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Chances and risks for small and medium sized companies in the process of internationalisation
For the development of strategies for internationalisation for small and middle sized enterprises
The continuous processes of internationalisation comprise several chances for small and medium sized enterprises
 (SME), but some risks. Chances come in particular in the possibilities to export and the occupation of new markets. Germany, and with it its companies, are still the world’s no. one export nation.

But for internationalizing, all economical activities and not only the exporting SMEs reach their limits. On the one hand, many German companies are already internationally active, in the areas of acquisition, export, import and in some parts also by founding subsidiaries in different countries. On the other hand is the limit of internationalisation potential that goes further (for example finance, human resources, research and development) than the classical economical areas (acquisition, production, outlet) not reached yet by SMEs.

It stays to state: so far export is still the main instrument for SMEs in the framework of internationalisation. That means that there is more potential concerning the particular process of internationalisation in the classical area as well as in the extended functional areas of SMEs.
I. Introduction

Everybody is speaking about internationalisation and like “globalization” it has become an undifferentiated used and in the same time context-linked catchword.
 The so called “go international”, the “deeper internationalisation”, with all its different characteristics is aspired by SMEs. Because of a continuous liberalisation of international trade, the international competition will increase. That means that also SMEs with regional or national orientation have to face more and more potential foreign competitors in their ancestral markets.
So, the economical ability of taking strategic or operational advantage for your own company out of the arising chances offered by internationalisation is becoming of more and more importance for the present and future success is. Of special importance for this is the internationalisation strategy that was developed and adjusted specifically for the company.
In the following, the current internationalisation strategies will be introduced and pointed out by all means examples of successful internationalised SMEs and several big companies. Thereby it is of importance to have a look not only at the Best-price examples of internationalised SMEs but also at the positive and negative examples of big companies for the own internationalisation.
Many currently successful SMEs orientated themselves with regard to the experiences of big companies of the own branch. Many mistakes- and with that misinvestment of billions of Euros- could be avoided in that way. That does not imply the conclusion that successful internationalisation strategies of big companies can be transformed one by one to SMEs. The adjustment onto the own SME with all its characteristics and its unique selling point, in particular the adjustment onto the founder of the company is of essential importance.

II. Internationalisation/internationalisation strategy
The internationalisation of economical activities is not a new development in the framework of economical acting.
 Therefore internationalisation found its reference in the economical literature.
 There are differences between the definition and the beneath mentioned dimensions of internationalisation and internationalisation strategy.

Well, how can we define internationalisation and internationalisation strategy with that?
There are two possibilities in the framework of internationalisation of SMEs: So we can already speak of internationalisation when a company becomes active on a foreign market for the first time. With that, even Austria and Switzerland are comprised in this definition of internationalisation. Even more, the internationalisation is the economical process of a SME to enlarge its already existing international activities.
 Thus, internationalisation is the “genus for all forms of international economical activity”.

Similar to the “internationalisation” is the property of the term “internationalisation strategy”. First, there is no general definition and second, there is such a wide range of  dimensions. So the only way to understand internationalisation strategy is to understand it as the strategic development and the following operational planning and the successful implementation of the international economical activities.

III. Analysis of internationalisation potential
German SMEs are facing more and more international competition on their ancestral home markets. On the one hand, the SMEs have to face new competitors and at the same time they have to develop strategies for abroad respectively to focus on the enlargement of their foreign activities, that go further than the classical export. For SMEs and its economic processes of globalisation it seems necessary to check as well in the classical as in the enlarged economical areas in respect of the non-utilised internationalisation potential. With a positive benchmark of the potential SMEs develop and implement comprehensive internationalisation strategies to accomplish these challenges. For being successful in internationalisation a strategy is needed that is adjusted perfectly on the current company (adaptation). Based on this, and in the framework of operationalisation of that internationalisation strategy, there should be a continuous inspection with latent bottom-up or top-down processes (counter current process) taking place. 
Thus, for SMEs, having only very limited international activities so far, the basic Analysis of their own internationalisation potential is the first, and at the same time, one of the most important steps for internationalisation. Not only for international non-active SMEs the development and implementation of a internationalisation strategy is of importance. A refreshing analysis of the own internationalisation strategy is also helpful for already international active SMEs as basis for further activities. 
Of central importance are already executed international economic activities and the experiences the SME can derive from. Because, if the SME has already problems with its current degree of internationalisation, it threatens the new adjustment or enlargement of the international activities to fail as a result of non-solved problems in the framework of the original internationalisation.
So it is very useful for an entrepreneur to check critically the international activities of the company before the “go international” in order to analyse the possible strengths and to eliminate the weaknesses (see passage 2).
Besides the structural analysis that follows the five-forces model, it arises also the SWOT-analysis as a strategic instrument for the check of the internationalisation potential. Thereby, in the framework of the internal inspection, the strengths, weaknesses and, in the external view, the opportunities and threats get analysed and valued.

A wrong decision respectively the overestimation of the company’s internal resources and qualifications in the framework of internationalisation can lead to extreme flop. The company will be burdened heavily in this circumstances. This can lead to, for example with the decision in the framework of the so-called “off-shoring”, back sourcing of the added value process into the particular descending land with the loss of the investment. In the worst case the international competitor will also be strengthened by a withdrawal from the foreign market. Several current examples are found continuously in the economical press (for example the withdrawal of a do-it-yourself store from China). The analysis of the internationalisation potential of the particular SME results from the inspection of the following central analysis:
· The internationalisation potential develops generally out of the SME’s willingness to adjust totally to the international conditions and situations. The central moment thereby is the motivation and support of the associates for the “go international”. The willingness to adjust needs a gradual development and has to be worked out systematically within the SME, especially at the beginning of the process of internationalisation (for example, the transparent internal communication concerning the planned foreign and internationalisation activities in the framework of a associate gathering).
· There is a direct relation between the possibility of internationalisation and the organisational structure and human resources of the SME. To that belong as well the general organisational and structural capacities of the SME as the increased qualification of the associates (for example: administrators for export/import, language courses, intercultural training, etc.) and especially the willingness of the executive to take additional costs for internal and external investments (for foreign subsidiaries: shortage of the resource “time” as a result of, for example, the executive’s absence for several weeks)
· The question of financing the planned foreign investments, that go further than the usual safety measures of export, is also a central criterion for the decision whether there exists a positive or negative potential of investment. An increased leverage in the framework of a changed rating for the SME (Basel II) complicates the financing of internationalisation even more. In general, several federal states and state-owned banks offer loans for external financing of internationalisation efforts. Depending of the form of the company, in the framework of self financing, the stock of the company can be increased by a new distribution of shares or by deposits of the partners.
· So the competence of internationalisation refers to the particular resources, the aims of the company, the business segment and the position of the SME in the competition (using for example the five-forces model, SWOT analysis and the portfolio analysis)
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Figure 1: sections of a company that are relevant for the decision about internationalisation with their mutual dependencies and consequences

To summarize it in the praxis, four central internal sections materialized out, in which the entrepreneur has to develop detailed clearness about: 1) general management capacities, 2) number and qualification of the associates 3) organisational structure and 4) the stock (see drawing 1). In all of the four sections the central question of preparation of the development of a internationalisation strategy of the SME has to be answered: 

Are we as a company really ready for a “go international”?
IV. Development of internationalisation strategies
1. Enterprise specific life circle

The next step after a positive decision for a “go international” is the strategic and operational implementation. While big enterprises, for example from the German car industry section, already dispose of a tradition of internationalisation and with that of adequate resources for the corporate international evolution,
 SMEs are missing consistent internationalisation strategies. The problem for SMEs is even several levels deeper. Already at the beginning of international activities, and in particular during the development of an explicit internationalisation strategy, there are deficits in SMEs.
 This holds independent from the level of strategy, be it the corporate strategy or the following strategies for business areas and functional areas. Apart from the difficulties like, for example the correct estimation of the market volume and the market potential, the choice of partners abroad or the lack of internationalisation know-how (knowledge about the country, laws, language, culture, etc.), are special management problems, which cause problems for SMEs during internationalisation. Thus, the focus of the management is on marketing activities, respectively questions of technology (quality, technological transfers), than on strategic adjustment. Thus, the entrepreneurs personality plays an important role during the internationalisation of the enterprise.
For the analysis of the above mentioned deficit of strategic adjustment a for example ideal type of action-phase model with counter current processes can be used, which is to be adapted to the specific SME and the company specific situation of the founders and executives (see figure 2).
In the beginning of each and every corporate activity (1) stands the vision of the founder(s) and the current director. An analysis (2) of the corporate starting point and the resulting aspects is accompanied by an environmental analysis (3), leading with the next steps to the strategy and the choice of strategy (4). The following process of working out a internationalisation strategy has to be integrated into the already existing corporate strategy.

After that, related to the expansion of the business, a general strategy (5) (for example timing strategy) gets verbalized and worked out in detail (for example strategy for market cultivation respectively market entry).
 The next step is the implementation of the strategy, which is reflected in the embodiment of internal organisation (for example the designation of a responsible for the internationalisation), implementation of the strategies and the action programs. This leads finally to the wanted internationalisation according to the conducted definition (7).
The next central step is the permanent control (8) (variance analysis) of the executed international activities. By means of that, frictional losses can be discovered and optimization potentials of and so called synergy potentials can be made available. The new insights lead to a handling (9) of the given and with that to a revised and enlarged internationalisation strategy, which can lead, under certain circumstances, to a withdrawal from already edited markets or to a completely new adjustment. Normally, however for SMEs follows the so-called deepened internationalisation (10).
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Figure 2: Ideal type of way of a internationalisation strategy

An internationalisation of a SME is almost obligatory, as not taking part would mean stagnation respectively a step back for the enterprise, especially with respect to the increasing foreign competition on the traditional company specific market. In that context one speaks of the so called push- and pull-factors. While push-factors focus on the limits of the home market (crowding out), the pull-factors focus on the client, who ,for example, demands from the SME to follow him to different foreign markets. The SME has, in this regard, almost no other choice than to follow its main client into the “new world” (that happened to several German SMEs, especially in the car branch respectively the car supplying industry).
2. Business sections in the framework of a internationalisation strategy
For the adaptation and specific deepening in the framework of internationalisation of enterprises and the enterprise specific products, there are yet even more strategic instruments:
 depending on the size of advantages of the internationalisation and on how far local adjustments are necessary, one specifies four ideal types of internationalisation strategies (figure 3). With the help of portfolios the adjustment of a internationalisation strategy can be summarized on the one hand. This includes advantages or an international product strategy starting from a global (a) over a trans- (b) and an international (c) to a multinational (d) strategy. At the same time the portfolio provides an overview of standardization, respectively differentiation advantages in the framework of the chosen internationalisation strategy.

a) In the framework of the global strategy several small and country specific adjustments are taken. The market is considered to be standardised and mostly homogeneous. With, in this case, products that are standardised world wide (global brand) advantages of costs and prices for big sales volumes can be achieved.
 In connection with the global strategy entrepreneurial decisions become centralised.
 The executive has to establish in this respect a integrating overview and to observe the sum of the success in all the countries/markets as one (geocentric culture). This has the result that the single maximisation of the success of each and every country/market has to be achieved (acceptance of sub optimisation for certain parts in favour of the common optimum).
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Figure 3: Advantages and disadvantages of different internationalisation strategies

b) In the framework of a transnational strategy standardization advantages (economies of scale/economies of scope) are used as national differences as well.
 In this way advantages of economies of scale through standardization of processes and advantages of networks, for example with the simultaneous usage of brand names, can be generated. Regional centres of added value have to be linked in the framework of this transnational strategy and have to be adjusted in a way that denotes a synegetic culture.
 With the realisation of arbitrage effects (different costs for factors or productivity in the different countries) this strategy can be used as well for national differences.

c) Concerning the international/national strategy little advantages are gained by global standardization and local differentiation. The advantages could be acquired deeply and used by revising of the strategy. 
The binding to the home market is still very distinct. A few countries are handled via export. Chances on foreign markets get used partially with the appearance of occasional opportunities (for example the order of a client from abroad). Preferred are countries that have similarities to the home market. The international strategy is linked in literature very often with the ethnocentric culture. The possibly existing foreign plants are stamped by the visions and decisions of the holding company.

d) In the framework of the multinational strategy the enterprise adapts itself to the specialities of the current foreign market. The products are aligned specifically to the countries as well. The organisational structures are strongly adjusted to the specific countries and every strategy is being specified and adapted to each country. Cultural differences within single subsidiaries are accepted and as a result of that decisions are made decentral (polycentric culture). That means for the executive that a build-up of a complete organisation for a country is linked to a relatively high autonomy of the subsidiaries and, coming with this, only little meaning of the headquarters in comparison to a global strategy. That tends to result in a higher entry barriers for other following supplyers.

For the management, not only in the headquaters but on site as well, this results in a hich amount of sensitivity and flexibility regarding market developments by using slots for local suppliers. Especially the deliberate usage of a limited action enable SMEs to develop lucratic slots. It is an ideal starting point for SMEs on the way into deeper internationalisation and leads normally from a local to a multinational and even to global business- thus from defining a market strategy in the framework of enlarged internationalisation strategy across the development of regional concepts (transnational strategy) to, finally, a possible global strategy.

The here mentioned internationalisation strategies point out how single SMEs could act ideal typically in the environment of the international competition. In practice mixed strategies are used primarily. Non of the four mentioned ideal typical strategies is followed exclusively. Intersections result from an adaptation to the particular reality of the company.

3. Ability of internationalisation of a product

A further central step on the way into internationalisation is the examination of the product with respect to its ability of internationalisation. For the examination of the ability of internationalisation an appropriate classification of the markets, in which the product should assert itself, are useful. The more precise the classification, the more precise the factors of influence will be visible, like for example governmental regimentations, sociocultural pecularities and taboos. An alignment onto the target group brings competitive advantages during the upcoming internationalisation. As a conceptual method one of the three-dimensional approaches is suitable to classify of business areas and for the successful internationalisation of products:
· A first dimension for the classification of business areas are the challenges, which are to be fulfilled in the different client sections (consumer functions)
· A further approach is formed by the client sections which map the heterogeneity of the demand. The criteria for that have to be chosen in such a way that the conclusions regarding to buying behaviour, buying criteria, marketing and sales efforts, own strengths and weaknesses can be drawn.
· As a third dimension for the classification of single deals, the method respectively technology of the underlying duty is suitable

V. Examples for internationalisation strategies
Naturally, a general answer to the question of the “right” internationalisation strategy can not be given,
 but the following examples of different companies show successful ways and instruments (see figure 4).
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Figure 4: Forms and instruments of internationalisation

1. Internationalisation of export: a trading firm as a partner

One possibility for a continuous internationalisation of SMEs in the framework of increasing export consists of the cooperation with a trading firm. Normally, the core competence of a trading firm is to notice chances for business, independently of the industrial branch, to find suitable technologies, products or partners and to build up new business models. Especially in Japan trading firms are historically wide spread and active until today. Not only trading firms have a big importance for the market entry in Japan as a first step of internationalisation, but also on the way of further internationalisation, because the support world wide networks; for example the Marubeni Corporation has activities in more than 70 countries, 110 offices and more than 200 companies that are used to follow and to examine always the latest developments.
 Especially for the market entry in Japan or Asia the partnership with a trading firm is a very effective option. SMEs without extensive contacts and measures benefit from the existing networks and strategies.
2. International chain of economic value added through franchising

Another component is pointed out by the following example of one of the world’s biggest producers of footballs, which was also the official supplier of the World Cup 2006 in Germany. This enterprise doesn’t only produce footballs in the Pakistani city of Sialkot, the so called “world’s capital of football”, but also in the Thai industrial area of Sarirasha. There the Japanese franchisee of the German enterprise produced the footballes which were used for the World Cup in an international chain of economic value added. Even though only 10 percent of the production capacity of the factory is used by this order, the German standards concerning lean-management or even social and environmental standards could be implemented successfully and the high quality standards could be fulfilled.
So this example shows not only a way into the internationalisation on the basis of the licences strategy, but underlines also the possibility of a connection of world wide desirable standards.

3. International forms of partnership: franchise/joint venture
Out of the different forms of partnerships the most relevant and interesting ones in the framework of an enlarged internationalisation of SMEs are, besides the already mentioned trading firm, especially franchise and joint venture. In this context, of many factors which are important for a successful partnership, the following ones are seen as causal for the success respectively failure: 
· The ability of the partners to agree to common aims 
· The philosophy of the partners and the partnership (common values) 
· The coordination between the partners in the partnership 
· performance and potential of the partnership 
· franchise-/partnership contracts 
· mutual trust and mutual commitments 
· style of leadership/management in the partnership 
· meaning of the planning 
· handling of special necessities/problems 
· coordination of business processes
To build up a successful international partnership, the following steps have to be kept in mind and be defined in the framework of the partnership:

· expected economic value added in the foreign market

· wanted amendments/mutual amplification of interests
· organisational and financial resources of the partner

· degree of the wanted control concerning own strategic resources

· limits of tolerance for accepted risks with respect to time aspects
· strategic meaning of the market at the partner’s location 

Only when for all these points a clear and at least satisfying answer can be given, a partnership respectively in the case of franchise partnerships is on the way into international presence reasonable and has good perspectives to be economically successful.
How difficult but nevertheless successful such a internationalisation strategy can be is shown by an example on the market of luxury goods and in particular the jewellery branch. A SME from southern Germany made it, with the above mentioned criteria in the framework of a franchise-based concept, within 10 years to become a “hidden champion” and with that to the world market leader.
 The current expansion rates are lying in the high double digit section. The basis for this enormous success is the (inevitable) diligence selecting their franchise-partners. The management of the SME sees “common ideals” as the crucial criterion for a well-working franchise-partnership. Besides, the international chain of economic value added, the glocalised
 sales strategy, the “individualised mass production” and the high world wide product acceptance are playing an important role.
4. Internationalisation of brands

Another promising approach to take the leading position in international markets is a sophisticated market and product policy. The so-called global-branding-approach contains a product development on the level between local differentiation and global standardization. 
Again, an example can be given by a world market leader from southern Germany:
The SME became the undisputed market leader for systems technology (electricity supply) within the last ten years. Product and brand are not seen as one but conceptually as parts  consisting of a functional product part and a market part. The followed strategy focuses on the grown brand which is being held “à jour” by continuous innovation, new production techniques and newly developed products. Local needs are not overlied by the global brand of the SME but acquired and satisfied locally.
In the meantime additional non-calculable synergy effects have evolved regarding this internationalisation strategy. Newly developed products having arisen from regional client needs have been adjusted to other markets and have become bestsellers on these regional markets, improving at the same time the position of the enterprise on the world market. In this case, the current growth rates are in the high double-digit, almost triple-digit area, as well. The ten offices in the world are spread strategically over the continents in such a way that one can speak of market penetration. As an “add-on”, and for a continuous usage of these effects, regular company meetings are usually taking place on the particular sites spread all over the world. Apart from the “global-branding” the enterprise is also an exemplar for the “glocalisation of factors of success”
.
5. Internationalisation of factors of success

A further strategy the result of a combination of theoretical thoughts and a successful application in praxis is the alignment to the three following factors of success:
· Regular collaboration with the clients to evolve the own products

· Coevally world wide and locally organized customer service with clear concept standard for the respective regional companies (so-called glocalisation)

· Build-up of the own enterprise by organized growth and reorientation of the enterprise with every new key innovation
In practice, a German software house has accomplished these factors successfully and labels them as 1. trusted innovator, 2. globalisation and 3. Best-run-organisation.

6. International customer oriented product solution

The especially the given flexibility for SMEs, to react rapidly and goal-oriented to demands of the clients, respectively problems of the clients, can be defined as a strategy for client oriented solutions to problems.
Like this for example, a German middle-sized company, that produces machines as well as system solutions for production and testing steps for the manufacturing of micro-electric components, recognized that the actual market in principle is partially divided world wide.

According to the belief of the management a bigger share of the market can only be reached by a better product solution in comparison to their competitors. This aim should be reached by quality, innovation and productivity.
The management formulates constructive to these vision five international goals for the company (mission, compare to figure 5):
· World wide satisfaction of the clients

· Enlargement of the world wide market presence

· Continuous product improvement

· Constant improvement of the system 

· Optimal cost/performance ratio

The thorough alignment to these world wide goals led to an annual increase in turnover in the dimension of 15% to 30%. This outstanding growth was realized in particular with deeper and constant customer proximity.

7. International values of enterprises
Another internationalisation strategy is based on theoretical approaches to innovation and continuity. A successful German engineering company defines innovation as idea plus application plus speed. Referring to internationalisation, the customer proximity is a necessary condition for the trust into the own brand and to signalize continuance to the client. Continuance as a willingness for continuous change contains in this enterprise also to be always the ideal and to convey values. For this company, that has developed out of a big middle-sized company, the existance of these three factors lead to world wide success.

VI. Enterprise specific implementation
The international market entry and the following continuous internationalisation can be systematised with an increasing degree of foreign business, for example into different levels like export, franchising, licensing, direct investments (see figure 4). For the company’s further and deeper internationalisation additional aspects, that orient towards the logic of the process of real goods and the local framework for goods and services, can be pulled up:

· Acquisition-oriented reasons: 
development and preservation of resources
· Product-oriented reasons:

basically advantages of rationalisation and costs
· Sales-oriented reasons: 

development and preservation of foreign markets 

with situation specific competition strategies

· Environmentally oriented reasons:
Usage of country specific frameworks in a

cultural, technological, legal or economical way

· Factor specific reasons:

Development of new resources in the section of 

research and development and staff

Generally, there is to state that: the examples and instruments mentioned here as a basis for deeper and enlarged internationalisation of SME, have to be adjusted carefully with respect to the company ‘s specific situation. As decision guideline, tables in the sense of benefit analysis (see table 1) can be helpful.
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Table 1: Table of examples- decision guidance for activities of internationalisation

Depending on the SME, company specific descriptions and attributes of quality with already done internationalisation-analysis’ (see figures 1 to 4) can be set into relation with the SME’s specific areas of function. The relevance for the internationalisation reflects thereby the subjective rating of the particular management.

The entrepreneur decides by himself via weightage (all functional areas = 100%) about the meaning and expected effort (for example: high=6, middle=3, low=1) of the particular central factors in the framework of its further internationalisation (management, organisation, associates, costs). In the end from the multiplication of the weightage and estimation of the effort it occurs the numerical sum of the values and derived from that an executed descriptive company specific self-estimation and ensuing the steps to operationalized in the framework of further internationalisation of the particular SME.
VII. Conclusion

The economic globalisation has to be seen as a fact. In the beginning of this article, the thesis of the necessary optimisation of international entrepreneurial activities of SME was postulated.
For SME it is necessary to work out an adequate internationalisation strategy. Also if in the beginning the SME doesn’t seem to be affected by processes of internationalisation. In the framework of internationalisation strategies, different variations and instruments have been shown in this article which were already implemented successfully by different companies.
According to already existing experiences, the acquisition of these strategies for SME with particular company specific adjustments is a passable way. Yet if these adjustments are not implemented, especially in the areas of associates, organisational structure, quality, innovation and demands of the market, the deeper and enlarged internationalisation of the SME will almost not be possible.
It should be the goal to see internationalisation as a chance to find the right position on the world market. The shown strategies and instruments can give a first overview. A combination of these shown strategies increase the possibilities of success during the “go international”, while the beginning, respectively the choice of the starting point of the own internationalisation (see figure 5) and the latent dynamical interdependent process have to be defined for each and every SME.
The analysis instruments, described in this article have been integrated in the following figure. The different areas of internationalisation shown there are:
· Potential (see figure 1)

· Phase (figure 2)

· Portfolio (figure 3)

· Form (figure 4)

There should have been worked out before the combination and necessary conditions for the shown processes of progress in the framework of internationalisation.

For all four areas, the essential questions regarding to a future internationalisation strategy and the following internationalisation of the enterprise should be calrified:

· Which internationalisation potential do we really have regarding to financing, management, organisation and associates?
· In which phase of internationalisation are we now?

· Using which business segment strategy in the framework of internationalisation portfolio do we want to become active?

· By means of which operational convertible and for us most suitable form of internationalisation (franchising, office, M&A, etc.) do we want to implement our internationalisation strategy?
For a there on constructive first estimation of efforts for the internationalisation of the SME in the particular areas a above mentioned decision guidance (table 1) can be accomplished.
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Figure 5: Process of combination and adjustment via different instruments

It is important to see the standards in the areas quality, production, staff and environment already achieved in the home country as advantages on the way to an international active SME, as well. These minimum standards have to be established on site. They serve a regulated competition as well as the protection of consumers and producers. These “rules of the game” should be standardised world wide in the interest of the working and consuming people. Advantages of time, technique and product quality in combination with ecology and fair working conditions increase the sales and at the same time increase the reputation of the then internationalised SME.
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