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Abstract. In particularly in times of budget constraints governments should analyze in detail all aspects
related to the implementation of their public support to enterprises. With an Heckman selection model and
data collected through a survey to Portuguese firms, we test which variables may affect awareness and use of
the public support to internationalization. The results show that firms’ competencies positively affect
awareness and negatively affect use of public support. Otherwise, the requirements of internationalization
positively affect both the awareness and the use of public support.
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1. Introduction

Despite the advantages of embracing internationalization and the risks of not doing so, many firms, small
and medium enterprises (SMEs) in particular, still remain focused on their domestic markets [1].
Internationalization is a complex process. Firms need strategic resources to deal with the barriers,
uncertainties, and complexities of international expansion [2, 3]. During the last decade, several economies
have applied public resources to assist in the internationalization of their firms, not only through exports but
also through outward foreign direct investments. The engagement of domestic companies in international
business is a determinant of competitiveness in developed and developing countries. The literature often
indicates that internationalization stimulates foreign exchange revenues, employment, innovatory capacity
and the economic development of home economies in general [4, 5, 6].

The importance of internationalization to the home country’s competitiveness along with the difficulties
that firms experience in international involvement may justify the participation of governments by means of
public support [7, 8, 9].

The effects on the home country’s competitiveness will not be analyzed. We will focus on the difficulties
experienced during the process of internationalization. These difficulties may depend on firms’ competencies
and on the internationalization requirements. The active promotion of internationalization through public
support seeks to alleviate any shortfalls in competencies when a company embarks on entering environments
often distant in geographical, cultural and institutional terms. Information provision, technical assistance,
financial support, investment insurance schemes, fiscal benefits, and measures related to the trade and
transfer of technology encompass the main types of measures used to promote or otherwise affect exports
and foreign direct investment (FDI) [10, 11, 12].

Despite their range and importance, some studies have found low levels of use in several measures [7,
13]. In fact, notwithstanding the advantages of embracing internationalization and the risks of not doing so,
many firms still remain focused on their domestic markets and do not use any public support for
internationalization. Beyond the ineligibility issue, which excludes firms without internationalization
activities, the use of public support depends on two conditions: “awareness of public support,” a necessary
condition of use; and “perceived importance of public support,” a sufficient condition of use.

20



The present study establishes and tests with a Heckman selection model a general framework to explain
the use and awareness of public support directed towards internationalization activities based on the firms’
competencies and the requirements of internationalization.

Following the introduction, this paper has the following structure: the next section explains the
determinants of the awareness and use of public support for internationalization activities. Sections 3 and 4
describe the methodology and results. Finally, we report the conclusions in section 5.

2. The Use of Public Support in Activities of Internationalization

2.1. Awareness: A Necessary Condition of Use

Firms with higher competencies (e.g. international experience, age, size, and human capital) as well as
firms that meet higher internationalization requirements (in particular, a large number of export and being
present abroad through FDI) have a higher probability of being aware of public support through
internationalization activities. Awareness regarding public support for internationalization depends on flows
of information, that arrive for example though mailing lists of governmental agencies, business associations,
and other contacts already established. Larger and older firms, as well as firms with larger experience in
international markets have a larger number of contacts and hence may benefit from an intense flow of
information. Hence, larger and older firms have a higher probability of being aware of public support [14, 15,
16].

At least three additional reasons support this idea: first, larger and older firms have more interfaces with
the external environment; second, these firms have more resources to deal with the complexity and
pluralistic pattern of promotion programs; third, size confers information advantages that arise from the
epidemiological characteristics of information transmission: larger firms are less numerous and thus easier
for governmental agencies to reach (directly) and inform. Additionally, larger firms may have a greater
number of professional managers and relationships with professional networks, which can produce fewer
difficulties regarding access (indirectly) by governmental agencies [17].

The existence of financial constraints may lead firms to develop strategies to overcome such difficulties.
These strategies include screening external sources of funds, not only private sources (banks) with
which the negotiation may be more difficult, but also public sources (governmental agencies). The greater
the need (which means the greater the financial constraints), the greater the awareness of public sources of
external support will be [25].

The existence of skilled human capital may lead to advantages of knowledge that become relevant to
increasing the level of awareness of public support. The greater qualification of human resources may
represent a greater capacity to deal with challenges and greater pro-activeness. Thus, it is expected that more
skilled firms have more awareness of public support. According to these lines of reasoning, we formulate the
following hypothesis:

Hypothesis 1A: The awareness of public support (related to internationalization activities) is more
noticeable in firms with high competencies.

Along the same line of reasoning, a greater involvement in internationalization activities, through a large
number of export markets or FDI locations, may increase the number of contacts and the chance of being
verified to be aware of public support for internationalization.

Hypothesis 1B: The awareness of public support (related to internationalization activities) is more
noticeable in firms that face more demanding conditions (requirements) of internationalization.

In addition to the above-mentioned issues, other variables may affect the awareness of public support.
Innovative intensity, ownership and location may be some of these variables.

Governments of several countries have traditionally supported more innovative firms. Thus, more
innovative firms that were also more involved with public support in the past may have higher probability of
being awareness of other forms of public support in the present and future.

In terms of ownership, we consider the foreign and family property. Foreign-owned firms (FFs) are more
distant culturally and institutionally from national governmental agencies (which analyze the requests for
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support) than domestic firms (DFs). Such distance may result in less awareness of public support in the host
economy.

Family-owned firms are largely SMEs (and size is expected to ne negatively related to awareness) that

keep the business under the control of family members and avoid external interference. This behavior,
besides resulting in low levels of use, may have an important role in reducing awareness.

Finally, firms located in central areas benefit from economies of agglomeration that may increase their
awareness of public support for internationalization activities.

2.2. The Importance of Public Support: A Sufficient Condition of Use

Taking into consideration all the hazards associated with international involvement, firms with higher
competencies and involved in less riskier strategies are expected to depend on public support in a lower
extant. More specifically, firms with greater international experience are more likely to have the relevant
competencies to follow international opportunities autonomously [5]. Hence, it is expected (overall) that
firms with greater international experience use their own competencies (some acquired during this process)
instead of public support.

Older and larger firms use smaller amounts of public support than younger and smaller firms. In fact,
since Penrose [18] it has been well accepted by international business scholars that larger and older firms
have competitive advantages over smaller and younger firms, regardless of how skilled the management of
the latter can be. The market connections of larger and older firms tend to be more extensive, their standing
in the capital market better and their internal funds larger. These firms accumulate valuable experience and,
by virtue of their size, can take advantage of many technological and organizational economies not possible
at smaller scales of operation. One of the most serious handicaps of small and newer firms is the access to
capital. In fact, as a result of the higher risk of lending, these firms pay a relatively higher rate of interest and
face a lower absolute limit to the amount of capital they can obtain at any rate.

When internal finance is insufficient, firms (especially small and young ones) find it difficult to attract

expensive. or.require. the .company. to. give up. control.. Venture. capitalists. are. reported .to.offer. unattractive
investment terms. Firms often rely on government grants to alleviate the private market failures to finance
their exports and FDI projects. Next to a direct positive effect, government support provides a positive signal
to private financiers. Partnerships, with both domestic and local firms, are repeatedly utilized and facilitate
the access to finance [19].

In line with the difficulties involved in financing internationalization projects, firms with greater
financial constraints no longer have internal funds. In order to solve the financial constraints, more indebted
firms have a higher probability of using external support, in particular public support.

Firms with a higher level of qualifications of their human capital have more competencies to embark on

human capital may use less public support.
Hypothesis 2A: Public support for internationalization is used more by firms with low competencies.

Along the same line of reasoning, a greater involvement in internationalization activities, through a large
number of export markets and FDI locations, may increase the effort and difficulties of firms in external
environments, increasing the chance that some firms will rely on public support for internationalization.

Hypothesis 2B: Public support for internationalization is used more by firms that face more demanding
conditions (requirements) during their internationalization.

In addition to the above-mentioned aspects, other variables may affect the use of public support.

Specifically, aspects related to firm ownership (the share of foreign capital and family ownership) are bound
22



to affect the use of public support. Family-owned firms pursue more independent strategies than more
diversely held private firms [20]. There are three main businesses characteristics of family-owned firms that
may influence their internationalization strategies and practices: first, a strong desire to keep control and
influence; second, a specific attitude toward risk; and third, a specific form of governance [12]. Regarding
these characteristics, family-owned businesses may be willing to utilize the financial resources of family
members for internationalization instead of using public resources [22].

Moreover, FFs are more distant culturally and institutionally from national governmental agencies than
DFs and FFs suffer more than DFs from the bureaucratic process of access to public support and benefit
from the external knowledge and resources supplied by parent firms. Based on these issues, we assume that
public support is less used by FFs.

Another issue of interest relates to firm location. Firms located in central areas benefit from economies
of agglomeration, specifically from the flow of knowledge between peers, making the imitation and
knowledge diffusion regarding international processes easier [24]. Hence, it is expected that firms located in
the periphery may use more public support than firms located in central areas.

3. Methodology

The econometric logic behind the Heckman selection model fits our theoretical problem. It reflects well
the firms’ awareness process in the first stage and also assumes that the probability of a firm’s unawareness
influences the likelihood of use in the second stage. However, since our dependent variable in the first and
second steps is binary, a standard Heckman model would be inconsistent and biased. We employ a modified
Heckman selection model. As in the original approach, it consists of two steps. While the original Heckman
selection model employs a probit estimator in the selection equation and an ordinary least squares estimator
in the second step, we run a probit estimator in both steps. In the first step, we analyze all possible firms; in
the second step, we consider the sample of firms that used public support because they were aware of it.

The model was tested on data collected from a survey of recently developed Portuguese firms. In this
survey we contacted 4637 firms distributed proportionately all over the country resulting in information
being obtained from 441 firms, 104 of them with FDI. This represents almost 1% of Portuguese firms in
2009 and 10% of the firms contacted.

Two groups of information compose the data obtained: first, information concerning the firms’
competencies and the requirements of internationalization; second, information concerning the use and
awareness of four internationalization support measures launched in the last decade in this country.

4. Results

4.1. Support for Participation in Trade Fairs and State Missions

We found that firms’ competencies, in particular their export experience and dimensions, are negatively
associated with the use of this measure. Additionally, foreign-owned firms have a lower probability of using
public support than domestic-owned firms. Otherwise, firms’ competencies seem to be positively related to
awareness. Firms with a high level of export and FDI experience present a high probability of being aware of
this support.

4.2. Support Through Training and Consulting Services

Firms’ competencies, in particular the export experience and dimensions, are negatively associated with
the use of public support through training and consulting services. The model also shows that FFs have a
lower probability of using public support than DFs. Otherwise, firms’ competencies seem to be positively
related to awareness. Firms with a high level of export experience and human capital present a high
probability of being aware of this support.
4.3. Support Through Informational Services

Firms’ competencies, in particular their export experience, are negatively associated with the use of
public support through informational services. Otherwise, the model shows a positive relation between the
number of FDI locations, which proxy for the internationalization requirements, and the use of public
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support through informational services. Additionally, the model shows that FFs have a lower probability of
using public support than DFs.
4.4. Support Through Programs for Exchanging Human Resources

Firms’ competencies, in particular their export experience, seems to be negatively associated with the
use of public support through programs for exchanging human resources. However, for this measure, the
qualification of human resources seems to be related to their use, not least because the most qualified
employees see in this initiative an opportunity to develop their competencies.

5. Conclusion

This paper has examined the role of firms’ competencies and requirements of internationalization in the
awareness and use of public support directed towards internationalization activities, which had not been
covered previously. An interesting result was that competencies may increase the awareness (an essential
condition of use) but reduce the (perceived) importance of public support (a sufficient condition of use).
Hence, the existence of firms’ competencies reduces the need for public support. In terms of the
requirements of internationalization, the results are not so strong; however, they confirm our hypotheses.
Thus, the requirements of internationalization have a positive effect on the awareness and use of public
support. Firms that face more demanding conditions in their activities of internationalization reveal a higher
level of use and awareness of external support.

While this study provides an increased understanding of the use and awareness of public support in
activities of internationalization, it is not without its limitations. First, the study was narrowly focused in
terms of the perceived importance and awareness, but other variables that have not yet been studied may play
an important role in the explanation of the use of public support. Further, there are other important lines of
research that remain unexplored: the impact of ineligibility, bureaucracy and the avoidance of external
interferences are among them.
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