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Abstract

A significant yet rarely probed question in the international entrepreneurship literature is to
what extent and when entrepreneurial alertness (EA) manifests into international performance
for small and medium-sized enterprises (SMEs). Using survey data from 214 SMEs in the
United Arab Emirates, this study investigates the relationships between EA, business model
innovation (BMI), domestic market dynamism and internationalisation scope of SMEs. The
study finds that BMI (i.e., entrepreneurial action) significantly mediates the relationship
between EA (i.e., entrepreneurial capability) and SMEs’ internationalisation scope (i.e.,
international performance). Furthermore, when domestic market dynamism is high, the effect
of BMI on internationalisation scope is strengthened. These findings provide theoretical and

practical implications for international entrepreneurship research in the SME context.



Pre-print version

Keywords: Entrepreneurial alertness, business model innovation, internationalisation scope,

market dynamism, SMEs.

1. Introduction

Increased competition and limited business opportunities in domestic markets have spurred
small and medium-sized enterprises (SMEs) to become increasingly interested in
internationalising their operations (Buccieri et al., 2020; Yayla et al, 2018).
Internationalisation across multiple foreign markets, known as internationalisation scope
(D’Angelo et al., 2016), offers significant growth for SMEs, especially those that operate in
saturated domestic markets. Diversifying across foreign markets allows SMEs to generate
value from their limited yet high-cost resources, achieve market positioning, and diversify
risks (George et al., 2005). It also enables them to learn from the foreign markets and
encourages them to invest in developing capabilities (Dai et al., 2014).

However, SMEs’ strategic move to broaden their internationalisation scope entails
challenges such as the risk associated with new institutional environments (McCormick &
Somaya, 2020) and identifying and developing business opportunities (Dai et al., 2014;
Felzensztein et al., 2015). Prior research has primarily viewed entrepreneurial orientation (i.e.,
entrepreneurial innovativeness, proactiveness and risk-taking behaviours) as a key strategic
enabler for SMEs to overcome internationalisation challenges (see, Kuivalainen et al., 2007;
Wang, 2008). As argued by Felzensztein et al. (2015), “the more markets a firm enters, the
more it is acting entrepreneurially, the more risks it is taking, and the more actively and
innovatively it may be pursuing its international strategy” (p. 148). Entrepreneurial
orientation is a business-level construct that captures the styles firms adopt when engaging in
entrepreneurial activities (Kock & Gemiinden, 2020; Yun, Park, et al., 2016) both in domestic
and foreign markets. While entrepreneurial orientation is useful in guiding how SMEs could
shape their internationalisation drive, the concept is inadequate to help SMEs “make
assessments, judgments, or decisions involving opportunity evaluation and value creation”
(Mitchell et al., 2002, p. 97). In this respect, this research pays attention to entrepreneurial
alertness (EA), an entrepreneur’s capability to identify opportunities that others overlook
(Pirhadi et al., 2021).

Prior studies suggest that the internationalisation efforts of SMEs require the

consideration of the characteristics and capabilities of entrepreneurs (De Cock et al., 2021;
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Muzychenko & Liesch, 2015). Entrepreneurs act as active agents in the markets, and their
alertness capabilities can help proactively identify and exploit opportunities for
internationalisation scope (McCormick & Fernhaber, 2018). However, despite its intuitive
appeal, empirical support for EA and internationalisation scope nexus has so far been lacking
(Yang et al., 2020). Yet, understanding the impact of EA on internationalisation scope is vital
because not all SMEs are able to expand their businesses by diversifying their foreign
markets. As evident in international entrepreneurship literature (Dominguez & Mayrhofer,
2017; Lee et al., 2020), entry into distant markets can potentially threaten the survival and
international expansion of SMEs. By investigating how EA affects the opportunity
identification and retention with respect to internationalisation scope, this study aims to
increase the understanding of why some SMEs can expand to diverse markets better than
others. In this study, we develop and test a conceptual model to examine the relationship
between EA and internationalisation scope.

Scholars interested in entrepreneurial opportunities further suggest that opportunities
are discovered by alert entrepreneurs, but competitive advantage can only be attained by
exploiting the identified opportunities (Berglund et al., 2020; Dimov, 2011). Indeed, while
EA enables entrepreneurs to recognise opportunities ahead of competitors, entrepreneurial
actions are required to exploit the recognised opportunities (Mainela et al., 2014). As such,
this research also considers the business model innovation (BMI) of SMEs, as an
entrepreneurial action that connects EA capability to the diversity of foreign markets SMEs
have entered. Specifically, BMI refers to a firm’s activities related to “the conceptualization
and adoption of new ways of conducting economic exchanges among transaction participants”
(Zott & Amit, 2007, p. 184). While EA allows an SME to identify opportunities ahead of
others (Tang et al.,, 2012), BMI reinvents business models to cater to and exploit the
identified opportunities (George & Bock, 2011; Guo et al., 2017). BMI enables firms to alter
ideologies and strategies for foreign markets in order to cater to the needs of differentiated
customers in diverse markets and attain international performance (Asemokha et al., 2019).
Thus, we contend that BMI can act as an intermediary mechanism for the relationship
between EA and SMEs’ internationalisation scope, and raise the first research question: 7o
what extent does EA affects SMEs’ BMI and internationalisation scope?

Furthermore, these internationalising SMEs’ BMI and their degree of
internationalisation scope — such as the number of foreign markets penetrated and revenues
from the diverse markets — may be contingent upon domestic market dynamism. Regarding

domestic market dynamism, Clauss et al. (2019) acknowledge the domestic environment as



Pre-print version

an important contingency factor, arguing that “firms in such environments operate under
constant pressure to not only respond quickly to changing market conditions but also learn to
proactively anticipate and adapt” (p. 4). Similarly, Spieth et al. (2014) suggest that future
studies ought to consider the role of market dynamism in driving BMI for performance
outcomes. The extant market literature on domestic market dynamism suggests that in a
rapidly changing environment, there is a greater need to innovate business models to keep
pace with market and technological changes (Calantone & Rubera, 2012; Chu et al., 2018;
Miroshnychenko et al., 2021). Conversely, the need for BMI is reduced when SMEs compete
in environments with low uncertainty. Hence, it can be expected that the role of BMI for
internationalisation is more important when domestic environmental dynamism is high.

Following these reasonings, we contend that SMEs that operate within highly
dynamic domestic market conditions tend to frequently innovate their business models to
respond to the market pressures and customer demands, thereby better exploiting business
opportunities in the markets and increasing foreign market diversification. Against the
backdrop of the aforementioned arguments, this study offers this second question: Does
domestic market dynamism moderate the relationship between BMI and SMEs’
internationalisation scope?

This study contributes to the international entrepreneurship literature in two important
ways. First, it conceptualises and validates a rarely discussed phenomenon — the relationships
between EA, BMI and internationalisation scope in the SME context (Bhatti et al., 2021;
Miroshnychenko et al., 2020). Specifically, our research proposes the notion of BMI
(entrepreneurial action) as an important conduit through which EA (entrepreneurial capability)
affects SMEs’ international market diversification (internationalisation scope). Second, in
responding to research calls by Ciampi et al. (2021) and Spieth et al. (2014), our conceptual
model considers the moderating effect of domestic market dynamism on the relationship
between SMEs’ BMI and internationalisation scope. The study findings demonstrate that the
nature of the domestic markets within which SMEs operate is a key contingency factor for

strengthening the effect of BMI on internationalisation scope.

2. Literature and hypothesis development

2.1. Entrepreneurial Alertness
Entrepreneurial alertness (EA) is a key construct in the venture creation process and

subsequent performance in business entrepreneurship research (Gaglio & Katz, 2001).
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Initially, EA has been defined as the ability of a decision-maker to sense opportunities that
are overlooked by others (Kirzner, 1973; Kirzner, 1979). Kaish and Gilad (1991) argued that
alert entrepreneurs have distinctive readiness for environmental scanning to identify
opportunities. Similarly, Kirzner (1999) contended that creative actions are involved in
alertness and might “impact the type of transactions that will be entered into future market
periods” (p. 10).

Among scholarly work on EA, Tang et al. (2012) developed and validated EA as
consisting of three complementary elements: (1) “scanning and searching for information, (2)
connecting previously-disparate information, and (3) making evaluations on the existence of
profitable business opportunities” (p. 77). The first dimension of ‘scanning and searching’
entails the entrepreneurial cognition process to peruse the environment continuously and
search for new ideas, knowledge, and market changes (Mitchell et al., 2007). The second
dimension, ‘alert association and connection’, relates to integrating different information and
transforming them into coherent alternatives (Campos, 2017). The third dimension is the
evaluation and judgement of changes or information, and deciding if the changes present an
opportunity with profitable returns (Pirhadi et al., 2021). When entrepreneurs possess high
EA, they become responsive to search for market changes and endeavour to spot business
opportunities (Valliere, 2013). In this vein, alertness helps entrepreneurs access information
about arbitrage conditions to re-establish market position or information about market and
technological development to create greater value (Fatima & Bilal, 2020). EA is conceptually
distinct from subsequent opportunity development and activities that are undertaken to
exploit identified opportunities (Rezvani et al., 2019). Hence it is regarded as “a state of
mind that is open to opportunities at all times” (Busenitz, 1996, p. 43).

These elements of EA such as ‘scanning and search’, ‘association connection’ and
‘evaluation and judgement’ (Tang et al., 2019; Campos, 2017) are akin to the notion of
recently studied micro-foundations of dynamic capabilities in terms of the role of enterprising
individuals within the organisation (Agarwal et al., 2014; Felin et al., 2012; Helfat & Peteraf,
2015; Salvato, 2009). In the literature, EA is often considered the ability of an individual
(entrepreneur) (Sharma, 2019), whilst dynamic capability is regarded as firm-specific
capabilities at the aggregated level (Felin et al., 2012). Put differently, a firm’s “dynamic
capability is enacted when the organisational development is actually undertaken” (Kevill et
al., 2017, p. 885). Indeed, there have been recent calls to shed light on micro-foundations of
the firm’s capabilities in the consideration of the lower-level entities and practical realities of

the organisation (e.g., Castellano et al., 2021; Felin et al., 2012; Helfat & Peteraf, 2015).
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Following the views on the tenets of capabilities above, EA can be considered as a
unique entrepreneur’s capability that sparks and facilitates SMEs’ innovative business
activities (as entrepreneurial actions) in dynamic overseas business environments. Also,
recent scholars have attempted to advance EA concepts by considering various cognitive
processes and capabilities, such as previous knowledge, identification of patterns, processing
of information and judgement and movement towards entrepreneurial ‘actions’ (Campos,
2017; Gaglio & Katz, 2001; Mitchell et al., 2007). Thus, entrepreneurial capabilities (i.e., EA
in this study) could co-evolve with entrepreneurial actions that are EA-driven innovative
activities and practices in turbulent market conditions. Specifically, appropriate
entrepreneurial actions are needed to make use of the entrepreneurial capabilities for
competitive advantage. Therefore, as we reviewed in the next section, this study views BMI
as a concrete entrepreneurial action to utilise the value of EA for SMEs’ internationalisation

scope.

2.2. Business model innovation

The concept of business model gained prominence due to firms’ growing interest in
understanding and operationalising new business ideas that are conducive to new revenue
mechanisms (Snihur & Wiklund, 2019; Yun & Zhao, 2020; Zott et al., 2011). While there is a
lack of consensus on its definition(Coombes & Nicholson, 2013; Evans et al., 2017), a
business model can be perceived as the process through which a firm can create and capture
value (Spieth et al., 2014). In other words, the business model refers to “the structure of the
value chain (an activity-based concept), creating value, thereby addressing the underlying
logic of how the firm delivers value to its customers” (Zott & Amit, 2010, p. 219). A firm
with unique structures, contents and governance configurations for generating and seizing
value for all stakeholders is considered to have a sustainable business model (Reficco et al.,
2020).

When firms operate in turbulent and dynamic market environments, they need to
adapt and modify their business models (Berends et al., 2016; Yun et al., 2019), ultimately
giving rise to the concept of business model innovation (BMI) (Evans et al., 2017; Markides,
2013; Miroshnychenko et al.,, 2020). Specifically, BMI concerns how a firm needs to
reconfigure and modify (where necessary) the existing business model to a new one that is
innovative and useful to the market in which the firm operates (Casadesus-Masanell & Zhu,
2013; Mezger, 2014). In the special issue on BMI in R&D Management, Spieth et al. (2014)
reviewed different aspects of BMI and proposed three different roles of BMI (i.e., explaining,
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running, and developing the business), and emphasised that successful BMI can serve as an
important source of a firm’s competitive advantage. Firms must pursue BMI in a timely and
effective manner when opportunities are discovered (Cosenz & Bivona, 2020), thereby
leading to competitive advantage by reconfiguring the business models that make them hard
to replicate by existing firms or new entrants (Teece, 2010).

BMI can include introducing new products or services to satisfy customer needs,
implementing efficient production systems or processes, developing new technologies,
arranging new financial means, or bringing in new partners (Massa et al., 2016). Such
initiatives may be new to the firm, new to the industry and/or the result of changes in the
external environment, competitors’ behaviours or strategies (Foss & Saebi, 2016; Saebi et al.,
2017). In this respect, BMI allows SMEs to exploit new products or services across borders
to realise competitive advantage (Verbeke et al., 2018). Bohnsack et al. (2020) suggest that
internationalisation does not only depend on whether resources and capabilities are exploited
in foreign markets but also on whether BMI as a whole can create and retain values
internationally. In a similar vein, Wei et al. (2014) argued that BMI allows firms to fit value
proposition and commercialise their technology in new markets. Thus, SMEs must combine a
new technology with a suitable business model — that is to say, the configuration of a range of
activities that can create value and allow SMEs to utilise and exploit the technology in the
foreign market (Arregle et al., 2019). Against this backdrop, we view BMI as a critical
entrepreneurial action to alter or reinvent the business operations of SMEs for their

internationalisation outcomes.

2.3. The mediating effect of BMI on the relationship between EA and internationalisation
scope

2.3.1. EA and BMI

While establishing the nomological validity of EA, Tang et al. (2012) relied on organisational
innovation literature and argued that by being alert would enable entrepreneurs to discover
something new and increase innovations of their firms. Despite this revelation, theoretical
specification of the relationship between EA and BMI remains unclear. By drawing insights
from entrepreneurial opportunity process (Lumpkin & Lichtenstein, 2005), we contend that
EA is conducive to BMI. Specifically, alert entrepreneurs can discover an opportunity in the
marketplace (Rezvani et al., 2019) but to remain ahead of competitors, certain entrepreneurial
actions are required to seize and exploit the identified opportunities (McMullen & Shepherd,

2006). As contended by Kirzner (1979), entrepreneurship involves a process of opportunity



Pre-print version

identification and the entrepreneurial actions that follow. The fundamental act may involve
developing and exploiting new products or processes or creating new markets, in an effort to
innovate and address social and economic circumstances (Meijer et al., 2010; Watson, 2013).
In particular, BMI often “requires managers to experiment to discover what can work and
what fails, and communicate and institutionalize learning mechanisms (incorporating new
knowledge and skills) into systems, procedures and structures across all echelons of the
organization” (Sosna et al., 2010, p. 385). By exploiting EA, entrepreneurs can scan the
environment, identify opportunities, and adopt alternatives to their existing business model
(Campos, 2017; Romero et al., 2021).

More importantly, EA represents the heterogeneous capabilities of entrepreneurs to sense
the opportunities in their environment (Helfat & Peteraf, 2015). In this way, EA contributes
to SMEs’ pursuit of entrepreneurial actions for experimentation with identified opportunities,
thereby gaining competitive advantage faster than rivals (Sirén et al., 2019). As Teece (2014)
argued, entrepreneurial capabilities and actions co-evolve, which must be consistent, coherent,
and accommodating to help achieve competitive advantage. As such, we suggest that EA (i.e.,
entrepreneurial capability) enhances an SME’s BMI (i.e., entrepreneurial action). SMEs with
high alertness can monitor market changes and trends ahead of their competitors (Campos,
2017; Rezvani et al., 2019) and evaluate the competitiveness of their business model (Hock-
Doepgen et al., 2020). To exploit value from identified threats or opportunities, entrepreneurs
concentrate on BMI by making changes to individual components of business models, such
as novelty in the way a firm produces and delivers value (Alshawaaf & Lee, 2020).

Following the above reasoning, we contend that EA enables the BMI of SMEs.

2.3.2. BMI and internationalisation scope

BMI supports SMEs to configure business models on the types of products and process
innovations that create and capture values for firms (Yun et al., 2019). With BMI, SMEs can
better respond to the competition or institutional-environment dynamics, and cope with
different external contingencies (Ferreras-Méndez et al., 2021). BMI is vital for firm
differentiation (Romero et al., 2021) and sustainable competitive advantage (Guo et al., 2017;
Xiao et al., 2021). Some studies also show that BMI is germane to SMEs’ internationalisation
(Child et al., 2017; Onetti et al., 2012). The different market and institutional conditions
require changes to business models for international markets (Colovic, 2021; Cooke, 2019).
In this regard, Futterer et al. (2018) contend that BMI on different dimensions, such as

product range, information technology, consumer value, internet and media, and order
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completion, can help firms to address challenges when entering international markets. By
innovating their business models, SMEs not only can fulfil the previously unmet needs of
existing customers but also attract a new customer base to enhance international performance
(Asemokha et al., 2019; Cavallo et al., 2020). To extend this line of reasoning, this study
contends that BMI can serve as an entrepreneurial action to facilitate SMEs’
internationalisation across multiple foreign markets, i.e., internationalisation scope (Jean et
al., 2020).

The global marketplace is composed of differentiated local markets that require SMEs
to be knowledgeable about “a country's product standards, industry norms, customer needs,
as well as the practices and capabilities of local competitors” (Sapienza et al., 2005, p. 445).
Because BMI helps SMEs assess foreign market preferences (Colovic, 2021), achieving high
levels of BMI would facilitate the adaptation of the novel and unique offerings for multiple
foreign markets (Cooke, 2017). By innovating their business models on different dimensions
(e.g., organisational strategy, structure, production, technology and administrative
procedures), SMEs can successfully cater to the differential customer characteristics and
needs across a more diverse set of markets (Tallman et al., 2018). BMI solutions allow SMEs
to adapt to market requirements and commercialise their products by selecting appropriate
value propositions (Ferreras-Méndez et al., 2021). In this regard, BMI acts as an internal
mechanism to support value creation and broaden SMEs’ internationalisation scope (Azar &
Ciabuschi, 2017; Kano et al., 2020).

While innovating a business model is certainly one of the key processes SMEs
undertake during internationalisation (Asemokha et al., 2019; Colovic, 2021), relatively few
studies have examined the mediating effect of BMI on international performance (Asemokha
et al., 2019). In this study, we posit that EA of entrepreneurs influences the process of BMI,
thereby ensuring internationalisation scope outcome. While EA acts as an entrepreneurial
capability to identify foreign market opportunities ahead of others (Helfat & Peteraf, 2015;
Rezvani et al.,, 2019), being alert to opportunities in itself might not lead to enhanced
internationalisation scope. Instead, SMEs need to pursue BMI to exploit identified
opportunities for internationalisation scope by engaging in a range of activities including
knowledge management, organisational system reconfiguration, networking and
technological advancement (Cosenz & Bivona, 2020; Evans et al., 2017). Specifically, BMI
as an entrepreneurial action is needed to capitalise on EA for SMEs’ internationalisation

scope.
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We suggest that EA acts as an entrepreneurial capability to facilitate the anticipation
of entrepreneurial opportunities and sense environmental disruptions (Roundy et al., 2017).
Highly alert entrepreneurs have a greater ability to monitor market changes and trends, which
allows them to quickly seek BMI (Pirhadi et al., 2021). In turn, BMI enables SMEs to
generate new sources of value creation for promoting internationalisation scope. Innovative
business models can specify business logic, create commercial opportunities, promote
competitive interactions, and strengthen positional advantage in a value chain (Xiao et al.,
2021). In particular, BMI can help SMEs commercialise their products and adapt to the
requirements of multiple markets, thereby leading to increased internationalisation scope.
Therefore, an actively internationalising SME may deploy its entrepreneurial capabilities
such as EA to rebuild the core competence of its business model to help expand its
internationalisation scope (Child et al., 2017; De Silva et al., 2019). Based on the above, we
argue that BMI serves as an intermediary mechanism through which EA leads to SMEs’
internationalisation scope. Hence, we hypothesise:

H1: BMI mediates the relationship between EA and internationalisation scope of SMEs.

2.4. Domestic market dynamism as a moderator

Market dynamism generally describes the unstable and unpredictable nature of markets and
the business environment within which firms operate. Highly dynamic markets are
characterised by changes or uncertainties in customer preferences, regulatory frameworks,
technologies or market conditions (Jansen et al., 2006, p. 1664). These dynamic market
conditions can influence SMEs’ entrepreneurial actions including product and process
innovations (Chan et al, 2016; Wang & Chen, 2010). The dynamic and changing
environment requires SMEs to improve their capacity for innovation and business dynamics
(Lopes et al., 2021). The tenets of organisational ecology opine that the environment within
which firms operate influences how resources are mobilised, and capabilities deployed
(Narver et al.,, 2004). Thus, perceived dynamism within the domestic markets affects
entrepreneurial behaviour and innovation potential (Cao et al., 2012; Zhang et al., 2020) and
internationalisation scope of SMEs (Hékanson & Kappen, 2017; Hilmersson, 2013; Torkkeli
et al., 2012). In this regard, we reason that domestic market dynamism can cause
“infrastructural and behavioral influences” (Gao et al., 2017, p. 172) on the relationship
between BMI and internationalisation scope, and this association is likely to be stronger
under high levels of market dynamism. In the presence of greater changes in competitors’

strategies, technological dynamism, market conditions and customer demands (Roundy et al.,

10
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2017), alert entrepreneurs are required to identify opportunities (associated with such
dynamism) in high magnitudes that can lead to the pursuit of entrepreneurial activities or
actions in the shape of BMI. Stating differently, under conditions of high domestic market
uncertainty, SMEs become more alert to unpredictable changes in the environment and
pursue BMI to drive internationalisation scope. The following two reasons justify our
moderation hypothesis.

First, when domestic markets are unpredictable and uncertain, SMEs have reduced
opportunities in home markets and are forced to pursue alternative strategies to escape the
perceived harshness of home markets (Musteen et al., 2014). In this case, SMEs make full
use of their BMI to deliberately innovate their core ideas instead of restricting the innovation
scope to a single product or service that can lead to greater internationalisation scope
(Futterer et al., 2018; Yun et al., 2018). Thus, when domestic environmental uncertainty
increases, BMI allows SMEs to create their own values based on the technology they have
accumulated internally and transfer it to diverse international marketplaces (Yun, 2015; Yun,

Won, et al., 2016).

Second, under conditions of high domestic environmental uncertainty, an
entrepreneurial culture is encouraged in SMEs to develop capabilities for innovative business
models and better performance (Clauss et al., 2019; Hock et al., 2016; Yun, Park, et al., 2016).
As such, in uncertain domestic marketplaces, internationalising SMEs need to own
entrepreneurial capabilities (i.e., EA in our study research) that help reconfigure the resources
and activities for innovating business models and identifying opportunities in foreign markets
(Guo et al., 2017; Miroshnychenko et al., 2020). Paradoxically, domestic market dynamism
presents opportunities to alert entrepreneurs to access comprehensive information about
market and technological changes (Cao et al.,, 2018), thus enabling SMEs to introduce

creative business models and tap into BMI to expand their international scope.

Taken together, we argue that high levels of domestic market dynamism may facilitate
strong links between EA, BMI and internationalisation scope of SMEs. In contrast, at low
levels of domestic environmental uncertainty, market information becomes less tacit and
relatively easier to predict the changes in altering existing business models. Accordingly,
SME:s are likely to concentrate on minor adaptations in BMI, leading to a low requirement for

internationalisation scope. Taken all together, we posit that;

11
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H2: Domestic market dynamism moderates the relationship between BMI and

internationalisation scope of SMEs.

Figure 1 provides the conceptual model of this study, illustrating the relationships
between EA, BMI, internationalisation scope and domestic environmental dynamism in the
context of SMEs.

< Insert Figure 1 about Here >

3. Methodology

3.1. Research setting

This research focuses on SMEs in the United Arab Emirates (UAE) for the following reasons.
First, UAE is one of the world’s most robust and emerging economies with high economic
potential. The non-oil sectors, such as tourism, manufacturing, aviation, retail, hospitality,
real estate and construction, are experiencing rapid expansion due to economic diversification,
which in turn are creating more jobs in the country. Dubai’s unemployment rate was just 0.5%
in 2018, which is the world’s lowest rate (Dubai Statistics Centre, 2018). The GDP of UAE is
US$421.14 billion with a growth rate of 1.60% in 2019 (Trading Economics, 2019). In 2019,
the UAE has attracted US$12.7 billion in foreign direct investment, an increase of 135% year
on year. Second, UAE is a mixed free economy where Internet and Media free zones are
developed, offering 100% foreign ownership. This has led to an increase in privately-owned
SMEs. Third, SMEs in the UAE contribute significantly to the development of the economy
and continuously engage in new innovations (Pervan et al., 2015). Finally, SMEs in UAE are
more internationally focused with 67% prioritising foreign markets. Therefore, the growing
nature, internationally oriented nature of firms and socio-economic background of UAE
provide an interesting context to examine the relationships between EA, BMI and

internationalisation scope of SMEs postulated in this study.

3.2. Sampling and data collection

The sampling frame is developed from the commercial directory of the Dubai Chamber of
Commerce and Industry (DCCI, 2018-19). The firms were screened to meet the study criteria.
Specifically, the sample included: (1) independent firms that are not part of any bigger group;
(2) firms with less than 250 employees; (3) firms with international business operations; and
(4) firms with complete contact details of a senior executive or other senior managers (Boso

et al.,, 2013). We identified 425 SMEs who matched these criteria, of which 378 agreed to

12
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participate in the study. Subsequently, the participating SMEs were approached in person
with a questionnaire'. The questionnaire was designed and administered in the English
language because it is the most common first or second language of the organisations in the
UAE (Al Ariss & Guo, 2016; Nakos et al., 2019). In the end, the fieldwork yielded 214
useable responses, representing a response rate of 50.35%. The sample of the study is
considered ideal since all internationalised firms participated. The respondents had an
average managerial experience of 14 years. The respondent firms had an average size of 89
employees and an average age of 22 years. The firms operate in two major industries —

manufacturing (n = 152) and service (n = 62) industry.

3.3. Measures

Prior to data collection, pre-tests exercises were conducted with the managers of SMEs in
Dubai who commented on the language and clarity of the questionnaire. Based on their
feedback, we made changes to sentences and words to enhance the clarity as well as reflect
the Dubai SMEs’ context. All the items were measured on seven-point Likert scales.

EA was modelled as a three-dimensional construct. We used the scale developed by
Tang et al. (2012) to measure first-order dimensions: (1) scanning and searching, (2)
association and connection and (3) evaluation and judgement. Scanning and searching was
measured with six items. Three items were used to measure association and connection.
Evaluation and judgement were captured using four items.

We measured BMI with nine items derived from Guo et al. (2017). This scale
assessed the novelty of business model in terms of connecting with stakeholders and novel
combinations of products, services, technology (Zott & Amit, 2007, 2008). Previous BMI
studies have adapted and widely used this scale (Chen et al., 2020; Pati et al., 2018; Soluk et
al., 2021; Wei et al., 2014). We adapted four items from Waldman et al. (2001) and Pelham
and Wilson (1996) to measure domestic market dynamism, where the respondents evaluated
the extent to which they perceived their domestic market as being dynamic.

We measured internationalisation scope with three items derived from previous
studies (Jaworski & Kohli, 1993; Zahra et al., 2000). It accounts for the geographic reach of
an SME and captures exports and revenues from diverse countries (Jean et al., 2020). The

respondents were asked to rate the extent to which their firms have entered multiple foreign

! To further determine the participants’ knowledge and understanding of the phenomenon under study, we asked
them to indicate on a 7-point Likert scale: (1) level of knowledge about the issues under investigation; and (2)
level of confidence in answering the questions. The results suggest a mean score of 6.23 for knowledge of issues
and 6.12 for confidence in answering the questions.

13
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markets. We relied on subjective measures that capture the diversity and number of exports
markets, and revenues from foreign markets given the difficulty in obtaining accurate and
complete objective data (i.e., foreign revenues) as well as the limitations in using only the
number of foreign markets as a single measure of internationalisation scope (cf. Sullivan,
1994). Particularly, in the SME context, there might not be well-organised formal
international business divisions. In this case, the entrepreneur’s perceptions are likely to
influence the firm’s strategy and have a major effect on the internationalisation scope (Alayo
et al., 2019; Torkkeli et al., 2019).

Consistent with previous entrepreneurship and internationalisation studies (D’Angelo
et al.,, 2016; Felzensztein et al., 2015; Ma & Huang, 2016), we controlled for several
variables at individual-level and firm-level for their influence on our conceptual framework.
At an individual level, we considered managerial tenure because the individuals’ working
experience might influence their entrepreneurial behaviour for internationalisation (Arregle et
al., 2012). It was measured by using the years in which the respondent has been employed in
the current firm.

The firm-level variables include firm size, firm age, industry type and international
experience. Firm size — measured as the number of full-time employees — was controlled
because larger firms have more resource advantage for extensive international investment
(Sawant et al., 2021). Firm age — captured as the number of years since a firm was founded —
as a control could affect the propensity of SMEs to expand internationally (D’Angelo et al.,
2016). Industry type was included as control for industry-related influences on the propensity
of foreign investments in diverse locations (Freixanet & Renart, 2020). It was coded as a
dummy variable: 0 = manufacturing; and 1 = service. Finally, we controlled for international
experience because it can improve the foreign market knowledge and promote
internationalisation scope (Jean et al., 2020). It was measured by asking the respondents to

indicate the number of years a firm has been exporting.

3.4. Bias tests

To test non-response bias, we followed Armstrong and Overton’s (1977) approach and
compared early versus late respondent groups. The Pearson’s chi-square test results suggest
that the two groups do not differ in terms of managerial education, firm size, firm age, EA,
BMI, domestic market dynamism, and internationalisation scope. Thus, we concluded that

non-response bias does not influence our study results.
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To assess common method bias, we followed two procedures. First, we assessed three
competing confirmatory factor analysis (CFA) models: (1) method-only model where all the
items are loaded on a single latent construct: ¥2/DF = 1.36; CFI = 0.56; IFI = 0.56; NFI =
0.53; RMSEA = 0.18; SRMR = 0.18; (2) trait-only model where each item is loaded on its
respective latent construct: y2/DF = 1.35; CFI = 0.98; IFI = 0.98; NFI = 0.93; RMSEA = 0.04;
SRMR = 0.05; and (3) method-and-trait model where a common factor was linked to all the
items in trait-only model: ¥2/DF = 1.29; CFI = 0.98; IFI = 0.98; NFI = 0.93; RMSEA = 0.03;
SRMR = 0.04. The comparison of three CFA models suggests that Model 2 and Model 3 are
superior to Model 1, and Model 3 is not substantially superior to Model 2. Second, we
followed Lindell and Whitney (2001) approach by including a marker variable that is
theoretically unrelated to the main variables of the study. The respondents were asked to rate
a statement on a seven-point Likert scale. The statement stated: ‘Challenging tasks can cause
stress to employees.” Since this statement was not used in the main analysis and there seems
to be no theoretical reason to assume its relationship with the variables of this study, we used
this question as our marker variable. The correlations between the marker variable and the
main variables in our study were not significant (see Table 1). Together, the results confirm
that common method bias is not an issue for our study.

< Insert Table 1 and Table 2 about Here >

4. Results

4.1. Reliability and validity

The psychometric properties of our multi-item constructs were assessed using AMOS 27.0.
We present the item details, their standardised factor loadings and the reliability and validity
results in Table 1. The results of our CFA model provided adequate data fit: y2/DF = 1.35;
CFI = 0.98; IFI = 0.98; NFI = 0.93; RMSEA = 0.04; SRMR = 0.05. The values of Cronbach
alpha and composite reliability exceeded the threshold of 0.70 (Bagozzi & Yi, 2012).
Furthermore, the factor loadings were also positive and significant at 1%, thus confirming the
convergent validity of the measures. Also, the convergent validity of the scales was
confirmed as all the factor loading were greater than the suggested cut-off point of 0.40
(Kline, 2015). Our results also indicate that the values of average variance extracted (AVE)
exceeded the threshold of 0.50 (Bagozzi & Yi, 2012). Moreover, as shown in Table 2, the
square root of AVE was greater than the correlation between each pair of the construct

(Fornell & Larker, 1981), thus supporting the discriminant validity. Table 2 provides the
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inter-variable correlation coefficients, the square root of the AVEs, means and standard

deviations for the study variables.

4.2. Tests for hypotheses

The study hypotheses are tested using structural equation modelling (SEM) in AMOS 27.0.
We followed the approach by Aiken et al. (2003) to create the multiplicative interaction terms.
To attenuate for potential multicollinearity issue due to interactive terms in the model, we
mean-centred the variables involved in the moderation (Little et al., 2006). We checked the
issue of multicollinearity by calculating the variance inflation factors (VIF) for all the
variables. The highest VIF value is 1.25, which is less than the recommended cut-off point of
10, indicating that multicollinearity is not an issue in this study (Aiken et al., 2003).
Furthermore, the model fit results show excellent fit to the data: ¥2/DF = 1.25; CFI = 0.99;
IFI = 0.99; NFI = 0.97; RMSEA = 0.03; SRMR = 0.02.

Table 3 presents the parameter estimates and t-values for the structural equation
models. Models 1-2 contain BMI as a dependent variable. Models 3-7 have
internationalisation scope as a dependent variable. Model 1 and Model 3 are baseline models
with all the control variables. In Model 2, EA is added as an independent variable. To test H1,
we followed the approach suggested by Zhao et al. (2010). First, EA is positively related to
BMI (B = 0.20; p < 0.01) in Model 2. Second, BMI positively relates to internationalisation
scope (B = 0.43; p < 0.001) in Model 4. Third, EA has a positive relationship with
internationalisation scope (f = 0.19; p < 0.05) in Model 5. Finally, in model 6, when EA and
BMI are modelled together, the results suggest that BMI has a positive influence on
internationalisation scope (B = 0.41, p < 0.001); however, the effect of EA on
internationalisation scope becomes nonsignificant (f = 0.09, ns). Thus, the results provide
support for HI suggesting that BMI mediates the relationship between EA and

internationalisation scope.

Model 7 estimates the moderating effect of domestic market dynamism for the
relationship between BMI and internationalisation scope. As shown in Model 7 of Table 3,
the interaction term for BMI and domestic market dynamism (i.e. BMI x DMD) is significant
and positive (B = 0.18, p < 0.01), thus confirming H2. To better understand the nature of
moderating effect, we created a simple interaction plot with mean-centred values (Aiken et al.,
2003). Figure 2 shows that high levels of BMI are related to internationalisation scope when

domestic market dynamism is high.
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< Insert Table 3 and Figure 2 about Here >

4.3. Robustness checks
To check the robustness of our findings, we estimated the mediation and moderation
mechanisms using PROCESS macro (Hayes, 2013). Estimating this moderated-mediation
model gives a further complete understanding of the cause and magnitude of
internationalisation scope. Specifically, the mediation and moderation analyses shed further
light on our conceptual framework (as depicted by Figure 1 and the corresponding
hypotheses) by providing evidence to support the hypothesised cause-and-effect relationship,
as well as what changes the magnitude and/or direction of this causal relationship (Wu &
Zumbo, 2008). For example, while the mediation effect allows us to understand why and/or
how EA influences internationalisation scope, the moderation effect of domestic market
dynamism helps to determine the changes (in strength) of the relationship between BMI and
internationalisation scope — i.e., when or under what condition does a given relationship
change. Thus, as suggested by the classical grounded theory, this mediating and moderation
analysis can help identify and confirm the intervening, interactive and contextual conditions
that influence a core phenomenon (Creamer, 2018), such as internationalisation scope.
Accordingly, using Model 4 in PROCESS macro, we find a positive and significant
effect of EA on BMI (B = 0.24, p < 0.01). In turn, BMI is positively related to
internationalisation scope (f = 0.36, p < 0.001). More importantly, the indirect effect of BMI
on the relationship between EA and internationalisation scope is significant (index = 0.09; 95%
confidence interval [lower limit (LL) = 0.02 — upper limit (UL) = 0.16]) — providing support
for H1. Furthermore, the results of Model 14 in PROCESS macro support the significant
moderated mediation effect (index = 0.05; 95% confidence interval [LL = 0.01 — UL = 0.05].
This robustness test confirms H2 that domestic market dynamism moderates the indirect

effect of BMI on the relationship between EA and internationalisation scope.

5. Discussion and conclusion

5.1. Theoretical implications

This study sets out to examine to what extent EA can impact the degree of
internationalisation scope for SMEs. In this regard, we developed and tested a conceptual
model that examines the effect of EA on internationalisation scope through BMI, and the
extent to which such relationship is contingent upon the levels of domestic market dynamism.

Our findings show that BMI fully mediates the relationship between EA and
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internationalisation scope (H1 supported). Furthermore, the indirect effect of EA through
BMI on internationalisation scope becomes stronger when the domestic market is highly
dynamic (H2 supported). Overall, the findings of this study provide several important
contributions to the fields of international entrepreneurship and the management of
internationalising SMEs.

First, prior research on EA argues that high EA is an important capability that helps
SMEs to identify opportunities and expand to international markets (Adomako et al., 2018;
Roundy et al., 2017). Although this assertion might be alluring, entrepreneurial opportunity
process research suggests that EA might not necessarily influence internationalisation scope
(Lumpkin & Lichtenstein, 2005). Specifically, EA allows the decision-making entrepreneurs
of SMEs to recognise the opportunities in the marketplace (Roundy et al., 2017), yet, it has
been argued that these firms must exploit and utilise the identified opportunities ahead of
others to remain competitive (Fatima & Bilal, 2020; Mainela et al., 2014). Our findings shed
light on this conversation by investigating the process through which EA can impact
internationalisation scope. Research findings from our structural equation models
demonstrate that the effect of EA on SMEs’ internationalisation scope is channelled through
BMLI. In other words, by modelling BMI as an important entrepreneurial action we add to an
ongoing conversation (Asemokha et al., 2019), particularly within entrepreneurship literature,
which urges SMEs to undertake entrepreneurial actions to exploit the identified opportunities
for competitive advantage (Helfat & Peteraf, 2015; Mezger, 2014). This study enriches the
entrepreneurship literature by showing that the mechanism through which EA drives
internationalisation scope of SMEs is the firm’s ability to innovate its business models.

Second, this study proposes that domestic market dynamism may influence the
relationship between BMI and internationalisation scope of SMEs. The findings indicate that
the effect of BMI on internationalisation scope of SMEs is strengthened when both BMI and
market dynamism increase in magnitude. Consistent with the tenets of organisational ecology,
our findings contribute to the international entrepreneurship literature by showing that
perceived domestic market dynamism plays an important contingency role in enhancing the
relationship between SMEs’ engagement in BMI and their degree of internationalisation
scope. A research implication is that under the conditions of high domestic market
uncertainties, SMEs may attempt to distribute risks outside geographic boundaries (Cavusgil
& Knight, 2015; Ciampi et al., 2021; Musteen et al., 2014). Thus, given such conditions,
SMEs need high levels of BMI to generate revenues from diverse foreign markets and protect

them from the uncertainties that characterise or are prevalent in the domestic markets
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(Futterer et al., 2018; Sahaym et al., 2012). Thus, during conditions of high domestic market
dynamism, SMEs tend to commit more resources and capabilities to BMI to grow and expand

internationally instead of being trapped in the domestic markets.

5.2. Implications for SMEs and entrepreneurs

This study has important implications for the management and growth of internationalising
SME:s. First, the findings suggest that EA is an essential disposition to identify opportunities
in the external environment. By implication, SMEs should recruit capable managers and
leaders who score high on the EA dimensions, i.e., scanning and search, association and
connection and evaluation and judgment. It will benefit internationalising SMEs to have
organisational systems that help entrepreneurs develop and nurture alertness — as such
capabilities and behaviours are vital to recognise opportunities and build connections within
the external environment.

Second, we find that EA enables entrepreneurial actions pursuant to BMI, which
subsequently drives the SMEs’ internationalisation scope. An implication for entrepreneurs
and top management of SMEs is that EA should not only be used to identify business
opportunities, but also to facilitate the innovations of business models. Such innovations can
protect SMEs from competitor imitation whilst enhancing their internationalisation scope.
Third, managers should carefully consider the environmental circumstances in domestic
markets, as market dynamism 1is an essential variable that can alter the BMI -
internationalisation scope relationship. In highly dynamic markets, SMEs need to develop
innovation-creating organisational culture and allocate their resources to improve BMI.
Ultimately, this will help SMEs broaden the scope of their international territories and gain a

competitive advantage over international competitors using innovative business models.

5.3. Limitations and future research

This study has limitations that provide paths for future research. First, the study context is
SMEs that originate from UAE, an emerging economy. Such specific context may limit the
generalisability of our research conclusions. To this end, future researchers could test our
conceptual framework in other countries to help broaden the perspectives of EA and its
consequences, as the levels of EA can vary in different cultural and environmental settings
(Garcia-Cabrera & Garcia-Soto, 2008; Stephan & Pathak, 2016; Swail et al., 2013). Thus,
future research could investigate whether the effect of EA on internationalisation scope is
contingent upon different cultural and institutional settings. Relatedly, our measurement of

internationalisation scope is based on the subjective assessment given the difficulty in
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obtaining objective data (e.g., foreign sales revenue, number of exporting countries) in
emerging markets (Torkkeli et al., 2019). Future studies could use objective data to test our
hypothesised model.

Second, this study acknowledges that EA allows firms to exploit opportunities by
pursuing BMI as an entrepreneurial action. An argument can be made that the high alertness
of entrepreneurs and their experiences may be associated with entrepreneurial learning
capabilities (Boso et al., 2019) that enable the divergence from traditional business models to
innovative ones (Berends et al., 2016; Sosna et al., 2010). In this regard, future studies should
consider experiential learning as a mediating factor for the relationship between EA and BMI,
while adopting comprehensive measures for capturing BMI (see Clauss et al., 2019).

Third, we studied domestic market dynamism as a contingency factor on the EA —
BMI — internationalisation scope relationships. Other contingency factors that may also
influence the links between BMI, EA and internationalisation scope are worthy of
investigation. For example, SMEs’ international networks and open innovation may act as a
means of knowledge acquisition and transfer (Brunswicker & Vanhaverbeke, 2015; Idris &
Saridakis, 2018; Musteen et al., 2014), and this investigating this factor may offer useful
implications for BMI and internationalisation scope of SMEs. Hence, the international
entrepreneurship literature can benefit from future studies that seek to investigate the
interplay between BMI and international networks, and their effects on internationalisation

scope of SMEs.
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Figure 2. Interaction effect of BMI with domestic market dynamism on internationalisation
scope
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Table 1. Measurement details, reliability and validity results
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Variable description f:z?:fﬁ) raddlissgs
Entrepreneurial alertness
Scanning and search (CA = 0.95; CR =0.95; AVE = 0.75)
1. I have frequent interactions with others to acquire new information. 0.78
2. I always keep an eye out for new business ideas when looking for information. 0.90
3. I read news, magazines, or trade publications regularly to acquire new information. 0.89
4. I browse the Internet every day. 0.91
5. T am an avid information seeker. 0.85
6. I am always actively looking for new information. 0.84
Association and connection (CA =0.88; CR =0.88; AVE = 0.72)
1. I see links between seemingly unrelated pieces of information. 0.82
2. I am good at “connecting dots.” 0.89
3. I often see connections between previously unconnected domains of information. 0.83
Evaluation and judgment (CA =0.91; CR=0.91; AVE =0.72)
1. I have a gut feeling for potential opportunities. 0.76
2. I can distinguish between profitable opportunities and not-so-profitable opportunities. 0.89
3. I have a knack for telling high-value opportunities apart from low-value opportunities. 0.90
4. When facing multiple opportunities, I am able to select the good ones. 0.83
Business model innovation (CA = 0.95; CR = 0.95; AVE = 0.69)
1. Our business model offers new combinations of products, services and information 0.76
2. Our business model constantly attracts new collaboration partners. 0.85
3. Our business model constantly attracts new customer segments and markets 0.81
4. Our business model bonds participants together in novel ways. 0.86
5. Our business model always links participants to transactions in novel ways. 0.85
6. We frequently introduce new ideas and innovations into our business model. 0.84
7. We constantly utilize new opportunities arising from integration of external partners 0.86
into value creation activities.
8. Whenever needed, we frequently introduce new operational processes, and 0.85
significantly modify existing ones into our business model.
9. Overall, our business model is novel. 0.80
Internationalisation scope (CA = 0.90; CR = 0.90; AVE =0.76)
1. We entered to different foreign markets. 0.81
2. Our majority of revenues come from diverse foreign export markets. 0.94
3. Our export markets are very diverse. 0.85
Domestic market dynamism (CA = 0.92; CR =0.92; AVE =0.73)
1. Our domestic market is very dynamic, changing rapidly in technical, economic and 0.88
cultural dimensions.
2. Our domestic business environment is very risky, one false step can mean the firm's 0.93
undoing,.
3. Our domestic business environment is very rapidly expanding through the expansion 0.82
of old markets and the emergence of new ones.
4. In our domestic market, customer needs changes rapidly. 0.80

Note: CA = Cronbach alpha; CR = composite reliability; and AVE = average variance extracted.
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Table 2. Descriptive statistics and constructs correlation.

No. | Variables M S.D. 1 2 3 4 5 6 7 8 9 10 11 12
1. Managerial tenure” 2.53 0.54 1

2. Firm size-lL 4.06 1.10 -0.03 1

3. | Firmage' 1.23 029 | -0.02 | -0.09 1

4. Industry” 0.29 0.46 0.07 0.01 0.01 1

5. International experience 0.75 0.44 | -0.08 -0.03 0.65 | -0.03 1

6. Marker variable 5.15 1.60 0.05 -0.02 0.01 0.04 -0.05 1

7. Scanning and search 4.79 1.59 0.08 -0.05 0.08 0.03 0.02 0.04 0.87

8. Association and connection 5.19 1.35 -0.07 0.02 0.08 0.08 0.09 0.03 | 0517 | 0.85

9. Evaluation and judgement 4.79 1.40 -0.01 -0.02 0.06 0.01 0.12 0.00 | 0347 | 0527 | 0.85

10. | Business model innovation 4.84 1.46 -0.02 0.17" 0.08 -0.06 0.07 0.00 | 018 | 0237 | 0.09 0.83

11. | Internationalisation scope 4.56 142 | -0.14" | 0.15 0.02 001 | 0197 [ o0.01 007 | 0217 [ 0217 [ 043 | 0.87
12. | Domestic market dynamism | 5.02 1.43 0.02 0.01 0.01 0.02 0.08 001 0257 [ 036 |0327 023" 025 [ 0.86

Note. Bold values on diagonal are square root of AVE; significance levels: *p < 0.10, p < 0.05, “p<0.01, " p < 0.001, = Natural logarithm of the variable;
# = dummy variable; M = mean; and S.D. = standard deviation.
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Table 3. Results of path analyses.
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Independent variables

Dependent variables

Business model innovation

Internationalisation scope

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7
Control effects
Managerial tenure’ -0.02 (-0.40) | -0.03 (-0.45) | -0.12(-1.92) -0.11 (-1.80) -0.13* (-1.99) -0.12 (-1.96) -0.15" (-2.49)
Firm size’ 0.17°(2.36) | 0.17"(2.45) 0.09 (1.37) 0.03 (0.54) 0.10 (1.48) 0.02 (0.36) 0.02 (0.31)
Firm age’ 0.08 (0.85) 0.07 (0.72) -0.24" (-2.82) | -0.26"7(-3.23) | -0.26" (-3.00) | -0.277 (-3.56) | -0.25""(-3.32)
Industry” -0.04 (-0.71) | -0.06 (-0.88) 0.02 (0.29) -0.00 (-0.03) -0.03 (-0.45) 0.01 (0.05) 0.01 (0.18)
International experience 0.04 (0.38) 0.03 (0.30) 04377 (4.87) | 04177 4.91) | 0437 (4.87) | 0407 (5.22) 037" (4.93)
Main effects
Entrepreneurial alertness 0.207 (2.94) 0.19" (2.88) 0.09 (1.60) 0.09 (1.43)
Mediating effect
Business model . . sk
innovation (BMI) 0.43™ (6.50) 0.417" (4.78) 0.417" (4.54)
Moderating effect
Domestic market -
dynamism (DMD) 0.12°(1.96)
BMI x DMD 0.18" (2.97)
Fit indices
X°/DF 1.24 1.20 1.29 1.24 1.17 1.12 1.25
CFI 0.99 0.99 0.99 0.99 0.99 0.99 0.99
NFI 0.97 0.96 0.97 0.97 0.98 0.98 0.97
RMSEA 0.03 0.03 0.04 0.04 0.03 0.02 0.03
SRMR 0.03 0.03 0.03 0.03 0.02 0.02 0.02

Note. T-values in parentheses; significance levels: *p <0.10, p < 0.05, “p <0.01, "~ p < 0.001; t = Natural logarithm of the variables; # = dummy variables
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