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Abstract

This paper focuses on factors affecting the intéwnalization of SMEs. Based on
both international business and family businessditires, we develop three hypotheses
that relate the internationalization of SMESs’ tonfly management, human capital, and
presence of foreign shareholders. Relying on data & large sample of Italian
manufacturing SMEs, we find that involvement of tvening family in management
negatively influences export propensity but, orleec¢hoice to go international has been
made, the degree of internationalization of then fis not significantly different with
respect to the composition of the management t€amresults also show that the level of
human capital and the presence of foreign sharel®ld the SME positively influence
both export propensity and export intensity. Sizé age of the firm as well as industry

characteristics are included in the empirical asialgs control variables.

Key words: internationalization, SMEs, export, family-basadnagement, family
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1. Introduction

The debate on factors affecting the internatiomeaketbpment of small and medium-
sized enterprises (SMESs) is very lively and redearchis field is attracting growing
interest (Depperu, 1993; Coviello and McAuley, 1988cchella and Maccarini, 1999; Lu
and Beamish, 2001). Relatively few studies, howgvave analysed how the family nature
of the firm influences its process of internationation (Gallo and Sveen, 1991; Gallo and
Pont, 1996; Okoroafo, 1999; Zahra, 2003). The gqueest and to what extent the family
aspect of the firm has an effect on internatiomdian decisions and, therefore, if
internationalization of family businesses diffeigngficantly compared to non family
businesses is still debatable. Moreover, althoitghature on family businesses has widely
recognised the managerial complexity of family framd the peculiarity of their strategic
behaviours (Corbetta, 1995; Montemerlo, 2000),aesein this field still requires
considerable development, particularly in termsmpirical investigatior.

This paper aims to bridge this gap in the studlesugh an empirical investigation of
the internationalization of SMEs, with particuldteation to analysis of the influence that
the family management, human capital, and foreignesship have on international

development. This topic appears to be particulalgvant in Italy, where small and

! A recent review (Sharma, 2004), based on 217lestjmublished in specialized journals, shows tes¢arch
on family businesses has been enriched with thieatehodels and more refined conceptualizations abu
the same time there is a growing need to carnemyirical research to test the models. The precalef
theoretical rather than empirical works had alrelaglgn pointed out in a previous analysis of liter@bn
family business (Sharnet al, 1997). Regarding the contents of research, Clangnal. (2003) classify 190
articles, published between 1996 and 2003 and pairnthat family business research deals with s¢ver
subjects, amongst which internationalization takgdttle room (about 3%, 6 articles).



medium-sized family businesses are predominarthigncountry, more than in others, the
competitiveness of firms and, particularly, thetaumability of their competitive advantages
at an international level is closely linked witketbustainability of family business system.

This work does not aim to investigate problems eissed with the definition of
family business. However, a brief reference taditere is useful to clarify the perspective
adopted in the study. To this end, two factors rbesstressed. Firstly, the focus of analysis
is on the family nature of management, not on ogshmpr The only element of the
ownership structure that is taken into considenaisathe presence of foreign shareholders.
On the other hand, data on the composition of #péta do not necessarily allow a precise
definition of a business damily. It may be the case, for example, that a busiisess
managed by several members of the same familythbugntrepreneur is the only
shareholder. Such a business is undoubfiadtyly, but there simply has not been a transfer
of shares to members of the family, who may alrdaslyworking there.

Secondly, bearing in mind the difficulties in défig unambiguously a family
business, it was decided not to adopt a dichot@amgroach, based on the clear distinction
between damily business and@on familybusiness. It was preferred, instead, to focus on
the familyvs non family nature of management, evaluated asérwious variable, on the

basis of a greater or lesser involvement of thénegs-owning family.

2. Literaturereview and hypotheses
2.1 Drivers and limits of international growth d¥i&s
Drawing on different perspectives of analysis, iné¢ional business literature stresses

the role of factors both internal and externahi® lbusiness as drivers of firm



internationalization. Economic studies, such as¢hmased on Dunning's eclectic paradigm
(1981) and internalization theory (Rugman, 198ayehcontributed, in particular, to
explaining decisions related to Foreign Direct ktmaents (FDI) by large multinational
enterprises, already at an advanced stage of tleess of international development.

Another stream of literature focuses on the intionalization process. In this field,
thestage theorywhich is the dominant paradigm, suggests thainteenational activity of
a firm increases gradually as it acquires knowlemlgg experience (Johanson and
Wiedersheim-Paul, 1975; Johanson and Vahilne, 197ffim evolves from a low level of
international activities and commitment to highardls, through stages which are
assumedly one-way.

The incremental nature of the process is consideoednly as a shift from “soft”
internationalization (indirect exports) to more cuitted, riskier modes, also in terms of
choice of foreign markets: the firm gradually exgafrom nearer markets to those further
away. According to the stage thepnyarket knowledge is the key factor that influenites
time and direction of international developmentlyGsxperience can reduce the
uncertainty associated with international expansioa, therefore, remove the principal
obstacle to it (Leonidou and Katsikeas, 1996).riragonalization is perceived, here, as an
incremental process based on learning.

Studies onnternational new venturg®©viatt and McDougall, 1994; McDougat
al., 1994; Reuber and Fischer, 1997) have extendeapipioach. Changes in the
international environment (improvements in transpoad communications, greater
mobility of human capital, the increasing homoggnef many markets) have made doing

international business easier, enabling firms tsye more diverse growth trajectories than



in the past. There is an increasing empirical evtdeof businesses which take on an
international orientation right from the first pleasof their existence, particularly in high
tech sectors. In these sectors, heavy investmemésearch and development can be
adequately rewarded if innovation is exploited glyion an international scale. While the
stage theory emphasises the importance of knowlefitpee market as a driver of
international development, in literature on intéio@al new ventures technological
knowledge is fundamental.

Several contributions to internationalization sesdare based aretwork theory
(Coviello, 2006). The relationships play a key rioi¢he process of international
development, providing access to technologicaldpetive or market resources (Johanson
and Vahlne, 2003). Therefore, relational capitar@ and Lipparini, 2002), that is the
resources and mutual benefits incorporated inaiogiship between two or more parties
(Dyer and Singh, 1998; Hiét al, 2006), constitute important factors which guide
international expansion. Small businesses, in@a4ei, can leverage on relations to
overcome limitations deriving from their size ockeof experience.

In the analysis of factors guiding the internaticaion process, several studies rely
onresource-basetiterature (Bloodgooet al, 1996; Dhanaraj and Beamish, 2003). In this
perspective the set Gifm-specificresources and competencies (Wernerfelt, 1984kgis t
basis of the strategic behaviour of a firm andrdfae, of internationalization choices,
which can be interpreted as the mode of exploitadiothese resources and competencies
on a broader scale. In particular, the charactesisf management assume a central role
(Sapienzat al, 2006): managerial competencies are fundamentaider to reap the
xsesnd relationships in new contexts,
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and create routines which facilitate the undertglkihinternational operations (Westhestd

al., 2001; Hittet al, 2006; Sapienzet al, 2006).

2.2 Family management and international development

Thefamily businesss a rather fragmented field of studies, which $ageral areas of
research and for which it is difficult to unambigisty define the object of investigation
(Zahra and Sharma, 2004). On the basis of a reefewer 250 papers, Ched al (1999)
identify twenty-one definitions of family busines@ome of these deal more with the
ownership aspect (Barnes and Hershon, 1976; Lagsbat, 1988), other definitions
underline that in a family business either owngrshimanagement are in the hands of one
or more families; others define as a family bussn@se which has both these factors; for
others the accent is on the issue of entreprefeuriaessiol.Governancef the firm is a
further factor in relation to which involvementtbie family can be evaluated. The family
nature of the business is reflected, in fact, algbe composition and functioning of the
board of directors.

In the Italian literature, several studies havdyam®al the strategic, organizational and
managerial peculiarities of family businesses (Bxadni, 1988; Corbetta, 1995, 2005;
Montermerlo, 2000, Compagno, 2003). Schillaci ()Q@tderlines that a family business is
such because in it entrepreneurial activity is idiexl in one family (or families) for one or

more generations. The influence of the family amlthsiness derives from the ownership

2 Chuaet al. (1999, p. 25), provide a broad definition of fayrilusiness which includes the various elements
aforementioned:The family business is a business governed anunaged with the intention to shape and
the vision of the business held by a dominant toaland controlled by members of the same family o
small number of families in a manner that is patlyt sustainable across the generations of theiliaor
families”.



of all or part of the capital and is exercised tlgio the cover of managerial roles by some
members of the same family. Focusing on manageasewell as ownership, Dematté and
Corbetta (1993) define as family businesses thoséhich the capital and strategic
decisions are controlled by one family or a feveinbnnected families.

Involvement of the family in ownership and/or maaagnt is the key factor around
which definitions of family business revolve. Howeeythis is not enough to
unambiguously define a firm as a family busin€se can point out, in fact, that a precise
definition of family business would require iderdétion of threshold values, in terms of
guota of ownership of the family or number of masragelonging to the family. For
example, on the basis of different levels of ineshent of the family in ownership and
management, Sharma (2002) identifies several caésgof family businesses. Similarly,
Corbetta (1995) describes different types of bussriepending on the combination of three
variables: ownership type; the presence of fam#yrhers in the board and top
management team of the firm; the number of perdonne

In brief, the family nature of the business cardegned from different respects, with
a wide variation of family involvemerit.

In this paper the focus of analysis is on the fgméture of management, not on
ownership. Bearing in mind the aforementioned difies in defining unambiguously a

family business, it was decided not to adopt aatimmic approach, based on the clear

3 It is difficult to generate a real cumulative effef knowledge from research on family businessvi®
reasons (Chuaet al, 1999): on one hand, the validity of results nhestevaluated taking into account the
definition of family business given; on the othiéshould be pointed out that although family besises are
common in many countries (Sharma, 2004), the resdlstudies carried out in different contexts reoe
easily comparable, since the homogeneity of thesyyf business considered is debatable. On thjegufor
example, Corbetta and Montemerlo (1999) point bat there are significant differences in the ownigrs
and governance structures of Italian and Amerieanilfy businesses.



distinction between family-managedusiness and r@on family-managedusiness. It was
preferred, instead, to treat family management@ménuous variable, on the basis of a
greater or lesser involvement of the business-ogvfamily.

Several studies have focused on analysis of theeim€e that the demographic
characteristics of management, in terms of age| lefveducation, professional
background, etc, have on firm performance (Halebdiad Finkelstein, 1993; Smiét al,
1994) and on strategic choices (Wiersema and B&lfi6P), including decisions on
internationalization (Sambharya, 1996; Athanasaiodi Nigh, 1999; Tihanyat al, 2000).
The assumption of these studies is that the crarstits of management reflect on the
perceptions and manner in which strategic decisimasnade. Moving from this basic
assumption, we can argue that the specific charsiits of a family business, i.e. its
particular organizational culture and its managegmiactices, founded on symbioses
between the family and the business, are intandgick®rs that have to be considered in the
analysis of internationalization processes, in ashras they influence the way in which a
firm defines and pursues its strategies (CorbetthNontemerlo, 1999; Zahra, 2003).

From a study by Ensley and Pearson (2005) it ersalge family based managerial
teams have greater cohesion and shared stratega and, at the same time, fewer
conflicts compared to non family managerial tealtnisas been shown that the
organizational culture of family businesses is letiafKets de Vries, 1993) and they tend to
pursue defensive strategies, which promote effayieand conservative behaviours
(Chrismaret al, 2005), while non family businesses, with no §dal” control of
management, are more likely to introduce innovatiand explore new fields (Sanchez-

Peinadcet al, 2006).



One of the important and controversial questionstuidies on family business is
whether family businesses are different from noniligabusinesses in terms of
entrepreneurship and risk propendity. literature studies predominantly describe fgmil
businesses as structures with less propensitysiocompared to other types of business,
more inert, tending towards conservatism, resigtanhange (Kets de Vries, 1993; Sharma
et al, 1997) and, as such, not very entrepreneurial.

This aversion to risk may prevent entrepreneurpglostunities being seized
aggressively and be the reason for failure to puisternational growth strategies. Some
studies support this view. For example, Gallo aadca Pont (1996) indicate how the
focus on domestic markets is one of the factorslimé the internationalization propensity
of family businesses. Okoroafo (1999) underlined tAmily businesses do not regularly
monitor the global market and do not systematioaligluate the international context when
making strategic choices. In a recent study, GrameisThomas (2003) show that family
businesses have less access to managerial resthaneson family businesses and this gap
increases as the level of internationalization gr.ow a very recent study on Spanish
SMEs, Fernandez and Nieto (2006) find a negatilaioaship between family firms and
export intensity. In brief, the predominance ofrategic orientation mainly focused on
conservative behaviours and continuity and therpyiobjective to maintain independence
and control of the family business turn into a lowepensity to seek opportunities for
expansion abroad. For these reasons, the degmeewfationalization of family businesses

is expected to be lower than for other types ofriess.

* For a review of literature on entrepreneurial miagion and risk taking in family businesses sekdliNat al.
(2007).
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Other analyses support contrasting results. Soseareh describes family businesses
as examples of organizations with high entreprestepy in which ownership and family
management support risk taking (Aldrich and CRf03; Zahra, 2005). Based on a study
of 490 US manufacturers, Zahra (2003) observeddahnaity ownership of a business and
its systems of governance, with involvement of fgmiembers in management, positively
correlates with internationalization, both as acpatage of foreign sales and as number of
countries in which a firm operates. Results sugtegtinvolvement of the family might
increase the risk propensity in internationalizatitecision making. Zahra (2003) explains
that these results are due to altruism which iggtpf family businesses: if
internationalization is considered important fog tbng term development of the business,
owner managers pursue this strategy even tougbettoeived risks are high. Further,
involvement of family members in management redticesisk of opportunistic
behaviour, favours identification of managers wita organization and allows a greater
appreciation of the benefits and risks associatedtérnationalization.

Overall, studies highlight that the family natufeadousiness is not an uninfluential
factor in the process of internationalization. Altigh research offers debatable results, the
theory that tends to prevail is that the familyunatof a business is reflected in a marked
focus on defence of existing market positions natih@&n on international growth.

In one of the first studies on the internationdlaa of family businesses, Gallo and
Sveen (1991) suggest that the family nature ofsaness can be threatened by increased
internationalization, because this may modify taeure of the firm, and consequently its
objectives, strategies and culture. In particut@naging an international business requires

high profile managerial resources, whose entry tinéobusiness may conflict with the
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desire to maintain family control.

If, on one hand, in family SMEs the technical-intias and commercial knowledge
basis is sometimes very high, on the other itterothe case that there is a shortfall of
managerial expertise. The need to expand the Bsgenerates a process of delegation
and makes it necessary to involve external mandagexsmplete the firm’s portfolio of
managerial competencies. However, entrepreneursftarme reluctant to make changes in
the organizational structure and systems of managewhich favour decentralization of
the decision making process and the recruitmequafified professionals. Owners and
family members tend to postpone this process faraber of reasons: the fear of losing
control of the business, the belief that family nbens will have difficulties adapting to a
new model of relationship between the family arelfthm or even the conviction that
professionalisation is an excessive overhead chgthws unnecessary (Sharmtaal.,
1997).

A consequence of this behaviour is a slowing dofhe process of
“managerialization”. This process requires a prafbahange in organization and systems
of governance and controlt is necessary to delegate and set up a hidfilgro
management team in order to effectively face thadlehge of expansion into foreign
markets. For these reasons the family nature oambss may be the reason for limited
exploitation of development potential in foreignnkets. Consequently, the following
hypothesis can be formulated:

Hypothesis 1: The family nature of management gatreely related to the

® For an analysis of the evolution of family busises governance structures on the basis of involneafe
managers external to the owning family see Guhitih Giannecchini (2002).
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internationalization of SMEs

2.3 The role of human capital

With an increasing commitment in foreign market®, mumber of people inside the
firm involved in managing international activitiakso increases (contact with clients and
suppliers, management of commercial and produstitsidiaries, etc.). There emerges,
consequently, the need to access qualified perswrithethe necessary competencies to
successfully manage a process of international r.dw fact, the lack of specialized
human resources can be one of the main obstacteseign development as well as to
technological innovation (Mohnen and Rodller, 2005).

The knowledge and abilities of personnel are diyegelated to their education
(Hambrick and Mason, 1984). Tiharsti al (2000) indicate that there is a positive
relationship between the level of education andearpce of the top management team and
internationalization. A higher level of educati@associated with greater knowledge,
useful for the management of complex decision ngagimcesses, as well as for analysis of
the international environment and the ability tieefively respond to it. Further, apart from
technical competencies acquired, a higher educatiarcreate the opportunity to know
new contexts and to have contact with differentgbeand, therefore, tends to favour a
greater propensity for change (Wiersema and Bab®d2; Tihanyiet al, 2000). These
factors are important in managing the challengastefnational development and
understanding different ways of doing businessthifeumore, the role of human capital
supports being competitive also in terms of tecbgichl change and innovation. A recent

work by Piva and Vivarelli (2007) shows how, inaargple of Italian manufacturing firms,
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human capital turns out to significantly and pesily influence firm’s R&D decision.

If, on one hand, when the SME is developing inititernational market, the role of
the entrepreneur in defining strategies and origmgdhe paths of growth is still of great
importance (Lamb and Liesch, 2002; Knight, 200h)ttee other hand, it emerges even
stronger the need for organizational developmedtreaw competencies and roles inside
the firm® In a resource-based scenario, a firm's resoumesampetencies its determine
paths of development. In particular, the pursuaicgrategies of international
development of SMEs brings the role of human chpita the foreground (Caroli and
Lipparini, 2002).

Hypothesis 2: Human capital is positively relatedhe internationalization of SMEs

2.4 Foreign ownership and internationalization

The impact of ownership structure on corporateegiaand firm performance has
been largely investigated by management litergeuge Amihud and Lev, 1981; Lae¢
al., 1998; Thomsen and Pedersen, 2000). Ownershigtsteuhas been analysed in terms
of both concentration and identity of the ownempanies, banks, institutional investors,
executives). For example, Tihanyi et al. (20033l fansignificant relationship between
institutional ownership by professional investmiemids and pension funds and
international diversification in a sample of latd8 firms. George at al. (2005) show that
shareholders such venture capitalists, bank atidutisnal investors, in general, positively

affect the scale of international activities of S8ABSimilarly Fernandez and Nieto (2006)

® See Pivat al. (2005) for an empirical analysis on the relatfipsdetween organizational/technological
change and skills in Italy.
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provide empirical support to the hypothesis thebigorate blockholder encourages an
SME to expand internationally.

The analysis of the relationship between ownerstrigcture and internationalization
is not within the scope of this paper. However,ame interested in exploring the effect of a
specific ownership characteristic — the presendereign shareholders — on the SME
internationalization.

The internationalization of a firm does not onliggglace irreal terms - sales,
production and resources located abroad - bunitaiee place also on tli@ancial side, or
rather, from the point of view of the type of int@sto which a firm is addressed. It has
been shown that the two aspects respond to différgits and do not necessarily correlate
(Hassekt al, 2003). However, financial internationalizatiowlicates wider knowledge of
the international environment and may be emblenwdtacgreater opening up also in the
way a firm perceives its market (Fernandez anddJ&®06). Consequently, the following
hypothesis can be formulated:

Hypothesis 3: The presence of foreign shareholdepssitively related to the
internationalization of SMEs

The research hypotheses are presented in figure 1.
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Family management H1 (-)

A 4

H2 (+) Internationalizatio
-Export propensity
-Export intensity

A 4

Human capital

A

Presence of foreig H3 (+)
shareholders

Fig. 1 The effect of family management, human epind foreign ownership on the

internationalization of SMEs: the model

3. Methodology

3.1 Sample and data sources

Empirical analysis was carried out on a represemtaample of 1,324 small and
medium-sized Italian manufacturing firms, with anher of employees between 11 and
250. The choice of 250 as the upper limit for theple complies with widely accepted
definitions of SME (Recommendation of the Europ€ammission, May 6th 2003). Data
are for the year 2003 and the source is the suivielagine sulle imprese manufatturiére
which is carried out every three years by the nesedepartment adCapitalia (a large

ltalian bank) Osservatorio sulle Piccole e Medie Imprése

" The sample is stratified and randomly selectechdgenous groups of firms are identified on theatb
different size categories, 4 industries definedatiog to Pavitt's (1984) taxonomy and 2 regionsiN and
Centre-South of Italy). Data collection includedtbquantitative data, drawn from the annual reparts
gualitative information obtained through the sulsias of a questionnaire, made of six sectionseagtal
information on activity, sector, ownership, b) eoyphent; ¢) innovation and investments; d)
internationalization; e) market and competitiorfijfance and relationships with banks.
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3.2 Variables

Dependent variable

Internationalization is the dependent variablehefstudy. In particular, two variables
are consideredexport propensity and export intensity. Export @ogity is evaluated using
a dummy variable, introduced to distinguish doneefitims from firms which also operate
in the international market. The value of this ablte is O if the firm only serves the Italian
market, 1 if the firm has some sales abroad.

Secondly, regarding the subsample of 1,058 intennal firms, the degree of
internationalization is measured as the ratio betwexport sales and total saleggdort
intensity. This ratio is the measurement most widely adbpiditerature on the
internationalization of SMEs as such firms mairthpase export as an entry mode into

foreign markets (Fernandez and Nieto, 2006).

Independent variables

Family managemeninvolvement of the family in management is measurgthe
number of family members who cover managerial r{@siaet al, 1999). In the analysis
this number is calculated not as an absolute,diber a relative value, as the ratio between
the number of managers belonging to the owninglfaamd the total number of managers.
The ratio also indicates to what extent the firm hecourse to managers outside the family.
The value of the variable varies, therefore, betw@éf the firm has only professional
managers, not belonging to the owning family) ar{th& management of the firm is

entirely constituted of family members).
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Human capital. The human capital of the firm is measured by thie tzetween the
number of graduate employees and the total nunfleEmployees.

Foreign ownershipThe presence of foreign shareholders in the SMaeiasured
through a dummy variable, which is 1 if a foreigieeone of the largest four shareholders,

otherwise 0.

Control variables

Size Firm size is considered a proxy of the total resesiravailable to the firm for
processes of internationalization. The total nundfeamployees is used as a measure of
size, as in other studies on SMEs (Dhanaraj andhi&ta 2003; Fernandez and Nieto,
2006; Mittelstaedet al, 2003). The predicted sign of this variable isipee, even tough
studies on the relationship between firm size abernationalization have shown that small
size does not constituper sea barrier to exports and that, despite having feesources,
SMEs can successfully enter foreign markets anchraghigh level of exports (Bonaccorsi,
1992; Calof 1993).

Age.Studies on internationalization have shown thaeexence is a key factor in
international development (Johanson and Vahlne7/19he age of the firm, measured in
this study by the difference between the year irciwlanalysis took place (2003) and the
year the firm was founded, is a proxy of the exgrere, since it is assumed that firms
which have operated for a greater number of yeave Accumulated greater experience
and knowledge.

Industry.Analysis also takes into account sector charatiesi 2-digit Ateco

dummies have been included.
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More formally, the model of the relationships betwe&SMES' internationalization and
the above variables takes the following form:

INT = fo + p1FamilyMan. +p,HumanCap. #f3ForeignOwn. +4Age +p5Size +
SectoralDummies #

where INT represents alternatively export propgresitd export intensity.

4. Results and discussion

Table 1 shows the descriptive statistics and theelaiions between the variables
included in the analysis. Table 2 indicates thareses carried out with the probit method,
used to test the model in which the dependent lviaria export propensity, or rather the
probability of the firm being an exporter or notyile table 3 shows the results of
regression, in which the dependent variable igahie between foreign sales and total
sales. The different number of observations intwemodels is because analysis on export
propensity was carried out on the entire sample3it4 firms, while the analysis on the
degree of internationalization only involved intational firms. The difference — 266 — is

the number of domestic firms.
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Table 1 Descriptive statistics and correlation iratr

Variables Mean SD. L 2. 3. 4. 5.
1.  Export intensity 0.40 0.28 1
2. Family management 0.26 0.41 -0.04 1
3.  Presence foreign shareholders 0.10 0.30 0.09 -0.14 1
4. Human capital 0.07 0.08 0.08 -0.14 0.09 1
5. Age 29.05 19.84 -0.03 0.07 -0.06 -0.04 1
6. Size 79.78 53.2 0.14 -0.24 0.05 0.03 0.12

N = 1,058(only international businesses are referred to,reve@port propensity is 1, and not the total nundidirms included in the analysis — 1,324)



Table 2 Probit estimates: Dependent variable =gusity to export

Independent variables

Family management -0.21**  (2.13)
Presence of foreign shareholders 0.29* (1.68)
Human capital 1.14** (2.08)
Age 0.004* (1.80)
Size 0.004*** (4.05)

19 two-digit sectoral dummies Included
Constant 0.39 (0.99)
Number of observations 1,324

LR x? 115.19%*+
Log-likelihood -606.60

Note: Z-statistics in brackets: *p < 0.1; **p < 0.05;* < 0.01

Table 3 Regression results: Dependent variableeigio sales/total sales

Independent variables

Family Management 0.01 0.47)
Presence of foreign shareholders 0.06**  (2.01)
Human capital 0.24**  (2.35)
Age -0.0005 (-1.08)
Size 0.0007***(4.22)
19 two-digit sectoral dummies Included

Constant

0.27** (3.33)

Number of observations 1,058
R? 0.11
Notes

- t-statistics in brackets: *p < 0.1; **p < 0.05*p < 0.01;
- the test for the presence of heteroskedastiasytieen rejected.

Because our theoretical model hypothesizes thatahsal relationship runs from all
the explanatory variables to internationalizatibisMEs, we estimated a lagged

relationship in addition to a simultaneous one.c8mally, we explored 1- and 2-year lags



of our independent variables and found that thelt®@semained consistent. This evidence
is not surprising if we consider that the indeperide@riables are persistent over time. As
example, the correlation between the values 2083802 of the variable family
management is 0.99. We report the result for treilkaneous model because it is
associated with the highest number of observations.

The results partially support hypothesis 1: invaheat of family members in
management of the business negatively influencesstport propensity (p < 0.05). In other
words, the presence of managers from outside th#yfés positively associated with the
firm’s choice to enter international markets. Fanmivolvement can turn into a constraint
to internationalization. This result is consistetth the view that family-managed firms are
characterized by a greater focus on domestic ma(k&llo and Garcia Pont, 1996).

The family is generally considered as much a resoas a restriction for the business
(Montemerlo, 2005). This study shows that whenrirggonalization is concerned the
constraints associated to family involvement oughehe advantages. The desire to
maintain direct control of all critical roles withthe family and a general tendency towards
closure to external human capital is a criticatrietson. Faced with the necessity of
managerial development, the owning family may espond adequately, being reluctant to
delegate authority and power to professional mamsagéis attitude can lead to failure to
pursue opportunities for international developmaiat only the lack of management
competencies, but also a greater risk aversiorf@ng on conservatism could be an
explanation for the greater focus on domestic ntarikefirms where family-based
management prevails (Kets de Vries, 1993; Shatad, 1997).

However, the nature of management (fangyoutside the family) does not

significantly affect export intensity. This meahat the nature of management influences
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the decision to enter foreign markets, but oncectizéce to go international has been
made, the degree of internationalization of the fis not significantly different due to the
composition of the management team. Other studies found a negative relationship
between family firms and export intensity (e.g.rf@erdez and Nieto, 2006). This difference
in the results is not surprising as it can be ascdrito a different focus of the analysis. In
this work we focus on family involvement in ternfsneanagement rather than ownership.
In addition, family business presents distinctigatires in each country. Therefore, the
empirical evidence in different contexts are ndailgacomparable.

Hypothesis 2 about the influence of human capstabinfirmed: the number of
graduates, in relation to the total number of elypds, positively and significantly
influences both export propensity (p < 0.10) anplogkintensity (p < 0.05). These results
support the view according to which not only finehor technical resources, but also
human resources play a fundamental role in thenat®nalization strategies of a firm
(Esposito, 2003).

The analysis also confirms the third hypothesis:giresence of foreign shareholders
positively influences internationalization. Exportensity is greater in businesses that are
internationalized financially (p < 0.05). The sificance of the foreign ownership variable
is lower in the first model (table 2), in which timpact on propensity to export is
evaluated (p <0.1).

With respect to control variables, size positivieiffuences both export propensity
and export intensity (p < 0.01), while the agehaf tirm has a positive effect on the
decision to export (p < 0.1), but it is not sigoét in explaining the degree of
internationalization. This last result is, at leaattially, in line with more recent literature

and, in particular, studies on international newtuees (McDougalet al, 1994), which
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have indicated that international developmentreawvant to the stage of development and,
therefore, the age of the firm, and that youngditwo can have an international

orientation®

5. Conclusion and directionsfor futureresearch

Analysis of factors which favour or limit the intettionalization of SMEs is a
relevant subject of study. In this work, througheampirical investigation of a sample of
over 1,000 Italian SMEs, some of the key factorgcvimfluence the propensity to export
and the export intensity in SMEs are identified.nglgement competencies and human
resource skills play a significant role if opporities for international development are to
be fully exploited.

From the study emerges an important implicatiowels as a challenge for the
management of SMEs, which is the need to strengtienorganization with greater
professionalisation of management and more highélified personnel in order to develop
in international markets. If, on one hand, familjtare can constitute a strength of a firm
by the contribution it offers in terms of long teomentation and the appreciation of values
such as commitment, cohesion, sense of duty anatidevto work, on the other hand
opening up to professional managers, outside thermgafamily, is fundamental to enhance
the internal competencies to respond effectivelhéochallenges of international

competition.

8 R&D intensity, measured as ratio between R&D exjiteme and sales was initially included in the gai
as a control variable. This ratio is considered asoxy of a firm’s technological resources andiwation
(Franko, 1989) and is largely used in internatidnadiness research as a measure of a firm’s ifiEngssets
(Lu and Beamish, 2004). However, this variable been dropped from the final model as it was highly
correlated with human capital and, therefore, bhvadpout a problem of multicollinearity.
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Previous studies on the internationalization ohtfamily businesses and SMEs point
out that the findings might be country-specific @&nd Beamish, 2001; Zahra, 2003) and
underline that more research is needed on differatbnal environments. Moreover, a
recent review of family business literature (Shar@@04) emphasizes the need for further
empirical investigation in this field. Our papeppides a contribution to literature on
SMEs and internationalization, by responding tdhlibese research suggestions: Italian
industrial system is predominantly constituted &yily SMEs and, therefore, represents a
relevant setting for research about both SMEs amdly businesses.

Secondly, previous research on internationalizaticBMESs has mainly used dummy
variables to catch the family nature of the firng(d~ernandez and Nieto, 2006). Taking
into account the difficulties in defining unambigisty a family business, in this study it
was decided not to adopt a dichotomic approacledas the clear distinction between a
"family" business and a "non family" business. &rtgular, this paper shifts the focus
from family ownership and control to family managart) evaluated as a continuous
variable, on the basis of a greater or lesser waroent of the business-owning family.

The analysis undertaken has some limitations waiehat the same time, stimuli for
possible research developments.

The first limitation is that the family nature ofiam is only analysed from a
managerial point of view. Regarding ownership, dhly presence of foreign shareholders
is considered. In order to investigate if and tatvxtent the family nature of the firm,
evaluated not only in terms of management, inflesrinternationalization, an in-depth
study of the ownership structure would be necessary

Secondly, this paper does not consider the relatiactivity of firms, while today it is

stressed that internationalization is increasimgiynected to the capacity of the firm to
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activate and manage relations. In current competdontexts internationalization is no
longer only expressed in terms of sales and ressuocated abroad, but also alliances and
network relationships of the firm (and the entrena). There is a move away from a
perspective that analyses internationalizationolekihg at the amount of resources located
abroad, to one that stresses the importance ofonktvand relations as factors which a firm
can exploit to bridge its own resources and conmuoéte gap and grow in international
markets.

Finally, relying only on export intensity as a maa&sof degree of internationalization
leaves out the multiplicity of factors connectedrirnational expansion of a firm.
Analysis should therefore adopt multiple indicatetsch are not limited only to the

internationalization in terms of export sales.
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