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Abstract

Type of Paper: Discussion

Objectives: This paper seeks to generate insights to address this challenge by reflecting upon the experiences of SMEs in two UK regions. Whilst these regions have different economic and industrial histories and structures, there is a pressure within both regions for SMEs to engage with international trade opportunities. The paper develops a typology by which to segment the experiences of SMEs within the two regions based on different levels of engaging with international trade.

Prior work: Since the 1990s, governments within developed market economies have increasingly developed programmes of support for small and medium enterprises (SMEs) to encourage international activity, largely as exporting and new market development (Ibeh, 2000; Paul-Dana, 2004). In part, this focus on SMEs and internationalisation reflects political concerns with growing balance of payment deficits and the need to encourage indigenous business development activity. In response to such findings, Governments of countries such as the United States, member states of the European Union and Australia have introduced a range of different types of business support programme to encourage and support international activities within the SME population. These interventions have included trade missions, subsidised market research programmes, training courses on specific international activities and networking and experience exchange events.

Approach: The paper draws upon the findings from workshops and telephone consultations with businesses with different levels of experiences in engaging with international trade within the two regions. The methodology generated both extensive and intensive insights into how international trade activities are developed and managed, as well as how SMEs interact with different types of support mechanism.

Results: The paper outlines a segmentation framework with five segments, determined by the level of experience and expertise in managing different international activities such as importing, exporting, joint ventures and the transfer of intellectual property rights.

Implications: The paper concludes by outlining the implications for policy markers and agencies supporting internationalisation of SMEs, in addition to academics and researchers involved in understanding how SMEs develop an international orientation and business strategy.

Value: A key argument within the paper is that the scope to support and encourage international and global trading activities of SMEs varies between segments, as a result of different motivations and approaches to international trade. Hence the segmentation framework could be used by policy markers as a way of targeting resources to those businesses where greatest value added can be achieved.

Keywords: internationalisation, market segmentation, process understanding

Background

The past twenty years has seen an explosion in research in the area of internationalisation of small and medium-enterprises (SMEs), which has resulted in a considerable body of academic literature and thinking.  In part, interest in this area of research has been stimulated by the growing debate on globalisation, its impact on the development of SMEs and the entrepreneurial response required by businesses to deal with increased competition.  It also reflects the activities of Governments in a large number of developed and developing market economies who have introduced a range of policies and programmes to support the internationalisation of SMEs, as part of wider economic policies to tackle balance of payment deficits and enhance the competitiveness of local and regional economies.  In the United Kingdom, for example, the Wilson Review (1999) led to the formation of Trade Partners UK1 and an explicit regional structure by which to provide support to assist SMEs to engage with, and develop international markets.  There are similar explicit structures of support for internationalisation and SMEs in countries such as Australia, France, Spain and the United States.

At a micro-level, such support is provided to assist and enable businesses to exploit opportunities in overseas markets and address the barriers and challenges associated with doing business in international markets.  A brief review of the academic and practice-related literature highlights a number of benefits associated with exporting and internationalisation including: exposure to different ways of doing business, opportunities for product development modification and development; sources of additional and new business; and opportunities to develop joint ventures and strategic alliances.  At a more macro-level, a recent undertaken study by Girma et al (2001) demonstrates a relationship between propensity to export and enhanced levels of business productivity.  

However, a critical review of this literature raises a number of issues in terms of the impact and usefulness of this body of understanding.  For example, both Julien et al. (1997) and Sear and Hamilton (2003) question whether this mass of research activity and published material has afforded a clearer view of the key issues surrounding the internationalisation of the SME.  It may, in fact, simply serve to increase our lack of understanding in this area and has resulted in the formation of a number of myths and misconceptions upon which a number of policies and programmes of support for SMEs have been developed and introduced.  The academic propensity to create problems, models and theories has led to a tendency to conceptualise the experiences of the SME in fragmented, atomised and unrepresentative terms which are poorly suited to the solutions to the problems that businesses actually encounter (Aldrich and Martinez, 2001).  Rather than generating a better understanding of the nature and dynamics of the competing tensions in the face of which owner-managers and managers of SMEs need to make decisions, academics and researchers have too often preferred to generalise, hypothesise and model-build across sectors, regions or markets.  This focus will only be exacerbated by the latest trend within Government for evidence-based policy.  Accordingly, a number of contradictions and competing tendencies have emerged which have created a number of mis-matches between policy developments and the realities facing the SME within their trading environments (Gibb, 1997).  

Within the SME policy community there has been increased emphasis on supporting SMEs to trade internationally, as part of policies to enhance levels of regional and national competitiveness. Indeed there is evidence to support relationship between levels of export activity and business performance (e.g. Girma et al, 2003). There is an ever increasing range of business support programmes and initiatives introduced by Government and its agencies. Furthermore, there is an emphasis on supporting those new to international trade activities through such programmes as the Passport to Export (P2E) programme operated by UK Trade and Investment. 

However, a number of gaps remain in our understanding surrounding the market for international trade. For example, with regard to the extent of engagement with different forms of international trade (Wall & Griffiths, 2007) and the process by which businesses trade internationally (Fletcher 1999; Hamilton and Sear, 2003). In addition, there are relatively few insights related to the influence of location or space on the extent and nature of international trade, with perhaps the exception of Westhead et al., 1993)

SMEs and the global economy

The importance of SMEs to the sustained growth and performance of the national  economy in the form of employment, prosperity and sustainability is clearly proven and explained in key policy declarations such as the Lisbon Agenda and, further afield, the OECD Athens Action Plan. A key feature of SME survival and growth is their ability to internationalise their strategy and operations. In the era of  the global economy SMEs are exposed to competition from within and also beyond Europe. Directly and indirectly, voluntarily and involuntarily, SMEs are having to participate in the global economy in a variety of increasingly complex ways. Exporting, importing, foreign direct investment, outsourcing and licensing are modes of international trade which may need to be mastered to ensure survival and growth.  Increased involvement in international supply chains and partnerships brings pressures to reduce costs, innovate and manage knowledge in similar ways to large companies often without having surplus resources to invest in these needs in a fast changing environment. 

National governments provide support for companies seeking to develop foreign export markets and there is ample evidence (OECD, 2006) that this support is appreciated by companies when it is accessed. The support is generally predicated on the recognition that SMEs are particularly susceptible to market failure and that they need to be insured against this if policy imperatives of economic growth and job creation are to be achieved. Whilst most SMEs which export also undertake one or more other forms of international trading such as importing, outsourcing, MNE linkages or foreign direct investment, there is little evidence of support on a national level for international activities other than exporting. Companies which seek to fully ‘internationalise’ their operations in order to remain competitive or grow are faced with complex challenges relating to finance, market access, capabilities and market knowledge which they have to tackle largely without coordinated support from public bodies.

On a European level a number of programmes and initiatives (Interreg, EICs, Innovation Relay Centres) seek to support one or other element of a company’s aspirations, such as networking, innovation or partnering. There is ample evidence that these programmes can deliver considerable value on a company and on a regional level. The nature and objectives of these reflect, however, a limited picture of the company’s reality and, as such, are prone to either overlook key strategic issues within the company or can lead to over-commitment or inefficiencies. Taking the resource-based view of the SME as the key determinant of its behaviour, this paper concludes that the shortcomings of current policy on national and European levels are evident. There is a need for a more coordinated plan on the part of the European Union to address the full range of opportunities and threats that present themselves to the international SME. 

This paper draws upon the findings of two studies to achieve a better understanding of and support for SME internationalisation in all its forms both on a company and on a policy level. This is particularly true in the light of important changes in policy in pursuance of enlargement of the Union, increased openness of markets, sustainable economic development, the impact of climate change and relations with emerging economies such as Brazil, Russia, China and India and priority ones such as Africa. In the first instance more research will be required to provide both a macro and micro level understanding of the volume and nature of multi-modal international business by SMEs and the support they need to have an impact in these markets and ventures. Best-practice in provision of export support may inform the design of a broader range of support services. Where market development is considered viable only for established exporting companies, consideration should be given to the introduction of policy measures favouring the emergence of European micro-MNEs and the attendant implications of such measures.

The key questions

The key question asked by this paper is:

How location vis-à-vis other determinants influences the process by which SMEs manage international activities in the business

Underlying this issue, four specific questions are raised as follows:

1. What are the key characteristics, needs and requirements of businesses with different levels of experience of managing international activities?

2. What is the size and scope of the different segments?

3. Does location impact on the propensity to engage with international trade opportunities?

4. How can business support organisations use such a segmentation framework? 

Approach and Methods of Investigation

To address these questions this paper draws upon two key regional studies as follows: 

Competing Effectively in International Markets (East of England) – structured telephone interviews with 1200 businesses and in-depth, face-to-face interviews with 80 businesses

Assessment of the Market for International Trade (North East of England) – unstructured workshops with businesses and 427 telephone interviews

Each project was underpinned by an extensive review of current thinking and data and evidence on the business and international trade base in the two regions. They were also characterised by a focus on understanding the process by which SMEs manage international activities and the implications for those who engage and support SMEs. The two studies concern two different regions but with similar challenges and opportunities in terms of engaging and managing international trade activities
Competing Effectively in International Markets (East of England)

The CEIM project was an 18-month research project funded by the East of England Development Agency and carried out by Anglia Ruskin University. It involved a study of need and support for small and medium sized enterprises in the Eastern region in the internationalisation of their business operations.

The aim of the project was to identify successful aspects of international business planning, resource management, international networking, market intelligence gathering and global skills and knowledge development that can be made transferable across business sectors via training, educational, development and recruitment programmes.

There were four key stages in the research activity:

· A large scale telephone survey of 1200 firms throughout the eastern region to provide a map of international activity within the region. The survey involved a stratified sample across sectors and geographical location to reflect the characteristics of the six counties of the eastern region.  

· Face-to-face interviews with 80 firms on their premises lasting between 1 and 2 hours with either the owner-manager or the individual responsible for international action to gain insights into why and how firms become involved in international activity, and of course, why they sometimes do not, how they manage their international activity, what problems they encounter and where they go to find solutions.

· Face-to-face interviews with many of the key players within the business support community within the region.

· Analysis and review of the quantitative and qualitative data generated by these activities to identify policy implications and recommended action programmes aimed to help better design and target the efforts of the business support agencies and educational institutions in the East of England and build economic growth through international excellence.

Categorisation of firms

The sample of companies to be interviewed face-to-face was selected from the larger sample on the basis of experience of international trade, skills and knowledge and the application of these to their international activities. The key consideration was not the volume of international activity, but rather how effective the application of their experiential learning had been in contributing to turnover generated from international activities. In this respect, mode of activity, geographical location and sector were regarded as secondary considerations. 

On this basis, the companies to be interviewed were classified in five bands as follows:

A: 
The Curious
Have considered international activity, but have not yet taken action. Little awareness of available support. 

B:
The Frustrated
Have previously been, or are occasionally involved in, international activity, but are no longer actively pursuing this, often due to negative experiences. Little awareness of available support.

C: 
The Tentative

Have limited experience of international activity, have developed some skills but   have some major problems looking for solutions. Some experience of available support. 

D:
The Enthusiastic

Have considerable experience of international activity and are keen to grow this side of their business but are experiencing barriers to that growth. Have developed a range of skills but suspect that these need to be developed further. Largely aware of available support with some experience of it, often positive. 

E:
The Successful 

Have extensive experience of international activity with some major successes. Very high skills and knowledge development, very aware of available support with a high degree of usage. Often aware of skills and knowledge gaps and very keen to improve effectiveness in international activity.

The academic literature often treats the concept of internationalisation as a rational, strategic process. This is exposed as largely mythical by the CIEM study.  The experiences of three companies involved in the project highlight the differences in the process as experienced by businesses and the approach of business support organisations to supporting the internationalisation process.  Policy influenced by the literature, talks of strategy driving sales.  The examples illustrate that this is usually the other way round and that strategy, rather than driving sales, is driven by sales. 

Company A is three years old and operates in the service sector as a recruitment consultant to the culture and leisure industries.  The market place is global and for them any distinction between a domestic and international market place is meaningless.  The company, started by two individuals, found their first client to be a Museum looking for a new Director.  The Museum happened to be in New York and the person they recruited was living and working in Australia.  Further clients followed and the business started to grow. 

Within a very short period of time, one of the founders read in the Sunday Telegraph of a huge cultural development programme in Qatar.  Excited Monday morning discussions resulted in an attempt to travel to Qatar to investigate.  A place was secured on a Chamber trade fair and negotiations in Qatar with the relevant authorities led to a preferred supplier contract being supplied.  This led to the problem of how they would be able to service this contract.  Advice was taken and they soon realised that there was a need for them to establish a presence in Qatar.  They had no real resources to fund this, they had no meaningful insights into the Qatar market, no understanding of the cultural issues involved, and no one who could speak the language.

However, they managed to secure a bank loan, employed a British Arab with Qatar connections and managed to find suitable premises.  Three days before the office was due to open, the Iraqi war broke out and the American forces based themselves in Qatar.  In the eyes of the Qatar government, the stationing of the American control in Qatar simply reinforced the importance of the country to the west and so rather than cancelling the contract, the company was embraced even more warmly by their Qatar client. 

Company B was founded by a Cambridge academic who had developed a mechanism to measure exhaust emissions.  Speaking to colleagues at academic conferences, he started to feel that there may be a market for his invention.  In his view there was only one way to test this, and he and a colleague set off in his van with one of his machines in the back and drove all over Europe simply turning up unannounced at the headquarters of the major European car manufacturers.

Having gained their interest in his machine, he was asked if he could ship one over for them to try. No need, he would respond, I just happen to have one in the boot. His machine was indeed much admired by the manufacturers and he secured several orders.  Now all he had to do was find somewhere to make them.  On the basis of the orders, he obtained a bank loan and subsidised premises.  The company now supplies worldwide, mainly to the USA and employs over 30 employees.  The owner-manager swears that one day he will sit down and write a business plan, as soon as he can find the time. 

Company C was founded by an-ex insurance company IT specialist who had developed a system whereby remote computers could be linked and operated from a single terminal.  He was joined in the business by the semi-retired former financial director of a multinational company. Trade fairs were used to bring the product to the attention of the market place and a number of orders were secured in Germany.  Word of mouth recommendations led to increased sales in Germany and also in the German speaking markets of Austria and Switzerland and although the company was still very small, the level of sales was such that the decision was taken to establish an office in Germany to service these markets.  However, a puzzlingly low level of reported sales led to a visit from the co-director of the business.  He arrived to find the police in attendance with the German manager having run off to Greece with all the money.  Despite this setback, the German operation remains a considerable success and the company is now considering the establishment of a presence in the USA to service an increasing client list in this market.

These three examples highlight the complex and diverse nature of international activity as experience by the SME. As suggested above, much of the academic literature is stuck in an anachronistic world dominated by business planning, strategic thinking and environmental analysis.  In turn, largely influenced by this literature, policy initiatives rely on the business plan, strategic intent, marketing plans, competitor analysis and so on.  However, the above example illustrate that successful international firms tend not to be those patiently waiting their turn to present their business plans to anonymous, unsympathetic bankers, but rather those who are out in the market place knocking on doors.  The firms themselves realise the complexity of the challenges facing them and manage to overcome them through a combination of entrepreneurial management, hard work and luck.  This implies that there is a need for a more diverse, flexible and appropriate set of tools to support the SME in developing international trade (Carrier, 1997).

Assessment of the Market for International Trade (North East of England)

The Wood Holmes Group was commissioned by the Regional International Trade Office to develop a baseline of the current state of international trade activity within the North East region.  The Regional International Trade Office (RITO) was established a number of nearly three years ago by UK Trade and Investment (UKTI) and the North East Chamber of Commerce and is a wholly owned subsidiary of the North East Chamber of Commerce.  

RITO was initially set up to administer and deliver the Meta project, a three year funded project, which essentially provides an overarching structure for all ERDF funded projects within the region focused on supporting exporting and international trade.  From April 2006, RITO has been responsible for delivery and management of the Single Contract on behalf of UKTI, i.e. the funding related to the core services of UKTI including the international trade advisers (ITA).  This transition in funding from the Business Links to RITO provided an opportunity to review marketing and communication activities required to engage businesses within the region in developing international trade activities or developing new markets.  RITO has recently appointed a regional marketing manager and one of their key tasks will be developing a framework for a marketing strategy and action plan.

However, there are a number of key areas of ‘need to know’ surrounding the extent and depth of international trade activity within the region, particularly in terms of the propensity of different types of business and sector to engage and develop international trade and the size of the future ‘potential’ market.  More specifically, there is a need to clarify:

· The types of businesses currently engaged with international trade and the depth of activity, particularly in terms of different locations, sectors and markets

· The types of businesses currently not engaged with international trade but who have the potential to do so, particularly the difference between new to export and new to different markets

· The different ways in which the market for international trade could be segmented and the complementarity of these different classifications (e.g. in terms of sectors, how interchangeable is the data between SIC codes, UKTI priority sectors and regionally identified clusters)

· The key needs and requirements of different market sectors, particularly in terms of engaging with support structures such as UKTI and RITO

· The key ways by which to excite and engage businesses within the region in terms of international trade as a way of developing the business. 

Therefore, one of the key objectives of the project was to identify the potential within different segments of the business population in the region to either develop activities if currently engaged with international trade and/or encourage businesses who are not currently engaged with international trade to do so.  In particular, there is a key area of ‘need to know’ surrounding how to engage service sector businesses in developing international trade activities.  Due to the current structure and coverage of data sources and databases, it is difficult to identify the types of businesses who have the potential to develop new markets and/or international trade activities from a desk-based review of data.  As a result, it is necessary to undertake primary research with businesses in the region.

There were four key strands of activity to the project:

· Review of the business base in the North East

· Review of the international trade base in the North East

· Quantitative assessment of the market – Telephone survey of 427 businesses

· Qualitative assessment of the market – Four workshops with businesses across the region with different levels of experience of managing international trade.

The aim of the quantitative assessment was to assess the extent and depth of international trade activities in the North East region, in particular the size and key characteristics of market segments which have the potential to engage with international trade activities, particularly in terms of sector, location and target markets.

The quantitative assessment involved undertaking a series of telephone interviews with a representative sample of businesses in the region that are in sectors which have the potential to engage with new markets or international trade.  Whilst desk research undertaken as part of the project enabled identification of potential priority sectors, the telephone interviews provided an opportunity to gather intelligence as to the percentage of businesses within those sectors with different levels of engagement and experience of managing international trade activities.  This, in turn, can be used to assess the amount and type of resource required to engage with different priority segments. 

Understanding the Patterns: Overview

This section of the paper provides an overview of the key insights to emerge from the two regions in terms of patterns of international trading and the key drivers to these patterns, particularly the influence of location vis-à-vis other factors.

First, it is important to unpack the key activities and characteristics of the surveyed businesses in exploring international trading activities, as such activities and characteristics may not only influence perceptions of internationalisation but also how they manage any international trading activities (Chetty and Hamilton, 1996; Fletcher, 1999).  As such, such descriptive insights ‘are rarely just background; exploration of how the context is structured and how the key agents under study fit into it – is vital for explanation’ (Sayer, 1992, p. 248).  Table 1 outlines the key activities and characteristics of the surveyed businesses in both regions.  This table highlights that the profile of businesses involved in international trading are somewhat similar, particularly in terms of size distribution, management structures and the level of international activity.  For example, approximately one-third of the surveyed businesses in each region are involved in international activity.  At a more specific level, there are differences which reflect a combination of factors including location.  For example, the sectoral distribution of businesses highlighted in Table 1 reflects the history of economic and industrial structures in the each region, as well as responses to current challenges and pressures facing these regions.  The dominance of the manufacturing sector in the North East region reflects the previous dominance of industries such as coal mining, steel, shipbuilding and heavy manufacturing.  In contrast, the proximity to London and the influence of institutions such as Cambridge University (e.g. through spin-off activity) contribute to the level of service sector activity in the Eastern region. 

Second, the review of the data and outcomes from the survey with businesses in both regions identified that the patterns of international trading were primarily influences by the level of experience and expertise of the business owner-manager/key decision maker in managing the process of international trading.  The interviews identified a range of experiences in trading internationally from those with no or minimal experience of trading internationally to those businesses which have repeated the process of numerous occasions and in response have developed a set of processes and systems to manage the activities associated with trading internationally.  These different ‘clusters’ or groups faced different challenges and opportunities and expressed a set of different developed needs, which are explored in greater detail below. 

In comparison, the experiences of the surveyed businesses identified that the influence of location lies in the creation of different challenges and opportunities for businesses, as opposed to influencing the way in which the process of trading internationally is managed.  This was particularly evident within the narrative of those business with none and/or minimal experience in developing and managing international trade activities.  

In part, this may reflect that location has traditionally been used by agencies involved in the provision of international trade services, along with sector or target market and age and size of the business as a proxy for level of experience and expertise in managing the internationalisation process.  But Palich et al. (2003) highlight the lack of internal consistency to such proxies by noting that one type of business engaged with international trading (born-global SMEs) can very greatly in terms of age and size.  As a result, it cannot be assumed that a business with 10 employees who has been trading internationally for five years has more experience of managing the international process than a new venture team which has been trading internationally since start-up.  This difference was highlighted across the range of business interviews in the two regions.  

The rest of the paper deals with how to move from concept to practice in terms of using the level of experience and expertise in managing the process of trading internationall as a segmentation framework. 

Table 1: Understanding the Patterns: Profiles

	Characteristic
	 
	East
	North East

	Size
	Less than 10
	68%
	59%

	 
	Less than 50
	95%
	87%

	Sector
	Manufacturing
	26%
	36%

	 
	Services
	32%
	26%

	Type of activity
	Level of international activity
	31%
	33%

	 
	Exporting
	68%
	78%

	 
	Importing
	28%
	58%

	Management
	Owner-managed
	60%
	60%


Understanding the Patterns: Emergent Market Segments

Across both regions, a number of different business development patterns and approaches to managing international trading activities were identified.  Five patterns could be identified, ranging from those not interested or unlikely to be involved in international trade in the near-term, due to the motivations and attitudes of the owner-manager, to those who have been successful in embedding international trade as a tool in growing the business.  Table 2 below highlights the distribution of the surveyed businesses by each pattern or segment.  Whilst the labels are different between the two regions, the internal coherence and consistency between the two regions is somewhat similar.

Table 2: Five emerging segments

	Segment
	East
	Segment
	North East

	Not interested
	56%
	Rejectors
	61%

	Curious
	15%
	Aspirants
	5%

	Tentative
	13%
	Adventurers
	19%

	Enthusiastic
	10%
	Integrators
	9%

	Successful
	5%
	Successful
	5%


Table 3 below illustrates that the businesses in each of these five segments have:

· Different characteristics

· Different attitudes towards the importance of international trade to the business (as measured in terms of the perceived complexity and the relationship between perceived costs and benefits)

· Different motivations and drivers and approaches to developing international activities (e.g. reactive vs. proactive)

· Different experiences in managing international activities

In addition, each segment has a set of distinct developmental needs and support requirements which raises an issue in terms of the types of communication and engagement strategies which are required by business support agencies such as UK Trade and Investment.

Table 3: Segment characteristics and development needs
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Summary and Reflections

· Number of issues emerge in terms of effective engagement with SMEs with different levels of expertise and experience in managing international trade activities

· Location emerged as a secondary influence to expertise in managing international trade activities

· Internationalisation is more than simply market development through exporting

· Businesses with more experience are more likely to engage with a number of forms of international trade
Reflections – Policy

· Use of the segmentation framework to identify:

· Role for public vs. private sector

· Points for intervention

· Scale of delivery (e.g. local vs. regional)

· Managing the impact of targets on how the market is segmented:

· Greater emphasis on the use of different segmentation frameworks above and beyond size, sector and market

· Building the case that targets can be achieved through segmenting by level of experience

· Geographical targeting may not be effective in supporting international trade activity
Reflections – Practice

· Support needs to be developed based upon an understanding of the process and experience in managing this process

· Professional development support for international trade advisers in using diagnostic tools:

· Understanding ‘how to’ use an experience driven market segmentation framework in diagnosing needs

· Professional development workshops (e.g. how to effectively diagnose development needs)

· ‘How to’ guides and CD-ROM’s

· Use of outcomes from the diagnostic sessions in designing and developing new services:

· e.g. tracking the development of businesses in managing international trade activities
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