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Abstract
This paper presents a multi-level model that examines the impact of dynamic capabil-
ities on the internationalization of SMEs while taking into account the interactions
among them. The purpose of the research is to understand the applicability of dynamic
capabilities at the individual and the firm level to the SME internationalization process
in developing country context and to assess to what extent a firm’s asset position and
individual level dynamic capabilities influence the generation of firm level dynamic
capabilities in SMEs. First, the dynamic capabilities theory was theoretically linked to
the internationalization phenomenon. The relationships among firm-level dynamic
capabilities, individual-level dynamic capabilities (owner specific dynamic capabili-
ties), and internationalization were identified. The research framework and hypotheses
were developed and empirically tested with 197 SMEs. The findings established that
owner-specific dynamic capabilities have a positive influence on both firm dynamic
capabilities and internationalization, and firm dynamic capabilities positively influence
internationalization. It was also found that the market assets position measured as
perceptual environmental dynamism positively influenced firm dynamic capabilities
but structural and reputational asset positions of SMEs did not influence generation of
firm dynamic capabilities. Moreover, firm dynamic capabilities had a mediation effect
in the relationship between owner-specific dynamic capabilities and internationaliza-
tion. Theoretically, this confirms the relevance of dynamic capability theory to inter-
nationalization and the possibility of integrating existing internationalization theories.
Entrepreneurs, SME managers, and policy-makers could gain valuable insights on how
entrepreneur and firm capabilities lead to better international prospects from this
outcome.
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Résumé
Ce document présente un modèle à plusieurs niveaux qui examine l’impact des
capacités dynamiques sur l’internationalisation des PME tout en tenant compte des
interactions que ces capacités ont entre elles. L’objectif de la recherche est de
comprendre l’applicabilité des capacités dynamiques au niveau individuel et au niveau
de l'entreprise au processus d’internationalisation des PME dans le contexte des pays en
développement et d’évaluer dans quelle mesure la position des actifs d’une entreprise et
les capacités dynamiques au niveau individuel influencent la génération de capacités
dynamiques au niveau de l’entreprise au sein des PME. Premièrement, la théorie des
capacités dynamiques était théoriquement liée au phénomène de l’internationalisation.
Les relations entre les capacités dynamiques au niveau de l’entreprise, les capacités
dynamiques au niveau individuel (capacités dynamiques propres au patron) et
l’internationalisation ont été identifiées. Le cadre de recherche et les hypothèses ont
été élaborés et testés de façon empirique auprès de 197 PME. Les résultats ont établi
que les capacités dynamiques propres au patron ont une influence positive sur les
capacités dynamiques de l’entreprise et que l’internationalisation et les capacités
dynamiques de l’entreprise ont une influence positive sur l’internationalisation. Il a
également été constaté que la position des actifs du marché mesurée en tant que
dynamique environnementale perceptuelle influençait positivement les capacités
dynamiques de l’entreprise, mais que les positions structurelles et de réputation des
PME n’influençaient pas la génération de capacités dynamiques de l’entreprise. En
outre, les capacités dynamiques de l’entreprise ont eu un effet de médiation dans la
relation entre les capacités dynamiques propres au patron et l’internationalisation.
Théoriquement, cela confirme la pertinence de la théorie des capacités dynamiques
pour l’internationalisation et la possibilité qu’elle a d’intégrer les théories de
l’internationalisation existantes. Les entrepreneurs, les gestionnaires de PME et les
décideurs politiques pourraient acquérir des connaissances précieuses sur la façon dont
les capacités des entrepreneurs et des entreprises mènent à de meilleures perspectives
internationales à partir de ce résultat.

Keywords Dynamic capabilities . Entrepreneurship orientation . SME .

Internationalization

Summary Highlights

Contributions of the Paper: Develops a multi-level model that examines the impact of
dynamic capabilities on the internationalization of SMEs

Research Purpose: To understand the applicability of dynamic capabilities at individ-
ual and firm level to the SME internationalization process in developing country context
and to assess to what extend a firm’s asset position and individual-level dynamic
capabilities influence the generation of firm-level dynamic capabilities in SMEs.

Methodology: Quantitative research methodology was used and the conceptual
model was empirically tested with 197 SMEs using a questionnaire.

Data base/Information: SMEs of Annual Registry of Export Development Board.
Results/Findings: Owner-specific dynamic capabilities have a positive influence on

both firm dynamic capabilities and internationalization and firm dynamic capabilities
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positively influence internationalization. Market asset position measured as perceptual
environmental dynamism positively influenced firm dynamic capabilities, but structural
and reputational asset positions of SMEs did not influence generation of firm dynamic
capabilities. Moreover, firm dynamic capabilities had a mediation effect in the rela-
tionship between owner-specific dynamic capabilities and internationalization.

Limitations: The results are limited to the context of investigation which is devel-
oping country context.

Managerial/Theoretical Implications and Recommendations for Further Research:
Confirms the relevance of dynamic capability theory to internationalization and the
possibility of integrating existing internationalization theories

Public Policy Recommendation: Policy-makers could gain valuable insights on how
entrepreneur and firm capabilities lead to better international prospects

Introduction

The low performance and low survival rate of SMEs compared to their larger counterparts
limit their potential valuable contribution to an economy (Mahzan and Yan 2014; Ropega
2011). Past research has indicated that internationalization strengthens SME competitive-
ness and survival prospects (Zhou and Wu 2014; Lee et al. 2012; Xuemei 2011). Further,
empirical research has established that internationalization increased revenue and growth
(United States International Trade Commission [USITC] 2010), supported innovative
capability (Kalinic and Forza 2012), and improved productivity (Coviello et al. 2011) of
SMEs compared to non-internationalized SMEs. Internationalization is considered a critical
success factor in the strategy of SMEs to achieve growth, competitiveness and superior
performance because of diversification advantages, economies of scale, and learning
advantages (Toulova et al. 2015; Coviello et al. 2011; Ruigrok and Wagner 2003). From
a theoretical perspective, the above advantages can be expounded upon by eclectic theory
(Dunning 1988) and organizational learning theory (Slater and Narver 1995).

According to calculations based on World Bank Enterprise Surveys covering more
than 25,000 SMEs in developing countries, direct exports income represented just 7.6%
of the total sales of SMEs. SMEs contribute less than 34% of exports, on average, even
in developed economies (World Trade Organization 2016). Because SMEs make up
more than 95% of the market participants, it is evident that their contributions to trade
and investment in international market are disproportionate and very low (Organization
for Economic Cooperation and Development [OECD] 2004). Succinctly put, SMEs are
under-represented in the international economy across all countries implying a highly
skewed export structure (Committee for Economic and Commercial Cooperation
[COMCEC] 2013). The key question that remains open is that if internationalization
provides a multitude of benefits to SMEs, then why are their contributions to interna-
tional business activities minimal compared to large firms in developing countries? It is
this background that warrants an investigation into SME internationalization process to
understand its key determinants.

Until recently, the internationalization research had focused on Multi-National Compa-
nies (MNCs), and the SME internationalization phenomenon remains less understood
(Kazlauskaitė et al. 2015; Korsakienė and Tvaronavičienė 2012; Ruzzier et al. 2006).
Mejri and Umemoto (2010) argue that previous SME internationalization research has
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considered only fragmented aspects of internationalization, leading to an unclarified overall
picture. A number of questions about the SME internationalization process remain open
(Coviello 2015). Coviello et al. (2011) mentioned that internationalization theories should
be supported with multi-theoretical perspectives. The literature reveals that neither tradi-
tional theories such as economic models of internationalization, process models, network
perspective, nor international entrepreneurship theory per se are sufficient to explain the
phenomenon of SME internationalization successfully (Cavusgil and Knight 2015).

Thus, a call has been made for more empirical information due to the inadequacy of
research on the internationalization of SMEs (Andersson et al. 2014; Banalieva and
Sarathy 2011). Moreover, studies on SME internationalization have been conducted
primarily on firms in developed economies; hence, these findings may not be applica-
ble directly to SMEs from emerging or developing economies (Rahman et al. 2017;
Coviello 2015; Mi and Baharun 2013). Clear international differences exist in peoples’
attitudes and inclinations to become involved in international entrepreneurial activities
(Amoros and Bosma 2014). As far as the developing economies are concerned in
which weak institutional frameworks are operating, SMEs experience enormous chal-
lenges with internationalization (Smallbone and Welter 2001). Entrepreneurs in devel-
oping countries tend to rely more on social capital in preparation for international
market activities than entrepreneurial orientation (Dasanayaka and Sardana 2011).
Nichter and Goldmark (2005) observed that the entrepreneurs in developing countries
have to be more creative than in the developed countries if they are to overcome
obstacles such as dysfunctional legal and financial systems, distorted markets, and
unequal access to resources. Due to non-conducive macro-economic factors, the impact
of owner-specific characteristics plays a major role in the determination of SME
internationalization and performance in developing countries (Javalgi and Todd
2011). Etemed (2004), with his integrative conceptual framework of SME internation-
alization, suggests that liberalization of international markets, advances in information
and communication and transportation technology, attraction and resources of partners,
and serving current buyers and suppliers determine the extent of internationalization of
SME. As these factors also help determine and shape the generation of dynamic
capabilities related to internationalization, entrepreneurs from developing countries
may be at a disadvantage and rely more on individual international experience to
minimize risk. A lack of empirical studies in developing countries places the applica-
bility of the findings of internationalization studies to developing countries in question
(Hennart 2012).

Recent literature suggests that contemporary firm internationalization is not associ-
ated with traditional factors such as financial assets, physical assets, or infrastructure.
Instead, successful internationalization seems to be associated with directly unobserv-
able owner and firm factors, which are rooted in dynamic capabilities (Teece 2014;
Pangerl 2013; Evers 2011). Accordingly, the dynamic capabilities of internationalized
SMEs must be more amplified than those of a less ambitious, purely domestic SME
(Teece 2014). The dynamic capabilities view has been used to extend the current
internationalization theories such as Dunning’s eclectic model, the Uppsala model,
the network model, and the international entrepreneurship model (Teece 2014; Lanza
and Passarelli 2014; Al-Aali and Teece 2013; Schweizer et al. 2010). However,
dynamic capabilities in SME internationalization have been addressed by researchers
only since the emergence of ambidexterity research literature (Hsu et al. 2013a; Prange
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and Verdier 2011; Luo 2000). Most of the research related to dynamic capabilities is
carried out in the context of developed countries, confined to high-tech industry sectors
or in the context of large-scale organizations (Lisboa et al. 2013).

The presence of certain types of resources and capabilities can trigger the interna-
tionalization of a firm or change its patterns. Of these organizational capabilities,
dynamic capabilities have been stated as the most essential and critical in dynamic
international business environment (Teece 2014). Dynamic capabilities are among the
most recognized determinants of success in small firm internationalization (Swoboda
and Olejnik 2016). A number of past studies have linked dynamic capabilities theory to
the internationalization phenomenon successfully (Dietmar et al. 2013; Villar et al.
2013). However, there is still a scarcity of studies linking dynamic capabilities and
internationalization (Swoboda and Olejnik 2016).

Most empirical studies have correlated dynamic capabilities with internationalization
performance and/or have examined success of firms in developed nations in the high-
tech industry context (O'Cass and Weerawardena 2010). However, the role and appli-
cability of dynamic capabilities in internationalization could be different in developing
countries and in the low-tech industry context (Zhou et al. 2016). Dimensions of culture
that characterize individual behavior such as individualism, masculinity, and uncertain-
ty avoidance influence SME internationalization to different extents in different con-
texts (Ketkar and Acs 2013). Furthermore, firm-specific factors hold more weight for
SMEs from developed countries (Ketkar and Acs 2013). Developing country SMEs
might need to place greater importance on governance and other environmental factors
in decision-making. Therefore, allocating resources by SMEs in developing countries
into international activity involves a complex and prompt interaction of firm and
environmental issues, which require dynamic capabilities to a greater extent. Some
empirical research suggests that the international success of small exporters from
emerging economies may stem from their ability to facilitate and nurture dynamic
cooperative relationships with strategic partners, rather than through entrepreneurial
risk taking (Pham et al. 2017). Moreover, firms from low-tech traditional industries
tend to operate in less affluent environments and often have more limited resources
compared with those from high-tech industries, which makes their internationalization
paths unique (Pham et al. 2017).

The existing models of internationalization do not consider the multi-level relation-
ships within the organization that shape dynamic capabilities (Rothaermel and Hess
2007; Carlos and Pinho 2011). Hence, a limited number of studies have attempted to
find the mediation role organizational dynamic capabilities in the individual-level
capabilities and internationalization relationship. As per work of Pundziene and
Teece (2016) and Tallott and Hilliard (2016), research should investigate the effect of
the behavioral and cognitive characteristics of decision-makers and individuals on the
dynamic capabilities of the organization in internationalization process. Conceptual and
empirical support for this argument is found in Evers (2011), Weerawardena et al.
(2007), Dietmar et al. (2013), and Pinho and Prange (2016).

The motivation for the research can be related to the empirical background where the
contributions of SMEs to international business remain low and stagnant. The lack of
empirical studies on what and how organizational capabilities and individual entrepre-
neur characteristics determine the success of internationalization hinders a complete
understanding of internationalization entrepreneurship phenomenon.
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In light of the above background, this research is designed to assess the influence of
dynamic capabilities on SME internationalization at multi-levels. This research ad-
dresses the limitations of the application of the dynamic capabilities theory when
considering developing countries and a low-tech industry context for international
new ventures. It brings to light which particularities are important in developing
country and the low-industry context, and how these particularities are expected to
affect to the internationalization of SMES, and if the internationalization of SMEs in
these countries contravenes existing research. This study is one of the very few
empirical studies that have been conducted on this perspective in developing countries.
By focusing on Sri Lanka, the study provides fresh insights surrounding the interna-
tionalization pathway for firms in emerging markets. Thus, this research will contribute
to enhancement of the understanding of the dynamic capabilities that facilitate inter-
nationalization process of SMEs in developing countries especially by focusing on
individual- and firm-level antecedents of dynamic capabilities and the interactions
among these variables.

The next section of this paper presents the literature review related to identification
of the main constructs and the relationships among the constructs followed by the
research framework. The research methodology and measurement scales are given
thereafter. The “Analysis and results” section presents the data analysis carried out
using partial least squares structural equation modeling (PLS-SEM) and the major
findings. Consequently, this paper discusses the findings and implications followed
by the conclusion.

Literature Review

Johanson and Vahlne (1977) explained that firms internationalize according to a
chain of establishment, which became known as the Uppsala model of internation-
alization. The behavioral school of thought of internationalization explains the
influence of international experience (i.e., accumulated international knowledge)
on the speed and direction of consequent internationalization (Johanson and
Vahlne 1977). A basic assumption of the Uppsala model is that a lack of knowledge
about foreign markets is a major hindrance to internationalization, and such knowl-
edge can only be partly acquired from sources other than organizational experience
(Johanson and Vahlne 1977).

Johanson and Mattsson (1988) proposed a network perspective to the gradualist
model. Their explanation was that the internationalization of organizations cannot be
studied in isolation and must be analyzed using its environment of networks. This was
partially helpful in explaining the rapid and non-gradualist internationalization of SMEs
as the unit of analysis was changed from an isolated firm to being a part of value chain,
and the reliance on psychic distance and experience-based learning in explaining
internationalization could be relaxed. Accordingly, contemporary market (against
neo-classical market) is a network of relationships and the firms are linked in complex
and invisible patterns in this network (Johanson and Vahlne 1990, 2010). “Insidership”
in this network is a necessary condition for internationalization.

Looking at traditional international theories such as the Uppsala model and the
network perspective, the assumption is that firms with a limited or no knowledge of
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foreign markets face a major constraint for international entry and diversification
(Johanson and Vahlne 1977). However, in today’s world of information and
communication technology such an assumption seems to be unrealistic in which
market information and the opportunity to form networks at a low cost are abundant
if an entrepreneur is proactively seeking them. The assumption that learning helps to
overcome the limited knowledge of foreign markets is not unrealistic. A main disparity
in thought is that Johanson and Vahlne (1977) put more weight on experimental
learning whereas recent scholars have highlighted that deliberate organizational learn-
ing and pre-internationalization knowledge can increase internationalization opportu-
nities (Zheng et al. 2012).

Some scholars argue that internationalization is associated and explainable by means
of entrepreneurship theories (George and Zahra 2002; Lu and Beamish 2004; Oviatt
and Mcdougall 1994). According to the international entrepreneurship viewpoint, the
key to internationalization at the present time is the entrepreneur not experience-based
learning or the presence of international networks. In a more dynamic international
environment, entrepreneurship theory explains the internationalization phenomenon
better than the gradualist theories.

Yet, Coviello (2015) commented that a better understanding of born globals can
be achieved only through in-depth insights into the entrepreneur’s logic and rea-
soning ability not just his or her entrepreneurial orientation. It is argued that
entrepreneurial orientation is only one aspect of influence. International entrepre-
neurship ignores concepts such as psychic distance, market size and proximity,
trade barriers, etc. (most of them are external factors), but recent research shows
that they are still valid predictors of international expansion (Al-Aali and Teece
2013). For example, research has found that small countries in Europe expand
quickly due to restricted market size to adjacent countries due to proximity and less
psychic distance (Coviello 2015).

The results of Monteiro et al. (2017) show that export performance is directly
impacted by dynamic capabilities and entrepreneurial orientation in emerging
countries. Results of Zhou et al. (2016) indicated that both explorative and
exploitative capabilities are positively related to new product development and export
performance of Chinese MNEs. The results of Takahashi et al. (2016) indicated that
dynamic capabilities have an influence on international performance only when medi-
ated by marketing ability.

The emergent of dynamic capabilities concept is grounded largely on the evolution-
ary theory of the form (Winter and Nelson 1982), which implies that managers cannot
and should not look for optimal final solutions or routines for operations, but they
should continually reconfigure firm resources, routines, and capabilities to match the
dynamic business environment (Zahra et al. 2006). Teece et al. (1997) argued that
organizations rely on dynamic capabilities to build competitive advantage in regimes of
rapid change. The dynamic capability theory posits that, because contemporary mar-
ketplaces are dynamic, more than the simple heterogeneity in firm resources, it is the
capabilities by which firm resources are acquired and deployed in ways that match a
firm’s market environment that explain inter-firm performance variance (Teece et al.
1997). This concept was defined by Teece et al. (1997) as “the firm’s ability to
integrate, build, and reconfigure internal and external competences to address rapidly
changing environments” (p. 516).
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Theoretical Framework and Hypotheses

Organizational Dynamic Capabilities and Internationalization

Dynamic capabilities can be regarded as the ability of the organization to sense, learn,
and transform in line with fast-changing external environments (Teece 2007). Research
carried out so far linking dynamic capabilities and internationalization has contributed
to the robustness of the theory of dynamic capabilities (Peng and Lin 2017). This
theory highlights the importance of possessing change capabilities to tackle rapid
environmental changes in an international business context. The organizations need
to develop processes for sensing the international environment and to learn from the
experience. The readiness of an organization to transform its attitudes, processes, and
resources is a key factor of internationalization success.

The most important objective of contemporary internationalization studies should be
to look at the factors that enable firms not only to internationalize but also to build an
organization capable of withstanding internationalization advantage in the long term
(Al-Aali and Teece 2013). Schweizer et al. (2010) endorsed the notion that the dynamic
capabilities perspective is relevant to explain internationalization. They state that the
dynamic capability perspective adds a new dimension to the internationalization
literature and can enhance existing internationalization theories. The knowledge
gleaned from prior international experience can also become outdated and less relevant
in a fast-paced world of change. For this reason, the current or on-going networks to
which a venture is internationally exposed are important as international experience.
Hence, the inference can be made that the density and quality of current networks
support the development of organizational dynamic capabilities required for interna-
tionalization (Bruneel et al. 2010). Weerawardena et al. (2007), in their seminal article,
conjecture that the set of dynamic capabilities that are built and nurtured by interna-
tionally oriented entrepreneurial founders enable these firms to develop knowledge-
intensive products, paving the way for their accelerated market entry.

When firms internationalize, they need to maintain both exploration and exploitation
capabilities balanced (i.e., ambidexterity that is considered as a dynamic capability).
Otherwise, a risk exists that the firms may build core rigidities (i.e., either spending too
much time exploring the possibilities without learning from the experience to exploit
opportunities or vice versa) (Prange and Verdier 2011). Exploitation more closely resem-
bles gradualist models (the organizational learning perspective that fits well with Uppsala
model of gradual market development), and exploration closely resembles the proactive,
innovative, and risk-taking behavior of the international entrepreneurship model. So, to
avoid developing core rigidity, an SME needs to have both characteristics. This leads to
the direction of the possibility of the integration of multiple internationalization theories.
Peng and Lin’s (2017) evidence from an emerging context forms a solid foundation for
Teece et al.’s (1997) and Eisenhardt and Martin’s (2000) contention about the importance
of dynamic capabilities (DCs) and contributes to international business literature by
establishing SME DCs as a key determinant of superior export performance.

In past decade, DCs became an active research area with a multi-discipline approach to
study the internationalization phenomenon (Barrales-Molina et al. 2013). But, per Falahat
et al. (2015); Monteiro et al. (2017); and Prange and Verdier (2011), the current under-
standing of dynamic capabilities and their potential to explain internationalization is
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incomplete and lacking. This research assesses the influence of organizational DCs on
SME internationalization. The following hypothesis is supported by the theoretical and
empirical literature on dynamic capabilities and internationalization (Jantunen et al. 2005;
Swoboda and Olejnik 2016; Villar et al. 2013). In a dynamic business environment, it
could be assumed that dynamic capabilities support the internationalization prospects.

& H1—Organizational DCs influence SME internationalization

Multi-Level Approach to Dynamic Capabilities Theory

Dynamic capabilities can be found in multi-levels such as the individual level, the firm
level, or the network level, and an interaction exists between these levels (Carlos and
Pinho 2011; MacLean et al. 2015; Rothaermel and Hess 2007). When analyzing firm
internationalization, researchers invoke constructs like resources and capabilities while
ignoring individual-level heterogeneity. Concentrating on only one level of analysis
implicitly assumes that most heterogeneity is located at the chosen level, and the other
levels remain homogeneous. Yet, past research has verified the inextricable link
between individual-level characteristics and corporate characteristics (Felicio et al.
2015; Fernandez-Mesa and Alegre 2015).

According to Fisher (2012), in highly dynamic markets such as international markets,
target customers can only be vaguely defined, thus entrepreneurs’ goals are becoming very
volatile. In this scenario, the entrepreneurs shift their focus from setting and achieving
organizational goals to maximizing their control of internal resources such as personal
knowledge, skills, and social networks. This process sometimes creates new breakthroughs
in all aspects and is called “effectuation” (Kalinic et al. 2014). This implies that entrepreneurs
rely more on their implicit inner strengths than on rational goal setting and rational decision-
making processes in international activities as opposed to large-scale companies. Hence,
studying organizational capabilities, while ignoring the contributions of the entrepreneur in
developing and sustaining these capabilities in the SME context, is unrealistic. This current
research hypothesizes that individual-level dynamic capabilities play a predictive role in the
development of organizational-level dynamic capabilities and internationalization.

Then, the key question that arises is which capabilities are more likely to resemble
dynamic capabilities at the entrepreneur level?

Entrepreneurs create, define, discover, and exploit opportunities well ahead of their
rivals. According to Zahra et al. (2006), entrepreneurial activities lead to the generation
of dynamic capabilities. Hence, one such key individual level characteristic is entre-
preneurial orientation (EO), which measures the extent of the entrepreneurial inclina-
tion of the owner/founder. Entrepreneurial orientation (EO) refers to the “processes,
practices and decision-making activities that lead to new entry” (Lumpkin and Dess
1996, p. 140). EO facilitates recognition of business opportunities and implements
necessary product, process, and organizational changes to seize opportunities without a
time delay ahead of competitors as individuals with more EO take more risk.

The extant literature highlights the importance of networking (social capital) (SC) as a
component of dynamic capabilities (Falahat et al. 2015; Kleinbaum and Stuart 2014;
Monferrer et al. 2014; Pinho and Prange 2016). Social capital helps to get information, find
international partners, reduce psychic distance, reduce the liability of foreignness, overcome
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institutional inefficiencies, and obtain financing, all of which are required for change
capacity. Hence, this research argues that extent of networks at individual entrepreneur level
(the social capital of entrepreneur) is another key individual level dynamic capability.

According to Cohen and Levinthal (1990), a number of scholars have found that a
firm’s ability to recognize and acquire new information is dependent on its absorptive
capacity, or the prior knowledge and experience of the team or firm. The discovery of
new opportunities involves recognizing the value of new information, and those
entrepreneurs with previous experience will capitalize on a new opportunity sooner
than those who are required to search for such knowledge to assess the opportunity
(Lecler and Kinghorn 2014). Experience may help to “connect the dots” due to well-
developed cognitive prototypes of ideal opportunities (Baron and Ensley 2006). In this
sense, the human capital of the entrepreneur (HC), mainly previous experience, can be
considered a key individual-level dynamic capability.

Moreover, absorptive capacity supported by international experience helps to eval-
uate and utilize outside knowledge related to internationalization and innovation (Cohen
and Levinthal 1990). As per Sun and Anderson (2010), absorptive capacity and
organizational learning are related and integrated. Fang and Hung (2007) argue that
organizational learning is amplified by SC because SC brings a multitude of learning
sources while Li et al. (2012) argue that SC moderates the organizational learning and
opportunity capture relationship. According to scholars, networks with other entrepre-
neurs or business partners contribute to indirect learning in organizations with the
opportunity to study the behavior of the other similar organizations (Johanson and
Vahlne 2003). Transformation capability is also amplified by SC and HC because they
aid an entrepreneur in better assessing the environmental shifts and changes in a more
accurate and timely manner. Hence, SC and HC clearly influence organizational learn-
ing and transformation dimensions of dynamic capabilities as well.

In this research EO, SC, and HC of the entrepreneur are considered as antecedents
that support the development of organizational dynamic capabilities required to enter
and consolidate a position in the international market. It is argued that these three
variables have a complex interplay and synergic effect on the development of dynamic
capabilities at the individual level, the generation of knowledge-seeking and absorption
capabilities required for internationalization.

Against this background, a new formative variable is introduced taking into consid-
eration the interaction between entrepreneur characteristics (i.e., EO, SC and HC),
which is coined “Owner Specific Dynamic Capabilities (OSDC)”.

EO, SC, and HC at the organizational level have been related to internationalization
in past research (Falahat et al. 2015). From an individual-level perspective of the same
variables, the following hypothesis can be formed for relationship between OSDCs and
Organizational DC s.

& H2—OSDCs positively influence Organizational DCs.

Linking Owner-Specific Dynamic Capabilities to the Internationalization Process

The relationships among EO, SC, and HC variables and internationalization have been
supported by the international entrepreneurship theory (Oviatt and McDougall 1994)
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and network theory (Johanson and Mattsson 1988) and the Uppsala model (Johanson
and Vahlne 1977). However, testing EO, SC, or HC discretely as antecedents of
internationalization has resulted in inconsistent results possibly because these variables
interact with each other (Madsen 2007). These three variables play a synergic and
complementary role in information sensing and absorption as argued in past literature.

EO had a positive relationship with internationalization according to the research of
many scholars (e.g., Deligianni et al. 2015; Zhang et al. 2015; Javalgi and Todd 2011;
DeClercq et al. 2005; Jantunen et al. 2005; Knight and Cavusgil 2004), but contradic-
tory findings are also reported (Hosseini 2013; Zhang et al. 2012; Frishammar and
Andersson 2008; Morgan and Strong 2003). Similarly, some research has found that
social capital influences internationalization positively (e.g., Faroque et al. 2017;
Milanov and Fernhaber 2014; Fernhaber and Li 2013; Ciravegna et al. 2013; Xiao
et al. 2012; Che Senik et al. 2010) while other research has found the contrary (Musteen
et al. 2014; Yli-Renko et al. 2001; Masciarelli 2011). Although some of these studies
have measured EO and SC at different levels, these studies highlight the relevance of
the two dimensions for internationalization process.

Several authors have explained how EO, SC, and HC interact. After an entrepreneur
has observed new business opportunities such as a new international market opportu-
nity, they must determine how to interpret new events and developments, which
technologies to pursue and which market segments to target (e.g., the entry mode,
scale of entry, etc.). Teece (2006) calls these dimensions of dynamic capabilities as
sensing and seizing capabilities. At the individual level, opportunity-sensing character
is portrayed in the entrepreneurial behavior of pro-activeness and the extent of networks
that act as information channels (Lumpkin and Dess 1996). The ability to seize an
opportunity is supported by risk-taking behavior, quality and quantity of networks, and
the cognitive ability (human capital) of entrepreneur developed because of past inter-
national experience.

According to research by Colovic and Lamotte (2014), networks are more important for
SMEs in internationalization as they have few resources, and networks also act as a
substitute for less internationally experienced entrepreneurs. Networks allow organizations
to link to diverse sources of information even in the conditions of a lack of a deliberate
search and a lack of entrepreneurial orientation. So, it is clear that entrepreneurs with less
experience and less EO may still be facilitated for internationalization through SC.

According to Evers (2011), the mental model that acts as an intermediating force
between push and pull factors of internationalization is largely shaped by owner
entrepreneurial orientation and experience. That explains why most entrepreneurs
stated that they felt significantly low psychological risk after the first or second
international market entry implying the importance of international exposure of man-
agers prior to internationalization (Dow 2000). Denicolai et al. (2014) suggest that
balancing knowledge assets with complementary assets is necessary to achieve a higher
degree of international performance. In other words, if international experience is not
supported by other assets such as relational assets or entrepreneurial behavior, then
higher internationalization is unlikely.

Zhang et al. (2015) found that entrepreneurship behavior and network ties have a
joint effect on the internationalization of Chinese firms. The extent of social capital has
a moderating effect on the link between entrepreneurial orientation and international-
ization implying that the value of EO diminishes without support of SC.
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As per the research of Chandra, Styles, and Wilkinson (2006, p. 7), the prior
knowledge and social networks of entrepreneurs act as a “knowledge corridor”
allowing an entrepreneur to identify international business opportunities. Networks
support the internationalization process by providing information (in a subtle way they
also replenish poor prior knowledge), reducing perceived risks, and providing
resources. Chandra et al. (2012) offer a counter argument to the traditional international
entrepreneurship viewpoint stating that before the rapid internationalization process, a
process of opportunity development exists, which is shaped by entrepreneur experience
and networks. According to Kusumawardhani et al. (2009), EO is insufficient for
entering international markets for SMEs in developing countries in which SMEs rely
a great deal on networks.

Risk taking is defined as a willingness to commit significant resources to opportu-
nities that have a “reasonable chance of failure”, which is a key dimension of EO
(Lumpkin and Dess 1996, p.140). The question is what facilitates entrepreneurs in
identifying ventures with a reasonable chance of failure? International entrepreneurship
theory that focuses on entrepreneurial characteristics of the decision-maker does not
imply that the decision to internationalize and subsequent performance are the result of
uncalculated and uneducated risks taken by the decision-maker. The assumption is that
cognitive knowledge possessed by the entrepreneur is a critical input for entrepreneurial
activities (Thorpe et al. 2005). The actors in the entrepreneur network will also provide
valuable input and feedback on entrepreneurial decisions and which risks are worthy of
taking. The underlying principle is that EO will be less beneficial without the support of
intense networks and HC.

Entrepreneurial opportunity and internationalization relationship is mediated by
entrepreneur perceptions of the opportunity (Oviatt and McDougall 2005). Oviatt and
McDougall also mention that entrepreneur perceptions of an opportunity and interna-
tionalization are moderated by two factors, namely, networks and knowledge, which
resemble SC and HC aspects of this research and the ability of these variables to
influence entrepreneur decisions in the internationalization process.

In addition to supporting the international opportunity identification process through
knowledge-seeking behavior, SC and HC also support information absorption. Hsu
et al. (2013b) argue that, because expanding into international business is a risky and
complex task, decision-makers reduce cognitive effort using heuristics (heuristic, is an
approach to problem solving that employs a practical method not guaranteed to be
optimal, but sufficient for the immediate goals) to integrate pieces of information into a
single judgment. This is largely influenced by past entrepreneur experience rather than
by rational goal setting. Moreover, many influential characters exist in the informal and
formal contacts of entrepreneur networks who will take different perspectives and
different attitudes with respect to an international opportunity. It is reasonable to infer
that these multiple perspectives would support knowledge absorption and interpretation
process of the entrepreneur.

EO, SC, and HC as the second-order formative construct of OSDC have been
linked to internationalization using three existing internationalization theories as
underpinning theories.

The relationship between entrepreneur orientation and internationalization in the
theoretical framework of this research relies on the well-established theory of interna-
tional entrepreneurship. Recent research has used the theory of international
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entrepreneurship to link entrepreneurial orientation to internationalization (Deligianni
et al. 2015; Falahat et al. 2015; Swoboda and Olejnik 2016; Zhang et al. 2015).

The network perspective of internationalization argues that relationship quality and
density (i.e., social capital) are the main mechanisms of internationalization both at the
organizational and individual levels. The theoretical framework of this research utilizes
the theory of networks to form the relationship between the social capital of an
entrepreneur and internationalization. The results of Pham et al. (2017) carried out in
emerging context (Vietnam) indicate that a firm’s relational capability is the strongest
predictor of export performance among different capabilities.

The Uppsala model of internationalization contributes to the literature by focusing
on the experience-based learning mechanism in internationalization. The main focus of
the theory was originally on organizational learning, but later, scholars have identified
that the experience-based learning process can be related to internationalization at the
individual level (Ciszewska-Mlinari 2003; Fernhaber and Li 2013; Javalgi and Todd
2011; Sheffrin 2003). The relationship between human capital (international experience
of the entrepreneur) and internationalization in the theoretical model of this research is
justified with the core argument of Uppsala model.

& H3—OSDCs positively influence SME internationalization

Organizational Position and Dynamic Capabilities

Not only a firm’s distinctive incumbent capabilities but their unique “positions” directly
influence the development of dynamic capabilities. These positions include technolog-
ical, complementary, market, reputational, institutional, and structural resource endow-
ments (Teece et al. 1997). Lavie (2006) posits that the prevailing assets of the
organization and how complex, causally ambiguous, embedded, and interdependent
they are will guide the type of dynamic capabilities that a firm will deploy and the
ultimate effectiveness of that deployment.

According to Teece et al. (1997), the product market position should be analyzed
with respect to market dynamism. A strong market share is desired but in dynamic
markets, this market share can vary significantly within a short time period. Hence, as
per Teece et al. (1997), more than the market position, the dynamism of the market
environment is important in developing dynamic capabilities. When the business
environment of the firm is very dynamic as in an international market, firms naturally
feel the need to change to maintain their market positions. Hence, they are propelled to
develop DCs more than firms operating in more stable markets. Therefore, it can be
hypothesized that the dynamism of the market acts as an antecedent of DCs. Market
assets have been defined as the “dynamic heterogeneity that characterizes the organi-
zational environment” (Protogerou et al. 2012, p. 624).

The formal and informal structure of organizations and their external linkages have
an important bearing on the rate and direction of innovation, the ability to change and
how other competences and capabilities co-evolve (Teece et al. 1997). Teece et al.
(1997) used the term “structural assets” to identify the flexibility of an organization.
Firms with strong dynamic capabilities exhibit technological and market agility. In
order to develop this high agility, less hierarchy must be used (Teece 2014). As per
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Teece et al. (1997), the responsiveness of an organization is important for achieving a
long-term advantage as succinctly explained in his seminal article “winners in the
international market will be the firms that can demonstrate timely responsiveness and
rapid flexibility” (Teece et al. 1997, p.515). Organizational structure is classically
defined as “the sum total of the ways in which it divides its labor into distinct tasks
and then achieves coordination among them” (Mintzberg 1979, p.56).

When an organization possess a good reputation, stakeholders are more likely to
view their new products/investments favorably (Sichtmann 2007). On the other hand,
SMEs with a low or less well-known reputation will find it more difficult to obtain
finance for expansion or changes, receive favorable credit terms from suppliers, and
receive favorable shipping terms from importers and will not be accepted easily as
trade partners by firms in other countries (Deelmann and Loos 2002). Furthermore,
organizational changes of well-reputed organizations are more likely to be viewed in
a favorable manner, and such organizations are not vulnerable to adverse publicity
giving an advantage in capability of the organization to change to suit the environ-
ment. This implies that a higher reputation should lead to higher dynamic capabilities
generation ability. Thus, corporate reputation also plays a key role in developing
dynamic capabilities in the internationalization process because it supports and
enhances new product introduction and recovery strategies in a crisis and when
receiving funds from investment sources (Rindova et al. 2005). Thus, the following
hypotheses are posited.

& H4—The market assets position (environment dynamism) positively influences
Organizational DCs.

& H5—The structural assets position (organizational flexibility) positively influences
Organizational DCs.

& H6—The reputational assets position positively influences Organizational DCs.

The conceptual framework developed based on the above literature review and hy-
potheses are shown in Fig. 1.

Fig. 1 Conceptual framework of the study
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Methodology

Research design

This research design employed the survey method for data gathering. A structured non-
disguised questionnaire was developed to test the conceptual framework. Three hun-
dred firms were randomly selected from the export directory of 3027 business firms
from the SME exporters category published by Export Development Board of Sri
Lanka, which could be considered as the population of the study. SMEs were defined as
those with less than 250 fulltime employees.

Questionnaires were sent by e-mail to randomly selected, potential respondents, and
only 24 responses were collected after 3 months yielding an electronic mail response
rate of 8%. Then, the researcher personally administered the questionnaire to SMEs and
173 responses were collected by distributing self-administered questionnaire in person
to randomly selected SMEs as per the sampling strategy. The total number of responses
collected using both methods was 197. The overall response rate was 65%. The
respondent of the questionnaire was either the entrepreneur of the business or the
owner at the time the business entered the international market. In cases in which the
entrepreneur at the time business entered the international market and current owner
were two individuals, the data were collected from the entrepreneur.

Measures

This research used scale developed by Bolton and Lane (2012) to measure individual EO.
Most popular EO scales are targeted at measuring EO at the organizational level although
they are adopted to be used at individual level. A scale that was specifically developed to
measure individual EO would increase the validity of the research as the focus in this
research is specifically on owner characteristics. This research focused on the social capital
of the entrepreneur; thus, this research used ameasurement scale thatwas recently developed
and validated to evaluate individual level networks (Che Senik et al. 2010). A ratio scale was
used to measure international experience following Ciszewska-Mlinari (2003).

A majority of the previous research adopting quantitative approaches to dynamic capabil-
ities have used the operationalization of Teece et al. (1997) or Teece (2007). This research used
three dimensions, namely, sensing, learning, and transforming. Tomeasure sensing capability,
this research adopted the scale developed by Lin andWu (2013), which was developed based
on work of Teece et al. (1997) and Eisenhardt andMartin (2000). This research used the scale
developed by Flores et al. (2010) tomeasure organizational leaning.Only selected dimensions
of learning scale were included in the questionnaire to avoid overlapping with sensing scale.
This research used Lin and Wu (2013) to measure reconfiguration capability.

The unidimensional scale developed by Tan and Litschert (1994) was used to measure
environmental dynamism in this research. It measures managers’ perceptions of dynamism
in the general and the specific environment. The structural assets position was measured
using Covin and Slevin’s (1988) measurement scale, which assesses the extent to which a
firm is structured in an organic versus a mechanistic way, and corporate reputation was
measured using the unidimensional three-item scale adopted from Keh and Xie (2009).

Internationalization is defined as the process of increasing involvement in interna-
tional operations for the purpose of this research (Gibb 1993). This research
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incorporates the multidimensional approach and measures internationalization using
internationalization intensity (FSTS), the percentage of employees who spend signifi-
cant time on international activities and international scope (Sullivan 1994; Sapienza
et al. 2005). Following Sapienza et al. (2005), this research used three zones. Weights
were assigned to each zone to represent the psychic distance, and the number of
countries exported in each category was multiplied by weights to arrive at a weighted
average score. Many past researchers have used similar combination of dimensions
(e.g., Papadopoulos and Martín 2010; Thomas and Eden 2004).

Analysis and results

The data were first analyzed for outliers, and one only outlier case was identified and
deleted. As per the suggestions of Armstrong and Overton (1977), this research
compared early respondents to late respondents. Of the total 197 firms responding,
the 24 firms answering by e-mail were considered as early respondents and the final 24
of the remaining 173 that were collected by hand were considered as late respondents.
Non-response was not a major concern for key variables. Harman’s one-factor test
(Podsakoff et al. 2003) was used to identify common method bias, and maximum
variance explained by a single factor was recorded as 38%. Because this research
includes two modes of questionnaire administration (electronic mail and in-person),
appropriate tests were employed to see if the mode of questionnaire administration had
an effect on the validity of the results (Chang and Krosnick 2010).

The normality of the data was tested using Shapiro-Wilk’s test of normality and
skewness and kurtosis analysis for normal distribution (Hair et al. 2010). These tests
showed that the data were not normal, but further analysis using histograms indicated
that the non-normality was not a major deviation from normal distribution.

The majority of SMEs in the sample (49.7%) had a private limited ownership
structure. The sample included SMEs from manufacturing, service, and trade catego-
ries. Of these, 70.6% of SMEs were from the manufacturing sector while 15.2% of the
SMEs were from services category. Agriculture-based SMEs were included in
manufacturing category in the analysis.

The average number of full-time employees in the SMEs of the sample was 81, and
the average foreign sales to total sales (FSTS) was 71.5%. The maximum time taken to
enter the international market was 35 years while 46% of the organizations were
internationalized from their inception. The majority of these “born-global organiza-
tions” were from tea, rubber and textile industries, where the foreign markets are more
lucrative with high profit margins and the products of these industries are having
already established country-of-origin advantages. This data shows that export SMEs
are well-established and have grown to organizations of substantial labor force com-
pared with non-exporting SME profiles (Herath 2014).

As per the methodological literature on SEM, this research adopted a two-step
model building approach (Hair et al. 2010; Schumacker and Lomax 2004). Step one
involved exploratory factor analysis (EFA), where initially developed scales were
refined as per a scale purification procedure that Churchill 1979recommended, and
then confirmatory factor analysis (CFA), for purified and validated scales, to validate
the measures for the final model estimation using PLS-SEM.

56 Mudalige D. et al.



Two measurement items were removed from the scales in EFA because one
item loaded on a theoretically incorrect factor (EO7), and the other was removed
due to cross-loading (SC3). (The appendix lists the acronyms used for variable
items). Another seven items were removed during the CFA process due to low
outer loadings. This study used a cut-off value of outer loading of 0.7, considering
Henseler et al.’s (2009) suggestion. Table 1 refers to the removed items.

Table 1 Outer loadings of the measurement model

Factor Item Factor loading (outer loading)

EO EO1 0.8464

EO2 0.8265

EO3 0.8107

EO4 0.8470

EO5 0.8516

EO6 0.8419

EO8 0.7663

EO9 0.7279

SC SC1 0.2307 (dropped)

SC2 0.2286 (dropped)

SC4 0.8637

SC5 0.9176

SC6 0.9111

SC7 − 0.1694 (dropped)

ODC ODC1 0.8957

ODC2 0.8159

ODC3 0.7903

ODC4 0.6026

ODC5 0.8765

ODC6 0.7824

ODC7 0.8075

RA RA1 0.9144

RA2 0.9142

RA3 0.9208

SA SA1 − 0.1925 (dropped)

SA2 − 0.1902 (dropped)

SA3 0.8731

SA4 0.8854

SA5 0.9104

EDY EDY1 0.1392 (dropped)

EDY2 0.9564

EDY3 0.9378

EDY4 0.1291 (dropped)
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An average variance extracted (AVE) value greater than 0.5 can be considered as a
sufficient condition for convergent validity of the instrument (Bagozzi andYi 1988; Fornell
and Larcker 1981). Under the measurement model, internal consistency of measurement or
reliability was assessed at two levels, namely, item reliability and composite reliability for
all constructs (Fornell and Larcker 1981) where both reliability values must be greater than
0.7 for acceptable reliability (Nusair and Hua 2010). As seen from Table 2, all AVEs are
above 0.5 for the constructs. Both reliability statistics are above 0.7.

The Fornell and Larcker (1981) criterion is the most common discriminant validity
test in PLS-SEM analysis. All off-diagonal values were below square root of AVE
value in the diagonal of correlation matrix indicating existence of discriminant validity
as shown in Table 3.

Bootstrapping was carried out following the guidance presented in past literature
(Ringle et al. 2005; Bagozzi and Yi 1988). Two hypotheses were rejected at the 95%
confidence interval (i.e., H5 and H6). The two constructs of owner specific dynamic
capabilities and organizational dynamic capabilities explained 58.9% of the variance in
internationalization. Similarly, organizational position and owner-specific dynamic
capabilities accounted for 44.9% of the variance in organizational dynamic capabilities.
A summary of structural model testing is shown in Table 4.

The ƒ2 effect size measures the change in the R2 value when a specified exogenous
construct is ignored from the model. The ƒ2 effect size is used to evaluate whether the
removed predictor construct has a substantive impact on the R2 values of the
endogenous construct. As per Cohen (1988), a value of 0.02 implies a small effect, a
value of 0.15 implies a medium effect, and a value of 0.35 implies a large effect.

It can be observed from Table 5 that both ODC and OSDC have a substantial and
equal influence in explaining internationalization. However, only OSDC and EDY
have a considerable influence on R2 of ODC construct. Further, as per Table 6, it can be
confirmed that ODC mediates the relationship between OSDC and internationalization.

Discussion

Kalinic et al. (2014) and Fletcher and Andersson (2011) argued that internationalization
research focused principally on organizational characteristics while neglecting the

Table 2 Cronbach’s alpha, composite reliability, and communality

Variable No. of items AVE Cronbach’s alpha Composite reliability Communality

EO 8 0.6657 0.9278 0.9408 0.6657

SC 3 0.8066 0.8797 0.9259 0.8066

HC 1 1.0000 1.0000 1.0000 1.0000

ODC 7 0.6413 0.9047 0.9252 0.6413

EDY 2 0.9136 0.9055 0.9549 0.9136

SA 3 0.8348 0.9012 0.9381 0.8348

RA 3 0.8399 0.9048 0.9403 0.8399

INT 3 0.8024 0.8744 0.9238 0.8024
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influence of the entrepreneur and his decision-making influence on the internationali-
zation process. This research used a new construct named owner-specific dynamic
capabilities, which was formed by EO, SC, and HC variables to explain international-
ization and found a significant effect between owner-specific dynamic capabilities and
internationalization. The three dimensions of this construct are tested earlier in abun-
dance in internationalization literature, and, hence, the following discussion is on how
these findings fit in with the previous findings.

The outcome of this study on the relationship between EO and internationalization
confirms the expected theoretical explanation that internationalization is an act of entre-
preneurship. Given the high risk of international business, the dynamism of the interna-
tional environment (Dietmar et al. 2013), a lack of and difficulty in gathering market and
industry information compared to localized SMEs (Kumar 2012), and frequent needs to
change product offerings to suit country differences (Fletcher 2001), the inference can be
made that risk-taking characteristics, innovative characteristics, and proactive character-
istics of an entrepreneur are main factors that influence internationalization of SME. Yet,
contradictory outcomes are also reported in the previous research (Zhang et al. 2015;
Morgan and Strong 2003). This may be due to the fact that entrepreneurial behavior is
time-dependent. Qualitative research evidence exists to prove that, although the founders
of SMEs exhibit a high level of entrepreneurial orientation at the start of exporting, with
time and experience, their EO diminishes and founding entrepreneurs tend to take low risk
and be less proactive and innovative (Hanell et al. 2014). Also, EO may take many years
to come to realization through improved internationalization.

Table 4 Summary of structural model testing

Hypothesis Path Path coefficient Standard error t statistics Significance

1 ODC> INT 0.4058 0.0541 7.507 Significant

2 OSDC> INT 0.4398 0.0567 7.763 Significant

3 OSDC>ODC 0.4300 0.0964 4.460 Significant

4 EDY >ODC 0.1909 0.0738 2.585 Significant

5 SA>ODC 0.0929 0.0581 1.600 Not significant

6 RA>ODC 0.0854 0.0787 1.084 Not significant

Table 3 Fornell and Larcker criterion for discriminant validity

EDY EO HC INT ODC RA SA SC

EDY 0.9558

EO 0.5729 0.8159

HC −0.0385 −0.0670 1.0000

INT 0.6629 0.5794 0.0304 0.8957

ODC 0.5491 0.5635 0.0422 0.6885 0.8008

RA 0.4905 0.6853 − 0.0259 0.5335 0.4961 0.9164

SA 0.2177 0.2402 0.0227 0.2120 0.2647 0.2641 0.9139

SC 0.7165 0.5442 0.0025 0.7287 0.6027 0.4438 0.1902 0.8981
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International networks are essential to overcome resource scarcity and generation
of capabilities (Carlos and Pinho 2011). Networks also act as sources of information
and learning, substitute for lack of human capital (Colovic and Lamotte 2014), and
lead to increased access to finance and avoid institutional voids (Shane and Cable
2002) among others, which are critical in the internationalization process. This
research is in compliance with the voluminous literature, which has proven that a
significant and positive relationship existed between social capital and internation-
alization. Contrary results could be explained by expounding on the negative role of
excessive social ties. Having social ties concentrated in few countries can bring about
rigidity to a firm inhibiting further international diversification, which is known as
“over-embeddedness” (Balboni et al. 2014).

Little quantitative research exists on dynamic capabilities and internationalization to
do a direct comparison because the majority of previous studies are either case studies
or qualitative studies. The outcome of this research expands and agrees with the limited
research carried out on the same relationship (Villar et al. 2013; Jantunen et al. 2005).

Environment dynamism or turbulence is commonly studied in relationship to
internationalization and dynamic capabilities. Because forecasting accuracy diminishes
with high environmental turbulence, firms need to develop adaptive approaches based
on strategic flexibility through sensing, learning, and reconfiguration capabilities
(Vecchiato 2015). When the environment turbulence is high, the value of dynamic
capabilities to an organization also increase (Wang and Ahmed 2007). This research
validates the above theoretical underpinnings as it confirmed that environment dyna-
mism positively influences the development of dynamic capabilities (Wilden and
Gudergan 2014; Frank et al. 2017).

With the increased recognition that international business is hyper-competitive and
rapidly changing, Barreto (2010) suggests that research needs to identify how firms
adopt their structure to fit into these conditions. Teece (2014) argued that, if dynamic
capabilities are analogous to agility, then organizations must use less hierarchy and
become flexible. Organizations must overcome resource rigidity as well as routine

Table 6 Mediation analysis using bootstrapping

Path Path a Path b Indirect effect SE t value

OSDC>ODC> INT 0.637 0.694 0.442 0.047 9.4

Table 5 Calculation of effect size

Path R2 included R2 excluded f2 Effect size

F(ODC-INT) 0.589 0.487 0.24 Medium to large (0.15–0.35)

F(OSDC-INT) 0.589 0.483 0.25 Medium to large (0.15–0.35)

F(OSDC-ODC) 0.449 0.383 0.119 Small to medium (0.02–0.15)

F(RA-ODC) 0.449 0.445 0.007 Small (< 0.02)

F(SA-ODC) 0.449 0.441 0.014 Small (< 0.02)

F(EDY-ODC) 0.449 0.431 0.03 Small to medium (0.02–0.15)

60 Mudalige D. et al.



rigidity to develop dynamic capabilities (Mei 2012). However, this research established
that SME flexibility does not affect the generation of dynamic capabilities. Volberda
(1997) contends that start-ups gradually move from a structure of chaotic form, which
is a flexible, but disorganized form, lacking planning and strategic direction with a large
variance in direction to a flexible structure. Hence, the flexibility reported in an SME is
more of a flexibility due to “smallness” rather than to a flexibility purposefully
developed to fit the environment and strategy. Such chaotic form of flexibility is
unlikely to develop dynamic capabilities which should be “purposefully developed to
get competitive advantage” (Ambrosini et al. 2009, p. 20). Second, this research
analyzed the structure using Covin and Slevin’s (1988) scale, which measures extent
of formal control of operations and formal procedures. While such structural flexibil-
ities are important in organizational flexibility, other flexibilities such as production
flexibility, market flexibility, employment flexibility, and task flexibility may be equally
vital for the agility of a firm (Kekre and Srinivasan 1990).

A well-developed product reputation helps to develop dynamic capabilities by
becoming a VRN resource that positively reinforces stakeholders (Olavarrieta and
Friedmann 1999). However, in contrast to the expected positive relationship between
reputation and dynamic capabilities, this research yields no significant relationship.
One possible explanation is that the reputation of many traditional industry products is
clustered around the origin of country or industry clusters. Many SMEs tend to rely on
this reputation rather than developing a reputation of uniqueness of their own.

Turning to the results of the mediation test of the research, extant research has
criticized research as being focused on a single level of analysis while ignoring other
levels, which opens the door for spurious findings (Felin et al. 2012). Such a single-
level approach is more likely to create a misinterpretation in an SME context given that
individual entrepreneur characteristics can be a major influence on a firm. The results of
this present research conclude that ODC acts as a mediator between OSDC and
internationalization. This implies that organizational-level characteristics of SMEs are
developed as a result of complex interactions between owner and organization.

A number of studies have examined the differences in management style between
large businesses and SMEs. These studies have shown that SMEs have a small
management team who are strongly influenced by entrepreneur and entrepreneur’s
personal idiosyncrasies. Past research indicates that organizational level characteristics
of SMEs are developed as a result of complex interaction between organization and
owner (Rothaermel and Hess 2007; Rousseau 1985). This research furthers this
theoretical argument by validating that individual-level dynamic capabilities lead to
organizational level dynamic capabilities.

In the context of research, most traditional exports such as tea, coconut, rubber, gem,
and coir products are from mature industries and have a low growth rate. Also, unlike
markets for born globals, these products have relatively low dynamic market character-
istics. The qualitative differences are huge not only between these industries but also
other attributes of their material circumstances. Most theoretical internationalization and
dynamic capabilities literature are concerned with high-tech companies and relevant to
what has become a huge wave of born globals who rapidly internationalize. In particular,
Teece (2007) and Teece et al. (1997) provide theories that apply to these kinds of firms.
Recently, Ahmed et al. (2017) conducted a qualitativemulti-case research in Pakistan and
determined that technology firms from developing countries adopt many strategies for
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internationalization that are different from those adopted in developed countries. These
firms also face a distinctive set of challenges different from those faced by firms
internationalizing from developed countries. Past results indicate that international expe-
rience and social capital have a greater impact on export performance than does innova-
tion capacity, showing that a possibility of overemphasizing the role of capabilities and
innovation exists in the export performance of SMEs in a developing country context
(Oura et al. 2016). The fact that H5 and H6 were rejected may be because the theory has
less applicability in the context of this investigation. Further qualitative and quantitative
research is required to determine the applicability of these theories in the developing
country context, and the future research outcomes could lead to modified theories more
applicable to mature industries and markets of developing country context. This also
highlights an important limitation of the research, that is, its results are not directly
applicable to a developed country context.

Implications and Recommendations

Internationalization of SMEs is considered an emerging puzzle, and a number of
questions about internationalization remain unanswered (Swoboda and Olejnik 2016).

The purpose of this research was to understand how the dynamic capabilities at the
individual and firm levels influence the SME-internationalization process in a devel-
oping country context. The results of this study attest to the fact that internationalization
is supported by entrepreneurial initiatives associated with the exploitation of networks
of the entrepreneur, which aligns with the main arguments of the international entre-
preneurship and network perspective of internationalization (George and Zahra 2002;
Johanson and Mattsson 1988). The results also support the fact that organization
learning measured as a dimension of dynamic capabilities plays a major role in
internationalization as an essential dynamic capability for internationalization. In this
sense, this research can be considered as developing an outcome that concludes that
gradualist models and non-gradualist models of internationalization are complementary
rather than contending theories as previously presented in literature.

This research complements the research attempts by previous scholars in relating
DC at multi levels to internationalization and empirically validates the argument that
internationalization is predicted by organizational dynamic capabilities (Teece 2014).
This research thereby contributes in its own way to bring the notion of dynamic
capabilities from abstract and intractable (Danneels 2008) to a more operationalized
level (Dietmar et al. 2013).

This research also found that environmental dynamism is an antecedent of organi-
zational dynamic capabilities. The results suggest that SMEs need to use their sensing
capacity to assess environmental dynamism and develop dynamic capabilities that are
necessary to survive in this dynamic environment keeping in mind that dynamic
capabilities are purposefully developed and costly to develop and retain unless the
situation demands (Pisano 2015). This finding also consolidates the theoretical views of
the school of thought that have linked the generation of dynamic capabilities to the
environment (Wang and Ahmed 2007; Eisenhardt and Martin 2000; Teece et al. 1997).

As for the practical implications of this research, policy makers should support
entrepreneurial cultures of SMEs through risk-sharing programs and R&D, Intellectual
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Property Rights, and Joint Ventures. Policy-makers should restructure education sys-
tems and motivate continuous education that places more emphasis on entrepreneurship
and cross-cultural knowledge. They can also prioritize assistance to those entrepreneurs
with previous experience or encourage the inclusion of external experienced consul-
tants or partners in a firm. Furthermore, government can support SME owners in
developing dense foreign and local networks while designing programs to develop
Entrepreneurial Orientation, Social Capital and Human Capital simultaneously rather
than one at a time. Authorities must encourage adoption of standard management
practices that instill dynamic capabilities in the organizations such as ISO, JIT, and
cross-functional teams, among others.

As for SME managers, in line with much other past research, this model highlights the
importance of their own roles in entering and expanding export markets because export
success is contingent on the personal engagement of SME key manager (Dietmar et al.
2013). This research implies that an organization should create an organizational environ-
ment or culture of entrepreneurial orientation. Internationalization is about continuing to
be entrepreneurial even after starting the business and after expanding internationally. The
most common pitfall is that once a business is established and stable and becomes mature,
small business owners tend to develop a managerial mindset that abandons the essence of
entrepreneurial mindset (Hanell et al. 2014). If managers are aware of and expecting to
face potential difficulties during their internationalization process, they can be prepared for
when those difficulties occur, by aligning and leveraging their competencies and by
obtaining essential external resources. SME managers also need to try to develop an
international orientation and a dense international and domestic network to harvest the vast
opportunities beyond national borders.

Limitations and Future Research

Major limitations of this study should be considered. Because the local definition has
been adopted in this study, the study outcomes may not be directly comparable with
similar studies that have adopted other definitions of SMEs. It has been stated that
dynamic capabilities and internationalization of the firm may represent extra costs and
management commitment over the short term and only provide return over time.
Hence, longitudinal studies are preferred to elaborate both the process of developing
dynamic capabilities and benefits in the long run (Borch and Madsen 2007). Because
this study is cross-sectional research, the relationship tested in this study represents a
static situation in time. Furthermore, it is believed that entrepreneur-specific variables
such as entrepreneurial orientation and social capital may have cogent implications on
internationalization in the long term, but because this is not a longitudinal study, it is
not possible to evaluate such an effect with great precision (Madsen 2007).

Furthermore, the data collected were self-reported about certain attitudes from one
individual respondent in each firm. Such claimed subjective attitudes may not be
obvious indicators of actual capabilities.

Future researchers can expand the model to include more dimensions for organiza-
tional position, internationalization, and human capital. Also, future researchers can use
different operationalization definitions available and scales to measure dynamic capa-
bilities. Future researchers are encouraged to compare and contrast the research model
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across industry contexts, large and small organizations and countries. The causation
path of this model is still in argument in literature as some researchers have mentioned
that environment dynamism moderates the relationship between dynamic capabilities
and internationalization. Finally, future research should look for other possible ante-
cedents of internationalization to expand the explanatory power of the model.
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Appendix. Measurement Items

Part 1—Firm Information Collected from Respondents

1. What is your current position in the organization?
2. What year was your organization legally established in?
3. What year did your organization register for exports in Export Development

Board (EDB)?
4. What is the province that your business is registered?
5. What is the ownership status of your business?

& Sole proprietorship
& Partnership
& Private limited company
& Public limited company

6. How many full-time employees are currently working in your organization?
7. Which one of the following nature of operation best represents your firm?

& Manufacturing (including agro-based and manufacturing related services)%
& Retail/wholesale
& Service provider

8. What was the total sales income of this organization in the past year (2014)?
9. What was the income from exports in the past year (2014)?
10. State the number of countries that you export in the box from the following list.

& SouthAsian countries…………………………………………………………□
& Asian countries excluding South Asian countries.……………………………□
& OutsideAsian continent……………………………………………………….□

11. According to your observation, what is the percentage of employees who spend
significant time (more than 50% of their time) in activities relevant to interna-
tional markets: ……………………….%
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Part 2

The following questions in Likert scale were designed to determine the characteristics
of the owner/manager of the organization that influence internationalization process of
the organization.

1. Strongly disagree, 2. Disagree, 3. Neither agree nor disagree, 4. Agree, 5. Strongly
agree

Entrepreneurial orientation of the owner/manager

Risk-taking characteristics

EO1—I like to take bold actions by venturing into the unknown.
EO2—I am willing to invest substantial time and funds on something that might
provide high return.
EO 3—I tend to act confidently in situations where risk is involved.

Innovativeness

EO 4—I often like to try new and unusual activities that are not necessarily risky.
EO 5—I prefer a unique approach to carry out projects than revisiting tried and
true approaches used before.
EO 6—I prefer to try my own unique way when learning new things rather than
doing it like everyone else does.
EO 7—I favor experimentation and new approaches to problem solving.

Pro-activeness

EO 8—I usually act in anticipation of future problems, needs or changes.
EO 9—I tend to plan ahead in business and projects.

Social capital of the owner/manger

Institutional networks

SC 1—I have a high extent of organized network with banks and other financial
institutions.
SC 2—I have a high extent of organized network with business support service
providers.
SC 3—I have membership in different business associations or clusters.

Exploring the Role of Individual Level and Firm Level Dynamic... 65



Business associates

SC 4—I have high extent of organized networks with entrepreneurs in the same or
similar industries.
SC 5—I have high extent of organized networks with suppliers.
SC 6—I have a high extent of organized networks with permanent corporate
customers personal networks.
SC 7—I have a high extent of emotional support of the family members and other
close relatives.

Human capital of the owner

International experience

Do you possess any international experience prior to starting international activities of
this firm either by working abroad, foreign education or selling to international
customers? (If yes, please indicate the time period in months)

Part 3

Questions in this part relates to characteristics of the organization. The following
questions are designed to determine the organizational characteristics that influence
internationalization process of the organization.

Organizational dynamic capabilities

Sensing

ODC 1—We have processes to collect information about changes in customer
needs and potential market opportunities.
ODC 2—We have specialized mechanisms to collect industry information for
managerial decisions.

Learning

ODC—Our employees from different areas share experiences and/or knowledge.
ODC 4—Our employees meet regularly to resolve issues and concerns.

Transformation and reconfiguration

ODC 5—We can develop a clear human resource re-allocation procedure in
response to a change in the business environment quickly.
ODC 6—We can rapidly response to market changes.
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ODC 7—We can rapidly response to competitor’s actions.

Organizational resource position

Corporate reputation

RA 1—This organization is a highly regarded company in the industry.
RA 2—This organization is a successful company.
RA 3—This organization is a well-established company.

Organizational structure: The operating management principle of my organization is

SA 1—Tight formal control of most operations by means of sophisticated control
and information systems
SA 2—Strong emphasis on always getting personnel to follow the formally laid
down procedures
SA 3—Strong emphasis on holding fast to true and tried management principles
despite any changes in business environment
SA 4—Strong insistence on a uniform managerial style throughout the business
units
SA 5—Strong emphasis on getting line and staff personnel to adhere closely to
formal job descriptions

Business environment

EDY 1—The legal, technological, economic, etc. demands imposed on the orga-
nization by its environment are changing constantly.
EDY 2—The main agents in our organization’s environment (government, pro-
viders, customers, etc.) change their demands unpredictably.
EDY 3—Our organization’s environment requires managers to react rapidly to the
changes that occur.
EDY 4—Normally, managers in our organization have advance knowledge of the
changes that will occur in the environment.
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