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Abstract 
Due to the significant role of Small and Medium-sized Enterprises (SMEs) in economic 

and social improvement of a country,  further the shortage of a fairly extensive model 

which holds required factors for their decision makers in order to be successful in foreign 

market presence,  “A Model for Successful Presence of Iranian SMEs in International 

Markets” has been chosen as the topic for this research. Furthermore because of 

competition ability of Iranian food industry in international markets, this industry 

selected for the statistical community. Actually, within this study ESPM as the original 

model has been considered to be tested for Iranian SMEs which are or going to be active 

in the foreign markets.  Totally 246 valid questionnaire were gathered and by means of 

“Factor Analysis” method both data and model were evaluated trough EFA and CFA. In 

other words, “Exploratory Factor Analysis” postpones the usual assumptions about what 

kind of model the data follow with the more direct approach of allowing the data itself to 

reveal its underlying structure and model. In addition, “Confirmatory Factor Analysis” 

hypothesizes the structure of the model which has been built during the exploratory 

phase. Finally the  model fits will be testified, but the effects among the constructs will be 

considered for marking the difference between confirmatory factor analysis and 

Structural Equation Modeling (SEM). Furthermore, AMOS 16 and Statistica 7.0 were 

used as the softwares during this research for data analysis. According to the presumed 

hypotheses in this research, out of 22, the number of 17 hypotheses has been accepted 

and six of the total number rejected. In this research also a data analysis flowchart has 

been designed thorough a teamwork activity as a contribution. Finally the research 

limitations and some recommendations for further researches have been offered. 

 
Key Words: 
 
SME, Foreign Market Successful Presence, Food Industry, Performance, Timing of Entry, 
Investment, Competitive Positioning, Sources of Advantage, Product-Market 
Characteristics 
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CHAPTER 1 

Introduction 
 

Introduction 
This chapter will present a brief background of the thesis, it will begin with the 

definition of Small and Medium-sized Enterprises (SMEs), also Internationalization and 

Foreign Market Presence, thereafter will be followed by Problem Statement, Research 

Question and Hypotheses, Research Design and Research Methodology. Finally, the 

outline of the thesis will be delivered.  
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1.1 Research Background 
Through studying the economical conditions of recent decades, a remarkable 

change in the global business environment has emerged. The entry of many multinational 

companies to the global market –especially in developing countries which have high-

potential and advantageous markets as well as low production costs as their main 

characteristics– have transformed the international trade environment drastically 

(Ghanatabadi, 2005). Although a large number of developing countries had remained 

outside of this growing specialization until the mid-1980s, they have since gained such 

presence due to factors such as external pressure to open markets, commencing of trade 

liberalization, globalization, and internationalization (Raynard & Forstater, 2002; 

Kaplinskey & Readman, 2001). These conditions allow Small and Medium sized 

Enterprises (SMEs) to expand considerably and catch a huge percent of global business 

within both developed and developing countries. (UNIDO report, Corporate Social 

Responsibility: implications for small and medium size enterprises in developing 

countries, 2002, www.unido.org). The nature of SMEs, in that they promote private 

ownership, stimulate innovation and possess the flexibility to match rapid changes in 

market demand, renders them powerful enough to be able to compete and in some cases 

overtake large companies. Based on the significant role of SMEs in economic 

development and lack of tentative studies on internationalization of SMEs in developing 

countries, Iran as a developing country with numerous outstanding circumstances has 

been selected for this research in order to evaluate a model which offers the factors and 

constructs effective in establishing a successful presence in international markets. 

Consequently the definition of SMEs further Internationalization and Foreign Market 

Presence would be stated hereinafter;  

 
 

1.2.1 Small and Medium Sized Enterprises (SMEs) 
 

Small and medium-sized enterprises are mentioned as the major points of a 

country in economic and social development, whereas they represent 99 % of all 

enterprises in the EU, provide around 65 million jobs, and contribute to entrepreneurship 

http://www.unido.org
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and innovation. In average, there are 52 SMEs for every 1000 persons (Strategy 

Document to Enhance the Contribution of An Efficient & Competitive SME Sector, 

2005). They stimulate private ownership and entrepreneurial skills, they are flexible and 

can adapt quickly to changing market demand and supply situations, they generate 

employment, and make a significant contribution to exports and trade (UN/ECE, 1997). 

Based on the staff headcount and financial ceilings enterprises have been categorized as 

following: 

 

1. The category of micro, small and medium-sized enterprises (SMEs) is made up 

of enterprises which employ fewer than 250 persons and which have an annual turnover 

not exceeding EUR 50 million, and/or an annual balance sheet total not exceeding EUR 

43 million. 

 

2. Within the SME category, a small enterprise is defined as an enterprise which 

employs fewer than 50 persons and whose annual turnover and/or annual balance sheet 

total does not exceed EUR 10 million. 

 

3. Within the SME category, a micro enterprise is defined as an enterprise which 

employs fewer than 10 persons and whose annual turnover and/or annual balance sheet 

total does not exceed EUR 2 million. (Official Journal of the European Union, 6 May 

2003) 

 

1.2.2 Internationalization and Foreign Market Presence 
 

Besides the approaches, there are some definitions of internationalization but, 

Beamish et al. (1990) suggested a new definition to cover the prior definition and 

findings; they defined internationalization as the process by which firms both increase 

their awareness of the direct and indirect influences of international transactions on their 

future, and establish and conduct transactions with other countries. Later, Calof & 

Beamish (1995) defined internationalization as “the process of adapting firms’ operations 

(strategy, structure, resource, etc.) to international environments”.       
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Entering new foreign markets may be achieved in a verity ways such as 

 

 Exporting  

 Strategic Alliances in their various forms such as Licenses, Franchising, and 

Joint venture 

 Foreign Direct Investment and Acquisition (Buckley and Casson, 1998) 

 
Considering the above preface and definitions the required terminologies, the 

research problem will be discussed in the next step. 

 

 

1.3 Problem Statement 
 

As small and medium sized enterprises have private ownership and 

entrepreneurial skills, they are flexible and can adapt rapidly to changing market 

requirements and stresses; furthermore, they can create employment, help diversify 

economic activity and make an important contribution to business and export. Based on 

UNIDO report  SMEs comprise more than 90% of world enterprises and between 50 to 

60 percent of employment in this sector (UNIDO, 2005). However, by considering the 

above characteristics of the subject firms, there are a number of obstacles to expanding 

the roles that SMEs may be able to play in domestic and international trade. The 

important issues for increasing the SME manufacturers’ role in exporting are quality and 

conformity to standards, which entail testing and certification processes as the preclusion 

to sales (since products cannot be sold if they do not comply with a range of safety, health 

and other regulations). SMEs have difficulty adopting expensive quality management 

systems or certification procedures that sometimes have to be repeated several times.  

 

SMEs are estimated to be more numerous in importing than exporting due to 

higher costs (transport, insurance, non-payment risk) and lower profits realized in export 

transactions. Therefore regarding evaluation of the entrance of SMEs to foreign markets 

they are faced with lack of information, lack of capital, shortage of management skill, 
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lack of risk assurance, technical trade restrictions, marketing and distribution problems, 

high transportation costs, and communication problems.  

 

Iranian SMEs, like their counterparts in other developing countries, could face 

saturation of the domestic market if they stay in and/or encounter various problems in 

entering global markets. There are many obstacles to overcome, from choosing the 

principal foreign market entry mode among Export, Contractual and Investment to 

surviving in the face of severe competitiveness. But arrival to international markets has 

grown increasingly necessary for them in recent years and they must find a solution for 

these dilemmas. Furthermore, lack of an exhaustive model which covers the aspects of 

micro and macro environments that enable managers to choose an effective market entry 

strategy for a successful presence is tangible. Though there is no comprehensive model 

that fulfills all requirements and considers all risks and threats for SMEs expanding into 

the international marketplace, a model designed to assist decision makers for effective 

strategy of market entry to maintain successful presence in foreign markets is highly 

required and recommended. Therefore based on the problem stated hereinabove our 

research problem is formulated as follows:  

 

What factors (constructs) are effective on successful presence of Iranian SMEs 

in international markets, and how the causal effects of these factors on each other are. 

In other words, what causal model dominates in these factors? 

 
 

1.4 Research Question and Hypotheses 
 

The research question is often stated in the context of some theory that has been 

advanced to address the problem, and being the central issue assessed in the study, is 

often phrased in corresponding terminology. The problem with such a question is that it is 

still too general to be studied directly (Trochim, 2005). Based on the abovementioned 

problem statement and considering many factors and constructs which must be 

considered for Iranian SMEs achievement such as target market potential, entry barriers, 

number of competitors, time of entry to the new markets, marketing strategies, the 
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amount of investment and so on; and moreover, the important role of managers and 

decision makers of SMEs, the following research question has been developed with 

general terms. Thus, for a more accurate conclusion these research questions will be 

studied in specific statements by considering specified hypotheses. 

 
 Is there any working model for Iranian SMEs as a guiding basis for the goal of 

their entry to foreign markets and successful presence? 
 
Consequently, in most research, an even more specific statement, called a 

‘hypothesis’ is developed that describes in operational terms exactly what will be 

expounded in the study. The hypothesis must be specific enough as to signify clearly that 

which the study is trying to assess. Therefore, a hypothesis is a specific statement of 

prediction that describes in concrete terms what is expected to occur in the study 

(Trochim, 2005). The major factors of the model are listed below; 

 

• Sources of advantage 
• Concentration ratios 
• Number of active competitors 
• Timing of entry 
• Distribution Investment 
• Advertisement Investment 
• Quality 
• Value 
• Performance 

 
As mentioned, this study considers some detailed hypotheses to test and evaluate 

the casual effect among the above constructs in order to develop the fundamental and 

major purpose of the research. These hypotheses are as follows: 

 
H1: The earlier the entry of the focal product into a market (new or existing), 

the better the long-term performance.  

H2a: Greater “advertisement investment” at the time of market entry positively 

and directly affects long-term product performance.  

H2b: Greater “distribution investment” at the time of market entry positively 

and directly affects long-term product performance.  
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H3a: Greater “advertisement investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 

“Quality”. 

H3b: Greater “advertisement investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 

“Value”. 

H3c: Greater “distribution investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 

“Quality”. 

H3d: Greater “distribution investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 

“Value”. 

H4a: The “Quality” at entry will result in better long-term performance for a 

product.  

H4b: The “Value” at entry will result in better long-term performance for a 

product.  

H5a: “Number of active competitors” will have a direct effect on the long-term 

performance of new product entries.  

H5b: “Concentration Ratio” will have a direct effect on the long-term 

performance of new product entries.  

H6a: “Number of active competitors” will affect the timing of entry decision.  

H6b: “Concentration Ratio” will affect the timing of entry decision.  

H7a: “Number of active competitors” will affect the “Advertisement 

Investment” at entry.  

H7b: “Number of active competitors” will affect the “Distribution Investment” 

at entry.  

H7c: “Concentration Ratio” will affect the “Advertisement Investment” at 

entry.  

H7d: “Concentration Ratio” will affect the “Distribution Investment” at entry.  

H8: Greater inherent sources of advantage lead to earlier market entry.  

H9a: Greater inherent sources of advantage lead to greater “advertisement 
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investment” at entry.  

H9b: Greater inherent sources of advantage lead to greater “distribution 

investment” at entry.  

H 10a: Greater inherent sources of advantage lead to superior “Quality”. 

H 10b: Greater inherent sources of advantage lead to superior “Value”. 

 

1.5 Research Design 
 

The below image is the schematic procedure of our research processes. The 

problem is stated in the first step and then to make it meaningful more, some research 

questions are specified. As far as the research questions are not very detailed we narrow 

them down to 22 hypotheses hence the final purpose of the research is evaluating them 

and replying to the research questions. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

 
 

1.6 Methodology 
 

PPrroobblleemm DDeeffiinniittiioonn 

LLiitteerraattuurree RReevviieeww 

DDaattaa GGaatthheerriinngg 

DDaattaa AAnnaallyyssiiss && 
SSttaattiissttiiccaall DDeessiiggnn

HHyyppootthheessiiss  TTeessttiinngg  OOtthheerr SSttaattiissttiiccaall 
RReessuullttss 

DDiissccuussssiioonn && 
CCoonncclluussiioonn  

RReesseeaarrcchh QQuueessttiioonn 
&& HHyyppootthheessiiss

Figure 1-1: Research Procedure  1
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Methodology concerns the approach to conducting analysis and obtaining results 

from a research. It is focused on the specific ways –the methods– used to try to 

understand the world better. Namely, methodology involves the philosophy of how you 

come to know the world and methods involve the practice (Trochim, 2005). In this 

regard, rather than explicating the philosophy of methodology in general terms, we have 

chosen to focus on explaining the details of the methodology used for this research in the 

third chapter. In other words, instead of verbalizing the general issues, the specific items 

will be explicated in further depth. 

 

1.7 Outline of the Thesis 
 

For readers better being comprehended the whole study, based on table 1-1 this 

thesis has been divided to five chapters.  Following the first chapter “Introduction” which 

is for more reader’s familiarity with the study, the “Literature Review” as the second 

chapter will be brought. More over the hypotheses, which are proposed for evaluating 

within next chapters, this chapter is a comprehensive study for related concepts which 

have been propounded by different writers. 
Table 1-1 List of Chapters 1 

1 Introduction 

2 Literature Review 

3 Research Methodology & Statistical Design 

4 Analysis of Empirical Data 

5 Finding & Conditions 
 

Subsequently, chapter three presents the ‘Research Methodology and Statistical Design’ 

of the study; i.e., the road map of reaching from the beginning to the end point. Chapter 

four relates ‘Analysis of Empirical Data,’ with detailed custom graphs, models, and 

tables.  Finally, the last (fifth) chapter contains overall conclusions that can be drawn 

from the research, based on evaluated data in relation to the research questions and 

hypotheses, as well as recommendations for further research. 
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CHAPTER 2 

Literature Review 
 

Literature Review 
Within this chapter the significance of SMEs and their successful presence into the 

foreign markets will be discussed firstly, and then the component of evaluated model and 

related hypotheses will be delivered. Finally, before the conclusion the opertionalization 

of the model will present. 

2.1 Introduction 
 

There are many effective factors for a company to be successful upon its market 

entry and in achieving long-term presence, some of which are immediately in 

management’s control whereas others are indirectly involved. These factors are expected 

to affect not only the long-term performance of a new product, but also the selection of 

the entry strategy itself (Donna H. Green et. al., 1995). Market entry terms such as time, 

method, investment and so on as the first step of being international must be considered 

seriously. Unsystematic entry into the market, without consideration of all facets of a 

product entry strategy, may result the high failure rates. Based on review of literature on 

statistics of new products introduced, particularly in consumer goods in new food and 

drug items, we found a consistently high rate of failure, as follows:  80% of all new 
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products fail (C. Merle Crawford, 1977); over 80% failed (John W. Dodd, Jr., 1967; 

Charles E. Rosen, 1967); over 40% failed (D. S. Dunbar, 1965); 80% failed (John T. 

O'Meara, 1961); 37% failed ( Booz, Allen, and Hamilton, 1968); 40% failed (David S. 

Hopkins, 1971); and 80% failed (John T. O'Meara, 1961). Therefore, introduction of a 

comprehensive framework that contains the most effective factors and a model which 

addresses conceptual issues for sustaining long-term successful presence in international 

markets is quite necessary. 

 

 Takehiko Isobe and his colleagues (2000) examined whether early movers and 

technology leaders attained superior performance in emerging economic regions. They 

evaluated the determinants and implementation importance of two major features of entry 

strategy: resource commitment to technology transfer and timing of entry. Early entry 

besides high commitment affect the perceived economic performance positively. 

(Takehiko Isobe, Sheige Makino, David B. Montgomery; 2000). Glazer (1985) in his 

model suggests that competition forces the first entrant to appear at an early stage in the 

development of a market, resulting in the great danger that demand will not increase to 

the extent predicted. Therefore, regarding first-movers Kerin, Vardajan, and Peterson 

(1992) suggest that a more extended framework is required.  

 

Indeed, they conclude the belief that entry order automatically endows first 

movers with immutable competitive advantages and later entrants with overwhelming 

disadvantages is naive in light of conceptual and empirical evidence. In fact, affirms and 

emphasizes the significance of fundamental marketing and competitive strategy concepts 

and practices employed by resourceful market pioneers and followers. Biggadike's (1976) 

study supports new ventures, relationships between industry structures and other factors 

such as oligopoly structure, magnitude of investment, sources of advantage, positioning, 

timing, and performance. She results provide impressions about entry strategy 

relationships that require more integrative research. 

 

Nevertheless, the two very important factors are competitive positioning and 

magnitude of investment in marketing for the later performance of companies which have 
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been recommended by Gatignon, Weitz, and Bansal (1990).  Day and Wensley (1988) 

concluded that effective competitive strategy begins with the timely and actionable 

diagnosis of the current and prospective advantages of the business within the served 

market. Furthermore, Smith (1985) empirically derives three marketing strategies and 

three classifications of environmental variables, and his research provides support for the 

need to examine the interrelationships between strategy and environment. Also johanson 

& wiedersheim-paul (1975) and Johanson and Vahlne (1977 &1990) considered market 

commitment, knowledge, and psychic distance as the major factor for their 

internationalization model. On the basis of mentioned constructs and factors Green, 

Barclay, and Ryans (1995) proposed an entry strategy performance model (ESPM) that is 

the next logical step in the evolution of this research area. Their model is comprised of 

three core managerial decision components as the entry strategy: 

 

 Timing of entry 

 Magnitude of investment at entry and during the presence period 

 Area of competitive emphasis 

 

In the ESPM model, it has been considered that the aforesaid core decisions create 

a competitive positioning for a product. If the positioning is appropriate, then it results in 

positional advantages those are generally manifested as either superior customer value or 

lower relative costs. In contrast, because the ESPM applies to all entrants into a market, 

the concept of competitive positioning as opposed to positional advantage has been 

included in the model. All firms endeavor to establish positional advantages, but they 

may not succeed; however, they all establish competitive positions in the market. 

Competitive positioning, in turn, affects the performance of the product in the 

marketplace. The framework does not include interim investments between the time of 

entry and the later product performance. This provides a strong conceptualization 

because, if the investments and actions taken after entry are what drive performance, then 

no empirical relationship should be found between entry strategies and long-term 

performance. Sources of Advantage (Day and Wensley, 1988) and Product-Market 

Characteristics as two other main constructs have direct or indirect influence on 
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performance and long-term successful presence in either domestic or international 

markets. Based on the important and significant role of SMEs in economic development 

and lack of tentative related studies in developing countries and with respect to a strong 

literature review, we found ESPM to be a rather competent model for Iranian companies, 

notably Iranian SMEs.  

 

2.2 Components and Hypotheses of the Model 
 

In the figure 2-1, besides the main constructs the hypotheses and conceptual 

propositions have been drawn in an attempt to develop an integrated model of an entry 

strategy and performance possessing important integral relationships. Moreover, this 

model compels us to draw on studies that focus on units of analysis other than products. 

 

 
Figure 2-1:Components and Hypotheses of  1 
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2.2.1 Timing of Entry 
 

Timing of entry is the decision of when to enter a new or existing market. The 

choice of market-entry time is among the chief reasons for new product success or failure 

(Hopkins and Bailey 1971; Crawford 1977; Booz, Allen and Hamilton, 1982). The 

threats and occasions of a new product differ owing to variations in the general economy, 

changes in customer preferences, and evolution of the industry's life cycle. The R&D and 

marketing investments also alter the level of the opportunities and risks of the new 

product. For instance, a late entry may bring about more investments for a better product 

designing, giving better-quality engineering support, and/or developing an effective 

marketing program, which will decrease the threat of failure. As a result, the decision of 

market entry must be timed to balance the risks of premature entry (entry too early) and 

the problems of missed opportunities (entry too late). 

 

Douglas and Craig (1982) observed that, “Many large corporations are already 

involved in international markets and as a result are making entry decision in the context 

of an existing network of international operation.” However, for SMEs that have not yet 

entered foreign markets, entry decisions constitute a critical path to internationalization. 

There are two key aspects facing firms in their decisions on the global send-off of new 

product. The first issue is the degree of standardization of the product across different 

countries, markets and the other elements of the marketing mix (e.g., Samiee and Roth, 

1992 ; Cavusgil, Zou and Naidu, 1993). The second is entry strategy choice. According to 

Douglas and Craig (1992), “attention needs to be paid to the timing and sequencing of 

entry into international markets relative to competitor moves and the stage of market 

development.”  

 

The influential factors related in choice of incremental vs. simultaneous entry into 

different markets must be evaluated. This should include assessment of factors impacting 

the choice of incremental vs. simultaneous entry into different country markets. In 

Innovation-related Internationalization model similar to Uppsala model incremental 

“stages” to develop their export activity to other foreign countries has been considered 
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due to “Lack of knowledge” and “Uncertainty to internationalization decision” 

(Andersen,1993). 

 

By using historical data to locate the ‘true’ pioneers, instead of simply collecting 

information from surviving firms, the pioneer success rate has been found to be 

significantly smaller than that reported in typical PIMS (Profit Impact of Market) or 

ASSESSOR studies. However, Golder and Tellis (1993) may have a slight bias by 

defining pioneers as the first to develop a working model (product pioneer) or the first to 

sell a product (market pioneer). 

 

Order of entry to the international markets has recently been under extensive 

study (Shaver, Mitchell, and Yeung, 1997; Luo and Peng, 1998; Isobe, Makino and 

Montgomery, 2000).With little exclusion; such studies have used the PIMS database for 

which entry timing is ex-post, exogenous classification of order of entry. These studies 

trust in a firm’s self-reported status whereby companies classify themselves as first-

mover, early follower, or late follower. As there are biases with unusually great numbers 

of firms claiming the first-mover status (Lieberman and Montgomery, 1998), researchers 

have recommended the use of actual times of entry in order to provide more accurate 

measures (Lilien and Yoon, 1990; Luo, 1998). Taken collectively, by measuring time in 

months we are able to provide a finer distinction of entry timing, as opposed to a rough 

division of entrants into first movers and early late followers. 

 

Gaba, Pan, and Ungson (2002) ascertain three theoretical points that guided their 

hypotheses. The strategic goals, abilities, resources, and intent of a firm defines its 

position in the global market as the first thrust; that is, the timing of entry is always 

associated to the resources and experiences of the firm, also called the "resource-based 

theory of the firm" (Lieberman and Montgomery, 1998). As the second issue, the ability 

of firms to assess market signals and opportunities (Porter, 1991) such as expectation of 

market growth (Green et al., 1995), and the relative presence of competitors in the market 

have been identified (Knickerbocker, 1973). Furthermore, the attractiveness of the host 

country and the risk level are some significant  determinants of the timing of entry, since 
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a country with important growth prospects and a low risk environment is more likely to 

attract foreign firms to enter early (Lieberman and Montgomery, 1998). On the other 

hands an extensive perspective is presented that highlights the complexity of this 

phenomenon and suggests that first-mover status may or may not produce sustainable 

advantages because of a multiplicity of controllable and uncontrollable forces have been 

considered as the third item (Kerin, et al., 1992). 

 

Totally, it has been proposed by Gaba and his colleagues that the timing of entry 

is affected by firm's capabilities and firm-specific characteristics  (resource-based), by 

awareness of the market environmental opportunities (information processing), and by 

host country variables (locational factors) (Gaba, Pan, and Ungson, 2002). 

 

 

Therefore, by considering above subject matter leads us to our first proposition: 

 

H1: The earlier the entry of the focal product into a market (new or existing), the better 

the long-term performance. 

 

2.2.2 Magnitude of Investment 
 

One of the first decisions for a company with respect to amount and area of 

investment such as in production capabilities, R&D, and marketing costs influence the 

success of a product entry by making a positional advantages. MacMillan and Day (1978) 

consider many factors such as industries and markets with less aggressive competition, 

market share, initial plant capacity, sales force, sales promotion, advertising, quality of 

service, and/or pricing policies for a company venture. Indeed they specify three 

hypotheses which allow them to explore the dynamic procedure as below: 

 

 Relation between competitive market condition and market share objective 

 Relation between share objective and strategic marketing and investment 

decisions 
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 Relation between strategic decision made in the early stages of venture and 

subsequent performance of the venture 

 

For the second hypothesis, they conclude that ambitious firms tend to invest more 

at start-up. They are likely to build larger plants than their less aggressive counterparts; 

thus the size of their plant capacity in relation to target market is expected to be high. 

Furthermore, their capital intensity in the first year of operation will likely be higher than 

firms with a low share objective.  

 

Kent Eriksson and his colleagues (1997) conclude that there are a number of costs 

entailed in gaining experiential knowledge for the internationalization of a firm. The 

study shows that in internationalization procedures, the companies should try to find such 

knowledge on individual customers and markets, over and above on institutional factors 

like local laws, local governments and local cultures. Activities and presence abroad can 

prove very costly. Expenses are related to collecting, encoding, transferring, and 

decoding knowledge, as well as changing the resource structures, processes and routines 

in the organization and localization of the product for the target culture.  

Also regarding ‘Location’, Johanson & Vahlne (1990) considered both psychic 

distance that is the psychological differences between the home and host country such as 

culture, language, education etc., and assumption that the firm would enter where demand 

for their products exist. It means that the fewer psychological distance between the home 

and the destination countries, requires the less amount of investment for cultural and taste 

promotion. 

 The usual understanding that businesses should invest in growth markets is based 

on the assumptions that, in the earlier phase of a growth market the experience curve will 

lead to advantage, price pressure will be low, needed access to the technology will result 

and, future entries will be deterred (Aaker & Day, 1986). The reality is that while growth 

markets do represent opportunities they also represent substantial risks and challenges. 

Numerous firms have entered growth situations only to endure years of heavy losses and 

ultimately a demoralizing, costly and sometimes abortive exit during the shakeout phase. 
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McDougall (1987) concludes that the scale of entry is also among the key 

decisions a firm must make when undertaking new ventures. Thus, the second 

proposition is: 

 

H2a: Greater “advertisement investment” at the time of market entry positively 

and directly affects long-term product performance.  
 

H2b: Greater “distribution investment” at the time of market entry positively 

and directly affects long-term product performance.  

 

Additionally, by considering the above literature, the third proposition may be 

drawn as below: 

H3a: Greater “advertisement investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 

“Quality”. 

 

H3b: Greater “advertisement investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 

“Value”. 

 

H3c: Greater “distribution investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 

“Quality”. 

 

H3d: Greater “distribution investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 

“Value”. 
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2.2.3 Competitive Positioning 
 

In current highly competitive markets, how a company positions itself relative to 

its competitors in the minds of customers is notably important. Companies need to 

position themselves effectively to address the question; 

 

• How is the product or service demonstrably better, faster, cheaper or otherwise 

more appealing than those of the competitors? 

 

Competitive positioning is in relation to identifying how to discriminate the 

offering and make value for the market. It concerns conspicuous placement in the 

competitive landscape and to accordingly steer the company to deliver on that strategy 

(www.marketingmo.com). “Competitive positioning involves the formulation of the 

market offering; but positioning is not what a firm does to a market offering. Positioning 

is what is done in the minds of prospective consumers through the various components of 

the market offering. That is, a particular firm's offering is competitively positioned 

relative to all other market offerings in the minds of prospective consumers” (John R. 

Darling, 2001).  

 

Therefore, it is very necessary for a company to measure its Competitive 

Positioning in a specified market. But instead of measuring directly, experts recommend 

considering other factors, through which we can evaluate competitive positioning such as 

marketing mix variables (e.g., Biggadike 1976), specific strategies (e.g., Sandberg 1986), 

and so on. Caves and Porter (1978) applied the PIMS database to analyze the 

determinants of market share volatility to increase understanding of how market structure 

influences oligopolistic behavior.  Biggadike (1977) assessed forty new database of Profit 

Impact of Market Strategies (PIMS) businesses and  inspected  the  relationships  

between  factors  of  the  business and  marketing  strategies and  the  financial  and  

market  performance  of  these businesses  in  the  first  two  and  four  years  after  time 

of entrance to the new markets.  Buzzell and Wiersema (1981) used also the PIMS 

database for testing of several competitive strategies’ effectiveness on the achievement of 

http://www.marketingmo.com
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individual companies in  building  share  in founded businesses. The average percentage 

rate of market share increasing was used as the dependent variable and the effects of 

these variables as new product activity, relative product quality, price and marketing 

communications activities were studied. 

 

In major terms of a company, marketing and related issues operate along three 

dimensions: culture, strategies, and tactics. In this regard ‘culture’ is a basic set of values 

and principles which direct the organization; furthermore ‘strategy’ reflects targeting, 

positioning, and competing at the product/market; and ‘tactics’ are arrived at through the 

elements of the marketing mix, including the product itself and the level of quality it 

holds. Each of tactics, strategies, and culture must be developed and activated in the 

context of the preceding level (Webster, 1992). With the increasing involvement of 

industrial firms in foreign markets, more extensive research is required on the role of 

specific orientations and strategies in international success. This requisite is motivated to 

an extent by the special challenges posed in the worldwide business. Product quality is a 

keystone in the success of each company. Conceivably, the most significant single factor 

affecting business performance, the role of quality in international markets has received 

little research attention. Other than quality, research results have confirmed that 

international market orientation, technical reputation, and strategies play principal roles 

in the international performance of industrial firms (Roger Calantone, Gary Knight, 

2000). 

 

In one of the few studies to measure positioning, Within some studies the 

researchers show the positioning has a major role for consumer goods with frequently 

purchase, plus the magnitude of investment (advertising) and timing in determining entry 

performance. Ryans (1988) mentioned that an entrant to a market with a separated 

contribution, providing it is valued by at least some segments of the market, should be in 

a stronger position to take advantage of any potential for market share shifts. Therefore it 

has been resulted that: 

 

H4a: The “Quality” at entry will result in better long-term performance for a 
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product.  

H4b: The “Value” at entry will result in better long-term performance for a 

product.  

 

In addition to core managerial decision components, as it has been mentioned 

there are two other factors in the ESPM model that enable the firm to establish positional 

advantage: 

 

1) Structural characteristics of a product market  

2) Sources of advantage-inherent firm characteristics 

 

2.2.4 Structural characteristics of a product market 
 

The selection of the target market segment is one of the most essential decisions 

faced by decision-makers responsible for the development of an entry marketing strategy 

for a new market. The product market segment chosen is a major determinant of many of 

the factors that could ultimately influence a company's success, such as customer 

responsiveness to marketing efforts, market growth rate, product life cycle stage, degree 

of competition, and rate of technological change.                       

 

As mentioned before, this factor besides sources of advantage characteristics is 

effective in the selection of the entry strategy and a product's degree of long-term 

success. For first year market share the number of competitors in the market, marketing 

efficiency with the new product, and competitiveness of the market are important 

determinants of performance (Yoon and Lilien, 1985). Furthermore, products in a high 

growth market or a market with few direct competitors attain higher market shares 

(Ryans, 1988). Although it is not an independent variable, but rather is only one of 

several variables in an interdependent system. Also market growth rate has an important 

positive influence, suggesting that it seems better that firms introduce their products to 

the markets that had experienced fast growth achieved higher shares (Adrian B. Ryans, 

1988). 
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The Concentration Ratio as the potential product market characteristics have been 

used broadly as determinants of performance (J. Pfeffer and R. Salancik, 1978). That is a 

technique of determining the concentration of market share held by specific suppliers in a 

market. "It is the percentage of total market sales accounted for by a given number of 

leading firms."  Thus a four-firm concentration ratio is the total market share of the four 

firms with the largest market shares (Sometimes this particular statistic is called the CR4) 

(http://economics.about.com/cs/economicsglossary/l/bldefconcentrat.htm) 

 

The number of competitors is a main product market characteristic based on 

theoretical (Aaker and Day, 1986) and empirical support (MacMillan and Day 1987; 

Yoon and Lilien 1985) for an opposite relationship between the number of competitors 

and success. This factor measured by two indicators: First, the number of different 

competitors who advertised broadly during the entry period namely the active 

competitors and second, the number of competitors who have been available at the time 

of a firm's entry, even active strongly or weakly. 

 

“A barrier to entry is an advantage of established sellers in an industry over 

potential entrant sellers” (Bain, 1956 p. 3), a producing expenditure (Stigler, 1968 p. 67), 

a factor that makes entry unbeneficial (James M. Ferguson, 1974 p. 10), a rent which is 

got from incumbency, (R. Gilbert, 1989 p. 478), a cost which should be sustained by a 

new entrant (R. Preston McAfee; Hugo M. Mialon) , an expense that reduces social 

welfare relative to instant but equally costly entry due to delay of entrance (ibid), From 

another perspective, product discrimination of incumbents, capital obligations, customer 

switching expenses, get into to the channels of distribution, and government policy and 

their degree of importance are six entry barriers that their influence on market entry 

decision makers as evaluated by F. Karakaya; M. J. Stahl (1989). There are many other 

characteristics in product market issue such as Concentration Ratio (Pfeffer & Salancik 

1978), Market Potential (Glazer 1985), etc. Therefore, we would confirm the next three 

propositions as below: 

 

http://economics.about.com/cs/economicsglossary/l/bldefconcentrat.htm
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H5a: “Number of active competitors” will have a direct effect on the long-term 

performance of new product entries.  
 

H5b: “Concentration Ratio” will have a direct effect on the long-term performance of 

new product entries.  
 

H6a: “Number of active competitors” will affect the timing of entry decision.  
 

H6b: “Concentration Ratio” will affect the timing of entry decision.  
 

H7a: “Number of active competitors” will affect the “Advertisement Investment” at 

entry.  
 

H7b: “Number of active competitors” will affect the “Distribution Investment” at entry.  
 

H7c: “Concentration Ratio” will affect the “Advertisement Investment” at entry.  
 

H7d: “Concentration Ratio” will affect the “Distribution Investment” at entry.  

 

2.2.5  Sources of advantage-inherent firm characteristics 
 

Sources of advantage characteristics are latent and inherent characteristics which 

help a company to find its positional advantages. (Donna H. Green et. al., 1995) They 

could be divided into two main categories (Day and Wensley's, 1988): 

 

 Superior Resources which enable a firm to test its capabilities 

 Superior Skills which distinctive characteristics of the firm’s personnel 

 

The miscellaneous reasons within the literature show the relation between 

internationalization of a company and the cost of equity financing. Initial study suggests a 

lower expense in firms with broad international activities, while more studies attain the 

reverse conclusion. There is no research, however, that demonstrate the relation between 

the intensity of firm internationalization and the financing expenditure. 
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Caves (1971) and Hymer (1976) propose that international companies are capable 

to get more value by internationalizing businesses compaing national borders.  David M. 

Reeb; Sattar A. Mansi; John M. Allee (2001) propose the first such experiential evidence 

using publicly traded nonprovisional debt. Their outcome indicate that firm 

internationalization is negatively related to the yield spread and positively related to 

credit ratings. Further testing proposes that these outcomes are robust to alternative 

specifications and that changes in the cost of public debt capital are inversely related to 

changes in the degree of firm internationalization. They also examine the relation 

between firm internationalization and credit ratings and find that internationalization is 

associated with better credit ratings. 

 

Due to the virtual irreversibility of many business investment decisions, 

catastrophe theory recommends that selecting the right way is more important than 

destination itself. (Oliva, Day, and MacMillan,1988). Furthermore Peter W. Liesch; Gary 

A. Knight (1999) mentioned that if the internationalization project is assessed to be more 

risky than the firm's existing portfolio (which is likely), the weighted average cost of 

capital is increased to recognize this increased riskiness. This requires a higher internal 

rate of return for internationalization project acceptability. 

 

In other research it is mentioned that intangible assets, such as implementation 

skills or organizational structures, are key to an incumbent's success (Reed and De-

Fillippi 1990). Furthermore entering a new market necessitates a number of resources to 

support expenses, such as development costs, marketing, and pilot production. In other 

words, established firms have advantages over new ones, including access to internally 

generated funds. To derail a potential competitor's expansionary plans, an incumbent 

could establish a foothold in the potential attacker's home market (Karnani and 

Wernerfelt, 1985). In fact, if the basis of competition is geographic, then the threatened 

incumbent probably can easily surmount any production or technical barriers (Watson, 

1982). However, because it should change its resources, an incumbent's entry into a new 

market may decrease the exit barriers from its own home market (Eaton and Lipsey 
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1980). This might indicate a lack of incentive on the part of the incumbent to protect its 

own home market. 

 

S. Tamer Cavusgil and Shaoming Zou (1994) substantiated the empirical link 

between marketing strategy and performance in the context of export market ventures. 

Their results support the contention that companies can accomplish better performance in 

international markets through deliberate marketing strategy implementation. Together 

with the constructs and the measurements developed, the unified theoretical framework 

of export marketing strategy and performance, which has been verified here, can serve as 

a foundation for further research in export marketing. Finally they contributed to a more 

complete understanding of the success factors in export marketing. Marketing strategy, 

firms' international competence, and managerial commitment have emerged as key 

success factors in export marketing. 
 

Also there are other very important factors which must be considered as the 

sources of advantage such as different type of experience. The impression of the top 

manager's exposure to overseas markets on a firm's internationalization behaviors has 

been considered in many researches. (Angelmar and Pras ,1984; Brooks and Rosson, 

1982; Ganier, 1982; Ogram, 1982; Simmonds and Smith, 1968; Simpson and Kujawa, 

1974 ). The found characteristics to forecast propensity for, or success in, exporting 

include: the extent to which the manager had engaged in foreign travel; the number of 

languages spoken by the manager; and whether the top decision maker was born abroad, 

lived or worked abroad (Meisenbock, 1988; Reid, 1982). Furthermore the importance of 

interrelating and studying constructs which mediate between group characteristics and 

organizational outcomes has been recognized by a number of researchers such as Jackson 

(1992); Smith, Kofron and Anderson (1995); Reuber and Fischer (1997), who dispute 

that there has been too much emphasis on the direct relationships between group 

characteristics and organizational performance without specifying and studying the 

intervening variables. Namely, the skill and experience of the founder or the management 

team is likely to affect the behaviors of an SME, and these behaviors, in turn, will 

influence subsequent firm performance. Experience also means prior new product entry 
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success that must expand market entry skills and establish early credibility (Lawless & 

Fisher, 1990).  

 

Donna H. Green and her colleagues (1995) in their ESPM model mention: “In the 

context of the ESPM, (1) resources and experience enable early entry; (2) firms with 

more inherent resources will use their resources to advantage at entry; and (3) skills, 

resources, and experience enhance the opportunity to establish positional advantage.” 

 

H8: Greater inherent sources of advantage lead to earlier market entry.  
 

H9a: Greater inherent sources of advantage lead to greater “advertisement 

investment” at entry.  
 

H9b: Greater inherent sources of advantage lead to greater “distribution investment” 

at entry.  
 

H 10a: Greater inherent sources of advantage lead to superior “Quality”. 

 

H 10b: Greater inherent sources of advantage lead to superior “Value”. 

 
 

2.2.6 Performance 
 

The relationship between the internationalization and performance of corporations 

has provoked broad interdisciplinary research throughout the last three decades (for 

reviews of the literature see Annavarjula/Beldona, 2000; Ramaswamy, 1992; Sullivan, 

1994). Researchers have studied the correlation between degree of internationalization 

and subsequent performance, thus attempting to empirically evidence the theoretical 

argument that international expansion represents a precondition for superior financial 

success.  The direct benefit of internationalization proposed by early research (1970-

1980) hypothesized a linear relationship between the degree of internationalization and 
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firm performance. The findings of these inquiries have been incompatible (Winfried 

Ruigrok & Hardy Wagner, 2003), however.  

 

The idea that greater performance needs a business to gain and hold an advantage 

over rivals is central to contemporary strategic belief. Businesses seeking advantage is 

pressed to develop characteristic competences and manage for lowest delivered 

expenditure or discrimination through higher customer value. The promised payoff is 

market share dominance and profitability above average for the industry. Donna H. Green 

and colleagues (1995) hold that: “Performance is the degree of market success attained 

by a product at market maturity or the point at which product market boundaries change.”  

The end goal of this research is such: that each company’s aim in entering a market is not 

mere survival, but achieving a thriving presence.  This strategy could also be applied for 

new products in current markets, insofar as performance. As mentioned in several 

sections of this research (e.g., topic, abstract and literature review), identifying and 

evaluation factors affecting performance is the major purpose of this research and 

therefore subject to thorough and extensive discussion (Buzzell & Wiersema,1981 ;Day 

and Wensley, 1988 ; Ryans, 1995; Takehiko Isobe et.al, 2000).  

 

Customer satisfaction, defined as how products/services supplied by a company 

meet or surpass customer expectation, is considered a main performance indicator in the 

world of business –indeed it is one of the four perspectives of a Balanced Scorecard. In a 

competitive marketplace where businesses compete for market share and loyal clients, 

customer satisfaction is seen as a key differentiator and has increasingly become an 

essential element of business strategy. 

 

2.3 Operationalization of the model 
 

Each of the high-level constructs in this model was interpreted within the food 

industry and the meaning for each is extracted from its definition in the subject industry, 

the related indicators, and the context of the nomological net in which it is embedded. 
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The paths shown in Figure 2-1, in addition to the signs, are the specific hypotheses tested, 

which were generated directly from the propositions outlined previously. 

 

As an overview, magnitude and area of investment were subdivided into two 

constructs of import in the food industry: advertising and distribution. Structural product 

market characteristics were conceptualized as two lower-level constructs: number of 

competitors and concentration ratio. Competitive positioning was conceptualized as 

value and quality.  

 

It was hypothesized that this publicity would lead to better acceptance by 

consumers and, therefore, overall performance for the product. For the empirical test of 

the model, multiple measures for each construct were chosen to reflect the domain of the 

constructs. 

 

2.3.1 Operationalization of the Components of ESPM 
 

In order to render the model operational and measure the main constructs with 

greater accuracy, certain constructs have been divided into related subdivisions that are 

more tangible.  

 

2.3.1.1 Performance  
 

As mentioned in previous parts, ‘performance’ translates as the degree of market 

success; and it is evident that high performance is the ultimate purpose of all companies. 

For measuring all aspects of market performance, the dollar and unit sales were not 

deemed the sole indicator or measure. As stated in the research overview, profitability, 

expert acceptance, popular acceptance, current market share, future market share, 

customer satisfaction, return on investment, unit sales, and customer loyalty have been 

factored in among the indicators for the measurement of performance. 
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Profitability is a technical analysis term used to compare performances of various 

trading systems or different investments within one system (Harris, 2002).              

Market share, in strategic management and marketing, is the percentage or proportion of 

the total available market or market segment that is being serviced by a company. It is the 

portion or percentage of sales of a particular product or service in a given region that are 

controlled by a company. It can be expressed as a company's sales revenue (from that 

market) divided by the total sales revenue available in that market. In this research the 

current and next year market share have been consider for long time performance. 

Customer satisfaction, a business term, is a measure of how products and services 

supplied by a company meet or surpass customer expectation. It is seen as a key 

performance indicator within business and is part of the four perspectives of a Balanced 

Scorecard (Lawrence J. Gitman, Carl D McDaniel). Return on investment as a 

performance measure used to evaluate the efficiency of an investment or to compare the 

efficiency of a number of different investments. The term means that decision makers 

evaluate the investment by comparing the magnitude and timing of expected gains to the 

investment costs. The sales unit is a way of preparing an advertising budget on the basis 

of the unit, or number, of sales rather than dollar amounts, with a fixed sum set aside for 

each unit expected to be sold. 

 

2.3.1.2 Competitive positioning  
 

As two significant factors for finding a competitive positioning, quality and value 

are managed by directors and decision makers of the enterprises in many industries. The 

effect of quality is as remarkable as other competitive variables like new product activity, 

price and marketing communications activities in market share increasing rate (Adrian B. 

Ryans ,1988). In addition, the service managers and academic researchers are now 

aiming their attempts to comprehend how customers perceive the quality, as well as how 

these perceptions translate into customer satisfaction and behavioral intentions. (Festus 

Olorunniwo, Maxwell K. Hsu, Godwin J. Udo, 2006). This is such important factor that 

for early entry to the new markets or even in mandatory situations the firm should 

develop strong customer loyalty based upon perceived product quality and retain this 
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loyalty as the market evolves (David A. Aaker; George S. Day, 1986). Even for e-service 

the researches have revealed that quality is a core factor that bears determination on 

customer satisfaction, purchase, loyalty and retention through a website (Loiacono, 

Watson, & Goodhue, 2002; Zeithaml, 2002).  

 

On the other hand, in economics and business, the price is the assigned numerical 

monetary value of a good, service or asset. The concept of price is central to 

microeconomics where it is one of the most important variables in resource allocation 

theory (also called price theory). Price is also central to marketing where it is one of the 

four variables in the marketing mix that business people use to develop a marketing plan. 

Three relative value measures were derived: (1) a ratio of the highest price charged for a 

product, that is, the manufacturer's suggested retail price, to the standard or modal price 

for the product class, (2) a ratio of the lowest priced charged within a product class to the 

lowest price for a specific product, which typically was the mail order price, and (3) a 

ratio comparing a given product's suggested retail price to the lowest price of the product. 

The value measures were based on the prices at entry. Day and Wensley (1988) describe 

positional advantages as providing customers with either "lower relative costs" or 

"superior customer value." Competitive positioning in this current study was 

conceptualized as quality and value. 

 

2.3.1.3 Timing of entry 
 

 Lilien and Yoon (1990, p. 580) emphasize measurement shortcomings in timing 

research and state that further study must try to expand "more continuous measures of the 

entry-time and performance variables." Within this research, two ratio level measures 

were extended by determining the distance of a product from the first entrant, that is, 

the time since the initial product in that product market was introduced, and the 

cumulative number of previous entrants before the entry of the focal product. 
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2.3.1.4 Magnitude of investment: Advertising Investment and 
distribution Investment 
 

Magnitude of investment is a corporate decision that is difficult to assay in terms 

of objective measurement. In the industry under study here, measures for two key 

investment areas were available; namely advertising and distribution. These measures 

are appropriate because promotion and distribution are crucial factors in the food industry 

with a mass market for consumable products. 

 

Advertising investment was captured by the relative volume of advertisement in 

different media, number of advertisements in each media, and specified budget for a 

specific product during its entry period.  

 

The distribution occurring through two channels was evaluated in this research: 

direct sales and via other distributor companies. The amount of investment for each kind 

of these allotments was asked of the subject respondents.  

 

2.3.1.5 Structural product market characteristics: Number of 
competitors and concentration ratio 
 

There are several reasons to believe that managers will name relatively few 

competitors. In many conditions, nevertheless, this will not be important notably to the 

firm; the number of current competitors who have an influence on the firm is neutrally 

limited in many industries. 

Naming too few competitors is likely to matter most in fragmented and turbulent 

industries in which emerging competitors go unnoticed until it is too late (Hodgkinson 

1997). Apart from industry, the essential mission is to call as many competitors as 

necessary based on the situation. As noted before, strategic planning probably must 

utilize a wide range of competitors, whereas a smaller number of them may suffice in 

analyzing likely reactions to a short-term tactic. Unit of analysis such as business unit vs. 

the level of corporate also will likely influence both the number and representation of 

competitors. 
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The concentration ratio as the other subdivision of product market characteristics 

was included at the product level versus firm level because of its importance in the 

explanation of behavior and performance in the industrial economics literature. 

Concentration ratio was measured by two indicators of the summed market share of the 

top four companies. The two measures for the entry period are the current cumulative 

market share and the cumulative share of next year's projected sales. 

  

2.3.1.6 Sources of advantage 
 

Since the sources of advantage are what enable the company to enter the market 

as it did, the measures were taken for the year prior to entry. Three sources of advantage 

were deemed important: human resources, non-human resources, skills and experience 

(specific and general), prior entry experience and psychic distance between the origin and 

destination countries.    

2.4 Conclusion 
 

Conclusively in this research by defining some major construct at the first step 

and divide them to the measurable factors we are going to evaluate the model for Iranian 

SMEs which are present into the international markets of food products. Furthermore the 

decision makers and directors of the subject companies are the respondents of this 

research’s questions. In the next chapters the methodology of the research and the data 

analysis procedures will be explained and the conclusion chapter would offer the 

effectual viewpoint for the subject decision makers, also further research movements. 
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CHAPTER 3 

Research Methodology and Statistical 
Design  
 
 

Research Methodology and Statistical Design  
 

In previous chapters, the guideline and generality of the research and its 

supporting literature have been discussed. In this chapter, the procedure of statistical 

design and data analysis will be given to prepare a foreground for the next chapter which 

is the results of statistical analysis and its implementation for this research. This chapter 

will first outline the questionnaire and the different types of variables, and then discusses 

sampling and its characteristics. In the next step the prepared data is evaluated; and 

lastly, the final discussion will be concerned with the Exploratory and Confirmatory 

phases. 

 

 

3.1 Research purpose 
 

To perform a scientific study various design approaches exist and each researcher 

has his own rationale for choosing among them.  According to Saunders, Lewis, Thornhil 

(2003) and Yin (1994) the research may be classified as exploratory, descriptive, 

explanatory, or casual. 

 

Exploratory research is most useful when the research question is unprecedented 

or unusual; when there is a lack of literature and knowledge to direct forecasting, and 

when such research brings about a better understanding (Hair, Babin, Money & Samouel, 

2003) of the subject. However, it must be supported by a purpose (Yin,1994). It should 

be considered that the research is flexible enough to alter its direction as new data or 

insights come to light (Saunders, Lewis & Thornhill, 2000). Exploratory study, in other 
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words, provides a comprehensive overview of the problem area; also, innovation and 

intricacy of ideas is very important (Patel & Davidsson, 2003). 

 

Descriptive research is used when a certain body of existing knowledge is 

beginning to be described in the form of models. The limitation is to research only a few 

aspects of the problem area: being detailed and thorough, descriptions may be per aspect 

or describe relations between several aspects (Patel & Davidsson, 2003).  

  

Explanatory research builds on previous knowledge and theories for answering 

the research questions. The researcher formulates a hypothesis or hypotheses that are then 

tested empirically (Patel & Davidsson, 2003). Explanatory research focuses on the reason 

a situation or behavior occurs and correlation between causes and effects. In order to test 

hypotheses, the research has to be presented in such a way to minimize risk of anything 

other than what the hypothesis states influencing the result (Yin, 2003). 

Since our purpose is to evaluate a model for the better presence of Iranian SMEs 

in international markets, the research will be explanatory, and the data has been collected 

through a questionnaire. 

This research will consider the requirements to integrate perspectives and specific 

determinants of performance for achieving successful presence in international markets, 

in form of theory to guide managerial action to this end. The proposed model includes 

three core managerial decision components as the entry strategy such as timing of entry, 

magnitude of investment at entry and during the presence period, and area of competitive 

emphasis which together create a strong competitive positioning for a product in the 

target market. Besides the subject model’s key points, other factors outside the immediate 

control of management can affect a product's success or failure like sources of advantage 

and product market characteristics, which are expected to affect not only the long-term 

performance of a new product and prosperous presence in foreign markets, but also the 

selection of the entry strategy itself.  
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3.2 Research Importance 
 

The historical role of Iran in the regional and international trade by being located 

at a crossroads in route of the legendary ‘Silk Road,’ and furthermore, the importance of 

its geopolitical position in the Middle East, make this country extremely vital to regional 

and even international business. The absolute majority (99.8%) of Iranian companies are 

classified as SMEs and they include more than 60% of Iran’s workforce (UNIDO, 964-

317-604-5). According to a recent study conducted by Ministry of Industry and Mines of 

Iran, the country’s amount of non-oil exports should reach USD108 billion by 2020, of 

which the share of SMEs would account for more than 52% (ibid). This indicates how 

principal the role of Iranian SMEs is to Iran’s economy, and particularly so in 

international business. On the other hand, it must be considered that changes and 

refinements to the product's competitive positioning after entry, if possible, may be both 

difficult and expensive to achieve. Therefore preparing a model for directors and decision 

makers of Iranian SMEs seems critical and mandatory, especially in face of the shortage 

of academic research in this regard. 

 

3.3 Research Approach 
 

In Logic, a distinction is often made between two broad methods of reasoning 

known as the deductive and inductive approaches. 

 

Deductive reasoning works from the more general to the more specific (the ‘top-

down’ approach). Based on this approach, the researcher begins by proposing a theory on 

the subject at hand and subsequently narrows it down to more specific hypotheses that 

can be tested. It could be narrowed down even more when the observations have been 

collected to address the hypotheses. This ultimately leads the researcher to be able to test 

the hypotheses with specific data –resulting in confirmation (or not) of the original theory 

(Trochim, 2005). 
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Figure 3.1: A schematic representation of deductive reasoning 

 
 
 
 
 

Inductive reasoning on the other hand works the other way, moving from specific 

observations to broader generalizations and theories (a ‘bottom-up’ approach). In 

inductive reasoning, the researcher begins with specific observations and measures to 

detect patterns and regularities and formulate a tentative hypothesis that can be tested, 

and finally lead to developing some general conclusions or theories (Trochim, 2005). 

 

 

 
Figure 3.2: A schematic representation of inductive reasoning 

 
 

Based on what is described during the thesis procedure the general problem facing 

Iranian SMEs was sensed at first and then narrowed down to find the exact research 
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question. Thus the research is conducted through a “deductive” approach. The type of 

research will be discussed in the next section. 

 
 

3.4  Research Type 
 

Typically data is called quantitative if it is in numerical form and qualitative if it 

is not (Trochim, 2005). Quantitative research methods transform the data to numbers and 

quantities and then statistical analysis is done on the gathered data. It is the researcher’s 

interpretations of the data analysis that is emphasized, and this data can not be 

transformed to numbers or quantities (Holme & Solvang, 1997). Qualitative research 

method, by contrast, uses the interview guide only as a guide and does not try to 

influence or affect the respondent in any way (Holme & Solvang, 1997). The researchers 

will in advance have constructed questions, which give the researchers a high degree of 

control (Yin, 2003). 

Literature review, the next stage of the research as a very principal issue is 

performed on the related papers and articles for better perception of the research 

concepts. It has been discussed within chapter 2. Like other quantitative researches, the 

required data should be gathered to enable the researcher enough to classify, clean and 

evaluate them. Within this research the data analysis procedure has been debated, 

evaluated with different techniques and then reported in detailed in the chapters 3 and 4. 

Furthermore the questions have been replied and hypotheses have been tested in chapter 

4. Finally the conclusion and leadership for further research will be given in chapter 5.  

 

 3.5  Contribution 
 

According to the literature, two factors from Uppsala Model have been considered 

as “Gradual Movement to New Markets” and “Psychic Distance” supplementary to 

“Timing of Entry” and “Market Characteristics” constructs. In methodology, as result of 
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teamwork conducted by Eng. Farvaresh1, by collecting some techniques a factor analysis 

procedure has been developed for these kinds of researches. From an empirical 

standpoint, in the sampling process, although within the key article (Green, et. al., 1995) 

the software industry was selected as the statistical community, in this research the model 

has been applied to and tested upon food industry community. Furthermore this research 

evaluation has been performed on the SMEs whereas in the key article the size of 

enterprises was not considered. 

 
 

3.6 Data Collection 
 

Data collection, as one of the major procedure of data analysis includes below 
features:  
 
 

3.6.1 Questionnaire 
 

A questionnaire is a tool which elicits the emotion, opinion, experiences, 

inference, or attitudes of a sample of people. The questionnaire is a very prevalent, 

concise, preplanned set of questions designed to generate specific information to meet a 

particular need for research information about a related topic from respondents normally 

from a related interest area. It is in written or printed form used to gather information on 

some subjects including a list of questions to be submitted to one or more persons (James 

P. Key, 1997). 

 

In this research, to gather required data from Iranian SMEs which have been 

present and inveterate in the foreign markets, and with the aim of conducting a 

quantitative-based evaluation, the questionnaire was selected as the best form for data 

gathering. Our questionnaire has been divided into two main parts: general questions and 

main questions. General questions include company name, respondent position, field of 

activity, number of staff, the year of foundation, foreign markets region, and type of 

                                                            
1 Farvaresh, H., Industrial engineer in department of industrial engineering Tarbiat Modares Universiy 
Instructor of multivariate courses in Tarbiat Modares and Tehran Universities 
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international markets entry to prepare required demographic variables. Furthermore 33 

main questions have been prepared to gather required data from observable variables 

(indicators) for 9 latent variables (constructs). The logical structure of the questionnaire 

followed the order of successful presence dimension in the foreign markets based on the 

reference. For understanding the importance and satisfaction of each dimension Likert’s 

method of a 5-scale table was used (1=very little, 3= neutral, 5= very much).  
 

Demographic Variables is the varying characteristic that is a vital or social 

statistic of an individual, sample group, or population such as age, sex, socioeconomic 

status, racial origin, education. In this research, for the purpose of achieving descriptive 

statistics and deriving general information about the respondents, and for further better 

classification, the results of the related demographic variables were designed as follows: 
 

 

Table 3-1: Demographic Variables  
Number of Staff 
1 Less than 10 
2 Between 10 and 50 
3 Between 50 and 250 
Product Type 
1 Dairy & Protein 
2 Concentrate & Drinking 
3 Produce & Nuts 
4 Cereal & Oiled Seed's Crops
5 Sweets 
6 Different combinations of above products 

Export activity region 
1 Middle East 
2 Asia / Oceania 
3 Europe 
4 America 
5 Africa 
6 Different combinations of above regions
Organizational position of respondent
1 Managing Director 
2 Commercial Manager 
3 Export Manager 
4 Sales Manager 
5 Other Decision Makers 
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 Measurable Variables 
Generally like other researches we are dealing with two types of variables, observable 

and latent: 

 

• Observable (Manifest) Variables are those variables that can be observed and directly 

measured. In this research we consider the below factors to measure different 

constructs: 
Table 3-2: Observable Variables  

1 Proficiencies’ capabilities and experiences
2 General capabilities and experiences
3 Pre-experiences before incoming to new foreign markets
4 Psychic distance 
5 Human resources 
6 Non-human resources 
7 Market share of 4 leaders
8 Rival’s advertisement 
9 Months since first entrant
10 Total number of prior entrants to this market
11 Amount of direct sales investment
12 Gradual entrance target market
13 Packing 
14 Raw material 
15 Relative retail price 
16 Distributed price 
17 Minimum price 
18 Popularity of the product
19 Profitability 
20 Market share 
21 Customer satisfaction 
22 Return on investment 
23 Return on sales 
24 Unit sales 
25 Customer loyalty 
26 Market acceptance 
27 Market share growth 

 
 

• Latent Variables are variables that are not directly observed but are rather 

inferred (through a mathematical model) from other variables that are 

observed and directly measured. In this research we have nine constructs 

(latent variables) which are counted by observable factors as following: 
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Table 3-3: Latent Variables 1 

1 Concentration Ratio 
2 Number of Active Competitors
3 Sources of Advantage 
4 Timing of Entry 
5 Distribution Investment
6 Advertisement Investment
7 Value 
8 Quality 
9 Performance  

 

3.6.2 Sampling 
 

Sampling is the process of selecting units (such as people and organizations) from 

a population of interest so that by studying the sample you can fairly generalize your 

results to the population from which the units were chosen. In this chapter, we begin by 

covering some of the key terms in sampling like population and sampling frame. Then, 

because some types of sampling rely on quantitative models, certain statistical terms used 

in sampling will be explained. Finally, we will discuss the major distinction between 

probability and non-probability sampling methods and work through the major types in 

each (Trochim, 2005). 

 

 
Figure 3-3: The sampling model for external validity 
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In this study due to the purpose of the research, the small and medium sized firms 

have been selected in the first step. Among them, the companies, which are active in 

international markets, have been considered for evaluation; specifically, based on the 

cluster sampling issue, the food industry has been selected. On the basis of area sampling 

discussion, as already mentioned, Iran has been picked as our major area of the sampling 

issue. Also because Khorasan, Tehran, Azerbaijan and Khuzestan provinces are very 

active and principal in food industry they have been adapted for main area of data 

gathering. The selection of sampling procedure was started by discussion with experts 

and continued on visitation of different food industry exhibitions. The next step was 

having cooperation with Iran Small Industries and Industrial Parks Organization (ISIPO) 

and Trade Promotion Organization of Iran (ITPO), the administrator of SMEs in Iran, and 

being directed by them. In addition to the above, studying different resources in this 

regard and presence in different food industry exhibitions has been an admissible way for 

finding more valid sources.  

 

 

3.6.2.1 Sample Size 
 

For the first procedure as the pilot the data cleaning procedure the number of 

cases in our sample reduced to 246. The minimum number of sample size base on 

Lohmoller, 1982 should be ten times the number of indicators on the most complex 

formative construct. Considering that we  

IIn have maximum 9 indicators for “performance”, we require at least 90 cases in our 

sample whereas 246 cases have been gathered in this regard, and its related response rate 

is: test 50 firms have been chosen to fill out the questionnaires. Through evaluation of 

filled questionnaires, the inappropriate questions have been edited and excess ones have 

been remove. Then around 870 questionnaires distributed between them and near 315 of 

them were collected. In this regard the response rate is as below percentage: 

(246/870)*100 = 28.27% 
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3.6.2.2 Reasons of low response rate 
 
The below items have been found as the reasons of low response for this research;  
 
 

 Unwillingness to reply 
 Not anymore exporter 
 Forget to send ( In spite of strong follow-up in this step) 
 Loosing due to human errors 

 
After analyzing and cleansing these questionnaires about 48 of them were 

removed from the sample because of unanswered questions and irrelevancy of data. 

Finally 272 samples were remained. 

 

3.7 Data Analysis 
 

Analyzing the gathered data contains some procedures which have been brought 
hereinafter: 
 
 
3.7.1 Data preprocessing 
 

  Within this procedure the required data would be prepared for factor analysis. As 

far as all gathered data do not look sufficient for analysis, the wrong data as the result of 

careless filled questionnaire must be eliminated. Therefore the missed data and outlier 

data should be considered in this procedure. 

 

3.7.1.1 Data coding 
 

Data coding as a way of measuring the qualitative factors has been used in this 

research. As conversed previously. The quality responses to questions were determined 

by Likert-type response where qualitative statements like strongly disagree, disagree, 

neutral, agree and strongly agree mapped to numbers from 1 to 5.  
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3.7.1.2 Missed data and outliers 
 

The default method of deleting data while calculating a correlation matrix is to 

keep out all cases that have missing data in at least one of the selected variables which is 

called casewise deletion of missing data. It causes a proper correlation matrix, where all 

correlations are achieved from the same set of observations. By the way, if missing data 

are randomly distributed across cases, it could easily terminate with no valid cases in the 

data set, because each of them will have at least one missing data in some variable. The 

most common solution used in such instances is to use so-called pairwise deletion of 

missing data in correlation matrices, where a correlation between each pair of variables is 

calculated from all cases that have valid data on those two variables.  

Furthermore, the replacing all missing data in a variable by the mean of that 

variable is another common method to avoid losing data owing to casewise deletion is the 

so-called mean substitution of missing data. Although this method of deletion produces 

"internally consistent" sets of results, it artificially decreases the variation of scores, and 

this decrease in individual variables is proportional to the number of missing data. In 

addition, because it substitutes missing data with artificially created "average" data 

points, mean substitution may considerably change the values of correlations. Finally as 

another way, it is common to ignore the questionnaire that contains more than five 

missed data. The outlier is an unusual and infrequent observation. Owing to the way of 

determining the regression line, the outlier has a weighty effect on the slope of the 

regression line and accordingly on the correlation coefficient’s value. Typically, it 

believes that an outlier represents a random error that is better to be controlled. However, 

there is no commonly accepted method to remove outliers automatically, thus what it is 

left with is to identify any outliers by examining a scatterplot of each important 

correlation. It is obvious that outliers may not only artificially increase the value of a 

correlation coefficient, but they can also decrease the value of a "legitimate" correlation. 

(www.uta.edu/faculty/sawasthi/Statistics/stbasic.html). In order to handle questionnaires 

with missed data, different techniques chosen. Those are record elimination, substitution 

with mean and casewise. 

http://www.uta.edu/faculty/sawasthi/Statistics/stbasic.html
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3.7.2 Factor Analysis 
 

Factor analysis is a technique that can be used to develop the scales for the 

various unobservable constructs such as behavior, personality, intelligence and other 

similar factors which use mostly in behavioral and social sciences. This technique is also 

useful to understand the underlying reasons for the correlations among the variables. 

Factor analysis can be classified as exploratory or confirmatory. As it is observed in 

image 3-4 following the data gathering phase and receiving to raw data, we would have 

the next major phases: Exploratory Phase and Confirmatory Phase. In the first phase the 

data would be sensed, the interrogative description of cases and respondents will present 

and the gathered data would be put in different clusters. Then the outlier data, missed 

data and the information which deteriorates our gathered data shall be found, repaired or 

removed. After Exploratory Factor Analysis, hidden factors, indicators, and the 

relationship between them are specified and in the next phase, Confirmatory the prepared 

model should be evaluated and fitted by different measurers and indices. The final step is 

Structural Equation Modeling (SEM) that the loading between the constructs would be 

measured and define that they are acceptable or should be rejected. 
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Figure 3-4: Factor Analysis Procedure  

 

 

3.7.2.1 Exploratory Phase 
 

Exploratory Factor Analysis (EFA) or Exploratory Data Analysis (EDA) is a 

widely utilized, complex, multi-step process statistical technique in the social sciences 

(Anna B. Costello and Jason W. Osborne, 2005). In this kind of analysis the researcher 
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may collect data and explore or search for a factor structure or theory which can explain 

the correlations among the indicators (Subhash Sharma, 1996). 

It is an approach for data analysis that employs a variety of techniques (mostly 

graphical) to maximize insight into a data set, uncover underlying structure, extract 

important variables, and detect outliers and anomalies. In other words EDA is an 

approach to data analysis that postpones the usual assumptions about what kind of model 

the data follow with the more direct approach of allowing the data itself to reveal its 

underlying structure and model. 

Most EDA techniques are graphical in nature with a few quantitative techniques. 

The reason for the heavy reliance on graphics is that by its very nature the main role of 

EDA is to open-mindedly explore, and graphics gives the analysts unparalleled power to 

do so, enticing the data to reveal its structural secrets, and being always ready to gain 

some new, often unsuspected, insight into the data. 

 

There are two major factor analysis techniques for exploratory factor analysis:  

 
 Principal Components Factoring (PCF) 
 Principal Axis Factoring (PAF) 

 
In PCF, factors are extracted by assuming that the communalities of all the 

variables are one. That is, it is assumed that the error or unique variance is zero. For this 

reason many researchers do not consider PCF to be a true factor analysis technique. On 

the other hand, in PAF first an estimate of the communalities is obtained followed by an 

estimate of the factor solution. An iterative procedure is used to estimate the 

communalities and the factor solution. The iterative procedure terminates when the 

estimate of communalities converges. 

 

Actually in this approach  data analysis that employs a variety of techniques to 

maximize insight into a data set, uncover underlying structure, extract important latent 

factors, and detect outliers and anomalies. In the EDA phase, we have four main tasks 

including: 1) data cleaning, 2) descriptive statistics, 3) cluster analysis, and 4) factor 

analysis. 



 57

In an exploratory factor analysis the researcher has little or no knowledge about 

the factor structure such as: 

 
1) The number of factors or dimensions of excellence 
2) Whether these dimensions are orthogonal or oblique 
3) The number of indicators of each factor 
4) Which indicators represent which factor?  

 

3.7.2.1.1 Descriptive Statistics 
 

Descriptive statistics describe the basic features of the data in a study such as the 

mean and the standard deviation of the original variables. They provide simple 

summaries about the sample and the measures. Together with simple graphics analysis, 

they form the basis of virtually every quantitative analysis of data. 

 

Descriptive statistics present quantitative descriptions in a manageable form. In a 

research study, you may have many measures, or you might measure a large number of 

people on any given measure. Descriptive statistics help you summarize large amounts of 

data in a sensible way. Each descriptive statistic reduces data into a simpler summary 

(Trochim, 2005). 

 

 

3.7.2.1.2 Cluster Analysis 
 

Cluster analysis is a technique used for combining observations into groups or 

clusters such that: 

 

 Each group or cluster is homogeneous or compact with respect to certain 
characteristics. That is, observations in each group are similar to each other. 

 
 Each group should be different from other groups with respect to the same 

characteristics; that is, observations of one group should be different from the 
observations of other groups. 
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Cluster analysis takes the output of the multidimensional scaling (the point map) 

and partitions the map into groups of statements or ideas, into clusters. If the statements 

describe program activities, the clusters show how to group them into logical groups of 

activities. If the statements are specific outcomes, the clusters may be viewed as outcome 

constructs or concepts (Trochim, 2005).  

Generally it has been divided into two main methods as Hierarchical and Non-

Hierarchical: 

 

“Hierarchical” cluster analysis is comprised of agglomerative methods and 

divisive methods that finds clusters of observations within a data set. The divisive 

methods start with all of the observations in one cluster and then proceeds to split 

(partition) them into smaller clusters. The agglomerative methods begin with each 

observation being considered as separate clusters and then proceeds to combine them 

until all observations belong to one cluster.   

 

“Non-hierarchical” clustering on the other hand for at the initial stage, an arbitrary 

number of clusters should be temporally chosen. The members belonging to each cluster 

will be checked by selected parameters or distance and relocated into the more 

appropriate clusters with higher degree of being separable. This method generates a 

classification by partitioning a dataset, giving a set of (generally) non-overlapping groups 

having no hierarchical relationships between them. A systematic evaluation of all 

possible partitions is quite infeasible, and many different heuristics have thus been 

described to allow the identification of good, but possibly sub-optimal, partitions. 
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Figure 3-5: Word’s Tree Diagram for Clusters 

 
 
 

It would be better to combine both methods for more proper responding. At the 

first step that we cannot define the number of clusters, we choose hierarchical analyzing 

and ward method. It considers all items in one cluster and concerning their similarity 

divides them to different clusters. Then by declaring the number divided clusters, we are 

able to use non-hierarchical clustering analysis through K-means method.  

 

 
Figure 3-6: Plot of Means for Clusters  
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Following the clustering we find different categories that each category has the 

members with similar behaviors and like responses. 

The process of manipulation or adjusting the factor axes to achieve a simpler and 

logically more meaningful factor solution is called “Factor Rotation”. The propose of 

rotation is to achieve a simpler factor structure that can be meaningfully explained by the 

researcher. An orthogonal or an, the rotated factors are orthogonal to each other; whereas 

in oblique rotation the rotated factors are not oblique rotation can be performed to 

achieve this objective. In the orthogonal rotation, which is the most popular orthogonal to 

each other. The interpretation of the factor structure resulting from an oblique rotation is 

more complex than that resulting from orthogonal rotations. Varirnax and quartimax are 

the most popular types of orthogonal rotations. The factor structure was rotated using 

each rotation technique. Discussion and the results of varimax and quartimax rotation are 

described below: 

 

 Varimax Rotation 
 

In the varimax rotation the major objective is to have a factor structure in which 

each variable loads highly on one and only one factor. That is, a given variable should 

have a high loading on one factor and near zero loadings on other factors. Such a factor 

structure will result in each factor representing a distinct construct. The output gives the 

rotated factor solution. The transformation matrix gives the weights of the equations 

used to represent the coordinates with respect to the new. 

  
 Quartimax Rotation 

 
The major objective of this rotation technique is to obtain a pattern of loadings 

such that; 

 

• All the variables have a fairly high loading on one factor. 

• Each variable should have a high loading on one other factor and near zero 

loadings on the remaining factors. 
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Obviously such a factor structure will represent one factor that might be 

considered as an overall factor and other factors that might be specific constructs. Thus, 

quartimax rotation will be most appropriate when the researcher suspects the presence of 

a general factor. Varimax rotation destroys or suppresses the general factor and should 

not be used when the presence of a general factor is suspected. In this research it is 

intended to find latent factors related to indicators and not a common factor, so varimax 

rotation selected and loadings higher than 0.45 highlighted. 

 

3.7.2.1.3 Exploratory Factor Analysis 
Within Exploratory Factor Analysis (EFA) the researcher has little or no 

knowledge about the factor structure such as the number of factors or dimensions of 

excellence; whether these dimensions are orthogonal or oblique; the number of indicators 

of each factor;  the relation between indicators and constructs; and so on (Ledyard R 

Tucker & Robert C. MacCallum, 1997). Namely it does not have enough theory to 

answer the above items. If it is going to control the number of factors extracted to a 

particular number and specify particular patterns of relationship between measured 

variables and common factors, and this is done a priori (before seeing the data), then the 

confirmatory procedure is proper analysis, whereas if there is not such well specified a 

priori restrictions, then using the exploratory procedure would be precedence (Fabrigar, 

Wegener, MacCallum, & Strahan, 1999). In this regard the following concepts would be 

studied: 

 

3.7.2.1.4 Correlation  Matrix 
 

A correlation is a single number that describes the degree of relationship between 

two variables. When the numbers of interval-level variables are more than two, the 

correlation matrix would be used. It lists the variable names down the first column and 

across the first row and describes correlation among the variables. It is also a square 

symmetrical matrix that the diagonal of a correlation matrix (the numbers that go from 

the upper-left corner to the lower right) are always one, because these are the correlations 

between each variable and itself (and a variable is always perfectly correlated with itself). 
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Following the calculation of the correlation, the probability that the observed 

correlation occurred by chance would be determine. It would be conducted by a 

significance test. The purpose is determining the probability that the correlation is a real 

one and not a chance occurrence. Therefore, below exclusive hypotheses should be tested 

manually: 

 
H0: r = 0 
H1: r≠0 
 

As in all hypotheses testing, it needs to first determine the significance level or p-

value, which uses for the test. The using of the common significance level of α = .05. 

This means that it conducts a test where the odds that the correlation occurred by chance 

are no more than 5 out of 100. Before looking up the critical value in a table, the degrees 

of freedom (df) should be computed. The df for a correlation is simply equal to N - 2 or, 

in this research is 246 - 2 = 244. 

Due to checking unequal relations, the tests in this research are benefited two tailed. By 

considering three required information as (α = 0.05 or α = 0.001), (df = 244) and type of 

test (two-tailed) we are able to test the significant level of correlation. Each correlation’s 

degree more than critical value of (α = 0.05) and (α = 0.001) further less than their 

negative values would be in the accepted region of the two tailed test. In these conditions 

the null hypothesis would be rejected, therefore that correlation would be accepted based 

on the significance level. In other words p-values, or significance levels, measure the 

strength of the evidence against the null hypothesis; the smaller the p-value, the stronger 

the evidence against the null hypothesis (Sterne, 2000). Null Hypothesis is typically 

statement of no difference or effect. A p-value close to zero signals that the null 

hypothesis is false and typically that a difference is very likely to exist. Large p-values 

closer to 1 imply that there is no detectable difference for the sample size used. A p-value 

of 0.05 is a typical threshold used in industry to evaluate the null hypothesis. In more 

critical industries such as healthcare a more stringent, lower p-value may be applied. 

More specifically, the p-value of a statistical significance test represents the probability 
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of obtaining values of the test statistic that are equal to or greater in magnitude than the 

observed test statistic (ibid). So with help of p-value following statements are available: 

H0:  rejected if p-value < α 

H1:  accepted if p-value > α  

 

• Structural loadings 

 

The degree of correlation between a main factor and its related latent and manifest 

factors is called a factor loading, obviously the “error” as one of the latent factor is 

related to the main factor. Apparently, the manifest factor (indicator) is generally more 

highly correlated with the variables than error, because these factors are pulled out 

successively and will account for less and less variance overall. 

 

• Communalities 

 

The observed communality is the squared correlation with its own common 

portion which is, the proportion of variance in that variable that is explained by the 

common factors, in the other words the communality is the square of loading. 

Communality demonstrates how an indicator is a proper or reliable measure of the factor, 

whereas greater communality explains better measuring factor with the related indicator.  

 

 
• Eigenvalues and Scree plot 

 
Eigenvalues are a special set of scalars associated with a linear system of 

equations (i.e., a matrix equation) that are sometimes also known as characteristic roots, 

characteristic values (Hoffman and Kunze 1971), proper values, or latent roots (Marcus 

and Minc 1988, p. 144). In a more simple statement these are the total communality 

between all the variables and a factor. So it is the variance accounted by the factor. An 

accepted rule says eigenvalues of standardized data should be greater than 1. It means the 

amount of variance of a component should be at least equal to one variable. The above 
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mentioned rule and the following explanation of Scree plot graph would determine the 

number of factors. 

The "scree" is the geological term referring to the debris that collects on the lower 

part of a rocky slope and the scree test involves finding the place where the smooth 

decrease of eigenvalues appears to level off to the right of the plot. To the right of this 

point, presumably, you find only "factorial scree". Thus, no more than the number of 

factors to the left of this point should be retained. The scree plot proposed by Cattell 

(1966) is for determining the number of singular values that are useful and informative, 

and that should be retained for subsequent analyses. Usually, the number of "informative" 

dimensions to retain for subsequent analysis is determined by locating the "elbow" in this 

plot, to the right of which one presumably finds on the factorial "scree" due to random 

noise. 

 

 
Figure 3-7: Eigenvalues of Correlation Matrix 

 
 

After performing EFA, below items have been detected and described hereinafter: 

 
Within this stage the “Exploratory Phase” is in its final steps, namely the data has 

been analyzed and the outliers have been removed. Beside the clusters of cases, the 

relations among constructs and indicators have been specified and finally “Hidden 
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Factors” are estimated. The hidden factors are the independent variables which cannot be 

directly observed. They can be divided as Constructs and Errors. The aim of factor 

analysis is to reveal any latent variables by means of the manifest variable (Anna B. 

Costello and Jason W. Osborne, 2005). 

 

3.7.2.2 Confirmatory Phase 
 

As mentioned above after identifying the output of EFA phase and specifying 

latent factors and the relation among them, in other words extracting a model form the 

data in this phase we should examine the offered model. In this phase we should test the 

reliability between data, and prepare the test and fitting data for model building. The 

confirmatory sub-model will present the correlations between constructs whereas the 

measurement model includes the relation between constructs and indicators. 

 
 

3.7.2.2.1 Fitting and Validation Data 
 

Preparing a proper model which could be predictive enough has been the main 

propose of the research. Predictive modeling is the process by which a model is created 

or chosen to try to best predict the probability of an outcome. In many cases the model is 

chosen on the basis of detection theory to try to guess the probability of a signal given a 

set amount of input data (Jeffrey H. Altschul, 2004). Furthermore it is seriously arguable 

that due to the used data to modify or respecify and test the model, the analysis is not 

truly confirmatory. In order to do a true confirmatory analysis the different methods 

could be proposed whereas the model could be developed using one sample and then 

tested on an independent sample. On the other hand the sample could be divided into two 

subsamples: an analysis sample and a holdout sample. The model could be developed on 

the analysis sample and validated on the holdout sample. 

 

During this research in order to confirm the model firstly, we divide the sample 

randomly into two groups. The result will be an unbiased estimate of the classification 
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rate. The first group which called “test data” or “validation data” should be selected in 

proper ratio, based on created clusters. Within this study, 246 cases have been selected, 

hence 46 cases out of this amount (around 20%) have been chosen randomly for testing 

based on 3 clusters. The remained data called “Train Data” or “Fitting Data” which are 

used for parameter adjustment and model building. In order to examine the model 

reliability we use the whole data. 

 

3.7.2.2.2 Reliability 
 

Reliability is the extent to which an experiment, test, or any measuring procedure 

yields the same result on repeated trials. Without the agreement of independent observers 

able to replicate research procedures, or the ability to use research tools and procedures 

that yield consistent measurements, researchers would be unable to satisfactorily draw 

conclusions, formulate theories, or make claims about the generalizability of their 

research. Reliability refers to the degree to which data collection method or methods will 

yield consistent findings, similar observations would be made or conclusions reached by 

other researchers or there is transparency in how sense was made from the raw data 

(Saunders, Lewis, Thornhil, 2003). Cronbach’s alpha as a coefficient of reliability 

measures how well a set of items (or variables) measures a single unidimensional latent 

construct.  When data have a multidimensional structure, Cronbach’s alpha will usually 

be low. It is an unbiased estimator of reliability if and only if the components essentially 

τ-equivalent (Lord & Novick, 1968).  Cronbach’s alpha can be written as a function of 

the number of test items and the average inter-correlation among the items. If the value of 

alpha for each construct would be more than 0.7, the construct is accepted, otherwise it 

would be rejected. For the alphas less but near to 0.7, it may possible to be accepted. 

 

3.7.2.2.3 Confirmatory Factor Analysis 
 

Within this phase the structure of the model which has been built during the 

exploratory phase would be hypothesized. As mentioned hereinabove in exploratory 

phase through data, the factor model is built, hence it causes to making theories. During 
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the confirmatory phase the empirical data help to confirm proposed model. Confirmatory 

factor analysis (CFA) is a statistical technique used to verify the factor structure of a set 

of observed variables. CFA allows the researcher to test the hypothesis that a relationship 

between observed variables and their underlying latent constructs exists. The researcher 

uses knowledge of the theory, empirical research, or both, postulates the relationship 

pattern a priori and then tests the hypothesis statistically (Diana D. Suhr). Confirmatory 

factor analysis, on the other hand, assumes that the factor structure is known or 

hypothesized a priori, which is knowledge of the actual population. In other words, the 

complete factor structure along with the respective indicators and the nature of the pattern 

loadings is specified a priori. In this research the used software is Amos 16 related to 

Amos Development Corporation. It is a very powerful and graphic-based software to 

evaluate a structural model which uses Maximum Likelihood Estimation technique to 

empirically verify or confirm the factor structure. The maximum-likelihood estimation 

(MLE) technique, the most popular technique for confirmatory factor analysis is a 

statistical method used to calculate the best way of fitting a mathematical model to some 

data. On the other hand “Degrees of Freedom” (df) is the number of categories or classes 

being tested minus 1. It could also be thought of as opportunities for change. 

Three cases may happen related to number of equations and parameters. First case 

is underidentified model which number of equations is less than parameter. This model 

can be confirmed only with help of some constraints. Second case is when the number of 

equations is the same as number of parameters. This will result in exactly one solution. 

Finally, the third case is when number of equations are higher than number of parameters. 

This model is overidentified. An underidentified model cannot be estimated and a unique 

solution does not exist for it. Although a just identified model is measurable, but it is not 

very informative as an exact solution exists for any sample covariance matrix. That is, the 

fit between the estimated and the sample covariance matrix will always be perfect. 

Therefore it is not possible to determine if the model fits the data. The overidentified 

model will not result in perfect fitting. The number of overidentified equations shows the 

degrees of freedom.  

 

Confirmatory factor analysis runs for below issues such as: 



 68

1. Estimating the parameters of hypothesized factor model, given the sample 

covariance or correlations 

2. To determine how close is the estimated variance of the model with variance of 

the samples. 

 

In order to estimate and use of numbers from hypothesized model, it is needed to 

assess model fit. If the model sufficiently fitted data, the researcher can go for estimating 

and using other values. Statistical tool for finding overall model fit is X2 test and its 

heuristic tool is Goodness-of-fit indexes.   

 

• The X2 test 

X2 is used to test the null and alternative hypotheses: 

 

H0: ∑ = ∑ (θ) 

H1: ∑ ≠ ∑ (θ)  

 

H0 means the hypothesized model fits the data and alternative hypothesis means a 

model other than the proposed model fits the data. Where ∑ is the population matrix and 

∑ (θ) is the covariance matrix from the vector of parameters defining the hypothesized 

model. The Sample covariance (S) will be used instead of ∑ and estimated covariance 

matrix (∑) will be used instead of ∑ (θ) where ∑ ( θ) =∑. With these estimations null 

hypothesis is S = ∑ or S- ∑ = 0. It means the difference between the sample matrix and 

estimated covariance matrix is zero matrixes. Note that in this case it is desirable to 

accept the null hypothesis. The result of accepting null hypothesis is that model fits data.  

 

• Heuristic measures of model fit 

 

X2 is very sensitive to sample size and in large sample sizes a little change in 

model fit will be statistically significant. So it is needed to substitute it with a different 

method. These substituted measurements are central and baseline validation indices that 

most of them are sample independent and widely used. 
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• Validation Indices 

 

Goodness-of-fit index (GFI) (Jöreskog and Sörbom, 1984); GFI adjusted for 

degrees of freedom (AGFI); and Root Mean Square Residual (RMSR) which in this 

research (RMR) is the output of Amos 16. It represents the amount variances and 

covariances in the sample predicted by model. GFI <= 1 is for the hypothesized model 

that do not completely fit the data. The question is that when the data approximately fits 

the data. One highly accepted cutoff says when GFI > 0.9, also researchers say AGFI > 

0.8. RMSR is scale dependent so it has no upper bond and should be compared to other 

competent models, so it is not a good measurement index. Also the other estimating 

factor results from model are Root Mean Square Error of Approximation (RMSEA). In 

the key article it is 0.045. Detailed analysis of this section will be shown in chapter 4.  

 

The other validation indices are: McDonald’s transformation of non-centrality 

measures (MDN); Tucker-Lewis Index (TLI); Relative non-centrality Index (RNI). NCP 

ranges from zero to infinity, however its transformation causes to change it ranges from 

zero to 1. High values of MDN is recommended for good models.TLI and RNI are 

relative fir indexes that that results form comparison of hypothesized model (null model) 

with some base models are achieved. A highly accepted cutoff says these numbers should 

be higher than 0.9. 

As stated above, if the model fits the data it is a valid measurement model and 

finding central and non-centrality measures are reasonable. Therefore this measurement 

model is ready to start for entering Structural Equation Modeling. 
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Figure 3-8: Correlation among Factors 

 
 

 
 

The precise and more detailed related information will be brought in the next 

chapter. The above figure shows the relation between constructs and indicators (without 

any loading, which follows in Chapter Four). 
 
 
 

3.7.3 Structural Equations Modeling (SEM) 
 

Structural Equation Modeling (SEM) is an intrinsically confirmatory technique, 

but in practice it is often used in an exploratory way. Various tools have been developed 

for adapting this confirmatory technique to exploratory uses (MacCallum, 1986). These 

include the use of modification indices and Lagrange multiplier tests for selectively 

adding parameters to a model, and the use of z statistics (also called critical ratios) and 
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Wald tests for selectively eliminating parameters. Amos provides an alternative approach 

to exploratory SEM. In this approach, exploratory SEM is treated as a problem in model 

selection in which the number of candidate models is permitted to be large. Tools are 

provided for systematically fitting many candidate models and for choosing among them 

on the basis of fit and interpretability.  

 
Figure 3-9: Structural Equations Modeling 

 
 
Within next chapter, the related numerical data and the result of mentioned techniques in 
this chapter will be delivered. 
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CHAPTER 4 

Analysis of Empirical Data 
 

Analysis of Empirical Data 
 

The previous chapter discussed the questionnaire and the different type of 

variables, samples, and data evaluation, as well as assessment of Exploratory and 

Confirmatory phases. In this chapter we are going to hand over the related numerical 

data and the result of mentioned techniques. Based on the research procedure of Figure 

3-4 the statistical procedure has been divided into two major parts: Exploratory and 

Confirmatory phases. However, before beginning the evaluation procedure the related 

demographic statistics and the condition of respondents will be illustrated by a number of 

bar and pie charts. In the first phase following the descriptive statistics, the correlation 

and covariance matrices for each construct will be shown followed by the normal 

probability plot. During the next step the cluster analysis and analysis of variance will be 

discussed, and after exploratory factor analysis, the communality, eigen value and scree 

plot will be presented. For the subsequent confirmatory phase, the reliability and amount 

of Cronbach’s alpha will be discussed for each construct separately, and then the 

confirmatory factor analysis and measurement model will be evaluated. In the final stage 
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the structural equation model, (SEM) and the constructs’ effects will be illustrated and 

analyzed. 

 

4.1 Exploratory Phase 
 

Within this section the founded data for descriptive statistics, the clusters of data 

further the output of software for confirmatory analyses of factors will be evaluated 

statistically.  

 

4.1.1 Demographic Statistics 
According to previous discussion about the statistical community of this research, 

the Iranian SMEs which are active in the international food industry markets, we 

considered 5 different items to classify them in separated categories. The mentioned 

items consist of “The region of their target market, the product type, the number of staffs, 

the position of respondents and finally the type of foreign markets presence.” 

  

 
Figure 4-1: The Region of Iranian SMEs Target Markets 

 
 

 
Based on the above histogram and the data code table attached in appendix, the 

maximum percent of target market is related to Asia/Oceania with 38 % (Code 2), 
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followed by Africa with 19% (Code 6). The 13 % market penetration index for Middle 

East (Code1) shows that this market is the next major target market for Iranian SMEs. 

The other codes are the combination of different market target markets for subject 

companies. 

 
Figure 4-2: Iranian SMEs Product Type  

 
 

 
Figure 4-3: The Number of Staffs  

 
 



 75

The figure 4-3 related to the size of companies shows that 41% of them are micro 

firms (less than 10 staffs), 37% are small companies (Between 10 to 50 staffs) and 21% 

of evaluated firms are medium-sized (Between 50 to 250 staffs). 

 
 

 
Figure 4-4: The respondents’ Organization 

 

The organizational position of respondents based on figure 4-4 has been divided 

as 46% Managing Directors, 31% Commercial Managers, 6% Export Managers, 6% 

Sales Managers, and 11% Other Decision Makers. 

 
 

 
Figure 4-5: The Foreign Market Presence Type 
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As far as mentioned in previous chapters for different type of internationalization 

modes among Export, Licensing, Franchising and Foreign Direct Investment (FDI), 

Iranian SMEs have chosen Export as the most simple way of foreign market entrance 

majorly (96%) and Franchising(4%).  

 

 

4.1.2 Descriptive Statistics 

 

4.1.2.1 Mean: A common measure that is computed for summarizing the data 
is the central tendency. One of the measures of central tendency is the mean or the 
average. The mean jX for the thj  variable is given by: 

n
X

X ij
n
i

j
1=Σ

=  

4.1.2.2 Standard Deviation: A measure of the dispersion of a set of data 

from its mean. The more spread apart the data, the higher the deviation. Standard 

deviation is calculated as the square root of variance.  
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Table 4-1: Means and Standard Deviations 
Means and Standard Deviations 

 
(final data of project) Casewise deletion of MD N=246 

  Means Std. Devs 
SOA1 4.04065 0.822126 
SOA2 4.117886 0.796885 
SOA3 3.276423 0.795916 
SOA4 3.699187 0.727702 
SOA5 3.682927 0.869596 
SOA6 4.414634 0.827357 
CR1 3.739837 0.726607 
CR2 3.723577 0.714866 

NAC1 2.430894 0.930932 
NAC2 2.560976 0.935873 
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TOE1 3.439024 0.935873 
TOE2 1.654472 0.84184 
TOE3 4.166667 0.965035 
DI1 3.028455 0.877847 
DI2 3.45935 0.800748 
AI1 2.345528 0.98898 
AI2 2.329268 0.973798 
AI3 2.626016 0.968048 
AI4 3.077236 1.013244
Q1 3.288618 0.843966 
Q2 4.317073 0.932997 
Q3 4.54878 0.774372 
V1 3.235772 0.579673 
V2 3.081301 0.435065 
V3 3.142276 0.469565 
P1 4.585366 0.625014 
P2 4.617886 0.571719 
P3 3.987805 0.887472 
P4 3.426829 0.751007 
P5 4.097561 0.86581 
P6 4.495935 0.73261 
P7 3.394309 0.923065 
P8 3.394309 0.886985 

 
 
 

 

4.1.3 Correlation Matrices 
 

In this section the strength and direction of a linear relationship between two 

variables would be indicated, in other words by considering the indicators in correlation 

matrix we evaluate the strength of correlation between them. 

 
Table 4-2: Correlation tables 

Correlations (final data of project) Casewise deletion of MD 
N=246

  SOA1 SOA2 SOA3 SOA4 SOA5 SOA6 
SOA1 1 0.71 0.37 0.46 0.53 0.43 
SOA2 0.71 1 0.51 0.46 0.51 0.38 
SOA3 0.37 0.51 1 0.4 0.53 0.27 
SOA4 0.46 0.46 0.4 1 0.45 0.4 
SOA5 0.53 0.51 0.53 0.45 1 0.31 
SOA6 0.43 0.38 0.27 0.4 0.31 1 
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Correlations (final data of project) Casewise deletion of MD N=246 
 CR1 CR2 

CR1 1 0.87 
CR2 0.87 1 

 
 

Correlations (final data of project) Casewise deletion of MD N=246 
 NAC1 NAC2 

NAC1 1 0.63 
NAC2 0.63 1 

 
 

Correlations (final data of project) Casewise deletion of MD N=246 
 TOE1 TOE2 TOE3 

TOE1 1 0.03 0.2 
TOE2 0.03 1 0.14 
TOE3 0.2 0.14 1 

  
 

Correlations (final data of project) Casewise deletion of MD N=246 
 DI1 DI2 

DI1 1 0.62 
DI2 0.62 1 

 
 

Correlations (final data of project) Casewise deletion of MD N=246 
 AI1 AI2 AI3 AI4 

AI1 1 0.86 0.72 0.61 
AI2 0.86 1 0.74 0.5 
AI3 0.72 0.74 1 0.64 
AI4 0.61 0.5 0.64 1 

 
 

Correlations (final data of project) Casewise deletion of MD N=246 
 Q1 Q2 Q3 

Q1 1 0.41 0.28 
Q2 0.41 1 0.59 
Q3 0.28 0.59 1 

 
 

Correlations (final data of project) Casewise deletion of MD N=246 
 V1 V2 V3 

V1 1 0.52 0.39 
V2 0.52 1 0.62 
V3 0.39 0.62 1 
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Correlations (final data of project) Casewise deletion of MD N=246 
 P1 P2 P3 P4 P5 P6 P7 P8 

P1 1 0.64 0.47 0.2 0.42 0.34 0.24 0.11 
P2 0.64 1 0.43 0.21 0.36 0.43 0.29 0.18 
P3 0.47 0.43 1 0.47 0.67 0.4 0.4 0.31 
P4 0.2 0.21 0.47 1 0.49 0.27 0.33 0.22 
P5 0.42 0.36 0.67 0.49 1 0.55 0.36 0.23 
P6 0.34 0.43 0.4 0.27 0.55 1 0.43 0.34 
P7 0.24 0.29 0.4 0.33 0.36 0.43 1 0.89 
P8 0.11 0.18 0.31 0.22 0.23 0.34 0.89 1 

 
 
 

According to the related discussion above, and concerning the calculated amount 

of correlation between the variables, it looks that all indicators have the admissible 

correlation except TOE’s indicators. The correlation amount for TOE 1 that is “the time 

since first entrant” with other indicators of the related construct is very weak; (0.03; 0.2). 

The same quantity would be even worse for TOE2; number of prior entrants to this 

market; (0.03; 0.14) and TOE3; the gradual movement to the foreign markets; (0.2; 0.14). 

Therefore it looks that by elimination of these indictors the results will get better. 

However these construct’s variables must be tested in the further steps to be sure that it 

be remained or should be removed. But based on what was alluded in above other 

constructs’ indicators have acceptable correlation amounts. It means that they can be 

gathered under a common concept which is called as the latent factor. Additionally the 

same analysis will be done in confirmatory phase and results would be compared.  

 

Covariance Matrix on the other hand uses “Standard Deviation” of data whereas 

Correlation is based on “Mean”. In below table the acceptable covariance quantity among 

the indicators of SOA has been illustrated, but for more detailed information the 

remained covariance matrices have been demonstrated in appendix. 

Table 4-3: Covariance Matrix 
Covariances (final data of project) Casewise deletion of MD 

N=246 
 SOA1 SOA2 SOA3 SOA4 SOA5 SOA6 

SOA1 0.68 0.46 0.24 0.28 0.38 0.29 
SOA2 0.46 0.64 0.32 0.26 0.36 0.25 
SOA3 0.24 0.32 0.63 0.23 0.37 0.17 
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SOA4 0.28 0.26 0.23 0.53 0.28 0.24 
SOA5 0.38 0.36 0.37 0.28 0.76 0.23 
SOA6 0.29 0.25 0.17 0.24 0.23 0.68 

 

4.1.4 Normal Probability Plot 
 

The shape of the distribution is a significant feature of the "description" of a 

variable that describe the frequency of values from different ranges of the variable. 

Actually we are interested in how well the distribution can be approximated by the 

normal distribution simple descriptive statistics can provide some information relevant to 

this issue. Therefore we are going to evaluate that how the replies of the respondents are 

close to each other. Below plot shows the normal probability related to P8; “the next year 

market share”. For more details other indicators’ related plot has been illustrated into 

appendices. 

 
Figure 4-6: Normal Probability Plot 

 

 

4.1.5 Outliers 
 

As mentioned in previous chapter the outlier is the data that lies an abnormal 

distance from other values in a random sample from a population. In this research on the 

basis of figure 4-6 there is no outlier in our data. It has been stated that ahead of 

clustering outliers should be deleted through such techniques as substitution with mean 

and casewise deletion. 
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4.1.6 Cluster Analysis 
 

As mentioned in previous chapter we should divide the data in different clusters. 

Based on joining (tree) method and Ward (Ward J. H., 1963) linkage rules firstly we find 

the number of clusters. This method is distinct from all other methods because it uses an 

analysis of variance approach to evaluate the distances between clusters. In short, this 

method attempts to minimize the Sum of Squares (SS) of any two (hypothetical) clusters 

that can be formed at each step. Based on respondents’ answers, it divides the whole 

cases into different groups. Obviously many groups will form here, but there are just 

three clusters which are far from each other and rather separated. 

 

 
Figure 4-7: Ward’s Tree Diagram in Clustering 

 
 

Following the defining the number of clusters, we use K-means method to specify 

the behavior of each cluster. In general, the K-means method will produce exactly K 

different clusters of greatest possible distinction. For this research K is 3. 
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Figure 4-8: Plot of Means for clusters  

 
 

The figure shows that the members of the first cluster, who are 168 persons, have 

the positive viewpoint and they answer the question in a high level. The third cluster’s 

members replied more negatively and in a low level. This cluster includes 47 members. 

The second group includes 31 respondents is a cluster that its members have more 

moderate opinion comparing two previous clusters. 

 
 

4.1.7 Analyses Of Variance 
 

ANOVA stands for analysis-of-variance, a statistical model meant to analyze 

data. In this test we are going to make clear whether or not the members of a cluster have 

replied similarly to a specified question. In other words the mean of respondents’ answers 

to each question is similar or not, so the null or the hypothesis that should be rejected 

would be put in H0 and H  is the rejection of H0.   

 
H0:  µj1= µj2 = µj3 (j=1,…,33) 

H1: Not H0 

 
If the amount of P-value is less than (α = 0.05) the H0 will be rejected and H1 

accepted. It means that the respondents of a cluster have not replied the same to a 

specified question. 
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Table 4-4: Analysis of Variance 1 
Analysis of Variance (final data of project) 

  Between df Within df F signif. p 
SOA1 42.2347 2 123.3588 243 41.5983 0 
SOA2 53.5808 2 102.0005 243 63.824 0 
SOA3 28.5064 2 126.6968 243 27.3371 0 
SOA4 23.2242 2 106.5157 243 26.4913 0 
SOA5 75.1606 2 110.1077 243 82.937 0 
SOA6 33.6542 2 134.0531 243 30.5027 0 
CR1 8.9375 2 120.4121 243 9.0182 0.000167 
CR2 9.7904 2 115.4129 243 10.3067 0.000051 

NAC1 58.076 2 154.2492 243 45.7457 0 
NAC2 73.0583 2 141.5271 243 62.72 0 
TOE1 73.0583 2 141.5271 243 62.72 0 
TOE2 1.9003 2 171.7298 243 1.3445 0.262608 
TOE3 26.441 2 201.7257 243 15.9255 0 
DI1 33.9119 2 154.8889 243 26.6016 0 
DI2 32.9493 2 124.1442 243 32.2475 0 
AI1 74.98 2 164.6501 243 55.3299 0 
AI2 95.0681 2 137.2612 243 84.1518 0 
AI3 113.5316 2 116.0619 243 118.8512 0 
AI4 95.236 2 156.2965 243 74.0335 0 
Q1 32.0681 2 142.4401 243 27.3537 0 
Q2 90.0009 2 123.2674 243 88.7104 0 
Q3 47.4621 2 99.4525 243 57.984 0 
V1 2.9846 2 79.3406 243 4.5706 0.011258 
V2 0.8982 2 45.4758 243 2.3998 0.092881 
V3 0.9643 2 53.056 243 2.2083 0.112088 
P1 18.1763 2 77.531 243 28.4844 0 
P2 17.1099 2 62.9714 243 33.0127 0 
P3 42.974 2 149.9894 243 34.8114 0 
P4 15.0884 2 123.0945 243 14.8929 0.000001 
P5 61.6351 2 122.0235 243 61.3707 0 
P6 50.8166 2 80.6793 243 76.5278 0 
P7 48.4215 2 160.3306 243 36.6942 0 
P8 37.728 2 155.0241 243 29.5693 0 

 
According to abovementioned explanation the significance level for most of the 

variables are smaller than (α = 0.05) except TOE2; number of prior entrants to foreign 

market, V2; Discounted price, and V3; lowest price factors. It means that aside from 

subject variables, for the other factors the respondents reply in different opinion. 
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4.1.8 Exploratory Factor Analysis 
 

As far as mentioned in previous chapters the factor analysis is a technique to 

evaluate interdependence. It studies all interrelationships without defining variables to be 

dependent or independent. This technique combines variables to create a smaller set of 

factors. As a matter of fact a factor is a linear combination of variables, furthermore it is 

not directly observable but it is concluded from the variables. The technique identifies 

fundamental structure among the variables, and by removing excess variables decreases 

the number of variables to make a more manageable set.  The factor loading, on the other 

hand is the correlations between the factors and their main variables and a factor loading 

matrix is a major issue of the factor analysis. In this section the factor loading analysis is 

progressed whereas the maximum number of factors is 12 and minimum eigenvalue is 

1.00. The exaction method is principal axis factor (PAF) and the factor rotation technique 

is raw varimax. The factor analysis has pulled out 6 major factors from 33 variables. The 

loadings are illustrated in below table and the amount of greater than 0.45 have been 

highlighted. 

 
 
 

Table 4-5: Factor Loading  
Factor Loadings (Varimax raw) (final data of project)  

Extraction: Principal axis factoring (Marked loadings are >.450000) 
  Factor 1 Factor 2 Factor 3 Factor 4 Factor 5 Factor 6 

SOA1 0.16216 0.45217 0.315713 -0.17998 0.194728 0.3152 
SOA2 0.318075 0.524649 0.359629 -0.1594 0.138089 0.202226
SOA3 0.177663 0.484969 0.262587 0.020565 0.223684 0.007475
SOA4 0.215857 0.225837 0.351475 -0.0889 0.211314 0.194553
SOA5 0.230902 0.483213 0.286796 -0.06501 0.296528 0.145093
SOA6 0.05075 0.630931 0.235627 -0.08152 -0.0701 0.246245
CR1 -0.23463 -0.09168 0.77232 0.091804 0.203012 0.076258
CR2 -0.21507 -0.06699 0.664345 0.129765 0.222825 0.072158

NAC1 -0.6904 0.164305 -0.07911 -0.02719 -0.18509 0.067733
NAC2 -0.8725 0.073778 0.106784 0.015843 -0.06775 -0.09946 
TOE1 0.872496 -0.07378 -0.10678 -0.01584 0.067746 0.099462
TOE2 0.104176 0.323095 0.0204 -0.06218 -0.25725 0.023365
TOE3 0.272543 0.127071 0.470456 0.085736 -0.22055 0.271159

DI1 0.02989 0.578755 0.159225 -0.02705 0.137731 -0.10436 
DI2 0.075808 0.536071 0.288786 0.135211 0.135677 -0.02637 
AI1 -0.20266 0.796393 -0.1697 0.085357 -0.00289 0.02829 
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AI2 -0.25645 0.756953 -0.10371 0.138959 0.050263 0.157171
AI3 -0.07739 0.767363 0.001002 0.176202 0.043414 0.159418
AI4 -0.07403 0.659858 0.166663 0.02989 0.07396 0.13287 
Q1 0.14784 0.475763 0.049575 -0.06275 0.318642 -0.08167 
Q2 0.342927 0.498623 0.121757 0.009416 0.190271 0.261942
Q3 0.269014 0.275056 0.19636 -0.09012 0.22067 0.308113
V1 -0.04403 -0.02094 0.311511 0.55671 -0.00187 0.113336
V2 -0.01215 0.096477 0.1931 0.749525 -0.1368 0.022758
V3 0.000064 0.211642 -0.1603 0.746115 0.070764 0.061384
P1 0.036437 0.090397 0.168715 -0.14396 0.043892 0.642588
P2 0.063297 0.204423 0.001914 -0.10957 0.106199 0.603765
P3 0.044614 -0.00024 0.111726 0.212748 0.274879 0.730879
P4 0.021997 0.158954 -0.1165 0.227933 0.279292 0.483194
P5 0.237234 0.243509 0.25143 0.193257 0.117805 0.632479
P6 0.311419 0.411344 0.11569 -0.03128 0.237128 0.493938
P7 0.111223 0.155532 0.174503 -0.05328 0.786991 0.251693
P8 0.147448 0.084186 0.05794 -0.00109 0.826509 0.097918

Expl.Var 2.981143 4.916649 2.753283 1.803932 2.290409 2.731207
Prp.Totl 0.090338 0.148989 0.083433 0.054665 0.069406 0.082764

 
 
 

Each cell in the above matrix represents a correlation between the variable and the 

related factor. The square of this correlation represents the amount of the variation in the 

variable explained by the factor. It is obvious that except SOA4, the remained indicators 

which are related to Sources of Advantage (SOA) have been put in a group as “Factor 2”. 

Both indicators of Concentration Ratio (CR) have been classified in “Factor 3” and the 

indicators regarding Number of Active Competitors (NAC) have been arranged in 

“Factor 1”. Approximating other analysis Time of Entry (TOE) does not show reliable 

results whereas just TOE1 has the loading amount greater than 0.45. Although it has 

settled in “Factor 1”, the other remained variables of this construct have no admissible 

amount and are not able to find a proper situation. The indicators related to investment 

such as Distribution Investment (DI) and Advertisement Investment (AI) have been 

settled in “Factor 2”. Quality’s variables (Q) have been the same situations except Q3that 

is lower than 0.45. For the variables of Value (V), it is observed that the associated 

indicators are inhabited in “Factor 4”. Ultimately P1 to P6 related to Performance (P) 

have been put in “Factor 6” and the two remained indicators such as (P7 & P8) have been 

settled in “Factor 5”. The indicators which have been situated in a factor have similar 

characteristics and behaviors whereas these differ from other factors.  
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4.1.9 Communality 
 

Communality is an estimate of the item reliability of a single variable, x, on a 

latent variable, F (the factor).  Otherwise stated, it is the proportion of a variable's 

variance explained by a factor structure. It represents the extent to which this particular 

variable is correlated with the total score for F. A variable's communality must be 

estimated prior to performing a factor analysis. Communality does not have to be 

estimated prior to performing a principal component analysis.  

 
Table 4-6: Communalities Extraction 

Communalities (final data of project) Extraction:  
Principal axis factoring Rotation: Varimax raw 

  From 1 From 2 From 3 From 4 From 5 From 6 Multiple
SOA1 0.026296 0.22181 0.321485 0.353877 0.391796 0.491147 0.632207
SOA2 0.101172 0.376428 0.505761 0.531169 0.550237 0.591133 0.672345
SOA3 0.031564 0.266759 0.335711 0.336134 0.386168 0.386224 0.520986
SOA4 0.046594 0.097596 0.221131 0.229034 0.273687 0.311538 0.49614 
SOA5 0.053316 0.286811 0.369063 0.373288 0.461217 0.48227 0.638209
SOA6 0.002576 0.055905 0.459926 0.466572 0.471486 0.532123 0.640215
CR1 0.055049 0.063455 0.659932 0.66836 0.709574 0.715389 0.793173
CR2 0.046256 0.050743 0.492097 0.508936 0.558587 0.563794 0.792033

NAC1 0.476653 0.50365 0.509908 0.510647 0.544906 0.549494 0.662435
NAC2 0.761249 0.766692 0.778095 0.778346 0.782935 0.792828 0.91036 
TOE1 0.761249 0.766692 0.778095 0.778346 0.782935 0.792828 0.91036 
TOE2 0.010853 0.115243 0.115659 0.119526 0.185702 0.186248 0.396404
TOE3 0.074279 0.090427 0.311756 0.319106 0.367748 0.441276 0.606813
DI1 0.000893 0.33585 0.361203 0.361934 0.380904 0.391794 0.518934
DI2 0.005747 0.293119 0.376516 0.394798 0.413206 0.413902 0.558964
AI1 0.04107 0.675312 0.704109 0.711395 0.711403 0.712204 0.802486
AI2 0.065768 0.638746 0.649502 0.668811 0.671338 0.69604 0.781187
AI3 0.005989 0.594834 0.594835 0.625882 0.627767 0.653181 0.698713
AI4 0.00548 0.440893 0.468669 0.469563 0.475033 0.492687 0.626352
Q1 0.021857 0.203131 0.205588 0.209526 0.311058 0.317728 0.546443
Q2 0.117599 0.318862 0.333687 0.333776 0.369979 0.438593 0.649046
Q3 0.072368 0.148024 0.186582 0.194703 0.243398 0.338331 0.474997
V1 0.001938 0.002377 0.099416 0.409342 0.409346 0.422191 0.488035
V2 0.000148 0.009456 0.046743 0.608531 0.627244 0.627762 0.594362
V3 0 0.044792 0.070488 0.627176 0.632184 0.635952 0.622568
P1 0.001328 0.009499 0.037964 0.058688 0.060614 0.473533 0.573835
P2 0.004007 0.045795 0.045799 0.057805 0.069083 0.433615 0.593023
P3 0.00199 0.00199 0.014473 0.059735 0.135294 0.669478 0.626979
P4 0.000484 0.02575 0.039321 0.091275 0.169279 0.32388 0.504913
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P5 0.05628 0.115577 0.178794 0.216142 0.23002 0.63005 0.744736
P6 0.096982 0.266186 0.27957 0.280549 0.336778 0.491965 0.556884
P7 0.01237 0.036561 0.067012 0.06985 0.689206 0.752555 0.818567
P8 0.021741 0.028828 0.032185 0.032186 0.715303 0.724891 0.781571

 
 
 

4.1.10 Eigen Value and Scree Plot 
 
 

The sum of the squares of the factor loadings in each column is called an 

Eigenvalue. In other words, the Eigenvalue represents the amount of variance in the 

original variables that is associated with that factor. As it has been shown in below tables 

there are 6 Eigenvalue factors greater than 1.00. This makes result that in exploratory 

factor analysis 6 factors extracted from indicators. 

 
 

Table 4-7: Eigenvalues 

Eigenvalues (final data of project) Extraction: 
 Principal axis factoring 

  Eigenvalue % Total Cumulative Cumulative 
1 7.370721 22.33552 7.37072 22.33552 
2 3.207389 9.71936 10.57811 32.05488 
3 2.354435 7.13465 12.93255 39.18953 
4 1.733679 5.25357 14.66622 44.4431 
5 1.474465 4.46807 16.14069 48.91118 
6 1.335934 4.04829 17.47662 52.95946 

 
 

The above mentioned 6 factors greater than one are illustrated in Eigenvalue plot. 
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Figure 4-9: Scree Plot 

 
 

4.2 Confirmatory Phase 
 

As mentioned in chapter 3 Confirmatory factor analysis (CFA) as a statistical 

technique uses the factor structure of a set of observed variables to verify the model and 

allows the researcher to test the hypothesis that a relationship between observed variables 

and their underlying latent constructs exists. This phase of analysis includes reliability 

testing, arranging fitting and validation data and performing confirmatory factor analysis. 

 

4.2.1 Reliability Analysis 
 
Cronbach’s alpha of this research is 0.878191527 and this value for standardized 

alpha is 0.878774832. Furthermore for each construct the alpha gas been calculated 

separately and illustrated in the following tables. 
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Table 4-8: Cronbach’s Alpha amounts 
Summary for scale:  Valid N:246 (final data of project) Cronbach alpha: 
 .828473 Standardized alpha: .829106 Average inter-item corr.: .454144 

  Alpha if deleted 
SOA1 0.78258 
SOA2 0.778635 
SOA3 0.810909 
SOA4 0.805686 
SOA5 0.794362 
SOA6 0.829545 

 
 

Summary for scale: Valid N:246 (final data of project) Cronbach alpha: 
.878192 Standardized alpha: .878775 Average inter-item corr.: .204892 

  Alpha if deleted 
CR1 0.876894 
CR2 0.877029 

 
 

Summary for scale: Valid N:246 (final data of project) Cronbach alpha: 
.878192 Standardized alpha: .878775 Average inter-item corr.: .204892 

  Alpha if 
NAC1 0.885518 
NAC2 0.887202 

 
 

Summary for scale: Valid N:246 (final data of project) Cronbach alpha: 
.301356 Standardized alpha: .295546 Average inter-item corr.: .123244 

  Alpha if deleted 
TOE1 0.238236 
TOE2 0.331605 
TOE3 0.063037 

 
 

Summary for scale: Valid N:246 (final data of project) Cronbach alpha: 
.878192 Standardized alpha: .878775 Average inter-item corr.: .204892 

  Alpha if 
DI1 0.87333 
DI2 0.871658 

 
 

Summary for scale:  Valid N:246 (final data of project) Cronbach alpha: 
.893288 Standardized alpha: .894079 Average inter-item corr.: .696301 

  Alpha if 
AI1 0.833527 
AI2 0.850832 
AI3 0.850885 
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AI4 0.910704 
 
 

Summary for scale: Valid N:246 (final data of project) Cronbach alpha: 
.691601 Standardized alpha: .691349 Average inter-item corr.: .436896 

  Alpha if 
Q1 0.73747 
Q2 0.437784 
Q3 0.57632 

 
 

Summary for scale: Valid N:246 (final data of project) Cronbach alpha: 
.740974 Standardized alpha: .757684 Average inter-item corr.: .516822 

  Alpha if 
V1 0.765921 
V2 0.548291 
V3 0.668181 

 
  

Summary for scale: Valid N:246 (final data of project) Cronbach alpha: 
.830437 Standardized alpha: .831626 Average inter-item corr.: .402445 

  Alpha if 
P1 0.820905 
P2 0.819253 
P3 0.794517 
P4 0.822577 
P5 0.797857 
P6 0.808316 
P7 0.797911 
P8 0.819757 

                                    

                                                                                                                                                                              
4.2.2 Fitting and Validation Data 

 
Based on section 4-2-6, three clusters pulled out as 1, 2 and 3 that respectively 

have 168, 31 and 47 members. Validation or holdout data contains 46 members around 

20% and the remaining which is 200 is for fitting data. Therefore, as mentioned in section 

3-8-2-1-4 the evaluation data has been selected randomly but based on the quantity of 

each cluster. The below information contains the extracted data for evaluation; 
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Total number of cases in sample: 246 

Cluster 1: 168 members, 168 / 246 = 0.68                   0.68*46 = 31 

Cluster 2: 31 members,  31 / 246 = 0.12                      0.12*46 = 6 

Cluster 3: 47 members,  47  / 246 = 0.19                      0.19*46 = 9 

 

Therefore the number of extracted holdout data is sequentially 31, 6 and 9 from 

clusters 1, 2 and 3. These data have been selected randomly.  

 

With these 46 data from different clusters central and baseline estimates were 

calculated which are suitable and ready to do the main statistics of this research. The 

“Central” or “Absolute” and “Non-central” or “Incremental” measures are for testing the 

estimated model. Central measures are shown in below table, whereas GFI is the most 

common index to evaluate the model that is the abridged of Goodness of Fit Index. The 

GFI is the minimum value of the discrepancy function defined. To confirm the model, 

GFI should be greater than 0.9.  

 
Table 4-9: Central and Non-central Indices for Fitting and Validation Data 

Table 4-9: Central and Non-central Indic 1 
Model RMR GFI AGFI PGFI 

Default model 0.039 0.923 0.909 0.783 

 
 

Model NFI RFI IFI TLI CFI 

Default model 0.904 0.836 0.928 0.924 0.921 

 

 
 

As it is observed at above tables, in this research the fitness indices are first 

computed for the evaluation data and then the same calculation is performed for fitting 

data. GFI by the amount of 0.923 is admissible and the model is valid for this fitting data. 
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4.2.3 Confirmatory Factor Analysis 
 

The correlations between the constructs are demonstrated in figures below based 

on what Statistica 7 suggests, and all are meaningful and summarized in the following 

table. These numbers show the relations between the factors in respect to their standard 

deviations. In order to study the correlations among factors which help in confirming 

measurement model, these two hypotheses are proposed: 

 
H0: correlation is not meaningful (p-value > α) 

H1: correlation is not meaningful (p-value < α) 

 
 
Correlations: (Group number 1 - Default model) 
 

Table 4-10: Correlation Matrix 1 
 Estimate S.E. C.R. P H0: Null Hypothesis 

TOE    <-->  NAC -.150 .040 -3.766 *** H0: Rejected 
TOE    <-->     CR .197 .042 4.739 *** H0: Rejected 
AI        <-->  NAC .221 .041 5.349 *** H0: Rejected 
SOA     <-->    AI .119 .025 4.711 *** H0: Rejected 
AI         <-->    DI .139 .031 4.459 *** H0: Rejected 
P           <-->     Q .156 .027 5.675 *** H0: Rejected 
AI         <-->     Q .154 .031 4.985 *** H0: Rejected 
SOA     <-->     Q .161 .030 5.413 *** H0: Rejected 
P          <-->  NAC -.124 .022 -5.637 *** H0: Rejected 
V         <-->      P .022 .010 2.155 .031 H0: Rejected(α< 0.05) 
AI       <-->      P .114 .027 4.233 *** H0: Rejected 
P         <-->     DI .129 .020 6.424 *** H0: Rejected 
TOE    <-->     P -.022 .026 -.850 .395 H0: Accepted 
P         <-->    CR .008 .015 .561 .575 H0: Accepted 
SOA     <-->    P .118 .023 5.102 *** H0: Rejected 
e_P7    <-->  e_P8 .540 .055 9.786 *** H0: Rejected 
e_P1    <-->  e_P2 .133 .020 6.670 *** H0: Rejected 
e_P5    <-->  TOE .177 .033 5.311 *** H0: Rejected 
e_Q1   <-->   TOE -.235 .044 -5.353 *** H0: Rejected 
e_P3    <-->    DI -.142 .032 -4.388 *** H0: Rejected 
e_AI2   <--> e_AI4 -.221 .026 -8.580 *** H0: Rejected 
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Figure 4-10: Confirmatory Factor Analysis 

 
 

As may be observed, most of estimates among factors and their indicators are 

convincing and the covariance among the constructs have been established effectively. 

Therefore the H0 which means “the covariance is not meaningful” would be rejected. The 

Only covariance amounts which are not impressive establish between NAC and P, DI and 

P, P and TOE, and CR and P. In the other words H0 is accepted for mentioned 

correlations. Consequently, the correlations are meaningful.  

 

4.2.3.1 Regression Weight 
For the confirmatory factor analysis the below table is for regression weights, 

further below scenario for testing; 
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H0: Estimate is not meaningful (P-value > α) 
H1: Not H0 (Correlation is meaningful) 
 

Regression Weights: (Group number 1 - Default model) 

 
Table 4-11: Regression Weights for CFA  

 Estimate S.E. C.R. P Label  

SOA6        <---            SOA 1    H0: Rejected 
SOA1        <---            SOA 1.604 0.214 7.481 *** H0: Rejected 
SOA5        <---            SOA 1.476 0.21 7.039 *** H0: Rejected 
TOE1        <---             TOE -0.493 0.1 -4.916 *** H0: Rejected 
TOE3        <---             TOE 1    H0: Rejected 
AI4            <---               AI 1    H0: Rejected 
AI2            <---               AI 1.201 0.104 11.558 *** H0: Rejected 
V1             <---                V 1.036 0.128 8.077 *** H0: Rejected 
V2             <---                V 1.174 0.144 8.137 *** H0: Rejected 
V3             <---                V 1    H0: Rejected 
TOE2        <---              TOE 0.182 0.072 2.519 0.012 H0: Accepted 
SOA4        <---              SOA 1.068 0.164 6.526 *** H0: Rejected 
P5             <---                 P 1.353 0.13 10.376 *** H0: Rejected 
Q1             <---                Q 0.884 0.112 7.863 *** H0: Rejected 
Q2             <---                Q 1.409 0.139 10.148 *** H0: Rejected 
Q3             <---                Q 1    H0: Rejected 
P1             <---                 P 0.659 0.093 7.051 *** H0: Rejected 
SOA3        <---              SOA 1.185 0.18 6.581 *** H0: Rejected 
SOA2        <---              SOA 1.631 0.214 7.612 *** H0: Rejected 
NAC2        <---              NAC 1    H0: Rejected 
NAC1        <---              NAC 1.118 0.135 8.271 *** H0: Rejected 
CR2          <---                CR 0.442 0.127 3.471 *** H0: Rejected 
CR1          <---                CR 1    H0: Rejected 
DI2             <---           DI 1    H0: Rejected 
DI1             <---           DI 1.053 0.153 6.892 *** H0: Rejected 
AI3             <---           AI 0.989 0.082 12.046 *** H0: Rejected 
AI1             <---           AI 1.114 0.084 13.309 *** H0: Rejected 
P4              <---           P 0.853 0.113 7.555 *** H0: Rejected 
P3              <---           P 1.476 0.145 10.152 *** H0: Rejected 
P2              <---           P 0.605 0.085 7.072 *** H0: Rejected 
P6              <---           P 1    H0: Rejected 
P7              <---           P 1.052 0.139 7.572 *** H0: Rejected 
P8              <---           P 0.733 0.131 5.611 *** H0: Rejected 

 

All estimates among factors and their indicators are valid except effect of TOE on 

its TOE2 indicator; however, this is very close to the p-value cut off. It means that the 
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model is a valid measurement model totally. On the other hand the central and non-

central indices support the model validation. 

 

Table 4-12: Central and Non-central Indices for CFA 
Model RMR GFI AGFI PGFI 

Default model 0.045 0.913 0.897 0.775 

 
 

Model NFI RFI IFI TLI CFI 

Default model 0.901 0.818 0.913 0.900 0.917 

 

 

As illustrated above, the most common central index (GFI) is greater than 0.9 and 

this is one evidence for model validation. 

 

 

 

4.3 Structural Equation Modeling (SEM) 
 

In this procedure again model fits will be testified, but the effects among the 

constructs will be considered for marking the difference between confirmatory factor 

analysis and Structural Equation Modeling. Based on the below figure illustrates SEM 

and demonstrated the central and non-central indices besides the regression weights.  
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Figure 4-11: Structural Equation Modeling 

 
 

Similar to previous index tables the central and non-central indices for SEM have 

been demonstrated below: 

 
Table 4-13: Central and Non-central Indices for SEM 

Model RMR GFI AGFI PGFI 
Default model 0.037 0.924 0.912 0.787 

 
Model NFI RFI IFI TLI CFI 

Default model 0.908 0.839 0.932 0.928 0.933 
 

The amount of 0.924 for GFI illustrates validity of structural equation modeling 

of this research. 
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4.4 Hypotheses Testing  
 

Tests of hypotheses are shown in table below. This table consists of estimate of a 

relation, t-value and p-value.  

If x (independent factor) has positive direct effect on y (dependent factor) 

H0: estimate ≤ 0: (p-value > α) 
H1: estimate > 0 

 

If x (independent factor) has negative direct effect on y (dependent factor) 

 
H0: estimate ≥ 0: (p-value > α) 
H1: estimate < 0 

 
Table 4-14: Table of Hypotheses Testing 1 

 

   Estimate S.E. C.R P H0: Null 
Hypothesis 

Hypothesis 
condition 

AI <--- CR -.123 .047 -2.631 .009 H0: Rejected : Accepted
DI <--- SOA 1.058 .167 6.346 *** H0: Rejected : Accepted
AI <--- SOA 1.016 .163 6.235 *** H0: Rejected : Accepted
DI <--- NAC .211 .066 3.220 .001 H0: Rejected : Accepted
DI <--- CR .118 .026 4.538 *** H0:  Rejected : Accepted
AI <--- NAC .497 .073 6.831 *** H0: Rejected : Accepted
Q <--- SOA 1.034 .159 6.512 *** H0: Rejected : Accepted

TOE <--- NAC -.250 .084 -2.977 .003 H0: Rejected : Accepted
TOE <--- CR .133 .055 2.407 .016 H0: Rejected : Accepted
TOE <--- SOA .757 .163 4.642 *** H0: Rejected : Accepted

V <--- AI .088 .039 2.250 .024 H0: Accepted :  Rejected
V <--- DI .040 .046 .885 .376 H0: Accepted :  Rejected
P <--- V .136 .094 1.457 .145 H0: Accepted :  Rejected
P <--- DI .173 .053 3.264 .001 H0:  Rejected :  Accepted
P <--- AI .154 .042 3.667 *** H0: Rejected :  Accepted
P <--- CR .013 .020 .667 .505 H0: Accepted :  Rejected
P <--- NAC -.084 .063 -1.323 .186 H0: Accepted :  Rejected
P <--- Q .533 .101 5.288 *** H0: Rejected :  Accepted
P <--- TOE .070 .071 .984 .325 H0: Accepted :  Rejected
Q <--- AI .439 .096 2.475 .002  H0: Rejected : Accepted
Q <--- DI .317 .102 3.786 ***  H0: Rejected : Accepted
V <--- SOA .496 .098 4.367 ***  H0: Rejected : Accepted
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Considering the above table amounts, rejected and accepted hypotheses the below 
results have been concluded: 

 
H1: The earlier the entry of the focal product into a market (new or existing), 

the better the long-term performance.  
 
In H1 it was proposed that the earlier the entry of the focal product into a market 

(new or existing), the better the long-term performance. (estimate = 0.070, p-value = 

0.325, alpha = .301356, H0: Accepted).  

 

Therefore this hypothesis which is very principal is rejected due to the Iranian 

SMEs’ conditions or the corrupt reply from respondents. Furthermore the cronbach’s 

alpha has a very low amount. The low amount of alpha shows that the indicators do not 

describe their related construct unidirectionally. 

 
 

H2a: Greater “advertisement investment” at the time of market entry positively 
and directly affects long-term product performance.  

 
For H2a it has been suggested that greater advertisement investment causes better 

long term performance and successful presence in foreign market. (estimate = 0.154, p-

value < 0.001, alpha = .893288, H0: Rejected).  Therefore this hypothesis is accepted. 

 
 
H2b: Greater distribution investment at the time of market entry positively and 

directly affects long-term product performance.  
 
The next hypothesis H2b is talking about the influence of distribution investment 

on the performance. Considering the below statistical amount such as (estimate = 0.173, 

p-value < 0.001, alpha = .878192, H0: Rejected) demonstrates that this hypothesis is 

accepted for this research. 

 
 
H3a: Greater “advertisement investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 
“Quality”. 
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For hypothesis H3a the effect of advertisement investment on quality has been 

analyzed and based on below amount (estimate = 0. 439, p-value < 0.001, alpha = 

.893288, H0: Rejected), the hypothesis is accepted. 

 
 
H3b: Greater “advertisement investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 
“Value”. 

 
Contemporary of above hypothesis the influence of advertisement investment on 

value (H3b), on the basis of below amount is not positive and the subject hypothesis is 

rejected; (estimate = .088, p-value = .039, alpha = .893288, H0: Accepted). 

 
 

H3c: Greater “distribution investment” in areas of potential competitive 
advantage at entry, positively and indirectly affect long-term performance through 
“Quality”. 

 
The next hypothesis H3c is the effect of distribution investment on the quality. 

Due to below amount this hypothesis is accepted. (estimate = 0. .317, p-value < 0.001, 

alpha = .878192, H0: Rejected) 

 
 
H3d: Greater “distribution investment” in areas of potential competitive 

advantage at entry, positively and indirectly affect long-term performance through 
“Value”. 

 

According to the below amount for H3d hypothesis, the greater distribution 

investment the more value, the hypothesis is rejected. (estimate = 0.040, p-value =0.376, 

alpha = .878192, H0: Accepted) 

 

H4a: The “Quality” at entry will result in better long-term performance for a 
product.  

 
H4a, as the next hypothesis because of below amount conclude that the greater 

quality at entry will result in better long-term performance for a product; (estimate = 
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0.533, p-value <0.001, alpha = .691601, H0: Accepted). In this regards the hypothesis is 

accepted. 

 
 
H4b: The “Value” at entry will result in better long-term performance for a 

product.  
 

H4b on the other hand is for describing the relation between value and longterm 

performance. It is rejected in this research due to below amount: (estimate = 0.136, p-

value = 0.145, alpha = .740974, H0: Accepted). 

 
 
H5a: “Number of active competitors” will have a direct effect on the long-term 

performance of new product entries.  
 
H5a said that number of active competitors will have a direct effect on the long-

term performance of new product entries. But based on below amount the research 

respondents reject this hypothesis; (estimate = -0.084, p-value = 0.186, alpha = .878192, 

H0: Accepted). 

 
 
H5b: “Concentration Ratio” will have a direct effect on the long-term 

performance of new product entries.  
 
H5b as another hypothesis is rejected by respondents due to below amount; 

(estimate = -0.013, p-value = 0.505, alpha = .878192, H0: Accepted). 

 

 

 
H6a: “Number of active competitors” will affect the timing of entry decision.  
 
H6a mentioned that the greater number of competitors affect the fewer timing of 

entry and beased on below amount this hypothesis is accepted. (estimate =  -0.250, p-
value = .003, alpha = .878192, H0: Accepted). 
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H6b: “Concentration Ratio” will affect the timing of entry decision.  
 
The H6b hypothesis that is related to the influence of concentration ratio on the 

time of entry. So the below amount specify that this hypothesis is accepted. (estimate = 
0.133, p-value = 0.0165, alpha = .878192, H0: Accepted). 

 
 
H7a: “Number of active competitors” will affect the “Advertisement 

Investment” at entry. 
 
Hypothesis H7a is accepted and the amount of related statistics has been brought 

below: (estimate =  0.497, p-value < 0.001, alpha = .878192, H0: Rejected). 
 
 
H7b: “Number of active competitors” will affect the “Distribution Investment” 

at entry.  
 
Regarding hypothesis H7b the more number of competitors causes the more 

investment for distribution, and it been accepted due to the below amount. It is logical 
because the more competitors in a market oblige a company to have more and better 
distribution activities. (estimate =  0.211, p-value = 0.001, alpha = .878192, H0: 
Rejected). 

 
 
H7c: “Concentration Ratio” will affect the “Advertisement Investment” at 

entry.  
 
Considering the below amounts this hypothesis is accepted. It means that 

attendance of four leader company causes that other companies have more investment in 
their advertisement; (estimate = -.123, p-value = 0.009, alpha = .878192, H0: Rejected). 

 
 
H7d: “Concentration Ratio” will affect the “Distribution Investment” at entry.  
 
More over the above construct, to have a successful presence in the market and 

being capable enough to compete with four major leather companies, the distribution 
ratio should be fortified. Therefore, below amounts shows the acceptance of the 
hypothesis: (estimate = .118, p-value < 0.001, alpha = .878192, H0: Rejected). 
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H8: Greater inherent sources of advantage lead to earlier market entry.  
 
The H8 hypothesis proposes that a greater source of advantages such as skills, 

human and non-human resources and so on causes the earlier market entry. The below 
statistical amount is proving this issue: (estimate = .757, p-value < 0.001, alpha =  
.828473, H0: Rejected). 

 
 
H9a: Greater inherent sources of advantage lead to greater “advertisement 

investment” at entry.  
 
H9a mentioned that the more sources of advantages the more advertisement 

investment a company requires to be successful in the market. The below amounts also 
prove this claim: (estimate = 1.016, p-value < 0.001, alpha =  .828473, H0: Rejected). 

 
 
H9b: Greater inherent sources of advantage lead to greater “distribution 

investment” at entry.  
 
Similar to above hypothesis the same condition is repeated for H9b hypothesis 

and beneath quantity describes shows this assertion: (estimate = 1.058, p-value < 0.001, 
alpha =  .828473, H0: Rejected). 

 
 
H 10a: Greater inherent sources of advantage lead to superior “Quality”. 
 
Based on underneath amount source of advantages have the positive effect on the 

quality, and H10a is accepted: (estimate = .541, p-value < 0.001, alpha =  .691601, H0: 
Rejected). 

 
 
H 10b: Greater inherent sources of advantage lead to superior “Value”. 
 
The final hypothesis that is related to the influence of source of advantages on the 

value is accepted because of below quantities: (estimate = .496 , p-value < 0.001, alpha =  
.740974, H0: Rejected). 
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4.5 Conclusion 
In above sections the prepared data has been evaluated descriptively in the first 

step, then by considering them the offered model has been tested in two main phases for 

Iranian companies. Finally the presumed hypotheses have been analyzed through AMOS 

software and out of 23 hypotheses, there are 6 rejected and 17 accepted. In the next 

chapter, the wrapping up conclusion will be offered for the entire thesis and some 

recommendations will be presented for further researches. 
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CHAPTER 5 

Findings and Conclusions 
 

Finding and Conclusions 
 

In this chapter, following the discussion on the findings of this research, the 

contributions will be named. The research questions posed will be answered, and then 

the limitations and problems observed in these procedures will be explicated. Finally, 

some recommendations are suggested for further research. 

 

5.1 Overview 
As far as what is emphasized within the research, the vital role of managers and 

decision makers of a company ordains that they should consider various factors and sub-

factors to make different decisions, Hence it becomes predominant when they are making 

essential and key determinations such as major strategies of marketing, entering a new 

market, developing a new product, having successful presence in a foreign market, and so 
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on. Furthermore, in the assumed hypotheses, the relation among the factors and their 

influence on each other must be taken in account. Throughout this research, based on 

reviewed literatures –especially the key article (D. H. Green; D. W. Barclay; A. B. 

Ryans, 1995) –the effective factors on the managers’ decision-making were divided into 

three main categories as follows: 

1) Core Managerial Decision contains Timing of entry to the new market, 

Magnitude of investment and Area of competitive positioning. 

 

2) Product-Market Characteristics includes concentration ratio, growth rate, 

market potential, entry barriers, and number of competitors. 

 
 

3) Sources of Advantage includes general skills such as R&D, marketing, 

production, specific skills similar to prior entry experience, human resources, and 

non-human resources like capital, production facilities, brand name, distribution 

access, etc. 

 

For this research, considering their significant role in Iran’s economy, these types 

of companies were selected for the statistical community: specifically, the active SMEs in 

the food industry owing to their competition capability were targeted as the specified 

statistical population. After identifying statistical community, the data was gathered 

through the questionnaire. The collected data was processed and the defectives and 

outliers removed. Then, based on the proposed methodology flowchart, three continuous 

phases were performed. First, the ‘exploratory’ phase prepared the data for creating a 

model. In the next phase, the data was divided into two types of validation and fitting 

data. In the validation procedure, we chose 46 out of 246 for testing the established 

model and for the fitting process 200 data were evaluated. At the end of the confirmatory 

phase, we extracted the covariance between the constructs and regression weights. 

Additionally, in the third phase the hypotheses among the constructs were tested. In total, 

23 hypotheses have been tested during the research to accept 17 and reject 6 of them. In 

the subsequent section, these findings will be discussed. 
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5.2 Findings 
 

We tested the model (ESPM) suggested by Green and her colleagues (1995) to 

evaluate how proper it is for Iranian SMEs in their foreign markets presence. Based on 

this model 9 major constructs were considered and the relation among them tested, 

although in exploratory phase due to the gathered and prepared data the software 

recommended that we consider 6 main constructs. According to the presumed hypotheses 

in this research, out of 23, the number of 17 hypotheses has been accepted and six of the 

total number rejected.  It would appear that according to the filled-out questionnaires and 

collected data, and due to the rejected hypotheses, the six considered constructs covered 

our model better than nine did. Our research questions were thus validated to a high 

degree by finding the required constructs and hypotheses among them, and we have 

created a proper and admissible model in this regard.  

 

Practically speaking, the managers or decision-makers of a company should 

consider several factors in their entrance and presence in foreign markets.  

 

 Finding a valuable and high potential target market which would be sufficiently 

profitable in the near and far future; moreover, localization to the culture of that market is 

a key issue for consideration. Optimally, it is best to be as close as possible to the origin 

country at the time of entry. 

 

 Although Iranian managers, during the period this research was being conducted,  

did not consider the critical factor of timing of entry to international markets in their 

decisions, another major factor should be noted: very early entry entails as much high 

risk as very late entry. 

 

 Magnitude of investment in the target market such as advertising, distribution, 

and other things, should be implemented deliberately. According the market potential, 

market conditions, number of competitors, etc., managers must decide on the enormity of 

investment. 
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 The number of competitors and their capability is another major factor that must 

be thought about. Each company for gaining market share and sustaining successful 

performance should have a prudent strategy in this regard. 

 

  Human and non-human resources like other above-mentioned factors are very 

essential issues in a company’s strategy. Education level of employees, previous 

experience of market entry, branding, furthering the amount of capital, R&D, and 

investigation are just some of resources of a company that managers must bear in mind. 

 

 In addition to that which a company owns or the purposes that it plans to achieve, 

the limitations facing a company such as shortage of resources, political issues, the origin 

and destination country and failure in updating regarding technology, new methods of 

marketing and negotiations are very important factors, which must be brought into 

company strategy. 

 
 

5.3 Contributions 
 

In this research, the contributed items may be evaluated in different dimensions: 
 
Theoretically, beyond what is stated in selected key article (Green, Barclay, and 

Ryans, 1995), two other important factors such as “gradual movement” and “psychic 

distance” have been extracted from Uppsala Model (Johanson & Wiedersheim-paul, 

1975; Johanson and Vahlne, 1977 &1990) and considered as the indicators for “Time of 

Entry” and “Magnitude of Investment.” For methodological base, with collaboration of 

Eng. Farvaresh, Eng. Abolghasemi and myself, a flowchart was designed as a route map 

of data analysis and model testing. Throughout this flow chart from the first step of 

preparing gathered data up to the last procedure of testing the model’s hypotheses, all 

issues were divided to two main phases, namely Exploratory Phase and Confirmatory 

Phase. In the confirmation phase, the gathered data was divided into two groups (“test 

data” and “validation data”) for better assurance and model fitting. In the other words 

although within this research no new technique is not developed, by collecting some  
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techniques for a specified purpose that powerful synergy and relationship among them is 

identified a valuable frame work for these kind of researches has been developed. From 

an empirical standpoint, in the sampling process, although within the key article (Green, 

et. al., 1995) the software industry was selected as the statistical community, in this 

research the model has been applied to and tested upon food industry community. 

Furthermore this research evaluation has been performed on the SMEs whereas in the key 

article the size of enterprises was not considered. 

 

 

5.4 Conclusions 
 

As the demographic statistics, the respondents of the questionnaire are 41% 

micro-firms (personnel under 10), 37% are small companies (staff of 10-50) and 21% of 

evaluated firms are medium-sized (staff of 50–250). The organizational position of 

respondents are 46% Managing Directors, 31% Commercial Managers, 6% Export 

Managers, 6% Sales Managers, and 11% Other Decision Makers. The type of 

internationalization modes among Export, Licensing, Franchising and Foreign Direct 

Investment (FDI), Iranian SMEs have chosen Export as the most simple way of foreign 

market entrance in majority (96%) and Franchising (4%). Lastly as relates to their foreign 

market presence, the distribution of major target markets is Asia/Oceania (38%), Africa 

(19%), and Middle East (13 %).  

 

The final purpose of the research is the evaluation of the hypotheses among the 

major constructs. To answer the research question the proposed hypotheses have been 

tested for offering a proper model for making Iranian SMEs succeed in the international 

markets. Hence, during this research the hypotheses among Source of Advantage (SOA) 

as an exogenous factor and other constructs such as Time of Entry (TOE), Advertisement 

Investment (AI), Distribution Investment (DI), and Quality (Q) have been accepted. The 

hypotheses among the second exogenous factor as Critical Ratio (CR) and Time of Entry 

(TOE), Advertisement Investment (AI), and Distribution Investment (DI) have been 

accepted, but it is rejected for Performance (P). Also, the hypotheses among the third 
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exogenous factor as Number of Active Competitor and Time of Entry (TOE), 

Advertisement Investment (AI), and Distribution Investment (DI) have been accepted and 

similar to CR, rejected for Performance (P). The hypothesis between the Time of Entry 

(TOE) as one the endogenous factor and Performance (P) has been rejected. However, 

hypotheses among the Distribution Investment (DI) and Value (V) and Performance (P) 

have been accepted. The hypotheses among the Advertisement Investment (AI) and 

Value (V) and Performance (P) on the other hand have been rejected, and the hypothesis 

between Quality (Q) and Performance, and between the Value (V) and Performance (P) 

have likewise been rejected.  

 

 

5.5 Limitations 
 

It is obvious that performing a research in Iran and similar developing countries is 

quite difficult. Firstly, the shortage of academic researches and limitation of valuable 

resources was a major problem we faced. A very weak relation between Industry and 

Business from one side and University on the other, causes that a researcher is not 

sufficiently aware of the practical problems in the industry and business. It is one of the 

main reasons that there are many researches with similar topics without any effective 

application. Unfortunately in Iran it is not clear which ministry, organization or office is 

responsible for or keeper of SMEs. Ministry of Commerce, Ministry of Mining and 

Industries, Iran Small Industries & Industrial Parks Organization (ISIPO), Trade 

Promotion Organization of Iran are some the governmental organizations that we met in 

our research procedure on SMEs in Iran. The situation was exacerbated when the 

researcher could not find even a unique definition of SME among them. Data gathering 

was the most trying procedure in this research. Preparing a list of Iranian SMEs which are 

working in food industry and active in international markets, accessing their contact 

information, finding contact points to get through to the decision makers, explaining the 

purpose of the research, sending the questionnaire, following up to meet the companies’ 

decision makers in person to clarify the questions, and gathering the questionnaires are 

the usual procedures that consume at least four to five mounts in the best case scenario in 
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the slow Iranian system. Particularly so as a valuable list of required SMEs or helpful 

contact points directory was not available. There were other problems encountered such 

as nonchalance of secretaries to answer, disinterest of managers for allowing some 

minutes to visit him or even taking time to fill out the questionnaire. A very time-

consuming, frustrating procedure that renders a researcher disappointed more when he 

receives a semi-filled out/ careless questionnaire, or even nothing. It is even more painful 

to consider that these managers would themselves be the first ones to benefit from these 

types of research. 

 

 

5.6 Further Researches 
 

Considering the significant role of SMEs in the Iranian economy, further the 

outstanding location of Iran in the region or even in the world geopolitically, numerous 

researches would be required in different aspects. Many factors not covered in this study 

are motivating and need to be explored. Additionally, the restraint and shortcomings of 

this study also provide implications for future research and next researches could add 

extensions to this study. This research also could do with further analysis. While this 

research incurs a number of very interesting results, it is believed that there are several 

things that should be performed to confirm the results as well as to expand the 

hypotheses. There are numerous factors such as political issues, target market size, 

developed or developing target markets, internationalization different modes, marketing 

mix, customer behavior, and customization vs. standardization, etc. that should be 

concentrated on in detail. Each of above factors are very significant and effective to be 

successful into the international markets for Iran’s considerable number of SMEs. 
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Appendix I: Questionnaire 

Very   

High 
 

Very  

Low 

5 4 3 2 1 
How is your proficiencies’ capabilities and experiences 
(Technology, R&D, Human Resources’ specialty, etc.) comparing 
to other competitors. 

1 

5 4 3 2 1 
How is your general capabilities and experiences (Management, 
Production, Marketing, etc.) comparing to other competitors. 

2 

5 4 3 2 1 
How is your pre-experiences before incoming to new foreign 
markets comparing to other competitors. 

3 

5 4 3 2 1 How is the affection of the psychic distance with target countries  4 

5 4 3 2 1 How is your human resources comparing to other competitors. 5 

5 4 3 2 1 
How is your non-human resources (Investment, Brand Validity…) 
comparing to other competitors. 

6 

5 4 3 2 1 
How is the market share of 4 leader companies in target market 
during the current year? 

7 

5 4 3 2 1 
How do you forecast the market share of 4 leader companies in 
target market for next year? 

8 

5 4 3 2 1 
What is the amount of your rival’s advertisement in TV, press… 
during the last year? 

9 

5 4 3 2 1 What is the number of your competitors in data source’s listing? 10 

5 4 3 2 1 
What is the amount of direct sales investment in the target market 
by your company itself? 

11 

5 4 3 2 1 
How is the amount of direct sales investment in the target market 
by other distributors? 

12 

5 4 3 2 1 
How is the volume of your advertisement in different medias 
comparing with other rivals? 

13 

5 4 3 2 1 
How is the number of your advertisement in different medias in 
the target market comparing with other rivals? 

14 

5 4 3 2 1 
How is the amount of your company’s advertisement specified 
budget in your entrance time comparing with other competitors? 

15 
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1: less than 5%            2: 5% to 10%           3: 10% to 15%         4: 20% to 25%          5: more than 25% 

30 How is your current market share? 1 2 3 4 5 
31 How is your market share for next year? 1 2 3 4 5 

 

1: less than 1 year       2: 1 to 3 years        3: 3 to 7 years       4:  7 to 10 years        5: more than 10 years 

32 What is the time since first entrant? 1 2 3 4 5 
 

1: less than 20               2: 20 to 50                3: 50 to 100           4: 100 to 200              5: more than 200 

33 What is the total number of prior entrants to this market? 1 2 3 4 5 
 

5 4 3 2 1 
How is the affection of type of media & Advertisements 
comparing other rivals? 

16 

5 4 3 2 1 
How is the affection of your company’s investment in offering 
different customer services? 

17 

5 4 3 2 1 
How do you agree gradual entrance target market instead of fast 
moving? 

18 

5 4 3 2 1 How is your packing comparing other rivals? 19 

5 4 3 2 1 
How is the quality of raw material of your products comparing 
other rivals? 

20 

5 4 3 2 1 How is your relative retail price comparing other competitors?  21 

5 4 3 2 1 
How is your relative distributed price comparing other 
competitors? 

22 

5 4 3 2 1 How is your relative minimum price comparing other competitors? 23 

5 4 3 2 1 
How is the acceptability of your products among the people versus 
other rivals? 

24 

5 4 3 2 1 
How is the acceptability of your products among the experts 
versus other rivals? 

25 

5 4 3 2 1 How is your profitability comparing other competitors? 26 

5 4 3 2 1 How is your revenue comparing other competitors? 27 

5 4 3 2 1 How is your sales amount comparing other rivals? 28 

5 4 3 2 1 How is your customer loyalty versus other opponents? 29 


