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Abstract

To survive and prosper in the era of globalization, Italian fashion SMEs increasingly
operate overseas, directly or through intermediaries. Expanding internationally helps
these firms seize new business opportunities, but also confronts them with strategic and
operational issues, challenging their ability to remain competitive in existing markets.
Starting from these premises, an empirical study was conducted to assess the impact of
internationalization processes on market exploitation in Italian fashion SMEs. The
researcher analyzed a sample of 310 companies and adopted the explanatory sequential
design, involving the use of quantitative and qualitative methods in two consecutive
phases. According to the research results, most SMEs experienced a lower degree of
responsiveness, higher costs and growing levels of organizational complexity during the
first stages of internationalization, with detrimental effects on market exploitation.
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Introduction

Engaging in an internationalization process requires SMEs to make significant efforts in terms of
costs and organization. To gain market knowledge and connect with potential partners, SMEs tend
to invest sizeable levels of resources during the first stage of their foreign expansion (Huynh et al.,
2018). Also, they generally need to acquire and handle new assets and to revise their organizational
model (Nummela and Loane, 2006). Hence, approaching new markets implies a number of changes
affecting, to a greater or lesser extent, SMEs’ operations and business results.

The impact of internationalization on firm performance has been extensively examined in
the literature, both in relation to large companies and SMEs (Lee et al., 2010; Nguyen, 2016).
However, there are no specific studies designed to ascertain whether and to what extent expanding
overseas may negatively impact SMEs’ ability to exploit their existing markets. Based on these
assumptions, the present research paper analyzes the negative effects that an international expansion
process may have on SMEs’ exploitation activities from a practical standpoint. Learning more about
the interaction between SMEs’ exploitative dimension and internationalization is paramount in
global business in light of the following considerations: first, focusing solely on exploration is
insufficient, as firms need both to exploit their current markets and explore new destinations to
succeed (Judge and Blocker, 2008; Zhang et al., 2015); second, SMEs are key economic players in
terms of employment, contribution to GDP and innovation in all countries (Karadag, 2015); third,
the internationalization of SMEs displays distinctive features requiring a specific analysis (Cerrato
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and Piva, 2010). To assess the effects of internationalization on SMEs’ exploitation tasks, this study
proposes to analyze if and to what degree three dimensions, namely organizational complexity, costs
and responsiveness, change in response to an international growth process. Accordingly, the present
paper is centered around the following research questions:

RQ1: What is the impact of internationalization on SMEs’ organizational complexity?
RQ2: How are SMEs’ costs related to an international expansion process?
RQ3: How does an international growth strategy influence SMEs’ responsiveness?

Variations in each of the aforementioned variables may influence SMEs’ operations and ability to
meet the needs and expectations of their current customers. In particular, growing levels of
organizational complexity give rise to coordination and control problems, because they entail
additional tasks and alternative ways to design relationships (Tosi et al., 1994). Also, cost increases
associated with internationalization processes may negatively affect SMEs’ operations in existing
markets, as exploration and exploitation compete for the organization’s resources (March, 1991;
Zhang et al., 2015). Lastly, a lower degree of responsiveness tends to result in decreased levels of
customer satisfaction (Ye et al., 2017). Being fully aware of such implications may allow a company
to maintain its current competitive advantages while seizing new business opportunities abroad.
Hence, developing a better understanding of the connections existing between a firm’s present
business activities and internationalization may be a valuable aid to reaching a balance between
exploration and exploitation, two essential elements for a company’s survival and growth (Lavie et
al., 2010). The present research work focuses on the Italian fashion industry, which mainly consists
of SMEs with a well-established international presence and constitutes a pillar of the Italian
economy, with eighty-thousand companies and a gross revenue of over €70 billion (Mediobanca,
2020).

Literature Review

This section summarizes and critically assesses the literature related to key aspects of SMEs’
internationalization. It begins with the analysis of three key concepts, notably responsiveness, cost
and organizational complexity, and their implications for international SMEs. The analysis of such
dimensions introduces a topic of utmost importance for the purposes of this study: the models
explaining the impact of an international venture on company performance. An overview of the
Italian fashion industry completes the literature review, relating the research work to a specific
business environment.

Responsiveness, Costs and Organizational Complexity

In an increasingly dynamic market, it is essential to rapidly identify changes in the business
environment and address consumer demand quickly and comprehensively. In such a competitive
context, responsiveness has become a theme of utmost importance in the economic debate. It can be
defined as a firm’s ability to positively and timely respond to customer requests (Holweg, 2005).
Slack (1991) postulated a close connection between the concepts of flexibility and responsiveness.
He identified different types of flexibility and classified them in a hierarchical order: system
flexibility, which can also be termed as responsiveness, is at the top of the pyramid and relies on
operations’ flexibility; this, in turn, is based on multiple factors, such as flexible labor. Holweg
(2005) analyzed the relationship between flexibility and responsiveness in light of the existing
literature and concluded that the former is more generic and can be interpreted as the ability to adapt
to transformations affecting the external or internal environment, whereas the latter refers to an
organization’s capacity to promptly respond to customer demand. Both Slack (2001) and Holweg
(2005) assumed that certain forms of flexibility are necessary to be responsive. Their assumption
appears to be well-founded on the basis of some practical considerations: firms can quickly meet
customer requests and thus be responsive, whether and to the degree to which they can rapidly adapt
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production volumes, types of products or services and delivery time to demand (Hasan et al., 2014).
Achieving responsiveness requires firms to improve some internal aspects, such as inventory
management and the use of labor force and technology. These interventions typically impact a
company’s organization and operational costs. For example, employing a more sophisticated
technology and adjusting the production capacity to be more responsive may increase total
operational costs (Ebrahim et al., 2014). SMEs display a higher degree of flexibility than large
businesses. As a result, they can adapt to environmental changes within a shorter timeframe.
Nevertheless, a limited availability of financial resources and other structural constraints affecting
SMEs may be an obstacle to achieving or maintaining the desired level of responsiveness (Wang,
2016).

Such observations draw attention to the influence of costs on the internationalization of
SMEs. These firms typically show lower levels of output and a less efficient production process
compared to large businesses. As a result, they tend to be less competitive in terms of cost and face
more difficulty in performing expensive activities, such as research and development and large-scale
marketing communication. Hence, costs are a source of competitive disadvantage and a barrier to
foreign market entry for SMEs (Rahman et al., 2019). An international venture may imply a wide
range of additional expenses, such as those related to the recruitment of new managers and
employees, the purchase of new facilities and equipment, the promotion of the company’s products
or services and the compliance with foreign laws and regulations. SMEs expanding internationally
are also confronted with cultural differences, which may prevent them from acquiring or fully
understanding important information about the selected market. The resulting knowledge gap may
give rise to unexpected costs. Hence, various forms of cultural distance may hide some costs and
hamper a firm’s international expansion. Companies may face such knowledge barriers both after
their market entry and at an earlier stage, when considering the possibility of approaching a new
country (Perri et al., 2013). It is worth noting that SMEs evaluate internationalization costs not only
based on objective data, but also through their own subjective perceptions. They tend to assess the
cost of going global as high when they perceive that their international experience is too limited.
Hence, there is a close connection between how SMEs see themselves, notably their experiential
knowledge, and the way they perceive the costs related to international operations (Suh et al., 2008).

A process of international expansion entails changes which may significantly increase a
firm’s organizational complexity. There is no general agreement on the concept of organizational
complexity in the literature. For example, Dooley (2002) defined it as the level of differentiation
between the various elements forming an organization, while Luhmann (1995) observed that a set of
intertwined elements can be viewed as complex when it is impossible to connect each component
with every other component at any time. Given the controversial nature of the term, Van Gigch
(1991) suggested the adoption of a tailored approach, considering the specificities of the issue under
study. The present research relies on a two-faceted definition of organizational complexity: structural
and process-oriented. The former refers to the number and diversity of the elements forming an
organization and their interconnections, whereas the latter describes the number and diversity of
process flows (Windt et al., 2008). Based on this interpretation, it can be argued that a firm becomes
more complex when it introduces changes involving a higher number of employees or managers, a
more sophisticated organizational structure, new and more articulated procedures or coordination
mechanisms between different functional areas. Companies generally opt for more complex
organizational solutions to respond to a growingly complex and challenging business environment
(Dooley, 2002). A rapid and continuous evolution of technology, ever-rising levels of competition in
all sectors and the development of interconnections between economic operators from different
countries can be considered the main characteristics of such a multifaceted context (Surugiu and
Surugiu, 2015). An increasing degree of organizational complexity can be clearly observed in
manufacturing small and medium-sized enterprises expanding beyond their domestic borders. To
compete in global markets more effectively, they revise, to greater or a lesser extent, their
organization, through the adoption of more complex structures and processes (Nummela et al., 2006).
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The Connection between International Business Expansion and Company Performance

The connection existing between internationalization and company performance has been explored
from different perspectives in the literature. The academic debate has particularly focused on two
main aspects: how to measure a company’s internationalization level and how to evaluate the impact
of an international venture on firm performance (Lee et al., 2010).

To assess a firm’s degree of internationalization, the so-called structural attribute is
frequently employed in the literature (Sullivan, 1994). It refers to the resources that firms possess
abroad and is measured in different ways, e.g. by estimating the ratio between foreign and total assets
(Daniels and Bracker, 1989) or considering a company’s number of foreign subsidiaries (Nguyen,
2016). Other common criteria helping to determine a company’s internationalization level are
attitudinal attribute and performance (Sullivan, 1994). The former can be defined as the international
orientation of a firm’s management and is often measured by considering top managers’ years of
experience in foreign markets (Nguyen, 2016). Performance can be practically assessed through a
large variety of parameters, such as the ratio between foreign and total sales (Daniels and Bracker,
1989) or between foreign and total profits (Eppink and Van Rhijn, 1988). These studies allow to
analyze a firm’s international expansion from different standpoints. However, some of the proposed
indicators seem to be suitable for large corporations rather than firms of any size. For example,
considering the number of foreign subsidiaries to evaluate a firm’s international presence does not
fit small and medium-sized enterprises, which often opt for lower-commitment solutions due to their
financial and organizational constraints.

Different models can be employed to determine how internationalization impacts company
performance. A popular framework is the Positive Linear Model. It relies on the assumption that an
international growth process has positive effects on company performance. In particular, as a firm
enhances its international presence, its performance improves (Nachum, 2004). Conversely, the
Negative Linear Model is based on the idea that internationalization negatively affects firm
performance (Collins, 1990). The first model implies that firms expanding internationally can
increase sales, diversify risk, achieve economies of scale and obtain other advantages improving their
overall results (Hsu and Pereira, 2006). The studies proposing a negative linear relationship draw
attention to the progressive cost increases related to international ventures (Geringer et al., 2000).
The U-Shaped Model entails a non-linear connection between the two variables (Qian, 1997). More
specifically, it emphasizes the idea that company performance declines during the first stages of an
international growth process but, as the business gains experience, it improves. In the Inverted U-
Shaped Model, the aforementioned phases occur in reverse order, because costs and organizational
complexity are assumed to grow over time (Chao and Kumar, 2009). The U-shaped model stresses
the importance of experience and market knowledge. It contends that a firm is not familiar with
foreign markets at the beginning of its internationalization process and thus is confronted with a
number of difficulties, exerting a negative influence on its performance.

A company gradually develops a deeper market knowledge and adjusts its organization to
the foreign business environment. As a result, it can eventually achieve better results (Contractor et
al., 2007). The S-Shaped model describes the reaction of firm performance to an internationalization
process through three stages: a negative slope followed by a growth phase and a new decline. The
initial decrease is justified by high operational costs, i.e. transportation and communication, and the
firm’s lack of familiarity with the new market. The subsequent growth stage stems from a more
effective management of international operations. The third and last declining phase suggests that
the advantages of going global have a certain lifespan (Lu and Beamish, 2004). Hence, this model
relies on the assumption that internationalization entails high initial costs and the benefits stemming
from an international expansion cannot last forever. In particular, during the first phase of an
international growth process, firms need to make significant efforts from an organizational and
economic standpoint to adapt to their target market and thus costs outweigh benefits (Ozdemir and
Upneja, 2016). After such an adaptation stage, firms can make the most of their efforts and increase
their profitability. The benefits arising from internationalization can reach a certain point and then
inevitably decrease (Tallman and Li, 1996).
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It is worth noting that the aforementioned models describe the impact of internationalization on
company performance in general terms and none of them specifically focuses on small and medium-
sized enterprises. When developing an international expansion strategy, SMEs would need tailor-
made analytical tools supporting their decision-making process. A key aspect of international
strategic planning is to determine if and how a firm can continue to benefit from its existing
competitive advantages and, at the same time, search for new opportunities in other markets (Zhang
et al., 2015).

The Italian Fashion Industry: Overview and Role of SMEs

Fashion holds a leading position in the Italian business landscape. It accounts for 1.3% of the national
gross domestic product and has an annual gross revenue of €70.4 billion. Clothing is the largest sector
in terms of revenue, followed by leather goods and glasses. The industry heavily depends on foreign
markets, as over 60% of total sales are generated beyond the national boundaries, especially in the
United States, China and Japan (Mediobanca 2020).

Advanced countries are mature markets, with limited changes in terms of economic and
demographic development. Since consumption levels are high, even a moderate GDP growth may
allow Italian fashion firms, particularly SMEs, to significantly expand their business. Emerging
economies show a fast growth rate and thus represent an increasingly important destination for
fashion products. However, international trade wars may negatively affect the performance of the
Italian fashion industry. For instance, disputes about tariff and non-tariff barriers between the largest
economies may reduce export levels, with detrimental effects on firms operating internationally.
Counterfeiting is an additional reason for concern. Italian brands are among the most imitated at a
global level, due to the quality and design of their products and Made in Italy’s reputation. The
manufacture and sale of counterfeited products cause Italian companies to lose market shares and
thus experience severe financial losses (Confindustria, 2019). The Italian fashion industry
encompasses world-renowned large corporations, such as Gucci, Prada and Ferragamo, and a wide
number of SMEs. In this regard, it is worth noting that large companies generally outsource a
significant portion of their production activities to smaller firms. Such a close collaboration between
businesses of different size is considered to be one of the strengths of the Italian fashion system.
However, not all SMEs work exclusively for third parties. Some of them produce and sell under their
own brand name or have a hybrid approach, combining the two types of activity.

A key success factor of Italian fashion is the existence of various industry clusters. These
refer to aggregations of companies based in the same territory, working in the same business sector
and tightly connected with each other and local government bodies (Porter, 2000). The main fashion
clusters are located in three Italian regions, namely Tuscany, Lombardy and Veneto. Clustered SMEs
typically share human and technical resources, develop joint-activities and pursue common
objectives (Kozyrev and Malyzhenkov, 2011). Most Italian SMEs, including those operating in the
fashion industry, are family-owned and show a limited presence of outside managers. Hence,
business owners and their family members tend to concentrate all or most managerial functions in
their own hands. The dominant role of families is associated with cultural factors, notably with the
lack of a clear dividing line between companies and their owners (Corbetta, 1985).

The Italian fashion SMEs focusing only on third-party activities have no direct access to
foreign markets. However, fluctuations in foreign demand generally affects their operations,
determining an increase or decrease in their production levels and profitability. Conversely, SMEs
producing under their own brand name develop relationships with foreign interlocutors and have
visibility in the marketplace. They adopt various market entry strategies, ranging from low-risk
options, such as indirect exporting, to strategic alliances and foreign subsidiaries (Ahi et al., 2017).
Regardless of the selected entry mode, they tend to participate in international trade fairs and
exhibitions to network with current and potential customers and business partners. To compete both
nationally and internationally, the majority of Italian SMEs operate in the high and mid-high market
segments. Such a strategic positioning allows them to avoid the competition of firms from low-labor
cost countries, namely developing and emerging economies, to have higher profit margins and to
take advantage of their extensive expertise and creativity (Temperini et al., 2016).
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Research Methodology

Data Collection and Analysis

The present study relies on the explanatory sequential design, a form of mixed methods in which
quantitative and qualitative research activities are performed in two consecutives phases. In this
specific case, the researcher first collected quantitative data through a survey and subsequently
conducted a set of semi-structured interviews. In the second phase, he performed a qualitative
evaluation of the results emerging from the first stage and explained them more in-depth (Creswell
and Creswell, 2014). The survey was performed to assess the relationship between each of the
variables under study (organizational complexity, costs and responsiveness) and an international
expansion process by five-point Likert-type scale questions.

The survey data were summarized through descriptive statistics, notably median, mean and
frequency tables. To derive inferences from quantitative data, the logit and probit regression models
were used, whereas the information provided by each participant through semi-structured interviews
were examined and interpreted by means of a thematic analysis. This method can be considered in
line with the purposes of the present study, as it is commonly used to analyze the ideas and opinions
of different participants and to identify similarities and differences between them. Also, it provides
a detailed explanation of qualitative data and entails a high degree of flexibility (Nowell et al., 2017).

Sampling

The survey targeted a group of 360 of Italian small and medium-sized enterprises operating in the
global fashion industry. The interview sessions addressed 36 firms participating in the survey. The
researcher selected all participant companies among the members of an Italian employers’
association. For the purposes of the present study, he employed the notion of SME provided by the
European Union. According to this, SMEs include firms fulfilling one of the following criteria: an
annual turnover not exceeding €50 million and a number of employees not higher than 249 units
(Karadag, 2015).

The participants were selected through the stratified convenience technique among SMEs
from four fashion sectors, namely textile, clothing, leather accessories and footwear. The
heterogeneous nature of the sample was considered necessary to reduce the possible influence of
sector-specific factors on the research activities. Each firm participated in the project through one
representative  (owner/manager), possessing detailed information about the company’s
internationalization process. Each participant was required to respond to the researcher’s questions
based on his/her work experience and understanding. Upon completion of the research project, all
the participants received a detailed report, showing how Italian fashion SMEs’ exploitation activities
change in response to an international growth process.

Findings
The present section presents the research findings in relation to each research question. Overall, 310
companies, accounting for 86% of the target sample, participated in the survey within the set
deadline. The interview sessions involved 25 survey respondents. Hence, the interview response rate
was 81%.

RQ1: What is the impact of internationalization on SMEs’ organizational complexity?

The large majority of the survey participants (73% of the sample) observed a high or very high
increase in the structural complexity of their firms as a result of an international expansion strategy.
Almost the same percentage of respondents (74%) declared that approaching new markets had major
or severe effects on their companies in terms of business processes. A set of interviews clarified that
internationalization confronted firms with the need to perform additional and more complex
operations and thus led them to rethink their processes and to introduce more advanced organizational
models. As a result of these reorganization efforts, most SMEs experienced disorientation, confusion
and operational problems reducing their effectiveness in existing markets.
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RQ2: How are SMEs’ costs related to an international expansion process?

Most entrepreneurs/managers participating in the survey (77%) reported a strong or very strong
impact of internationalization on their companies’ fixed costs. A slightly larger portion of
respondents (79%) observed a rise in variable costs and ranked it as major or severe. During the
interview sessions, it emerged that fixed costs mainly grew due to long-term investment, such as the
creation of production plants overseas and the purchase of machinery, while the increase in variable
costs was driven by a higher number of customers and a proportional change in terms of output. Most
interviewees reported that such cost increases were not accompanied by a corresponding growth in
revenue during the first stages of internationalization and thus exerted a negative influence on their
firms’ financial situation and ability to exploit existing markets.

RQ3: How does an international growth strategy influence SMEs’ responsiveness?

Half of the survey participants stated that their ability to positively respond to customer requests
moderately decreased due to internationalization. According to semi-structured interviews, some
companies experienced such a decrease only during the initial phase of their internationalization
process, because they were not ready to serve a wider customer base. A group of survey respondents,
accounting for 40% of the sample, observed a high or severe impact of internationalization on this
form of responsiveness, while the remaining portion of the surveyed companies (10%) reported
minor or no effects. In ranking the influence of internationalization on their ability to timely deliver
products/services, 43% of the survey respondents reported moderate effects. Interviews clarified that
such effects occurred at the early stages of firms’ international expansion and stemmed from the
complexity of international operations. Almost one third of the survey respondents (31%) perceived
a major or severe impact, while a smaller portion of the sample (26%) observed no or minor effects.
According to frequency data, small firms perceived a higher impact of internationalization on both
forms of responsiveness compared to medium-sized enterprises. The logit and probit models
confirmed the existence of a negative relationship between company size and perceived impact of
internationalization on responsiveness.

Concluding Remarks
Several organizational constraints limit the Italian fashion SMEs’ ability to develop a comprehensive
understanding of the global business environment and to maintain the same level of competitiveness
throughout their international expansion process. Approaching new markets allows these firms to
seize new business opportunities and increase their profitability, but also confronts them with
difficult challenges (Wang, 2016).

The early stages of internationalization typically result in rising net costs, a higher degree of
organizational complexity and a lower level of responsiveness, with detrimental effects on SMEs’
operations and performance. The progressive acquisition of experience and the introduction of
organizational adjustments mitigate such a negative impact over time (Lu and Beamish, 2001).
Nevertheless, both the literature and the research findings show that it is preferable to adopt a
proactive approach, allowing SMEs to prevent organizational problems related to internationalization
processes (Lernoux, 2013). In this regard, it is essential to acquire a detailed market knowledge prior
to expanding internationally (Contractor et al., 2007). It is equally important to engage in strategic
planning, especially to firms which need to optimize the scarce resources at their disposal (George
et al., 2019). These observations suggest the need for Italian fashion SMEs to rethink their approach
to foreign markets. Although operating internationally is a necessity rather than a choice, it is crucial
for business managers/owners to preliminarily evaluate some key aspects: how well they know the
selected market; how accurately they have planned their entry; whether and to what degree a new
international venture may have negative effects on exploitation activities and performance in the
short and long term. Such a comprehensive evaluation can help SMEs set their priorities and allocate
resources more effectively and efficiently.
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The present study has significant academic implications. On the one hand, it confirms the
impact of internationalization on business performance described by the U-shaped model; on the
other hand, it goes beyond this theoretical pattern. In particular, it explains, in operational terms, why
and how SMEs may face difficulties at the early stages of their foreign expansion process. It
emphasizes the idea that an international growth strategy may entail not only additional costs, but
also a lower degree of responsiveness and a higher level of organizational complexity. Being aware
of such possible consequences is of utmost importance both ex post, when evaluating the outcomes
of international activities, and ex ante, during the strategic planning phase, to assess the feasibility
and convenience of a market entry strategy. The research findings also make a contribution to the
debate on the international ambidexterity of SMEs. They indicate that an increased awareness of the
negative effects stemming from internationalization can help SMEs combine their exploitative and
explorative tasks more effectively and thus improve their ability to overcome the challenges of the
global market.

Limitations and Recommendations

To address the research questions, the present study employed a mixed approach, which allowed a
group of Italian fashion SMEs to express their own perceptions about the difficulties stemming from
an international expansion strategy. However, exploring the research problem only from SMEs’
perspective may be viewed as a limitation. In addition, it may be argued that the sample not
necessarily reflects the ideas and opinions of a much larger population and thus the project results
cannot be widely generalized. Nevertheless, the research findings on the factors hampering SMEs’
internationalization finds broad support across the strategic management literature (Stonkuté and
Vveinhardt, 2016; Wang, 2016).

Future studies might investigate the topic from a different standpoint, for example through a
set of interviews to experts from the academic and consulting sectors. The contribution of such
qualified professionals would offer a deeper understanding of the relationship between SMEs and
internationalization in the context of the Italian fashion industry. Using expert interviews to develop
a better knowledge and understanding of complex phenomena is widely accepted in social sciences
(Bogner et al., 2009). The present project draws attention to major operational problems affecting
Italian fashion SMEs during their foreign expansion process. Hence, the next logical step would be
a study designed to ascertain how SMEs can overcome their difficulties. To this purpose, it might be
useful to identify firms’ best practices in terms of approach to foreign markets and to assess their
generalizability. Based on the extant literature, learning from the best in class is not a frequent
practice among SMEs, but it may significantly improve a firm’s performance and thus justifies
further research in this direction (Cassell et al., 2001). Also, it would be interesting to understand
how Italian business associations, chambers of commerce and governmental institutions concretely
support the international growth of fashion SMEs. The need to perform such research activities arises
from participants’ statements. For instance, an entrepreneur operating in the footwear industry
asserted:

“I did not know how to reorganize my firm to timely serve an ever-growing number of
customers in China. My business association assisted me in recruiting personnel, establishing
cooperation with new suppliers and managing international logistics. The first year was extremely
challenging, but my firm gradually regained momentum thanks to its reorganization process and the
precious support provided by the local employers’ association”.

Acquiring a better knowledge of the interaction between the aforementioned organizations
and fashion SMEs would help policy makers identify possible inefficiencies and thus develop more
effective support strategies.
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