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Abstract

Small and medium-sized enterprises (SMEs) make remarkable contributions to the economic growth of developing
countries. As a newly industrialized country, the Malaysian economy predominantly depends on the SME sector.
However, this study seeks to redress this by reporting the key drivers influencing the internationalization process of
SMEs such as market orientation, government regulation and competitive advantage on internationalization of
manufacturing SMEs in Malaysia. To empirically test those factors, primary data was gathered using the survey
questionnaire method. The survey instrument was distributed to all manufacturing SMEs involved in exporting
which are located in the Klang Valley of Malaysia and total 257 questionnaires were received (FMM, 2012). The
findings indicate the significant role of market orientation, government regulation and competitive advantage in their
process of internationalization. Furthermore, the study has added to the body of knowledge by introducing
competitive advantage as a mediating variable between market orientation and government regulation with
internationalization of manufacturing SMEs in Malaysia. The results of this research could help practitioners and
managers of SMEs in the manufacturing sector to be in a better position to improve their internationalization efforts.
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1. Introduction

The degree of prominence when it comes to SMEs in the economic growth of a country has projected them as a
pivotal factor within the recent policy making of each and every country. (Ale Ebrahim et al., 2010). The
internationalization of SMEs from developing countries and transition economies has drawn an ever- increasing
attention within this contemporary era. (Ibeh & Kasem, 2010). Significantly, manufacturing SMEs are playing an
undeniable role in the world markets and Some of the aforementioned SMEs are generating revenues within the
international markets which is more than the earning in their domestic market (Chelliah et al., 2010). While many
researchers have focused on understanding the influential factors in internationalization of SMEs (Majocchi et al.,
2005; Javajgi & Todd, 2011; Masca, 2012) there is less research addressing the role of the market orientation,
competitive advantage and government regulation in the internationalization of SMEs (Mtigwe, 2005; Liu et al.,
2011). This study focuses on filling this gap by developing a conceptual framework based on literature review.

The purpose of this research is to extend the literature which addresses the relationship between those influential
factors that mentioned and internationalization of SMEs. This article also focuses on competitive advantage that
affects the internationalization of SMEs as mediating role between market orientation and government regulation
with internationalization of SMEs within the manufacturing sector by conducting a comprehensive review of
literature and via survey from CEOs of manufacturing SMEs which are located in the Klang Valley of Malaysia.

2. Related literature review on internationalization

The term internationalization generally covers a number of subjects and the topic has been comprehensively
investigated (Benito et al., 2009; Buckley & Casson, 2009). Internationalization is a complicated and costly process
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that requires a meticulous evaluation of opportunities, expansion through building vital infrastructures, and
development and execution of multiple strategies (George et al., 2005). In this sense, internationalization can never
be completely elaborated by a single theory and is better explained with an integrated combination of approaches
(Chetty & Campbell-Hunt, 2003). Therefore, the following categories represent internationalization theories and
structures: the resource-Based view (RBV), the Uppsala model, the network model and OLI framework.

The resource-based view (RBV) theory points out that a firm’s potential success within the market is not only reliant
upon the environmental indicators but also on the function of any forms and its influence on the environment.
(Barney, 1991). This theory argues that when firms follow a global strategy, they favour high control modes,
especially if they possess valuable resources and capabilities (Ekeledo & Sivakumar, 2004). Moreover, the
resource-based view of the firm implies that it is the resources and capabilities within the firm that are a source of
competitive advantage. The theory assumes that resources are diverse across firms and are imperfectly portable
(Barney, 2001). The resource-based view demonstrates that a firm can obtain it’s competitive benefit only if it gets
access to some specific value resources not effortlessly imitated by any competitors. Application of such
aforementioned resources as a strategic choice could result in competitive advantage as an achievement. (Hamel &
Prahalad, 1990).

The network model by Johanson & Mattsson (1988) adopting the industrial network concept, offer a more external
view to describe the internationalization of industrial firms in markets defined as “networks of relationships between
firms”. The network can be in the form of collaborative associations with competitors (Bernal et al., 2002) or a
voluntary agreement between firms (Fuller-Love & Thomas, 2004). It is duly recognised that a firm’s
internationalization involves multiple participants and therefore is not an individual effort (Mtigwe, 2006).

Johnson & Vahlne (1977) asserted that in the Uppsala model with it the two internationalization variables of change
and state dimension in which State aspect is regarded as the market knowledge and commitment while the change
aspect is defined as the commitment decisions and the activities within the realm of the current business entity. .
Albeit, market commitment encompasses the executed resources as well as the associate degree of engagement and it
is to be noted that market knowledge assists the managerial team to make decisions accordingly. (Johnson & Vahlne,
1990).

Dunning (1988) offered an eclectic model (also known as the OLI framework) in explaining the activities associated
with foreign investment enjoying the specific ownership advantages (O), location-specific advantages (L), and
internalisation advantages (I). The first and foremost point to be mentioned, the firm must possess some ownership
privilege over other firms in the host market (ownership advantage). Second, it should be beneficial for the firm to
subsequently exercise command over the existing advantages instead of leasing them to other local firms
(internalisation advantage). Third, the location must offer some positivities, for instance, factor inputs, which would
make it desirable to the firm to locate venues outside the home country (location advantage) (Dunning, 1981).

3. Hypothesis development
3.1 Hypothesis related to market orientation and internationalization

The term Market orientation is literally regarded as the degree to which a firm involves in responsiveness,
dissemination and generation to market intelligence applicable to current and future customer requirements and
wants, rival strategies and measures to be taken, and broad business environment (Kohli & Jaworski, 1990; Morgan
et al., 2009). Market oriented firms adapt and implement marketing concepts. Different parts of the research
community define market orientation in various ways. However, the central concept still involves generating,
disseminating, sharing information, and reacting properly to changing market needs to achieve organisational goals
and assure customer needs and wants while concurrently considering the interests of all company stakeholders
(Wang et al., 2012).

Market orientation is an invaluable, rare, not interchangeable and imperfectly imitable, which is considered to be one
of the internal capabilities and resources that can potentially bring about a sustainable competitive advantage (Hult et
al., 2005; Zhou et al., 2008). The RBV can help us in understanding the nature of market orientation and its
relationship with the achievement of a competitive advantage. According to this view, market orientation can be
considered as a resource because it is an intangible property of a firm allowing it to supervise market information and
deliver superior value to its customers (Hunt & Lambe, 2000).

Market orientation makes the company causes the expansion and development of the new markets, such as the
international markets. Knight and Cavusgil (2004) argued that the basis from which the company interrelates with
various external markets is offered by market orientation. Firms with the strategic position creating particular
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market-oriented activities designed to overcome difficulties and maximize efficiency. Due to the existing lack of
knowledge of the foreign worldwide marketplace, companies from developing economies endure some deficiencies,
compared to their international and local competitors (Child & Rodrigues, 2005; Luo & Tung, 2007). These
corporations need to cultivate market orientation because it offers better outcome via taking into consideration the
client attitudes and the associated advantages, analysing data about competitors, and provide the necessary products
and services in the right place and time.

To recapitulate,, a firm’s global market orientation by itself is an idiosyncratic competence supporting the firm’s
activities in its markets thereby, Market orientation can be embodied as an antecedent of the internationalization
process of a SME as : (1) Market orientation develops and facilitates the process of learning within foreign markets;
and (2) highly market-oriented companies develop s a more robust capabilities (channel bonding, market sensing and
customer linking) which allows the acqusition of foreign market knowledge, as well as designing an appropriate r
market feedback (Armario et al., 2008).

Hla. Market orientation relates positively to the level of internationalization of manufacturing SMEs in Malaysia.

H1b. There is a positive relationship between market orientation and competitive advantage among manufacturing
SMEs in Malaysia

3.2 Hypothesis related to government regulation and internationalization

In order to protect their citizens, governments establish regulations which aim to ensure the safety of foreign
products, and to warrant sufficient levels of information about foreign products. At the same time, these regulations
are used to avert the removal of substandard quality goods by exploitive foreign marketers (Cateora & Hess, 1993).
However, governments enforce unwarranted regulation to discourage foreign competition because relative to
industrial markets, consumer markets are more perceptible and more susceptible (Kishore & Kamlesh, 2008).
Similarly, regional or global trade policies legalised by international agreements are outside the influence of SMEs
unless a government provides an adaptable interpretation (Crick & Chaudhry, 2000). Confusion concerning the
supports and precise information is caused by discrepancies amongst the supporting government agencies and
policies in certain countries e.g. Malaysia (Mahajar & Carraher, 2006). Storey (1994) stated that complexity
increases government in decisions of what and how to help the SMEs. The provision of support for SMEs seeking to
internationalise is a main challenge in formulating government policy (Wright et al., 2007).

In each and every country, the government literally controls the nation and the external business environment of
individual business sectors t via the measures that can be broadly divided into (Kotler et al., 2002): (1) Foreign
policies (2) Financial and non-financial business support provision (3) Laws and implementation of regulations,
governing commercial activities. Government issues, such as regulations, export policy, procedural customs,
endowments and incentives (Mtigwe, 2005; Root, 1994) also influence the internationalization process. In addition,
internal issues such as tax legislation, interest rate policy, labour law regulations, and the administrative
infrastructure (Boter & Lundstrom, 2005) has an impact on a firm’s choice. For small companies intending to
internationalise, incentives, endowments, and participation in government schemes and programmes provide support
and encouragement.

However, procedural customs, government trade policy, international standards and regulations can also inflict high
challenges for realising foreign expansion for SMEs (Suarez-Ortega & Alamo-Vera, 2005). Governmental laws and
regulations governing the business activities, such as competition regulation laws antitrust laws, environmental
requirements, etc., the aforementioned terms are not ascribable to the external business environment of elements
affecting the internationalization process, for they are rather of an administrative nature, i.e. determined to
standardise the businesses not directly connected to internationalization. Nonetheless, a great number of laws and
rules/stipulations regulating companies or business entities, and the complexity of those regulations in nature is
another issue to be taken into account, i.e. a high level of bureaucracy, can hamper business performance resulting in
the external business environment factor, which is unfavourable to the internationalization issue. (Ramiinas & Vilma,
2011). H2a. Government regulation relates positively to the level of internationalization of manufacturing SMEs in
Malaysia.

H2b. There is a positive relationship between Government regulation and competitive advantage among
manufacturing SMEs in Malaysia.

3.3 Competitive advantage

According to Barney (1991), a firm possessing a competitive advantage when it executes a value creating strategy
which is not concurrently being put into effect by any existing or prospective competitor; the latter is also incapable
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of replicating the benefits of this strategy. According to RBV theory firms internationalise for reasons relate to the
bundle of resources that a manager uses to create value resources which are valuable, inimitable, unique and difficult
to duplicate can gain competitive advantage (Wernerfelt, 1984). A firm’s own capacity to efficiently exploit its own
competitive advantages supporting the decision making process of penetrating into a new foreign market (Hamel &
Prahalad, 1990). According to Barney (1991).

Barney (1995) in a further refinement of his definition cited that the value, rareness and limit ability of its resources
and capabilities are dependent on a firm’s competitive advantage potential. In this study, competitive advantage is
referred as a value creating a strategy t which enables the internationalization of SMEs. The principal competitive
advantage is the top management’s ability to understand the process by which the knowledge-bases of SMEs are
extended and altered into core competencies liberating the firm to create and control emerging opportunities
(Chelliah et al., 2010).Moreover, when an organisation gains or exploits attributes and resources that permit it to
surpass its competitors by offering customers a greater value, competitive advantage is said to have occurred (Huang
etal., 2012).

H3a. Competitive advantage relates positively to the level of internationalization of manufacturing SMEs in
Malaysia.

H3b. Competitive advantage mediates the relationship between market orientation and internationalization among
manufacturing SMEs in Malaysia.

H3c. Competitive advantage mediates the relationship between Government regulation and internationalization
among manufacturing SMEs in Malaysia.

From the above review of the literature and hypothesis formulation, the conceptual framework of this study is
depicted in Figure 1.

Market Orientation

Competitive Advantage Internationalization

Government Regulation

Figure 1. The conceptual framework

4. Methodology
4.1 Sample and data collection

To empirically test the developed framework, primary data were gathered using the survey questionnaire method and
questioners were distributed to all manufacturing SMEs involved in exporting which are located in Klang Valley.
According to FMM Directory (2012), all manufacturing SMEs involved in exporting which are located in Klang
Vally is 770 and because of low response rate in Malaysian context within SMEs which is 27% (Chelliah et al.,
2010), we distributed questionnaires to all companies by the researcher and his local assistant to collect the data for
this study. The number of 257 questioners was used in data analysis and the response rate is 33%. The response rate
of this study confirms that the response rate of the survey among manufacturing SMEs is low.

4.2 Measurement
4.2.1 Market orientation

This scale was measured on fifteen items adapted from Kumar et al. (1998) and has more recently been used by Yiliu
et al (2011). The response format requires that the respondent select a response among a Likert scale ranging from 1
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to 5, where 1 demonstrates that the respondent strongly disagrees with the anchored statement, and a 5 showing that
the respondent strongly agrees with the anchored statement, involving the competitor orientation, customer
orientation and inter-functional coordination. The items of customer orientation are as follows: (1) we have a strong
focus on client satisfaction, (2) we have a strong focus on understanding customer requirements, (3) we use the
common and systematic actions of client satisfaction, (4) we pay particular attention to after-sales service, (5) we
often improve customer value and reducing costs, and (6) we highlight the high quality of the products.

The items of competitor orientation are listed as follows: (1) we respond quickly to rivals’ activities, (2) we share
rivals’ strategic data within the company, (3) top executives talk about rivals’ strength and strategies are often, and (4)
we have a competitive advantage in targeting clients. Inter-functional coordination consists of these items: (1) we
have client data between operational services effectively, (2) we answer client calls inter-functionally, (3) all the
functionality of the services contributing in putting a high value on the customer, (4) all staffs are fully aware of
market data, and (5) staffs in the marketing and sales department to participate the new product development.

4.2.2 Government regulation

The scale of Government regulation was recognized by Pryor (2002) in four items which are: (1) the government has
little or no influence on your company. (2) Senior management spends very little of its time dealing with the
government. (3) Administrative regulations that constrain businesses are minimal and (4) Administrative procedures
are not a serious obstacle to starting/commencing a new business. Therefore, in this study we used original items
adopted from Pryor (2002) with no change and each item was measured by using a five point Likert scale ranging
where 1 indicates that the respondent strongly disagrees with the anchored statement, and a 5 indicates that the
respondent strongly agrees with the anchored statement.

4.2.3 Competitive advantage

Competitive advantage in this study was measured by Beal and Yasai (2000). It has 15-items to capture the firm’s
competitive advantage position along a five-point scale (1 = strongly disagree, 5 = strongly agree): the variable are
included: (a) innovation with 5 items: (1) R & D of new products (2) Marketing new products (3) Selling high-priced
products (4) Obtaining patents/copyrights (5) Innovative marketing techniques, (b) differentiation with 5 items: (1)
Building brand/company identification (2) Advertising/promotional programs (3) Securing reliable distribution
channels (4) Improvement of existing products (5) Producing broad range of products and (c) low cost leadership
with 5 items: (1) Efficiency & productivity improvements (2) New manufacturing processes (3) Improvement of
existing manufacturing processes (4) Reducing costs throughout the firm (5) Reducing manufacturing costs
primarily.

4.2 4 Internationalization

Following Zahra et al. (2000) and Zhou et al. (2007), three elements have been developed for measuring
internationalization exactly for companies in emerging markets, assessing the scope of the companies’ real outward
actions along a five-point scale, where 1 indicates that the respondent strongly disagrees with the anchored statement,
and a 5 indicates that the respondent strongly agrees with the anchored statement. (1 = strongly disagree, 5 = strongly
agree): (1) actively look for international markets; (2) selling products or services in international market; and (3)
entry into a foreign place financed by outside FDI.

4.3 Reliability and Construct Validity

Reliability of the sub-measures which were developed in the present study was determined by calculating the
Cronbach‘s Alpha value. Following Fornell and Lacker (1981), any variable with Crobach’s Alpha of above 0.7 is
acceptable. Construct reliability was assessed via applying the evaluation factor loading as well as considering
incorporating the composite reliability and the AVE. All the constructs presented composite reliability larger than the
acceptable level of 0.7 depicting that the measurement errors were quite meager. AVE values for all constructs were
also larger than 0.5. Inoerder to evaluate the discriminant validity between the constructs, the test requiring the
square root of AVE for each and every construct to be greater than the correlation between the two relevant
latent/hidden variables was carried out. All the mentioned factors meet the discriminant criteria validity as presented
in Table 1.
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Table 1. Reliability and Construct Validity Results. Legend: CR = Cronbac’sh Alpha, COMP = Composite Reliability,
AVE = Average Variance Extracted

Constructs CR COMP AVE INT CA GR MO

INT 0.89 0.88 0.75 0.86

CA 0.92 0.91 0.54 0.62 0.76

GR 0.86 0.87 0.61 0.58 0.49 0.71

MO 0.93 0.92 0.55 0.61 0.43 0.31 0.074
5. Results

The hypotheses of this study were tested by AMOS 20. After approving the measurement model, the structural model
was then examined. Six common model-fit measures were employed to assess the model’s overall goodness-of-fit:
the ratio of 2 to degrees-of-freedom (d.f.), the comparative fit index (CFI), the Tucker-Lewis Index (TLI), the
incremental fit index (IFI), the root means square residual (RMR), and the root mean square error of approximation
(RMSEA). Commonly, a model fit is obtained when 2/ d.f. is lower than 3, when the CFI, GFI and NFI are higher
than 0.90, when RMR is lower than 0.05 and when the RMSEA is lower than 0.08 (Bemmel & Musen, 1997). In this
study, the model fit indices are: RMR = 0.5, IFI = 0.95, CFI = 0.95, TLI = 0.95, RMSEA = 0.04, 2/ d.f. = 1.4.
Obviously, these indices are within the prescribed limits and therefore, the model reflects a good fit to the data. All
the hypotheses were accepted at 0.01 (Kline, 2005). The hypotheses were tested on the basis of the structural model
and the outcomes are:

Hla. Market orientation relates positively to the level of internationalization of manufacturing SMEs in Malaysia
(p-value= 0.006< 0.05).

H1b. There is a positive relationship between market orientation and competitive advantage among manufacturing
SMEs in Malaysia (p-value= 0.017< 0.05).

H2a. Government regulation relates positively to the level of internationalization of manufacturing SMEs in
Malaysia (p-value= 0.003< 0.05).

H2b. There is a positive relationship between Government regulation and competitive advantage among
manufacturing SMEs in Malaysia (p-value= 0.004< 0.05).

H3a. Competitive advantage relates positively to the level of internationalization of manufacturing SMEs in
Malaysia (p-value= 0.000< 0.05).

H3b. Competitive advantage mediates the relationship between market orientation and internationalization among
manufacturing SMEs in Malaysia. According to the direct model, there is a significant positive relationship between
market orientation and internationalization (= 0.184, p-value= 0.006< 0.05). Moreover, according to the full
mediation model, the positive relationship between market orientation and internationalization is still significant (=
0.125, p-value= 0.049< 0.05) and also the full mediation model showed that there is a significant relationship
between market orientation and competitive advantage (f= 0.163, p-value= 0.017< 0.05). Therefore, hypothesis Hlb
is supported. Because B decreased from 0.184 to 0.125 and the direct relationship between market orientation and
internationalization was still significant, competitive advantage played a role of partial mediator. Therefore,
hypothesis H3b is supported.

H3c. Competitive advantage mediates the relationship between Government regulation and internationalization
among manufacturing SMEs in Malaysia. Based on the direct model, there is a significant positive relationship
between government regulation and internationalization (B= 0.208, p-value= 0.003< 0.05). Moreover, according to
the full mediation model, the positive relationship between government regulation and internationalization is still
significant (= 0.132, p-value= 0.053< 0.05). Also the full mediation model shown that there is a significant
relationship between government regulation and competitive advantage (= 0.210, p-value= 0.004< 0.05). Therefore,
hypothesis H2b is supported. Because P decreased from 0.208 to 0.132 and the direct relationship between
government regulation and internationalization is still significant, competitive advantage played a role of partial
mediator. Therefore, hypothesis H3c¢ is supported.
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6. Discussion and conclusions
6.1 Managerial and theoretical implications

Malaysia, which is regarded as an emerging market plays an undeniably paramount role in Southeast Asia and
international markets. The outcomes of this research offers a number of significant research implications and
managerial. From a research perspective, the findings come up with a very interesting add to the existing body of
knowledge regarding the efficacy of market orientation, government regulation to internationalization and
competitive advantage in explaining internationalization efforts of manufacturing SMEs in Malaysia.

The hypothesis characterizing the market orientation is positively related to the level of internationalization within
manufacturing SMEs which is supported by the results of this study. A market oriented firm aims to achieve and gets
access to market intelligence when it comes to the competitors, customers, technology, government, and other
environmental factors in a very systematic and proactive approach. (Morgan et al., 2009). Moreover, firm with a high
level of market orientation focuses on clients, competitors and internal coordination, subject to the market
requirements (Narver &Slater, 1990).

The public sector applied regulations to internationalization is also positively linked with the level of
internationalization within manufacturing SMEs in Malaysia. Previously carried out studies have marked the impact
of government regulatory function on internationalization of American firms (McDougall et al., 1994; Roberts &
Senturia, 1996). For small companies intending to internationalise, incentives/motivation factors, endowments, and
participation in government schemes and programmes provide needed endorsement and encouragement. However,
government trade policy, procedural customs, international standards and regulations as well as low level of
bureaucracy can gain competitive advantage and also inflict high challenges for realising foreign expansion for
SMEs (Suarez-Ortega & Alamo-Vera, 2005).

For Malaysian SMEs, there is a strong link between competitive advantages and the level of internationalization.
Once again, the finding back up previously conducted research on the interconnectedness of competitive advantage
and internationalization of SMEs (Chelliah et al., 2010). When a firm is decisive to penetrate an untapped foreign
market, it ought to be able to effectively exploit its own competitive advantages (Hamel & Prahalad, 1990). Market
orientation is valuable, rare, imperfectly imitable, and not interchangeable and is one of the internal resources and
capabilities that can produce a sustainable competitive advantage (Hult et al., 2005; Zhou et al., 2008). Eventually,
this study has assisted practitioners and managers of SMEs in Malaysian manufacturing sector to better project
themselves in the improvement of their internationalization process.

6.2 Limitation and conclusion

Even though the firm’s internationalization phenomenon interests the attention of many scholars but they allocate a
little effort to understand the influential factors affecting the internationalization of SMEs, particularly SMEs in new
industrialised countries and emerging markets. This study focuses on internationalization by including SMEs in
emerging markets like Malaysia and also validates the findings related to internationalization which are examined in
other context/settings like western countries. Therefore, this study provides an integrated framework through
identification of the environmental factors based on empirical data positively influencing the internationalization
growth within SMEs in Malaysia and it also, provides an opportunity for manufacturing SMEs in the development of
competitive advantage through influential factors such as market orientation and government regulation in a business
environment. This study enriches existing international theories because the findings of this research are usable for
manufacturing SMEs in Malaysia.

Like other studies, this study suffers from some limitations. One clear limitation of the current study is the
methodology of the study using a cross-sectional survey. The cross-sectional nature of this study has impeded me
from achieving casual inferences from the data. A second limitation is that this study was conducted in a single
country setting, Malaysia. The findings may be coloured by the culture and situational factors related to the context.
As a result, caution needs to be exercised in interpreting the results in other settings. Another limitation of this study
could be regarding to data collection that was such a difficult and also time consuming one to get all the questioners
back. Generally, the rate of return of studies in Malaysia in this context is usually very low.
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