS database,2 consisted of firms located in Spain (with 
Spanish ownership) with 10–400 employees and assigned 
the NACE 2009 manufacturer codes of 13, 15, or 31. Of 
the firms in the ORBIS database, 2,181 met these criteria: 
1,008 companies active in furniture manufacturing, 614 in 
shoe production, and 559 in the textile sector.

The data were collected using a questionnaire sent by 
email with a cover letter directly to internationalization 
managers. The email was followed by a telephone call. 
When designing the questionnaire, we included Likert-type 
scales ranging from five to seven points to avoid automatic 
responses, following recommendations to avoid common 
method bias ex ante (Podsakoff et al., 2003). We also 
included variables from secondary sources in our model to 
reduce this potential effect. The questionnaire was then pre-
tested on academic and professional experts. Data collection 
was carried out in 2014. We received 134 responses, two of 
which were removed from the sample because the focal 
firms were engaged in activities other than manufacturing.

Consequently, our final sample was composed of 132 
firms: 49 in the shoe sector, 45 in textiles, and 38 in furniture. 
As such, the sample size achieves the recommended level of 
100 observations to ensure statistical power in the social sci-
ences (Cohen, 1992) for a confidence level of 95% and 8.2% 
error. The sample is composed of SMEs (50–250 employees 
according to the European classification). Of these, 83% 
were small companies up to 50 employees. Due to the natu-
ral agglomeration effect in these sectors, most of the respond-
ent firms were located in industrial districts in Valencia and 
Catalonia. All of the firms in the sample had international 
experience, mostly between 10 and 20 years. In addition, 
53% of them exported less than 40% of their production, and 

a high percentage were family companies. More than half of 
the firms were focused on Europe, while some were focused 
on the Middle East, Asia, or the Americas. The sample’s bal-
anced distribution helps to control for the risk of biased 
results due to dissimilar firm profiles.

Measurement of variables

All variables in this study were measured according to the 
extant literature. However, in some cases, we used previous 
theoretical proposals to develop new scales adapted to our 
research questions. We also included a partial lag between 
resource-allocation decisions (i.e., operation modes, capa-
bilities exploration/exploitation) and innovation output 
(Mairesse & Mohnen, 2010). In other words, we asked 
respondents to assess their operation modes over the previ-
ous 5 years. Although some evidence suggests that opera-
tion modes tend to be quite stable in lower tech sectors, we 
aimed to ensure that the input existed prior to the output 
(i.e., innovation strategy in the previous 3 years).

Endogenous or dependent variable. Performance was meas-
ured using a five-point Likert-type scale. It included such 
items as sales growth, productivity, and market share. This 
variable has been extensively used in related literature 
(Kafouros et al., 2008).

Exogenous or independent variables
Resource-exploiting and resource-augmenting operation 

modes. These variables were designed following Meyer 
et al. (2009) and measured as in previous studies of entry 
modes (Ripollés et al., 2012). Specifically, we measured 
the use of resource-exploiting operation modes using three 
items: the use of indirect exports through distributors or 
external agents, the use of the firm’s own network for dis-
tribution in foreign markets, and the use of licenses. How-
ever, use of licenses as an operation mode did not provide 
enough explanation and it was dropped from the model. 
The measure of resource-augmenting operation modes 
included three items: a greenfield investment with exclu-
sive capital, the creation of a joint venture, and the acquisi-
tion of or majority participation in a firm in a host market. 
Respondents were asked to assess the use of these opera-

Figure 1. Conceptual model.
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tion modes on a seven-point Likert-type scale. We believe 
this represents an improvement relative to studies meas-
uring entry modes as a dichotomic variable because most 
firms maintain and combine different operation modes in 
host countries, and they do so with different intensities.

Technological and organizational innovation. When review-
ing the literature on innovation, we observed that few scales 
measure both types of innovation as discrete variables 
rather than as a dichotomous variable. We thus developed 
this variable drawing on the OECD-Eurostat (2005) recom-
mendations and related studies (O’Cass & Weerawardena, 
2009). We asked respondents to assess their achievements 
in the four categories of innovation during the previous 3 
years. In particular, they were asked to assess the intensity 
of their firms’ innovation activities as well as their degree of 
innovation (incremental or radical). We included examples 
to facilitate participants’ understanding of the meaning of 
innovation in relation to products, processes, marketing, and 
the organization. Five-point Likert-type scales were used for 
all of these items.

International orientation. This seven-point Likert-type 
scale with three items was based on Ripollés et al.’s (2012) 
notion of international compromise. It accounts for the 
search for information on market conditions and for com-
petencies in foreign countries, as well as the adaptation of 
financial and human resources for international operations.

Control variables. Following previous studies on interna-
tionalization and innovation, we included three control 
variables that might affect the proposed relationships in our 
context. Size, measured as the log of employees obtained 
from ORBIS database, is regularly used as a proxy for the 
resources the firm has available for internationalization and 
innovation (Chen & Hsu, 2010). International experience 
accounts for the number of years a firm has been operating 
abroad. It is relevant because learning resulting from past 
investments can increase the likelihood of future success 
(Johanson & Wiedersheim-Paul, 1975). Respondents were 

asked to indicate the year of their firm’s first international 
experience (through either exports or FDI). Finally, as a 
cluster might be a local source of capabilities for innova-
tion and internationalization, especially in traditional man-
ufacturing sectors, we included cluster as a dichotomous 
variable that accounts for whether the firm was located 
within a cluster.

Statistical analysis

We employed structural equation modeling (SEM-PLS) to 
analyze the relationships between endogenous and exoge-
nous latent variables at the same time (Chin, 1998). We ana-
lyzed the data using SmartPLS for several reasons. Partial 
least square (PLS) is a variance-based modelization tech-
nique that fits the particularities of social sciences, where we 
typically find theories that are not yet solid, relatively small 
samples, and data that do not follow a normal distribution. 
We performed a Kolmogorov–Smirnov test and a Shapiro–
Wilk test, which showed that the data were not normally dis-
tributed. Furthermore, even if the number of observations 
meets the minimum requirements for statistical power 
(Cohen, 1992), our sample size is limited. Likewise, consid-
ering the model’s characteristics and the absence of solid 
prior evidence of how the variables are related PLS offers an 
appropriate fit, as its objective is not to confirm known rela-
tions but to provide predictions based on the data.

Prior to this analysis, we checked the descriptive statis-
tics, which are presented in Table 1. The variance inflation 
factor (VIF) test revealed no multicollinearity problems, as 
the highest level is far from the cut-off point (5) that is 
considered acceptable.

Confirmatory factor analyses. When assessing the psy-
chometric properties of variables in order to perform 
SEM, we first checked the reliability of the individual 
items, which is viewed as acceptable with loadings 
higher than .707. Almost all of our items reached that 
minimum level, and the only exceptions were two items 
within the innovation scales. However, their loadings 

Table 1. Descriptive statistics.

Variable M SD VIF 1 2 3 4 5 6 7 8 9 10

Cluster – 0.45 2.63 –  
International experience 16.91 9.89 1.37 .13 –  
Exploration 4.46 1.39 1.52 .10 .03 –  
Exploitation 6.03 0.79 1.19 .14 −.09 .28 –  
Organizational innovation 3.62 0.95 1.60 −.03 −.07 .40 .11 –  
Technological innovation 3.98 0.77 1.40 −.05 −.12 .46 .21 .53 –  
Resource-augmenting modes 1.90 1.39 1.39 .05 .12 .27 −.04 .28 .19 –  
Resource-exploiting modes 4.73 1.19 1.35 −.06 .72 .07 −.02 −.07 −.07 .04 –  
International orientation 5.40 1.22 1.43 .12 .03 .41 .42 .18 .18 .21 −.05 –  
Performance 3.63 0.86 1.45 .07 .01 .36 .21 .46 .35 .26 −.02 .34 –
Size 37.07 32.63 1.24 −.07 .10 .09 −.08 −.03 .04 .29 −.02 .11 .03

VIF: variance inflation factor.
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were at least .65, which is close to the threshold and had 
no effect on the construct’s convergent validity. Also, 
there is some flexibility to maintain items with loadings 
slightly lower than .7 when testing a new scale (Chin, 
1998), as in our case for the technological and organiza-
tional innovation scales. After this process, we also 
withdrew the item on licenses due to its very low load-
ing, given that SMEs rarely use licenses as an entry 
mode. The remaining scale had three items for exploita-
tion and exploration. The rest of items were maintained, 
providing a good composite reliability index (preferably 

higher than .8, or .7 in the initial stages; Nunnally, 
1978).

We assessed convergent validity using the average vari-
ance extracted (AVE) index, which accounts for the variance 
explained by the construct through the indicators. AVE values 
higher than .5 in the interval (0–1) indicate convergent valid-
ity (Chin, 1998). Moreover, discriminant validity is assumed 
when the AVE of a latent variable is higher than the variance 
shared with the rest of the latent variables. We proceeded with 
the preferred method of determining a construct’s square root 
AVE and the correlations with the other constructs (Table 3). 

Table 2. Item loadings, reliability, and AVE of the latent variables.

Latent variables Items in the scale Item loading Cronbach alpha Composite reliability AVE

Resource-exploiting 
operation modes

Use of indirect exports with external 
distributor or agents abroad

.988 .961 .979 .960

Use of direct exports with own network 
abroad

.972

Resource-augmenting 
operation modes

Creation of a new venture or subsidiary 
abroad exclusively with firm capital

.972 .837 .903 .757

Creation of a JV .939
Acquisition of at least a majority of a 
company operating in foreign market

.872

Capability exploration Constantly develop market research to 
asses current customers’ satisfaction

.768 .627 .801 .574

Aggressively search for new market 
segments

.797

Search for new technological ideas 
outside the firm

.705

Capability exploitation Adapt the offering to keep current 
customers satisfied

.741 .758 .861 .676

Commitment to constantly improving 
quality and reducing costs

.882

Commitment to improving the reliability 
of product and services

.837

Organizational 
innovation

Organizational innovations (intensity) .776 .828 .885 .659
Organizational innovations (degree of 
novelty)

.882

Marketing innovations (intensity) .810
Marketing innovations (degree of 
novelty)

.838

Technological 
innovation

Product innovations (intensity) .655 .770 .844 .579
Product innovations (degree of novelty) .827
Process innovations (intensity) .659
Process innovations (degree of novelty) .875

International 
orientation

Search for information about market 
conditions, demand, or the degree of 
competence in one or more foreign 
countries

.847 .778 .869 .688

Commitment of enough financial and 
human resources for international 
operations

.834

Adapt products to meet foreign market 
conditions

.807

Performance Sales growth .877 .809 .887 .723
Productivity .838
Market share .835

AVE: average variance extracted; JV: joint venture.
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As shown in Tables 2 and 3, all of these conditions for con-
firmatory factor analyses were assured.

Structural model. To estimate the empirical model in PLS 
and to obtain the t-values and their paths, we used a 
bootstrapped sample of 5,000 following the recommen-
dations of Hair et al. (2012) to ensure more consistent 
results. To assess fit, we consider the variance explained 
by endogenous constructs (R2) the path coefficients (β), 
as well as Stone-Geisser’s indicators for assessing the 
predictive relevance of endogenous constructs (cross-
validated redundancy). In general, all variables are 
indicative of moderate goodness of fit according to 
threshold levels indicated by Chin (1998) (see Table 4). 
The lowest R2 is seen for the non-tech innovation con-
struct, but it still over the minimum standard value and 
in line with the average obtained in management studies. 
Likewise, the Q2 > 0 condition is met. In other words, 
the model has predictive relevance.

Test of the direct hypotheses (Hypotheses 1 and 2). To 
test the direct paths proposed in Hypotheses 1 and 2, we 
checked the results of the bootstrapping procedure. We 
first checked the weight of the standardized path coef-
ficients (β), which should be higher than .2 to at least 
explain 1.5% of the variance. After examining the pro-
posed relationships, we cannot accept H1, as we do not 
find a significant relationship between resource-exploit-
ing entry modes and capability exploitation, or between 
capability exploitation and technological innovation 
or firm performance. However, H2, which connects 
resource-augmenting operation modes, organizational 
innovation, and performance, is supported by the empiri-
cal results. This suggests that organizational innovation 
actually enhances organizational performance. We did 
not explicitly develop a hypothesis on the effect of inter-
national orientation on performance, as its positive role 
has been widely analyzed in the literature. Nevertheless, 
we find a significant relationship (.2495; t-value 2.5636).

With regard to the control variables, firm size did not 
account for the variance in any of the previous variables. 
International experience was significant for capability 

exploitation but not for capability exploration. We also 
accounted for location within a cluster, but this variable 
was not significant in any case. A summary of the results is 
provided in Table 5.

Test of the mediation hypotheses (Hypotheses 3a and 
3b). Given the lack of strong empirical evidence, we were 
guided by the theoretical basis in proposing two mediation 
hypotheses with the aim of deepening our understanding 
of the different alternatives available to firms. To test the 
mediation hypotheses, we followed the approach developed 
by Preacher and Hayes (2004, 2008). We first calculated 
the path of the indirect effects, which is required to test for 
the existence of mediation and assess the size of the medi-
ation effect. We bootstrapped 5,000 subsamples and cal-
culated the product of the paths a*b for H3a (international 
orientation–exploitation and exploitation–technological 
innovation) and H3b (international orientation–explora-
tion and exploration–organizational innovation). We then 
estimated the significance using the percentile approach 
(i.e., lower and upper confidence intervals from the boot-
strapping), in which an indirect effect is significant when 
the interval [.025, .975] does not contain the value 0. Table 
6 displays the results for the tests of these two hypoth-
eses. The results for H3a indicate a non-significant indirect 
effect, as the confidence intervals contain 0 [−.0603531, 
.1482151]. We therefore reject H3a.

We then tested H3b, which proposes the alternative 
mediation effect, following the same approach with 5,000 
resamplings. The results show a significant indirect effect, 
being the path a*b (international orientation–exploration–
organizational innovation) different from 0. For the 

Table 4. Variance explained by the endogenous variables.

Latent endogenous variables R2 Q2

Exploitation .236 .111
Exploration .224 .097
Technological innovation .242 .097
Organizational innovation .178 .065
Performance .298 .140

Table 3. Discriminant validity.

Latent variables 1 2 3 4 5 6 7 8

Capability exploration .757  
Capability exploitation .281 .822  
Organizational innovation .402 .114 .811  
Technological innovation .459 .206 .529 .760  
Resource-exploiting operation modes .269 −.038 .277 .186 .870  
Resource-augmenting operation modes .065 −.021 −.068 −.067 .035 .980  
International orientation .407 .421 .176 .179 .206 −.053 .829  
Performance .359 .206 .461 .351 .260 −.018 .343 .850

AVE: average variance extracted.
Square root of AVE is shown on the diagonal.
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bootstrapped product of these paths, the lower and upper 
confidence intervals do not contain 0 [.06203415, 
.26022640]. For a confidence level of 95%, we could not 
reject the alternative hypothesis that the mediating effect is 
null. Therefore, this indicates that capability exploration 
has a mediating effect on the relationship between interna-
tional orientation and organizational innovation, which 
supports H3b. Given that the indirect effect a*b is signifi-
cant and that the direct effect when including the mediator 
variable is not significant, we can consider this as a full 
mediation (i.e., only an indirect effect; Zhao et al., 2010). 
Notably, according to Preacher and Hayes (2008), the fact 
that the total effect is significant is not a necessary condi-
tion. The test must be addressed along the individual paths 
by testing the indirect effects in a single model that includes 
all of the variables (Nitzl et al., 2016; Zhao et al., 2010).

Finally, in order to further test the robustness of our 
model, we ran it with technological and organizational inno-
vation as the dependent variables. In other words, we tested 
a reversed model. The results displayed organizational inno-
vation–exploration as a significant link, where any of the 
operation modes affected performance in turn. This sug-
gests that although innovation activity may be important for 
foreign operations, it actually affects performance through 
the other path (i.e., through the learning accumulated while 
operating with resource-augmenting modes).

Discussion

In this article, we have addressed the question of how 
learning about foreign markets can affect a company’s per-
formance. From a conceptual angle, the extant literature 
suggests that dynamic capabilities support different inter-
nationalization processes (Luo, 2002; Prange & Verdier, 
2011; Riviere & Suder, 2016). Our results provide new 
insights into the opposite relationship—the ways in which 
foreign operation modes can expand capabilities and 
resources. When applied deliberately to the proper innova-
tion missions, these capabilities and resources can foster 
organizational performance in SMEs.

According to our findings, firms using the resource-
exploiting operation path cannot benefit from capability 
development to the same extent as firms following the 
resource-augmenting path, as the two paths do not lead to 
equal performance. This can be explained by the fact that 
although exporting enables organizations to place products 
outside their domestic markets, some modes (e.g., indirect 
exporting) do not enhance current capabilities. In the worst 
cases, distributors impose their conditions on the transac-
tion, as they possess the contacts, networks, and knowl-
edge about consumer tastes and market structure. In fact, 
they can hinder market-specific learning prospects. 
Unfortunately, this is a recurrent problem for SMEs given 

Table 5. Results of the test of direct hypotheses.

Hypotheses Direct relationships tested Path coefficient t-value Results

H1 Resource-exploiting operation modes–capability exploitation .182 1.231 Rejected
Capability exploitation–technological innovation .094 1.025 Rejected
Technological innovation–performance .124 1.376 Rejected

H2 Resource-augmenting operation modes–capability exploration .197 2.898 Supported
Capability exploration–organizational innovation .409 5.126 Supported
Organizational innovation–performance .355 3.324 Supported

t(0.05:4,999).

Table 6. Test of mediation hypotheses.

Hypotheses/effects Total effect (c) Direct effect (c′) Indirect effects (a*b) Confidence intervals

Coefficient t-value Coefficient t-value Coefficient t-value Lower Upper

H3a (Rejected)
Paths:
International orientation–exploitation (a)
Exploitation–technological innovation (b)
International orientation–technological 
innovation (c)

.002 0.018 −.034 1.015 (a) .4482
(b) .0946

5.198
0.347

−.060353 .148215

H3b (Supported)
Paths:
International orientation–exploration (a)
Exploration–organizational innovation (b)
International orientation–organizational 
innovation (c)

.173 1.513 .036 0.309 (a) .3719
(b) .409

4.2638
5.4043

.062034 .260226

t(0.05:4,999).
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their risk preferences. Moreover, a focus on cost minimi-
zation might inhibit learning about foreign conditions.

Our results also indicate that firms using the resource-
augmenting path make more intense use of capability 
exploration but not capability exploitation, such that 
these firms mainly focus on the search for and develop-
ment of, for instance, new customer or product seg-
ments. This, in turn, leads to better performance. 
Organizational innovation advances the needs of mar-
kets and makes it more difficult to imitate the value 
offered to customers (Doran, 2012). Therefore, allocat-
ing resources to organizational innovations would be 
one direct way to improve performance. In our view, this 
is the result of the effort needed to adapt commercializa-
tion and management practices at a time when the ability 
to reconfigure business models is crucial for differentia-
tion. When firms invest in foreign countries and are, 
therefore, exposed to different institutional and cultural 
factors, they can develop and exploit specific market 
knowledge to adapt their products. However, the main 
change will come from the adaptation of management 
and commercialization systems. Hence, organizational 
innovation becomes more important for sustaining long-
term competitiveness.

Conversely, the relation between technological innova-
tion and performance on the exploitation path does not 
seem to lead to improved performance. Nonetheless, we 
believe that this strategy offers a “basic position” for sur-
viving with minimal risk in the global arena. A similar 
argument can be made for exporting. While our results 
provide evidence on the benefits of resource-augmenting 
entry modes, firms deciding to export and commit fewer 
resources to foreign markets (and, thereby, face fewer 
risks) can still compete.

Concluding remarks

We believe our research contributes to the academic litera-
ture in several ways. The relationship between innovation 
and internationalization is an area of increasing academic 
interest, but the empirical evidence on the underlying 
learning mechanisms connecting these two areas remains 
limited. Furthermore, much of the extant literature focuses 
on innovation and its influence on internationalization, 
while the impact of learning from internationalization on 
innovation is still mainly limited to learning from export-
ing effects or from secondary databases (Araújo & Salerno, 
2015; Golovko & Valentini, 2014; Thakur-Wernz et al., 
2019; Wu et al., 2016). This might restrict the adoption of 
a dynamic capability approach and, thereby, simplify the 
richness and complexity of these decisions. In this article, 
we have offered a more comprehensive view on the impact 
of international operation modes as an input for innovation 
using firm-level data. That innovation, in turn, influences 
organizational performance.

In addition, the related literature points to numerous 
ways of measuring primary and secondary innovation. In 
this article, we aimed to provide a global measure of inno-
vation that was empirically valid. This measure includes 
not only all recent types of innovation but also their 
degrees of novelty. As our results show, we find significant 
differences when we extend the analysis beyond classical 
product and process innovation.

All in all, several conclusions can be made on the basis 
of our findings. If a firm’s main objective is to improve 
performance, it would be well served to adopt resource-
augmenting operation modes aimed at affecting organiza-
tional innovation. Exposure to different local conditions 
triggers a need to reconfigure, experiment with, and 
uncover resources for new customer segments and prod-
ucts. These resources differ from the extant knowledge 
base. A second mechanism is also needed, as posited in the 
mediation hypotheses: the international orientation (i.e., 
the specific resources devoted to foreign markets) must be 
addressed to ensure exploration.

Learning from various operation modes helps in the 
allocation and concentration of resources in exploitation or 
exploration activities, with different effects on perfor-
mance. Our consideration of operation modes as a decision 
that can affect the development of organizational capabili-
ties through learning allows us to connect recent lines of 
research. By including only exporting modes and FDI, we 
have provided an updated view on the international strate-
gies adopted by contemporary firms, which are increas-
ingly based on the use of diverse entry modes.

In addition, we provide empirical evidence on the 
impacts of exploitation and exploration on internationali-
zation and innovation. The dynamic capabilities litera-
ture is essentially in a theoretical stage, especially with 
regard to internationalization processes (Prange & 
Verdier, 2011; Riviere & Suder, 2016). Therefore, this 
study contributes to the international ambidexterity liter-
ature. A related theoretical contribution rests in our 
examination of the heterogeneity of firms’ resource-allo-
cation choices—innovation and performance are the 
result of the amount of resources a firm has available as 
well as the allocation of those resources.

In our view, the testing of this novel framework in tra-
ditional manufacturing sectors leads to some interesting 
conclusions with relevance for managers. The study 
stresses the importance of utilizing more sophisticated 
operation modes and organizational innovations to enhance 
a firm’s knowledge base and to foster new models relevant 
for competing at the international level. In this regard, we 
illustrate how resource-augmenting operation modes and 
non-technological innovation arise as the hallmarks of 
superior performance. Our results contrast with the tradi-
tional perspective in these sectors, which can be extended 
to SMEs facing similar conditions and limitations. The 
reactive tendencies of these firms to export in similar 
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markets and to make minimal investments in new product 
and process innovations may ensure a basic competitive 
position but will not enhance performance over time.

This study also offers some interesting results regarding 
structural variables, which are frequently tested in this 
type of research. Our findings suggest that the classical 
path followed by traditional manufacturing firms does not 
significantly affect performance regardless of firm size, 
location in a cluster, or international experience. Even if 
these organizations have obvious resource limitations, our 
analysis indicates that success is possible. As such, a pro-
active attitude can be more important than restrictions aris-
ing from organizational structures.

Naturally, this study is not free from limitations. Some 
of them arise from the assumptions needed to depict the 
contrary process with little evidence when the archetypal 
sequence is capabilities–innovation–internationalization. 
In order to avoid overlapping and tautological relations, 
we had to simplify the starting point as a plain setting of 
different operation modes already in use. Consequently, 
we disregarded the capabilities that may have led firms to 
that point. However, we do not deny the existence of for-
mer conditions—even if international experience was not 
significant or other capabilities were not included, the 
firms in our study probably invested in improving their 
products and processes before going international.

Moreover, the choice of sectors might affect our ability 
to generalize our results. Although we control for location 
within a cluster, the results could differ in other regions or 
sectors. Finally, in order to simplify our model, we did not 
explicitly analyze paths with combinations of operation 
modes or combinations of types of innovation. In other 
words, there is some potential for synergistic effects 
between resource-exploiting and resource-exploring oper-
ation modes, and between technological and organiza-
tional innovation. Analyses of these possible relationships 
could be interesting in the context of location- and non-
location-bound knowledge arising from operation modes 
that lead to superior stages or learning.
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Notes

1. In this article, we employ the concept of “foreign opera-
tion mode” (Benito et al., 2009), as we aim to analyze the 

ongoing forms of foreign operations rather than the first 
entry into a given market.

2. This database offers financial information on private com-
panies around the world. It comprises data from other data-
bases, such as Amadeus, BankScope, Isis, and Osiris.
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