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Abstract

Chudacek, M., Internationalization process of the Czech SME’s. Diploma thesis. Brno:
Mendel University, 2017.

The Diploma Thesis deals with the internationalization process of the Czech Small
and Medium sized Enterprises. The main focus is on entrance into the foreign mar-
ket with a deep evaluation of the potential risks. The first part evaluates theoreti-
cal background of the whole process and this part is further extended by the analy-
sis of the Small and Medium sized Enterprises. The second part is dedicated to the
own research and the situation on the Czech market. For the purpose of the anal-
yses in-depth interviews were done as the main stream of all information. The au-
thor further evaluates obtained data and then the data is used to recommend and
suggest Czech Small and Medium sized enterprises how to internationalize and
avoid potential risks.

Keywords

Internationalization, SME, risks, motives, recommendation, foreign market

Abstrakt
Chudacek, M., Internacionalizacni proces ceskych MSP. Diplomova prace. Brno:
Mendelova Univerzita, 2017.

Diplomova prace se zabyva internacionalizatnim procesem ceskych malych a
strednich podnikl. Hlavni diraz je kladen na vstup na zahranic¢ni trh s hlubsi eva-
luaci potencionalni rizik. Prvni ¢ast vyhodnocuje teoretické pozadi celého procesu
a tato Cast je dale rozsifena o analyzu malych a stfednich podnikl. Druha c¢ast je
vénovana vlastnimu vyzkumu a situaci na ¢eském trhu. Pro ucely analyzy byly udé-
lany hloubkové rozhovory jako hlavni zdroj informaci. Autor dale evaluuje obdrze-
na data a ta jsou dale pouzita ke stanoveni doporuceni a navrhu malym a stfednim

podniklim, jak internacionalizovat a vyhnout se potencionalnim rizikiim

Klicova slova

Internacionalizace, MSP, rizika, motivy, doporuceni, zahrani¢ni trh






Contents 7
Contents
List of figures 9
List of tables 10
1 Introduction 11
2 Methodology 12
3 Literature review 13
70 R € 1 0 T /221 [ ) o LN 13
3.2 InternatioNaliZatioN..... s 14
3.3 UPPSALA MOAEL.eeeeeeeeeceeereeeeseeeeesee et s s 15
S FE I 1) 0 €3 0] o 7= PN 17
3.5 Motives of the internationalization ProCess ........enrnenseenesseesesseesseens 18
3.6 Barriers of the internationaliZzation ProCess .......oeenseeneeseessesseesesseesseenns 20
3.7 Risks of InternationaliZation ProCESS ......ceerreemeeseesseesessessssseessessesssessessssssesans 25
3.8 Forms of entry into the foreign market ... 26
4 Internationalization of SME’s 27
4.1 Small and Medium SiZed eNtErPIiSES .....cmrmererrmesseesresseessessesseessessessssssssssssssessens 27
4.2 Analysis of the Czech Small and Medium sized Enterprises..........een. 29
4.2.1 Employment in the SME’S SECLOT......ooereereereeeesseesesseesessesssesseessessesssessessnes 30
4.2.2 Development of Enterprises Outputs in 2009-2014 ........cooneoreereereerneenees 31
4.2.3 Development of Book Value Added of SME’s in 2009-2014 ........cccconuenee. 32
4.2.4 Volume of export in 2009-2014 .......oreoreereereereesseesesseesessesssessesssessessssssssees 33
4.2.5 Areas of export of the CzZech SME’s ... 34
5 Interviewed companies 35
5.1 Interviewed CZeCh SME'S .....ssssssssssssssssssssssssssssssssssssssssens 35
5.1.1  COMPANY A ereierieeetreereeseesseseessesssessesssessesssssssssssssss s s s s ssssssssss s sssssssssssssssssneas 36
5.1.2  COMPANY Boooeieeeereteeeeteessessessesssesesssssssssssssss s sssssssssssa s ssssss st ssss s sssssneas 37
5.1.3  COMPANY C eorrrerrrererreereseesseseessesssessesssessessssssssssssssssssssssssssssssssessssssssssessssssssssssssssssssneas 38
5.1.4  COMPANY Doorrreriecetreereteesseeeessessessssssessesssssssssssssss s sssssssss s s ssssss st sssssssssssssssssneas 38



Contents

5.1.5 Company E .. eeeeeeesessesseseessessseeseeseens
5.1.6  ComMPANY F ..ereeeeeeerseeeeeseesseseessessseeseeseens
5.2 Motives of the Czech SME’s
5.3 Risks of the Czech SME'’s
5.4 Mind maps of the Czech SME’s

5.5 Recommendation for companies

6 Discussion
7 Conclusion
8 Bibliography/ References

A Complete Mind Map

60

62

64

71



Contents 9
List of figures

Figure 1 Uppsalamodel ... 16
Figure 2 Motives for market entry ........ccccoooeriiiiniiniiiiicceeeeee e 19
Figure 3 Classification of the export barriers..........ccccooceeoeniininienieniecneee 21
Figure 4 Key barriers for SME'’s operating on the foreign market....................... 23
Figure 5 Negative consequences of internationalization.........c..ccccooceevinienennenn. 24
Figure 6 SME internationalization activities ...........cccooceevenieniniieneeninienieceee 26
Figure 7 Number of SME'S........ooiiiiiiiiie et 29
Figure 8 EmpPIOYMENTt......cccoooiiiiiiiiiiieee e 30
Figure 9 Development of Enterprises outputs...........cccoeeevieninieneeneniieneeneene 31
Figure 10 Development of Value added of SME’S .......cccccceniiiiiiiniiniiiiice 32
Figure 11  Volume Of @XPOTt.....ccooviiiiiiiiiiiiiiieeeee e 33
Figure 12 Areas Of @XPOTt.....coooiiiiiiiiiiieieieee et 34
Figure 13 Number of countries do the Czech SME export .......c..ccccceviviiniincnnene. 34
Figure 14  Mind MaP ..ooeiiiiiiiiieieeeceeee e sttt 52
Figure 15 Mind map - extended..........cccooeriiniiiiiiiniiciece e 53



Contents 10
List of tables

Table 1 Barriers ranked by SMEs using top ten ranking method.......................... 22
Table 2 Classification of Small and Medium Sized Enterprises ..........cccccecueveennene. 28
Table 3 Main Motives of COmMPany A.........cccoeouieriienieeieeeeee e 40
Table 4 Main Motives of Company B...........ccooiiiiiiiiiiiieeee e 41
Table 5 Main Motives of COmpPany C.........ccccoevuieiiiiiieiiieieeceeeeee e 41
Table 6 Main Motives of Company D.........ccccoooiiiiiiiiiiiiieece e 42
Table 7 Main Motives of Company E...........ccocoiiiiiiiiiiiieeeee e 42
Table 8 Main Motives of Company F...........ccooiiiiiiiiiniiieeeeee e 43
Table 9 Overview of Motives —part [.........ccccooviiriiiiieiiieieteeee e 44
Table 10 Overview of Motives — part IL.......c.cccccooiiiiiiiiiiiee e 45
Table 11  Risks 0f COMPANY A...c.eoiiniiiiiiiieeeeee e 45
Table 12 Economic risks of company B ............ccccoiiiiiiiiiiiiniiiieeeee 46
Table 13 Non-economic risks of company B.........cccccoeciiiiiniiiniiiniiieeeee 46
Table 14  Risks of cOMPany C.......ccoeiiiiiiiiiiieiieeeee e 47
Table 15  Risks of compPany Di........cccoooiiiiiiiiiiiieeeeee e 48
Table 16  Risks of company E.........cccoooiiiiiiiiiiiie e 48
Table 17 Risks of company F ........cccooiiiiiiiie e 49
Table 18 Overview of risks — part L........cccoooiiiiiiiiiiee e 50
Table 19 Overview of risks — part Il.........ccccoeiiiiiiiie e 51



Introduction 11

1 Introduction

Internationalization process has become discussed topic nowadays. This term is
closely connected with Small and Medium sized Enterprises. The number of Small
and Medium sized Enterprises is increasing and those companies are contributing
in the Czech economy. Czech companies are seeking for more opportunities on the
foreign market. They are motivated by many factors and if they are successful on
the domestic market, they want to be also successful on the foreign market. But not
only the motives are connected with the entrance into the foreign market, but also
many risks and barriers.

Those Small and Medium sized Enterprises are important players not only on
the domestic market, but also on the European market. Those companies are also
significantly contributing to the labour market in the Czech Republic and this con-
tribution will be shown in the below part of the thesis.

The Diploma thesis will not focus on specific business field, but the whole sec-
tor. The subject of the thesis will be the analysis of selected companies on the mar-
ket, their business activities and also operation on the foreign market. The analysis
will especially focus on risks connected with the internationalization process and
the avoidance against them. There exist many sectors where businesses are per-
forming their activities, so as this thesis is focused on general level, final recom-
mendations should be useful in the whole sector.

The main goal of this Diploma Thesis is to state and analyse the sector of the
Czech Small and Medium sized Enterprises and according to obtained data rec-
ommend and suggest companies how to successfully conquer the foreign market
and how to avoid potential risks. These risks will be further used and processed by
special tool to show the intensity of each risk. The Thesis will also offer partial
aims, which are the deep analysis of the SME sector using secondary data, and
mainly focus on its contribution on the Czech market. Secondly the recommenda-
tions and suggestions for companies how to avoid potential problems during the
internationalization process.
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2 Methodology

The diploma thesis will be written with regards to standard scientific and research
methods, which are including the analysis, synthesis, induction, deduction and
comparison. By the meaning of analysis, there will be analysed secondary data as
available sources to this topic using statistical data. The literature resources will be
used to mention the theoretical background to the researched topic. The first theo-
retical part will focus especially on the topic of internationalization, followed by
the approaches how to deal with internationalization process. Further to that,
there will be described theoretical background of motives, barriers and risks con-
nected with entrance into the foreign market. This part will also provide brief
overview of possible entrances into the foreign market.

The thesis will use the primary data to examine the problem and to success-
fully fulfil the aim of the thesis, which is analysis and recommendation for compa-
nies on the Czech market. To specify the problem of the Czech Small and Medium
sized Enterprises in terms of risks there will be prepared in-depth interviews with
chosen sample size of respondent companies to analyse the environment and to
help the author in recommendations for other companies in this sector. All in-
depth interviews will be done based on the set timeframe. All in-depth interviews
will be done by semi-structural way, as this is the best solution to obtain data and
discuss it at the time of interview. By the synthesis, the author will provide general
relationship output from obtained partial information and data.

All obtained information from companies will be further analysed as analysis
in the qualitative, quantitative and mixed method research marketing program
called MAXQDA. This tool helps to determine and describe in a kind way all re-
sponses form in-depth interviews and the tool will create mind map figure with
most frequent responses and relationships between each other.
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3 Literature review

This chapter of the Diploma Thesis will describe the topic of internationalization
process of the Small and Medium sized Enterprises. The chapter will start with the
description of globalization, which is upper step on the internationalization, fol-
lowed by the internationalization process itself and connected circumstances.

3.1 Globalization

The world all around us is changing and we as a people are accepting those chang-
es. The globalisation is closely connected with the internationalization, but these
terms are very often mixed up.

Ruper and Solomon (2006) defines that the term globalization is used for

inhabitants from different countries all around the world who are interconnected
in cultural, economic and political ways.
Further to that, globalization is closely connected with cross-cultural differences
such as different business behaviour across the world. As Gesteland (2005) ex-
plained in his publication, that most of the world markets are relationship orient-
ed.

Relationship oriented people kindly deals with their families, friends and
groups well known for them, but on the other hand, there exists also a deal-focused
behaviour, which is an opposite to the relationship oriented business.

As KuneSova and Cihelkova (2006) published, the globalization was also caused by
the technological and innovation progress and to this definitely belongs the growth
in telecommunication technologies.

Huber, Nerudova and Rozmahel (2016), the globalization of the world eco-
nomic systems refers to tightening competition in countries’ internal markets. This
also increases the volume of pressure for Small and Medium sized Enterprises and
its competition within other SME's.

The globalization as previously said is explained and viewed differently. As
from the point of view of Jenicek, Klepl (2006), the notion of international relation-
ship is supported by many phenomena during the last century and to one of them
belongs the Globalization. In their opinion, this all changed the distance, especially
economic, between countries and nations. Globalization also increases the possibil-
ity for Small and Medium sized Enterprises or individuals to enter to foreign mar-
ket, but decreases the possibility of the politicians in the traditional sphere.

Farek, Kaft and Zajcev (2013) say that on the one hand, globalization con-
tains strong potential for growth stimulation and positive effect on labour produc-
tivity and the benefits of trade to the speed of innovations, modernization and
strengthening competitiveness among businesses. But on the other hand, it does
not mean that everybody will be successful and will have economic returns and
revenues. Cihelkova (2012) published that the globalization (1870-1914) was la-
belled as the first level and step of internationalization. This was encouraged by
the strengthening position of industrialization and rise in the world economies. As
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per Cihelkova (2012) point of view, she sees that the most advanced globalization
is the economical globalization.

3.2 Internationalization

The internationalization process has become a subject to study for many econo-
mists who examine the whole process and want to bring new ideas and their own
experience into business field. Internationalization is sometimes mixed up with the
term of globalization that is not the right and exact usage in some cases.

The internationalization is really complicated process and is not easy to re-
alize the entrance into foreign market in all existing fields of business. The interna-
tionalization process cannot be specified in one sentence or statement as many
authors have different points of view to this topic.

As Daly claims (1999), internationalization process is heading to the differ-
ent field then the globalization. His thought mainly directs to the importance of law
treaties, international trade and its relations. According to the opinion of Machko-
va (2014), the internationalization is increasing the relationship between nations
and closed fields of industries of different countries. This is a process by which
national economies are getting closer to each other and strengthening the relation-
ship position between them. Starzycna (2010) sees the internationalization as a
process reflecting the trend of development of the national economies which is on
the high level connecting all nations and its economies in many field not only as an
economic point of view. The speed of internationalization is influenced by the
speed of technical-scientific process. Small and Medium sized Enterprises with a
smaller domestic market are expanding into foreign markets earlier than those
with a bigger market as small market has lower possibilities to engage at home
market.

According to Kubickova, Toulova and Tuzova (2015), the internationaliza-
tion process is nowadays commonly inflected and any exact definition does not
still exist so the word is sometimes used when describing the concept of globaliza-
tion. Over the many years, several research papers and studies have been pub-
lished with the same aim to study the whole internationalization process and also
sometimes called export behaviour of companies. With regard to their work, the
authors Donckels, Haahti, Hall (2002) also see by the term of internationalization,
the adaption of firms to enter the foreign markets by many stages and approaches.
To approach successfully the foreign market, companies have to follow some rules
that are set, but also cleverness of those who implements those steps to successful
end.

The success of companies entering the foreign market is dependent on
many aspects as for example the region and the current economical situation.
Ghauri and Kirpalani (2015) researched, that the European countries and firms are
not very active in comparison to the rest of the world. They also say that also when
those European countries interpret high level of contribution to the economy and
helping the labour market, those advantages are not used and could be potentially
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improved. Following the report from the ec.europa.eu (2016), to increase willing-
ness of companies to entry the foreign market should be supported by any gov-
ernment support programs and visions.

The Ministry of Industry and Trade of the Czech Republic introduced the
conception of Small and Medium sized Enterprises strategy for 2014 - 2020
(2013), where one of their goals is to support SME’s in order to expand into foreign
market as the SME Internationalization Support. With the entrance of the Czech
Republic in the European Union, there was published a statement: * With the Czech
Republic’s accession to the European Union, a market with 450 million consumers
was opened up to Czech firms. The EU currently pays particular attention to the elim-
ination of barriers in the EU internal market; nevertheless, state border is still a
strong obstacle for Czech entrepreneurs to expand their business, and some of them
only rely on domestic demand.“ MPO (2013)

3.3 Uppsala Model

The Uppsala model was firstly introduced and studies started in 1970’s with a con-
tribution of Johanson and Weidershiem (1975) and Johanson and Vahle (1977).
Scientific paper of Hansson, Sundell, Ohman (2008), introduces the contribution
into the internationalisation process of above mentioned authors in the field of
entrance in to the foreign market in the following four steps:

* Noregular export activities

* Exportvia independent agents
* Subsidiaries

* Manufacturing and production

Further to that, the structure of those above steps is divided into the groups as
state and change aspects. Both groups are introduced in the figure below.

Uppsala model is described but also often commented and criticized by different
authors, so as from their point of view, Daszkiewicz and Wach (2012) see the be-
low four groups as a process of the Uppsala model:

* Market knowledge

e Market Commitment

e Commitment decisions
* Current Activities



Literature review 16

Market knowledge Commitment decisions

STATE

=H=)
S

Figure 1 Uppsala model
Source: Researchgate (2016)

CHANGE

Johansson and Vahle, (1977) say that the Uppsala Internationalization Mod-
el, especially relationship oriented, which was firstly used and developed in 1970s,
is one of the earliest theories that examine the core problem and the whole process
of internationalization and companies are used to and forced to use this model.

The report of SME Internationalization and Measurement (Policy Brief)
(2015) shows a process for entrepreneurs how to start a business on the foreign
market and also steps how to be successful in comparison to the other competi-
tors.

According to Jurek (2012) the Uppsala model takes into account dimension

of internationalization process and divides the model into two main concepts. The
first one is called Establishment chain and the second one is Psychic Distance.
As per level of the distance we can distinguish irregular export, regular export ac-
tivities, business representation and foreign production. The authors of the Uppsa-
la model saw the root cause of low internationalization of firms the lack of market
information.

Regarding the above-mentioned Psychic distance, the concept plays an im-
portant role on the whole decision process. Ojala and Kontinen (2010) published
in the research paper examining the psychic distance, which refers to the culture
differences and differences between countries. The first definition which was in-
troduced by the Johanson (1975) is:” factors preventing or distributing the flow of
information between the firm and market. Examples of such factors are differences in
language, culture, political systems, level of industrial development and education”.

Lately to that, as the Uppsala model was studied, the model has changed and
modified with the development of the international trade and conditions connect-
ed to the entrance into the foreign market.
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3.4 Born Globals

Development of the world after globalisation in last decades started to be so inten-
sive and technologies are becoming more and more developed, there are not so
many possibilities how to conquer the foreign market without any barriers, risks
and factors that influence the whole process. In term of globalization started to be
used the new term in the way how to enter the foreign market.

Roudini and Osman (2012) mentioned Born Globals, which were firstly in-
troduced by McKinsey & Co. Born Globals are companies that started to interna-
tionalize their business activities from the beginning or shortly after their estab-
lishment. Persinger, Civ and Vostina (2007) find Born Globals as small companies
with the sales per year of 100 million dollars and less than 500 employees. Those
companies started to export or participate in the foreign market two years after
establishment and should export at least 25% of their total production.

Those companies can be also classified into SME’s, but they are very special
in term of when they are entering the market. The critics very often criticize Born
Globals as they deny the functioning of the existing models of internationalization.
This term is nowadays a new concept that is becoming a phenomenon in the near
future framework as stated in Roudini and Osman (2012)

The internationalization process brings also some kind of criticism on the
whole process, approaches and models. Based on the most known Uppsala model
are establishing critiques that the model cannot be used for the modern and fast
running business environment. This kind of criticism is closely connected with
term of Born Globals. Vissak (2015) pointed out that Uppsala model is criticized
for its deterministic and long taking process, which limits companies skip above
Uppsala model steps.

Lommelen (2004) mentions, that critiques of Uppsala model find the biggest
problem in the model that does not reflect drivers and speed of internationaliza-
tion. From the available researches, Lommelen (2004) created general statement
points of critiques and their opinions.

* Basic Uppsala model does not give added value nowadays as in the past

* Also as Vissak (2015) mentioned, the Uppsala model is too deterministic
and irreversible showed above stated indicators - Psychic distance and Es-
tablishment chain

* There is poor theoretical background and the parts of Uppsala model are
connected to each other, but critics criticise their close relationship

Further to that, critics’ mainly focus on the fact that the Uppsala model does
not operate with the risks of entrance into the foreign market.
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3.5 Motives of the internationalization process

Motivation is the key factor of the success for SME’s. Without the motivation, com-
panies cannot conquer the foreign market. Those who have not the motivation,
stay at the domestic market. To more develop the topic, the thesis will provide a
theoretical overview of given and known motives for not only companies, but also
for the further researches related to this topic. The main question for the author
was if there are any general rules for establishment those motives or just the dif-
ferent opinions that should be applied.

Companies which have decided to enter the foreign market had to think and
find what encourages them to take the step. Stremtan, Stefania Mihalache, Pioras
(2009) started to think about the main question of some determinants which in-
fluence the entrance into the foreign market and the whole process of internation-
alization.

According to them, we can distinguish four main determinants and these are
as follow: commercial, industrial, environmental and opportunity determinants.
Harrison (2008) divides and sees those motives from different point of view. He
distinguishes those motives as general and specific ones. Into general belong pri-
mary motives, changing international environment and country specific factors. To
the group of specific motives belong as per Harrison (2008) access to market, ac-
cess to resources and cost reduction.

The topic is largely introduced and examined by many authors, as according
to the opinion of Kubickova, Toulova, Tuzova (2015) they are focusing on proac-
tive and reactive.

Proactive:

* Growth in profit by addressing of not existing customers in firm'’s portfolio
¢ Tax advantages

* Special technological advantage

* Useful information about the foreign market

Reactive:

* Competition pressure
* Small home business field and no opportunities for business
* Providing of seasonal products and services

All above mentioned authors are dividing those motives into main groups, but
some of the approaches slightly differ.

Along the many drivers and opinions regarding the internationalization
process is the entrance or the possibility to conquer a foreign market in order to
achieve and gain profit and success. The entrance into the foreign market is mainly
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influenced by the kind and field of business, form of entry and definitely the oppor-
tunities that the foreign market offers.

Also previously mentioned some general determinants, research paper on
this internationalization process of Dad'o, Wiktor, Zbikowska (2015) give specific
drivers for market entry and those motives should be useful for concept or selec-
tion of internationalization strategy. Those specific drivers are shown in the table
below.

Motives for market entry

Motives for market entry

Analysis of macro environment

Selecting the
internationalization strategy

Analysis of company capabilities

Identification of threats and
opportunities

Figure 2 Motives for market entry
Source: Dad’o, Wiktor, Zbikowska (2015)

OECD (2009) created a detailed overview of motives for the companies all around
the world and the motives are not the same for each country. All is dependent on
the current situation of the country, but especially on the situation of the company.
All the drivers are explained in more general way, but the most important for the
companies is to analyse their current situation and with the help of the researches
and obtained information to take necessary steps for the successful entrance into
the foreign market
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3.6 Barriers of the internationalization process

Veber and Srpova (2015) published general principles for barrier as factors that
people do not want to, cannot do or are not able to the business. According to
above-mentioned authors and as per the European Commission Internationalisa-
tion of European SMEs report (2010) to the most mentioned and important inter-
nationalization barriers belong two groups, these are divided into:

e [Internal
e External

Internal barriers according to Veber and Srpova (2015) are the barriers of
lack of motivation, fear of risks connected with entrance into the foreign market as
personal properties. Not only the personal side of internal barriers, but definitely
has to be mentioned that also if the company wants to enter the foreign market,
they do not have enough financial resources and faces potential problems.
European Commission (2010) states that introduction of own product or provided
service is highly costly and prevents entrepreneurs to entry the foreign market.

External barriers include more cases than the internal have. To the external
barriers mostly belong the lack of public interest of provided services or products,
lack of capital and also the high cost connected to the transportation and paper-
work.

Barriers are the most important problem, which influence businesses to
conquer the foreign market. OECD (2009) published a report where according to
researches they set up main barriers.

* Lack of working capital in order to finance exporting

* Limited knowledge and information about the foreign market

* Inability to get in touch with foreign business partners

* Lack of personal, managerial and knowledge skills (OECD, 2009)

Leonidou (2004) focuses on the main barriers of the internationalization
process as well as Veber and Srpova (2015) and OECD (2009) on the external and
internal barriers. His contribution to this topic is very huge as he divided external
and internal barriers into subgroups.

External are:
* Procedural, governmental, task and environmental, which is further
divided into economic, political and sociocultural

Internal groups of barriers are closely associated with the running of the company.
Those internal are divided:

* Informational, functional and the marketing - product, place logistics.
Narayanan (2015)
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All the barriers mentioned by Leonidou (2004) are clearly organised in the
figure below also with comparison to OECD.

lnformatlonal Prod uct
<

Marketmg Dlstrlbutlon

Barriers Procedural LOE'St'CS

W

Environmental Political
Sociocultural

Figure 3 Classification of the export barriers
Source: OECD (2009)

OECD (2009) published the main and most important barriers connected with the
whole process of internationalization based on the deep researches of the export
activities of Small and Medium sized Enterprises main and most important barri-
ers connected with the whole process of internationalization. Most companies per-
ceive the biggest problem and barrier in shortage of working capital for financing
export activities. This is undoubtedly clear that without the finance resources
companies cannot conquer the foreign markets. The second most ranked barrier
was the problem to identify the foreign business opportunities. This barrier is
closely connected with motives because also the motives are connected with find-
ing the opportunities on the foreign market. The complete barriers ranked from
the biggest to the lowest are listed in the table below.
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Table 1 Barriers ranked by SMEs using top ten ranking method

Rank -
Welghted Description of barrier
factor

Shortage of working capital to finance exports

Identifying foreign business opportunities

Limited information to locate/analyse markets

Inabiity to contact potential overseas customers
Obtaining reliable foreign representation

Lack of managerial ime to deal with internationalsation

~ oo asalw N -

Inadeguate quantity of and/or untrained personnel for
internationalisation

8 Difficulty in matching competitors’ prices
] Lack of home government assistance/incentives

10 Excessive transportation costs
Source: OECD (2009)

Based on the scientific research of Kubickova, Toulova (2013) on risk factors in the
internationalization process of SME's, it shows slightly different results then OECD
(2009). The research is focused on companies, which are already operating in the
foreign market. Different results may be due to fact that research work of Kubicko-
va and Toulova was compiled later.

Kubickova and Toulova (2013) see the biggest barriers in quality and price level of
products followed by the transportation costs connected with exported goods.
These barriers and risks are definitely very important in decision process of com-
panies. Those researched facts will be further compared with the results and expe-
rience of interviewed companies.
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Figure 4 Key barriers for SME’s operating on the foreign market
Source: Kubickova, Toulova (2013)

Based on the final export report of the AMSP (2016), Czech SME's took part in re-
search and helped to identify why companies are successful on the foreign market
and why are different in comparison to their competition.

Those competitive advantages will be also used in the final part of the thesis, the
recommendations will be stated and analysed.

* Originality and uniqueness

* Quality of products and services
* Flexibility

* Price

* Innovative products

*  Know-how

* The speed of realization

* Technology

* Huge range of products

¢ Tradition (AMSP, 2016)

Those listed competitive advantages of companies play very important role in
evaluation on why are Czech companies so successful on the foreign markets and
how good they are in comparison to their competitors.

Final export report of AMSP (2016) also identifies main problems of the interna-
tionalization process. Most companies resent any regulatory arrangements. While
previously companies bothered particularly on the costs and solved problems with
searching business partners, nowadays there are more focused on administrative
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and protective measures and also completely newly appearing shortage of quali-
fied people which seems to be problem in the future too.

* Regulation and Byrocracy
* Increasing costs

* Legal environment

* Lack of qualified workers

* Finding a business partner
* Political situation

* Taxation systems

* Exchange rates

* Logistics and its costs

* Low government support

For the comparison to scientific paper by Toulova, Votoupalova (2012) showed

negative consequences of internationalization process of Czech SME’s which are
operating on the foreign market.

= Negative consequences of internationalization

é for Czech SMEs which operate abroad
1.  Huge increase of administrative activities (22 %)
2.  Decrease in profit (11 %)
3. Increase in the impact of competition (9 %)
4. Difficulties with the debt collection (7 %)
5. Loss of good position in the domestic market (4 %)

6.  Other negative consequences

Figure 5 Negative consequences of internationalization
Source: pefka.mendelu.cz (2016)

Toulova and Votoupalova (2012) conducted questionnaire among SME’s. It ap-
peared that to the most negative consequence belong the huge increase of adminis-
trative activities connected with the internationalization process followed by de-
crease in profit, which is caused by the higher costs related to the entrance into the
foreign market.
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3.7 Risks of Internationalization process

Another the most important part of the thesis is to introduce risks related to the
economic activities of companies conquering foreign market. The risks are seen
from many views and could be assign into different fields of business and also oth-
er economic activities, but as per businessdictionary.com (2016), the general defi-
nition of risk is as follow: ‘A probability or threat of damage, injury, liability, loss, or
any other negative occurrence that is caused by external or internal vulnerabilities,
and that may be avoided through pre-emptive action.”

Entrepreneurship is closely connected with threats, which are appearing in
more volume than on the domestic market. When the company is entering the for-
eign market, has to be sure about all possible risks and threats. These are one of
the most important prerequisites once entering the foreign market. Many re-
searches and publication are categorizing risks into many groups and subgroups.
Kubickova, Toulova, Tuzova (2015) searched for overview of main risks that influ-
ence the process of internationalization. Companies are dealing with problems and
they are not able to identify the main and key risks influencing doing a business in
the foreign market.

Kubickova (2012) focuses in her scientific article on aspects of the risk
management that is also supported by three authors Rodriquez, Barcos and Alva-
rez (2010) in their similar scientific publication. All the authors are summarize the
main risks into below categories:

* risks connected with business strategy,

* risks related to logical infrastructure

* risks associated with legal environment of the foreign country

* culture, market and management risks

* risks of social, economical and political situation of the foreign coun-
try

* risks of infrastructure and project leading

Specialized literatures on risk management are focusing mainly on the risks of en-
try into the foreign markets, but as to extend the overview of possible risks, Strem-
tan et al (2009) identifies two categories of risk: the underestimation of the costs
and the uncontrollable international environment. Kubickova (2012) sees under
the first category the missing knowledge and underestimation of costs once con-
quering the foreign market and non-realistic evaluation of possible competitors.
Also as the risk management all around the world is developing, new approaches
how to identify possible risks are enhancing.
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3.8 Forms of entry into the foreign market

To one of the successes for entrance into the foreign market definitely belongs the
fact that corporations and entrepreneurs have to decide on the form of entry into
the foreign market. As discussed by Dicken (1992), important role is also played by
transitional corporations which brings to the world markets the channel of direct
foreign investments. Dicken (1992) also mentions that those corporations, but not

only those lie mainly on three characteristics.

* Ability to take knowledge of geographical differences between markets,

government policies and countries

* Control of economic activities in more than one country

* Geographical flexibility and its ability to shift its resource and operations

between locations at a global level

Forms of entry:

* Directinvestment

* Indirect investment
* Franchising

* Joint Ventures

*  Wholly owned subsidiaries

_ Direct exporting
Direct importing

Investment abroad

SME :
: 2 g Being subcontractors
internationalization o forel b
activities o foreign enterprises
Having foreign
subcontractors

. Cooperation with
foreign enterprises

Figure 6 SME internationalization activities
Source: APEC (2015)

r—loint ventures

Non-equity alliances

Licensing

L

Franchising
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4 Internationalization of SME'’s

The internationalization process is a huge topic and it has been explained in gen-
eral in the previous part.

To this essential process also belong some motives, risk and barriers, which
need to be mentioned from the theoretical point of view. Many authors and profes-
sionals explain the whole process, so everybody has a different point of view and
sees the drivers, risks and barriers differently. This part of the thesis will provide
overview of those elements that are connected with the whole process and the
points of view and opinions of the authors.

Deep focus on the whole internationalization process of SME’s and liberali-
zation of worldwide trade forced Daszkiewicz and Wach (2012) to focus on key
factors how can SME’s face and react the challenges of internationalization.

* Entrepreneurial factor - searching for growth
* Push factor - lack of opportunities on the domestic market
* Pull factor - potential opportunities of foreign market

* Chance factor - circumstances on foreign market

4.1 Small and Medium sized enterprises

The Czech Ministry of Industry and trade defines conception of Small and Medium
sized Enterprises as follow, “Small and medium-sized enterprises play an im-
portant role in the creation of new jobs and in general have the function of a factor
promoting social stability and economic development. The European Union re-
gards this sector as the linchpin of the European economy and a driving force be-
hind innovation, employment and social integration. The Czech Republic has al-
ready become a country in which future nature of development of small and medi-
um-sized enterprises, due to their important role in the economy, has significant
impact on the overall economic and thus also social development of the country
and its individual regions”. MPO (2013)

Many research papers articles and other economic publications explain in
many ways what these SME’s are, but as per regulation of The European commis-
sion, Small and Medium sized enterprises are divided into groups by its turnover,
staff headcount and total balance sheet. Ec.europa.eu (2016)
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Table 2 Classification of Small and Medium Sized Enterprises

Enterprise Headcount: S Annual
caterpo annual work tumover | or | balance
gory unit (AWU) - sheet total
_or |
< 250 <EUR 50 million 7| = EUR 43 million

or

Small < 50 <EUR 10 million 7] < EUR 10 million

‘)

(o]
Micro < 10 <EUR 2 million 77 < EUR 2 million

Source: ec.europa.eu (2016)

The importance of Small and Medium Sized Enterprises significantly raised in last
decades in both developing and advanced economies. Karadag (2015) explains
that SME’s are engines of economic growth all around the world. Over 95% of all
enterprises fall into the group of micro, small and medium enterprises. Karadag
(2015) further added few potential economic and social benefits of SME's.

* Contribution to the national economy and GDP

* C(Creation of new positions and jobs

* Opportunities for employees to get better in their skills and develop their
further knowledge

* Supporting large sized corporations

* Acting flexible at negative market conditions

e Supporting developmental policies for decentralization and rural develop-
ment
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4.2 Analysis of the Czech Small and Medium sized Enterprises

Small and Medium Sized Enterprises play very important role in the economy of
the Czech Republic. This chapter of the thesis will provide general overview how
the Small and Medium sized Enterprises influence the national economy and how
important role do they nowadays play. The data are taken in the year 2014 be-
cause the final numbers for the year 2015 were not complete and during the pro-
cessing of the thesis under approval process of the Czech Government.

The figure below shows the development of SME’s in the years 2009-2014.
The thesis will focus especially on the grand total number of all companies, not
taking the sub numbers as number of legal entities, number of physical entities and
number of SME'’s. Those development of Small and Medium sized Enterprises sig-
nificantly influence the employment not only in the Czech Republic, but also in the
whole European Union. The development of employment among the SME'’s is
shown further in the thesis. SME’s contributes also in the EU economy by their high
volume of entrepreneur output and export.
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1 7200 000 1139267 1144943

1 200 000 1079 668 1108 736 1126305 1126153
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000
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msm number of SME - legal entities

s number of SME - physical entities
number of SME - in total

total number of entities

Figure 7 Number of SME’s
Source: MPO (2015)

As the graph above indicates, years 2009 to 2012 show increasing trend in volume
of SME’s. This was caused by the positive development of the economy after the
crises of 2009 that also influenced the growth of SME's.

Years 2013 to 2015 show little decrease in the volume of SME's, but this is
not significant drawdown, which could dramatically impact the total number and
the whole economy. According to AMSP annual report (2015), the number of SME'’s
in 2009 was 1 079 668 enterprises and the year 2015 shows 1 126 153 SME’s. As
per statistics report of AMSP (2015) the share of SMEs in the total number of ac-
tive enterprises in 2014 was 99.84% that is a huge share in the comparison to the



Internationalization of SME’s 30

whole economy and also amount of big companies, which are not categorized
among Small and Medium sized Enterprises. This percentage number shows exact-
ly how these enterprises are important in the whole content.

4.2.1 Employment in the SME’s sector

The whole volume of employment in the SME’s sector in the year 2014 decreased
by about 48 000 to the total of 1 784 000. This is the decrease about 2,6%. The to-
tal number of employed workers in the year 2014 was 59,39% which shows a de-
crease in comparison to the year 2013. This decreasing trend is not much signifi-
cant in comparison with how companies make profit and showing their entrepre-
neur output.
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2000 1893 1833 1820 1875 1832 1784

1500
1000
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2009 2010 2011 2012 2013 2014

S number of employees - SME (in th.)

s total number of employees regardless the size of the subject (in th.)

Figure 8 Employment
Source: MPO (2015)



Internationalization of SME’s 31

4.2.2 Development of Enterprises Outputs in 2009-2014
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Figure 9 Development of Enterprises outputs
Source: MPO (2015)

The importance of Small and Medium Sized Enterprises is shown also on the de-
velopment of enterprise output, which is also one of the most important indicators
of companies. In the graph above, we can see increasing trend in the volume of en-
terprise development output from the year 2009 to 2014. By the development of
enterprise output is obvious the fact how companies are able to produce and gain
the best results and revenues from their enterprises activity.

The biggest increase was after the year 2009, which was the period of huge
crises, so by that time, SME’s are performing greater results and it is evident from
above, that the trend is still rising. This is mainly caused by the position and loca-
tion of the Czech Republic in Europe. Another reason that should be stated is the
fact that the Czech republic has very good climate conditions that highly contrib-
utes to their output. Legislative administration connected with the business is also
improving in the Czech Republic as the Czech government support entrepreneurs
and try to make as good as possible condition for the business.
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4.2.3 Development of Book Value Added of SME’s in 2009-2014

Added value can be understood as appreciable effort that the entrepreneur added
to the business within their business opportunities for externally purchased inputs
from supplier. The graph below shows how SME’s performed their business with
the best result in the year 2014. In the year 2014, companies created value added
in the volume of 1 434 205 MIL. CZK, which is an increase by 77 303 MIL. CZK in
comparison with the year 2013.

3 000 000 2700 222
2 424 509 2 489 155 2 485 123 2504 419
2500000 2266575 —
/
2 000 000
1 500 000
1 000 000 P o
2 *
<
500 000 N &
> -
0
2009 2010 2011 2012 2013 2014

mmmm bookvalue added (mil. CZK)

book value added for all subjects (mil. CZK)

Figure 10 Development of Value added of SME’s
Source: MPO (2015)
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4.2.4  Volume of exportin 2009-2014
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Figure 11 Volume of export
Source: kurzy.cz (2016)

Based on the statistics published in kurzy.cz (2016), there is significant growth of
total volume of export in the Czech Republic. This growth is caused by new oppor-
tunities for companies in the Czech Republic to export all around the world and
improving condition in the European Union and other business areas.

All the export activities are dependent on companies themselves — whatever
they choose to orientate at, where to export and which foreign market to choose to
conquer. As per questionnaire made by the Czech Association of Small and Medium
sized Enterprises (2016), which focused on the export activities of the Czech firms
and which showed that 99% of companies are exporting into the European Union.
It confirms at the same time that there is an increasing trend in exporting into
North American’s territory.

[t is evident that companies are motivated to conquer foreign markets. Below
graph shows that companies are planning to export into also other territories
apart from EU like Asian markets, African and Middle and South American’s. It is
evident that even Small and Medium Sized exporters now see in the world markets
big opportunities. The fact that half of them are exporting to six and more coun-
tries is proof that small businesses take at least EU as a single economic territory
to make a business there.



Internationalization of SME’s 34

4.2.5  Areas of export of the Czech SME'’s
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Figure 12  Areas of export
Source: AMSP (2016)

It is also evident that Czech companies are performing fascinating results as based
on the research, 10% are exporting into 21 and more markets, 12 % to 11 to 20
markets and the most abundant percentage is that 28% are exporting into the 6 to
10 foreign markets. SMEs are exporting to countries where there is an increased
commercial and political risk. According to Karel Havli¢ek, the Chairman of the
Board of Directors of Association of Small and Medium sized Enterprises men-
tioned that: "SMEs operate more with operational exports and tend to underestimate
the strategic risks. This approach may be a long-term basis, however, the failure of
one of the key unsecured foreign buyer can financially weak company fundamentally
compromise. AMSP (2016)

m 21 and more
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- Do not know

Figure 13 Number of countries do the Czech SME export
Source: AMSP (2016)
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5 Interviewed companies

To get necessary information and analyse the business environment of SME'’s, the
author gained the information from primary data - in-depth interviews in the com-
panies, which are categorized to and meet the condition of Small and Medium sized
Enterprises set by the European Commission and described above in previous
chapter. To set the final recommendations, there was compiled semi-structural
interview, where the questions were asked to the owners and relevant people -
export managers, representatives. This part of the thesis will give an overview of
companies that participated in the semi-structural interviews. As it was semi-
structural interview, respondents talked especially about their position in the for-
eign market and then answered questions to the relevant topic of internationaliza-
tion of Small and Medium sized Enterprises. The list of companies was set up by
the planned timetable during the research of internationalization of the Czech
Small and Medium sized Enterprises. All the data will be used to develop recom-
mendations for SMEs.

Semi - structural interview included 4 main questions which author asked in for-
mal way:

* (Canyou briefly characterize your company?

* Are you already operating on the foreign market?

¢ What motives, risks and barriers do you find the most important in the pro-
cess of internationalization and entrance into the foreign market?

¢  What do you find most difficult in the process of internationalization? Any
recommendations?

5.1 Interviewed Czech SME’s

The following part of the thesis represents companies, which participated in the
research regarding the internationalization process. The chapter of this thesis will
provide general description of participating Czech Small and Medium sized Enter-
prises. Based on gained data, the author will provide selected motives, and barri-
ers/risks that are influencing the internationalization process of those companies.
Based on that, the author will state final recommendations for SME’s how success-
fully and without major problems internationalize their activities from the begin-
ning or deepen their experience with this process. The collection of primary data
was established based on timeframe which author stated before the research. Au-
thor had a great chance to meet many interesting and successful people who are
running the business on the Czech market, some of them already abroad. Sample
sizes for obtaining data were 6 companies, which kindly provided all the necessary
information and data for the purpose of this thesis. The interviews were focused
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on several business fields, not only the specific one. The interviewed companies
are operating in construction, scientific, transportation, selling and assembling of
band and circular saw machines and mechanical engineering and metal produc-
tion. The respondents’ answers will help the author to state many risks and mo-
tives and to recommend other companies some kind of recommendation to suc-
cessfully enter and internationalize future business activities.

5.1.1 Company A

Company A was established in 1992 as a small company operating in construction
business field. The company is nowadays focusing on building of assembled indus-
trial halls, interior system walls, mobile walls and many other products which are
successfully being sold not only on the domestic market, but also exported in sev-
eral countries by their own subsidiaries and business partners.

During the time, company made a strong position not only on the local mar-
ket, but also on the other foreign markets. At the time of interview, company em-
ployed around 240 employees who are also participating in the successful perfor-
mance with their rigorous work and approach to keep the high quality of products.
This is also one of the key motives and successes in the process of internationaliza-
tion.

The export business division operates in form of establishing new network
partnerships. The company delivers its products to customers in more than 10 Eu-
ropean countries. The major markets are Switzerland, Germany, Romania, Austria
as well as ad hoc opportunities coming from Baltic States, Poland etc. The depart-
ment operates with 4 employees that are dedicated to business development as
well as after sales support (logistics, planning). Before the company decided to op-
erate internationally in this particular form, there has been a certain development
that identified biggest potential risk, barriers, threats and opportunities of going
abroad.

The company’s representative provided a huge volume of factors that are in-
fluencing the internationalization process. Those factors and experiences will be
used when establishing the recommendation for companies to internationalize
their export activities.

There are two types of market entrance how company A conquered the for-
eign market and its connected risks. Below part will provide main and detailed
overview of the main motives, risks and related barriers, which are closely con-
nected to risks.

1. ESTABLISHMENT OF OWN BRANCH

When the company started to operate on the market by their own branch, follow-
ing risks appeared. These information below were also the reasons, why the com-
pany had to escape from one foreign market, especially Croatian one, as the risks
evaluated before appeared during the internationalization process.
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* Lack of domestic staff - companies who want to operate on the foreign
market have to have local workers.

¢ Cultural difference - Czech mentality in the foreign market is not the same
as the mentality of the domestic market (all is dependent on the foreign
market)

* Insufficient quality of employees - bad quality of management which is
leading the foreign market branch

2. BUSINESS PARTNER (Dealer)

* Lack of knowledge of its own competition and foreign market
* Lack of export mentality of the export manager who is communicating from
the domestic country to the foreign country.

Company A is very specific with the content of the risks, because the whole com-
pany is exporting and internationalized their activities many years ago, so the au-
thor finds their contribution the most valuable followed by other companies. The
main risks and motives the author will provide further in the thesis.

5.1.2 Company B

For the comparison of all the risks connected with the internationalization process
was also necessary part to gain data from the company that has not international-
ized into the foreign market yet. Company B was established in 1995 and nowa-
days employs around 15 highly educated employees, because it is very necessary
prerequisite for their business field. The company is categorized to the group of
Small enterprises.

The plan of the company that operates in the administrative and scientific
field is to try to internationalize their company’s activities. Author of the thesis had
a great chance to communicate and make an in-depth interview, as in the previous
company A, with the high level management - owner of the company, who was
very involved in all processes.

Company B is specialized in the project realizations, applied researches and
technology transfer. By its very existence, the company contributes significantly to
the development of innovations; applied researches and technology transfer in the
area of reducing energy intensity.

As the aim of the company is to internationalize their business activities
among the European Union members as for the beginning of the process, there
exist many support programs and also the administrative load is lower than in
countries of the third economies.

As the company’s plan is to conquer the foreign market, especially the European
one, some kind of risks appeared and the author will provide with recommenda-
tion not only the company B, but also all the Small and Medium sized Enterprises.
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5.1.3 Company C

Company C was established in late 90’ and is operating and providing services in
the Czech Republic. The company is providing transportation services for custom-
er on the domestic market. Representatives started to think about entrance into
the foreign market few years ago, but nowadays, they started to realize their plan.
The first interesting fact the author found out is that company places a great em-
phasis on the selection of employees who are flexible and capable on independent
decision making, even in the most extreme situations and are specially trained ac-
cording to applicable regulations and standards. This makes the company unique
in comparison to other companies in this business filed.

Based on this emphasis, the company is very successful on the domestic
market. As mentioned above the company employs 30 employees, but in the time
of interview, author did not get any specific number. However, this information is
not so important for the purpose of this thesis, the most important fact is that the
company is categorized to Small and Medium sized Enterprises. Successful position
in the domestic market allowed the company to acquire modern means of
transport and with those start to operate on the foreign market. The company is
not only specialized in transportation of all kind of goods, but also dangerous kind
of goods. They provide any kind of freight throughout the country. According to
individual agreement, the company is able to guarantee delivery of goods within
24 hours. Interesting for the author was the fact, that all transported goods are
insured at the Czech insurance company for the amount of CZK 3 000 000.

Based on author’s point of view, the company is poised for great success on the
foreign market but the future will show if they are able to compete successfully on
the foreign market.

514  CompanyD

Interviewed company D started to operate on the Czech market in 1990. Their
business activities are connected with selling and assembling of band and circular
saw machines. During the establishment, the company started to consider, how to
improve their strategy and position on the market and how to be more successful
than their competitors. Further development of sawing and circular machines
brought this company into the peak in this field of business. Their export activities
are mainly connected with the third world economies, European countries, but
especially Russia. During the interview, the author was disadvantaged, because
their representative baldly explained their business activities, nevertheless, the
most important fact were obtained and will be stated in the below part of the the-
sis.

5.1.5 Company E

Another company, which was interviewed by the author, is a company operating in
the mechanical engineering and metal production. The company was established in
1994 and nowadays employs around 100 employees, which are actively participat-
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ing in the whole running of the business. Running a business in this kind of field is
very difficult in terms of accuracy and quality. The company is exporting their
products in the major countries of the European Union and the largest representa-
tion and share of export has Netherlands, followed by Germany and Baltic states.
For successful realization all ordered products need to be in high quality. The most
important prerequisite is the realization team (technics, workers, sales representa-
tives etc.). High knowledge of all technical details is essential. The author was also
informed, that running a business in mechanical engineering and metal production
is very difficult and responsible work that needs a high level of technical skills.
During the internationalization process, the company faced many risks, which
were balanced by its motives.

Company E bet on the fact that the domestic market no longer allows further
development of the company and therefore began to seek other options on foreign
markets, where they also met with different legal aspects and requirements, the
necessary certifications and various administrative matters associated with entry
and supplying goods to foreign markets. Legal requirements are very important
and it is very necessary to set the condition before the realization. Later problems
that occurred at the beginning of the internationalization process also helped the
company avoid difficulties in future projects. The author had a chance to summa-
rize all gained information from the company and those experience will definitely
be used once setting the recommendations and suggestions to other Small and Me-
dium sized Enterprises.

5.1.6 Company F

Company F is specialized in the construction business field, especially they are fo-
cusing on the fittings used in the construction area, but also other by-products
which are needed and used in the business field. The company was established in
1996 and operated firstly on the domestic, Czech market. Company F employed
around 50 employees at the time of interview. Further to that, company started to
operate on the foreign market few years ago.

The author also found by means of interview the information, that the en-
trance into the foreign market was really difficult and precise work that needed a
maximal preparation.

The first reason was the fact that their products were on very high qualita-
tive level, which could compete with the competition abroad. The company is ex-
ports their products and internationalized their business activities into the East
part of Europe where there is a potential for their offered products. As the main
reason why the company decided to conquer the foreign market is the research on
the Czech market, where this company is performing well in this construction
business field so, there was an ability to compete with competitors on the foreign
market. But the company also has to faced many problems during the whole pro-
cess and set the main risks, which influenced but is still influencing company F.

During the interview, author was interested in the problem of state and en-
terprises support for the Czech companies. Company F finds the biggest risk in in-
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ternationalization process in that problem. This kind of risk is characterized by the
lack of knowledge of all possibilities for companies and that was also the problem,
why company F had troubles in the whole internationalization process.

5.2 Motives of the Czech SME's

As previously mentioned and secondary data show, Small and Medium sized En-
terprises play very important role in the Czech economy. There is a huge potential
of these companies in the future and that is the reason why they find motives for
their entrance into the foreign market. Each of the interviewed companies have
different motives. Those motives for each company will be presented in the below
part of the Diploma Thesis.

To outline the most important motives based on author’s interviews, to the
most frequent motives belong growth in experience in already functioning interna-
tionalization process of company A. This motive is followed by the increase in po-
tential of the company and sales, because the company B wants to start interna-
tionalize their activities abroad. The third appeared motive is similar to the second
one, which is an increase of sales and international prestige. The company E fol-
lows this, where the representatives see the motive of more opportunities than the
domestic market offers. This is without any doubt the most interesting motive
which author found out. This is very true, that the domestic market does not offer
as many opportunities as the foreign market, so company is motivated by this fac-
tor. Company F is motived by the high quality of their products. As the company
produces products in high quality, this was and still is the main motive to improve
the position on the foreign market.

* Main Motives of Company A

Table 3 Main Motives of Company A

Growth in experience

Higher quality of products then competitors
Contacts on the foreign market

Unknown environment to conquer
Diversification of risks

Growing image of the company

7. Increase in sales
Source: Author
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Based on the interview, which took part in company A, showed the main motives,
which influences the company and its internationalization process. As per other
scientific researches on this topic, the motive of growth in experience is not much
common. Growth in experience encourages not only the company as whole, but
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also the participants of the internationalization process - mainly workers and
management. The author finds this motive the most significant, followed by the
conquering the unknown foreign market as this is very complicated process and
those who have a chance to participate, gain a lot of experience and can evaluate
other future entrances into the foreign market. For company A, the motive of in-
crease sales is not so important. The company’s stability is nowadays on a high
level, so they are seeking how to improve their great position more on the local
market and also on the foreign market.

* Main Motives of Company B

Table 4 Main Motives of Company B

Increase in potential of the company and sales
High quality of its employees and their knowledge
Participate in international trade

4. Growth in experience
Source: Author
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As the company operates in the scientific business field, their biggest motivation to
enter the foreign market is to increase the sales of the company and its potential.
Nowadays, focus on science and innovations is increasing, the company has with it
business huge opportunities. The author finds very interesting the second motive,
which is high quality of its employees and their scientific knowledge. This is with-
out any doubt a huge advantage, which is related to the third motive of participa-
tion in international trade.

The great knowledge of these employees increases also their experience on the
foreign market with the knowledge and experience of other possible foreign part-
ners in the international trade. As author thinks, this company is very specific in
terms of motives and those motives are closely correlated with scientific business
field although the motives slightly differ from those of other companies inter-
viewed for the purpose of this thesis.

* Main Motives of Company C

Table 5 Main Motives of Company C

Increase in sales
Contacts on the foreign market
Ability to compete with competition on the foreign market

4. More opportunities than the domestic market offers
Source: Author
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As the company started to think about the entrance into the foreign market, author
concluded according to information gained from the representative of company C
that the biggest motivation is increase in sales. The domestic market offers several
opportunities but the company is motived to extend their business abroad. The
next motivation is the contact with foreign market by their competition, customers
and others. Author found out the motive of the ability to compete with competition
on the foreign market, because at the domestic market, they see the satisfaction of
customers, therefore this motivates them to extend their business abroad. Based
on market research, author was informed, that foreign market still offers many
possibilities for companies in this kind of business so representative of the compa-
ny is motived by this factor too.

* Main Motives of Company D

Table 6 Main Motives of Company D

Increase in potential of the company and sales
Find foreign partner
Participate in international trade

4. Growth in experience
Source: Author

(D)) =

Company D is nowadays operating on the foreign market. They are still motivated
by the increase of potential and sales of the company. As they are performing well
in their business activities in comparison to other Czech companies, this motiva-
tion factor is as per author legitimate and fully agrees with this motive. Finding a
foreign business partner is a rather complicated issue in this business field so the
company still finds a challenge in this. This motive is closely connected with a mo-
tive of participation on the foreign market. Company is still motivated by this fact,
so all above mentioned motives are without any doubt the motives of future devel-
opment and increasing competitiveness and position on the market.

* Main Motives of Company E

Table 7 Main Motives of Company E

1. More opportunities than the domestic market offers
2. Prices

3. Interesting projects

4, Proper execution of contracts

Source: Author
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The company E is operating in the mechanical engineering and metal production.
As they already conquered the domestic market, they started to operate on the
foreign markets. Nowadays their biggest motive is still to increase their potential
on the foreign market so abroad markets offer again many new and challenging
opportunities. Based on the market research, the author was informed that com-
pany has better prices in comparison with the competition. On the one hand this is
a huge advantage, but on the other hand the company faces the fact, that their
products are not as good quality as their competitors’. Fortunately, this always
changes, once the customer meets the company and finds out that those products
are made in a high quality the customer expects. The third motive is the motive of
interesting projects. As the domestic market does not offer so much possibilities,
author was advised, that this is the reason why they see the motive of interesting
projects more intensive. From the author’s point of view, this motive should be in
case of this company on the first place, because during the interview and obtaining
data, author had a great chance to meet the production environment and can con-
clude, that the products are very competitive not only on the domestic market, but
also on the foreign market, so the motivation to realize some interesting project is
very intensive. This kind of business is specific in terms of its technical area and
environment. As mentioned above, the company is motived by the quality of its
products so the motivation to conclude agreements and contracts with customers
makes the company strengthen internally.

* Main Motives of Company F

Table 8 Main Motives of Company F

High quality of products
Ability to compete with competition on the foreign market
Participating in the international trade

4. Increase in sales
Source: Author
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Construction business field nowadays offers many new opportunities and possibil-
ities for companies, especially Small and Medium sized Enterprises. In the period
of high technological progress and increasing quality of all products, author found
out, that company F is really motivated by the quality of the products they offer for
domestic and foreign customers especially on the East part of Europe. The repre-
sentative of the company E also mentioned that the above motive is closely con-
nected with the second motive of ability to compete on the foreign market with
local competition by quality of products. The company is still motivated and wants
to participate on the foreign market and to become part of international trade.

All above-mentioned motives are connected with each other and are based on au-
thor’s point of view the motivation engine in increase in sales and motivation for
company E to more improve their position on the markets abroad.
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Table 9 Overview of Motives -part |

Rating/
Business Company A Company B Company C
Increase in po-
1 Growth in experience e Increase in sales
company and
sales
Higher quality of High quality of its Contacts on the
2 products then com- employees and foreien market
petitors their knowledge &
Participate in Ab.111ty to compete
Contacts on the for- . . with competition
3 : international .
eign market on the foreign mar-
trade
ket
Unknown environ- Growth in expe- More opportunltl.es
4 : than the domestic
ment to conquer rience
market offers
5 Dlver51.f1cat10n of X X
risks
6 Growing image of the X X
company
7 Increase in sales X X

Source: Author
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Table 10 Overview of Motives - part II

Rating/
. C D C E C F
Business ompany ompany ompany
Increase in potential |
P ties than the High quality of
1 of the company and :
domestic market products
sales
offers
Ability to compete
: . . ith iti
2 Find foreign partner Prices wit comPetltlon
on the foreign mar-
ket
Participate in interna- | Interesting pro- | Participating in the
3 . : . .
tional trade jects international trade
4 Growth in experience ROEE AT A Increase in sales
of contracts

Source: Author

5.3 Risks of the Czech SME's

The author concluded all obtained primary data results from interviews in below
part of Diploma thesis. The main risks will be summarized at the end of this part
and based on obtained data, there will be stated the evaluation of the risks of com-
panies.

* Main Risks of Company A

Table 11 Risks of company A

Foreign business partner

Market research

Unqualified export representative
Legal environment

= (O (o =
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5. Unsecured payments
6. Logistics
7. Competition

Source: Author

The main focus is for the risk in finding the foreign business partner especially on
the German market. As the market is very different from many points of view then
the Czech market. Also the company operates in the international trade, this risk is
still open and influences the whole company. The next problem sees the company
A in the bad market research. Both risks will be analysed in the next part of the
thesis and author will provide detail recommendation for Small and Medium sized
Enterprises how to avoid those risks.

The results based on the interviews were analysed in the above part of the
thesis. Those gained data will be further used in the chapter results to state and
recommend Small and Medium sized Enterprises final recommendation to avoid
potential risks of conquering the foreign markets.

* Main Risks of Company B

Company B sees the risks by two points of view.

* Economic risks

* Non-economic risks
Based on the obtained information from the company B, the management repre-
sentatives and the owner of the company see the most important the economic
risks, not the non-economic ones. As the company starts to internationalize their
business activities, the economic risks are very current topic.

Table 12 Economic risks of company B

__Rank |Ecomomicrisks

1. Exchange rate risk
2. Lack of working capital
3. Future economic crisis

Source: Author

Table 13 Non-economic risks of company B

1. Finding foreign partners

2. Project management problems

3. Time frame

4. Lack of domestic qualified workers

Source: Author
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The biggest problem, which company B sees, is the risk of exchange rates. This is
definitely without any doubts a huge risk, which can influence the internationaliza-
tion process of this company especially from the group of Small Enterprises. Based
on author’s opinion, there exist many opportunities and tools how to avoid this
kind of risk which will be generally recommended in the following chapter. The
exchange rate risk is followed by the risk of lack of working capital. This is also
significant risk as the company employs highly educated workers and specialist, so
this could cause a problem once conquering the foreign market.

As the thesis offers also the non-economic risks of company B, there belongs
the risk of finding a foreign partner. This is closely connected with the motive for
internationalization, to find business partners on the foreign market. Also the final
recommendation will be stated in the following chapter Recommendations for
Small and Medium sized Enterprises.

* Main Risks of Company C

Table 14 Risks of company C

1. Existing competition (Market research)
2. Cultural and language difference

3. Distance

4., Transportation costs

5. Legal environment

Source: Author

As per the data gained from the interviewed company C, they see the biggest risk
in the process of internationalization and the entrance into the foreign market the
risk of existing competition, which is operating on the foreign market and little bit
the risk of market research. Nowadays it is the time of innovations and technical
progress, so the company is afraid of this risk, but as the motive shows, they can
compete with the competition with their kind approach to customers. The second
risk is the risk of cultural and a language differences as this risk is also a significant
determinant when choosing the market to conquer. The third risk the company C
sees in the distance, as the business they are running is specific in term of provided
services. The business environment is different in other countries, so the company
is afraid that providing services far away from the domestic market could be very
hard. The third risk is closely connected with the fourth risk of transportation
costs. Providing transportation services is highly costly, because once having
trucks and cars, those operating costs are influencing the business. Risk of legal
environment company C specified as several norms and safety conditions in
providing transportation services. This kind of risk can be eliminated if the com-
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pany extend their activities in the European Union, because the EU supports busi-
ness between each member states.

* Main Risks of Company D

Table 15 Risks of company D

Unsecured payments
Competition

Foreign business partner
Logistics

Market Research

Legal environment

7. Unqualified export representative
Source: Author
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According to the interviewed company D, the author analysed the risks and sum-
marized the main risks of internationalization and conquering the foreign market
in unsecured payments, so basically the payment system how to ensure, that the
company get the money from realization of ordered products. This risk is further
followed by the risk of competition as this is significant and authorized opinion,
because based on the researches on the company, the company has very strong
competition in this business field also here in the Czech Republic, that results in
the fact that the risk of exporting and internationalization is still seen as a threat.
Gradually emerging risks have some kind of consequences, as the third risk is the
risk of finding foreign business partner. This is very difficult for the company to
find a partner, as the possibility of their own subsidiary is highly costly in their
case. But the finding a business partner still motives them. The rest of the risks are
categorized as the logistics problems, market research and legal environment fol-
lowed by the unqualified export representative. Those lastly mentioned risks are
not much significant and do not much influence the whole running of the business,
but the company D calculates with those risks.

* Main Risks of Company E

Table 16 Risks of company E

Legal environment

Technical skills

Unqualified export representative
Lack of working capital

Logistics

R Ed e 1
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6. Failure in realization - Technically unmanaged requirements

7. Unsecured financing
Source: Author

As per data obtained from the company E, they see the biggest risk in the legal en-
vironment. As this business field is very specific in terms of mutual agreements,
the risk of legal environment is still active. The second risk is the risk of technical
skills. The company is still afraid of technical conditions on both sides of a custom-
er and the company itself. The problem appears, that in this business field, there is
a necessity to have all the technical details as correct as possible. The problem on
the side of company is in standards and norms, which differs country by country.
There is necessary to communicate with the customer in details as much as possi-
ble.

The third risk is depicted by the company in unqualified export representa-
tives. In this business field, high technical skills are required and as per company,
there is a lack of qualified representative, who would meet the condition that the
company set. Author will further recommend all companies, not only the company
E, how to deal with this risk or how the avoid them. Company E also added a risk of
lack of working capital, but this risk is not influencing this company, but the other
companies in this business field. Logistics risk appears one of the most frequent in
all interviewed companies. As the company is producing mechanical engineering
and metal products, there is a risk or it can be said the barrier of logistics issues
problems. The products are very often in specific size, so transportation companies
often have a problem to realize the transportation for the company. There is a ne-
cessity to set the condition before the realization and the transportation company
has to know the size details before. As per experience of company E, many custom-
ers had a problem with the ordered product, which represents a problem to com-
pany that did not want to realize the payment because of different view and details
of the order that did not suit the expectation. All the risk should be evaluated be-
fore so the author will set some recommendation in the below part.

* Main Risks of Company F

Table 17 Risks of company F

1. Lack of state and enterprises support
2. Unsecured payments

3. Market Research

4. Finding a foreign partners

5. Logistics

6. Exchange rate risk

7. Lack of working capital

Source: Author
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In comparison to the above interviewed companies, company F sees the most in-
tensive the risk of lack of state and enterprise support. During the interview, au-
thor was surprised by that fact. The representative explained that the support is
available, but not much intensive and sees the risk, which can influence the enter-
prises in the future by negative approach from other authorities. The author will
suggest in the below part how to fight with this kind of risk by many tools. As the
second risk is the risk of unsecured payments, company had some experience so it
is still afraid. Author will suggest some steps and tools how to lower this kind of
risk or completely eliminate it. Author was informed that market research is very
difficult in this area of business as some important information about this business
field in abroad market is missing, but in the period of IT technologies all those data
are becoming more and more available for the company itself. The one interesting
fact is in the risk of exchange rate. The representative of company E was during the
interview little bit afraid that in this time of unexpected fluctuation of exchange
rates, this risk is still active, but it is not as important as the risk of state of support.

Just to have all primary data results together, author enclosed the table where all
the risks are stated and categorized based on the intensity.

Table 18 Overview of risks - part |

Rating/
BUSiness Company A Company B Company C
Foreign business : Existing competition
1 partner LI C S (Market research)
2 Market research
3 Unqualified e>.<p0rt Distance
representative
. Finding a foreign .
4 Legal environment Transportation costs
partners
5 Unsecured payments Project management Legal environment
problems
6 Logistics Time frame X
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7 Competition

Source: Author

Table 19 Overview of risks - part 11

Rating/
Business Company D Company E Company F
1 Unsecured payments
2 Competition Unsecured payments
3 Foreign business Unqualified egport Market Research
partner representative
4 Lo Finding a foreign part-
ners
5 Market Research Logistics Logistics
e egport Unsecured financing
representative

Source: Author



Interviewed companies 52

5.4 Mind maps of the Czech SME’s

Lack of stat‘e support Competition

Legal Environment

Lack od domestic qualif. workers

Transportation costs

Failure in realization

Cultural and Language Differences B - | /ch 1on Partner

Logistics

TATS(tame Project Management Problem

Lack of working capital
Future Economic Crisis

“Technical Skills Distance Market Research

" Unsecured payments
Exchange rate

Unqualified Export Representative

Figure 14 Mind map
Source: author

For the purpose of the thesis, author used a special tool preparing mind maps,
so to generate the overview of all responses obtained by interviewed companies.
As per the mind map above, author showed the relation between risks stated by
companies. There are available all the risks of the companies, which have already
internationalized their business activities, but also risks that appeared in compa-
nies that want to start their business abroad. The main element to analyse is the
icon RISKS. From this point, there are lines and connections to each risk. The thin-
nest line shows the lowest intensity of responses but on the contrary the thickest
line is the risk with the highest intensity. We can see in above figure, that most in-
tensive risks are those of market research, unqualified export representative, un-
secured payments, lack of working capital, logistics, legal environment, competi-
tion and finding a foreign business partner. This graph shows by its lines the rela-
tion and intensity. The main risks cannot be exactly concluded as the main risks for
exact business field, because those are just responses from companies from differ-
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ent kind of fields, so on the general level. The above showed mind map will be fur-
ther extended by the relationship between companies and it will display to which
company the each risk belongs.

Ci D
ompany Company B

Com) pany F
Company E  Company F

Companyrfi'"' ~ Company A “‘ Company D
Company D™ Foreign Partner
- Company C
T Lack of state support
Logistics. —_—
Company A Failure in realization Market Research Company A
Company D~ Transportation costs Technical §¥<-i1|3 Lack od domestic qualif. workers
Company E __—Legal Environment \ Company F
¢ RISKS ) . C;m any E
Company C Cultural and Language Differences Unsecured payments~—~._70"" p :

Company A
Company D

Company A

Company F

- Distance

Lack of working capital Future Economic Crisis

Comany E Timeframe

Company B
pany Exchange rate Project Management Problem

Unqualified Export Representative

Company B
pany Competition

Company F

Company E sy COmPaNy A

Company C Company A

Company D Company D

Figure 15 Mind map - extended
Source: author

In this case, the author concluded all above-mentioned results from interviews and
the relationship to each company. The purpose of analysis of the connections and
intensities of stated risks showed very interesting results. In the mind map there
appear several risks and the companies that stated the risks at the time of inter-
view. Companies are showed only in the most responded risks. So basically only
the risks, which were stated once in the whole research, do not contain the compa-
ny. If there is any interest to which company the risk belongs, there is an overview
table in above part of the thesis. Used program nicely showed the results from in-
terviewed companies and those risks will be evaluated by the author and will pro-
vide Small and Medium sized Enterprises some kind of recommendation, how to
avoid the risks and how the fight against them to eliminate their intensity.

The complete mind map will be available in the last part of the thesis in the appen-
dixes part.
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5.5 Recommendation for companies

The following part of the Diploma Thesis will provide Small and Medium sized En-
terprises based on author’s contribution with some kind of recommendation how
to internationalize their business activities without major problems and how to try
to avoid main raised risks which interviewed companies stated. The author will
provide the most important risks recommendations how to avoid the potential
risks and barriers. This part of thesis can be also used as a potential manual for
companies during their internationalization process. Paragraphs below will exam-
ine in details the risks and barriers arisen as the most frequent and most im-
portant for most companies.

¢ (Cultural and language differences

The risk of cultural and language differences raised from interviews with compa-
nies which have already entered a foreign market or are preparing to internation-
alize their business activities. The perfect preliminary preparation is necessary for
the company before entering to prevent possible threats. The company has to form
a team whose members can speak foreign language of the country where they tend
to internationalize and enter. Based on the business field - sales, technician, logistic
assistant should be part of the team and would be all allowed to communicate well
with the customers on the high level. To avoid the potential risk, representatives
have to deeply study the environment and culture of the region, where they want
to internationalize their activities; this could be achieved by participations on or-
ganized meetings for employees on selected topics regarding the right approach.
Another source of knowledge would be wide variety of available literature, which
should be learned on regular basics.

* Legal environment

The exported products and services require specific certification if they are used in
particular places and regions. The Czech legislation and different country’s laws
aspects require different examinations (which are very cost intensive). Based on
author’s own research, there exist many consultancy agencies and companies,
which are qualified to help Small and Medium sized Enterprises with legal and law
requirements. It is very important step for companies to ensure their activities also
by legal side, as further investigations of raised problems could be very difficult
and highly costly.

To ensure the smooth realization between the supplier and customer, author
suggests companies to conclude an arbitration clause. This kind of contract en-
sures that both sides of business are somehow protected in case any problem ap-
pears.
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¢ Existing competition, Market research and Finding a foreign partner

The risk of existing competition is very closely connected with the risk of market
research. Which means that a company entering a foreign market and internation-
alizing its business activities faces the risk of badly prepared market research. To
avoid this difficulty; author gives the recommendation how to be prepared once
conquering the foreign market. One of the most important steps how to be success-
ful is to find a functional market which needs to be examined and investigated by
the tools mentioned below. If the company wants to be successful, it is vital to find
the right balance between the supply and demand - quality, price, logistics and
realization conditions.Based on author’s recommendation there are two types of
market researches that should be taken into consideration once choosing the for-
eign market.

The first one is called by the author scientific market research. This re-
search contains tools for companies how to research potential market. To the tools
belong agencies, (example: Czech Trade), available statistics which help companies
to determine the situation on the market, web information, information from the
competitors on the local market, information from the Czech firms which are al-
ready exporting into the foreign market, business fairs, research among firms, ac-
tivities of competitors — some kind of espionage (to find strengths and weaknesses
of competitors), information about the local market and the possible clients. These
mentioned tools are as per author the most important prerequisites to avoid the
potential risk of market research and its existing competition.

To the second important part is represented by the active sales develop-
ment - this is the most important step once conquering the foreign market - this is
the most problematic part of the whole process and that is also the problem why
companies see this kind of risk as one of the most intensive. To avoid the risk, au-
thor suggests some kind of strategy connected with the risk of existing competition
and market research risk. The company needs to find a representative who will be
given a task to chart the foreign market without a big strategy. Most of the compa-
nies make a mistake that they internationalize their activities by emotional deci-
sion, which is very often a bad step in the whole process. The sales representative
should state several objectives that have to be achieved. Timeframe for the market
research should last for 6 months, after this period the representative is supposed
to be sure if the chosen market has a potential to develop further activities.

Not only the timeframe is important but also the budget, which needs to be
stated before the mission starts. The budget should contain all personal expenses
of the representative and has to be divided into two parts - 80% fix and 20% flexi-
ble part. The fix part should contain expenses related to accommodation, transpor-
tation and basic marketing tools at least in English. The flexible part should include
rewards for advancement goals. As a part of market research, representative has to
report to the owner of the company or responsible manager on weekly basis based
on reports and meetings.
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The representative has to set an exact number of business meetings - with archi-
tects, investors, realization firms and others potentially involved to find the infor-
mation that is necessary for further evaluation.

After the period of 6 months of market research, representative has to make
an agreement with the company management, if the foreign market is the proper
one to conquer and set the strategy how to internationalize business activities.

Author provided detailed recommendation for Small and Medium sized Enter-
prises, how to avoid the potential risk by above-mentioned detailed steps. Future
strategies of each company how to find the most important information about the
potential market, could be used and applied once decided to enter the foreign
market.

* Lack of working capital

When a company is operating on the foreign market, there is a necessity to have a
working capital. As the interviewed companies emphasised, there exist a risk of
lack of working capital. The way how the working capital is represented is as per
companies in a form of debts to suppliers, inventories, payments in advance, work
in progress, and receivables. Many companies have a problem to finance their
business activities. As author suggests, there exist many financial intermediaries
for Small and Medium sized Enterprises how to avoid financial problems including
a problem with the lack of working capital.

Author gives a recommendation to use these intermediaries for their business
activities. There exist many commercial banks and agencies, which are nowadays
focusing on the Small and Medium sized area of companies. These tools also con-
centrate on completely micro companies so there is no fear that these tools will not
have micro sectors. These tools offer credits, intermediation of letter of credit ac-
tivities and many others. Author suggests in case the company has a problem, they
should find and choose from many options the best one to finance their activities
corresponding with their criteria. In the risky situations, companies should find the
best possible option that the commercial companies and agencies offer. Author
advises to always consult all possibilities with the experts which of those available
tools to use in most effective ways.

* Lack of state and enterprises support

While collecting primary data from interviews, author also found out that compa-
nies are afraid and miss the state and enterprise support, which is one of the risks
and barriers that is influencing their internationalization process and entrance into
the foreign market. Relating to that, author suggests for Small and Medium sized
Enterprises some supporting instruments and tools that could help with their
business activities abroad. These instruments are from higher level - Czech Gov-
ernment and the agency Czech Trade. Both institutions offer enterprises several
helping tools how to behave and act abroad on the foreign markets.
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First of all, the author mentions and draws attention to the Ministry of Foreign Af-
fairs of the Czech Republic. This institution offers entrepreneurs support from the
Czech embassies abroad in form of special consultations and success stories of the
Czech companies. This tool finds the author the most influential, because the gov-
ernment support is most reliable.

Author also suggests the second possibility of choosing the Czech Trade agency,
which was established by the Ministry of Industry and Trade of the Czech Republic.
This agency is an official contact partner for foreign companies looking for quali-
fied Czech-based suppliers of products, providers of services or investors. Czech
Trade operates worldwide via 47 foreign representatives. Author during the col-
lection of data based on Regional business conference found out, that nowadays
this institution focuses especially on the sector of small enterprises, so no one can
be afraid that there is a lack of support. Author also recommends companies to
check special publication, which displays all the important information about the
country where to export and develop business activities. This publication contains
all needed macroeconomic data, which are necessary to be need. This type of risk
is also closely connected with the risk of market research where the companies are
obliged to find the most relevant data and information about the foreign country
and territory.

* Unsecured payments

The topic of payments is very sensitive for companies, because most of them ad-
mit; the motive to increase in sales appears. There exist credit Insurance Corpora-
tion EGAP, which insures credits connected with exports of goods and services
from the Czech Republic against political and commercial risks uninsurable by
commercial insurance. EGAP also supports micro enterprises, not only bigger cor-
porations. This is a big advantage of this tool for Small and Medium sized Enter-
prises as this ensures their activities against possible risks.

* Exchange rate risk

In this period of time, when there occurs financial crisis and exchange rate move-
ments occur, there exist special programs for Small and Medium sized Enterprises.
Author suggests how companies, which want to internationalize their activities,
can utilize many possibilities how to fix an exchange rate for future orders and co-
operation with a foreign partner. CSOB is one of the best solutions that can ensure
the stable exchange rate. Their support for companies not only focuses on big cor-
porations and huge volume of money transaction, but their specification is also the
Small and Medium sized sector. Author recommends all the companies who are
afraid of fluctuation of exchange rates to set a meeting with a representative of the
CSOB and discuss all the possibilities they offer. Not only CSOB, but as author
found out, there exist many other institutions which help companies to conquer
the foreign market without major, especially finance problems.
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* Unqualified export representative

The qualified export representative belongs to the necessary part of the exporting
and internationalization process. The questioned companies also mentioned this
kind of risk as potential and influencing the whole process. Author suggests, that
companies should choose based on recruitment procedure to choose the qualified
person who meets the requirements set before the recruitment procedure. Accord-
ing to author’s suggestion, this export representative should have an export men-
tality, which is very necessary prerequisite for successful entrance into the foreign
market. As per author, this kind of person should highly meet the professional
knowledge in the chosen business field and should be able to communicate fluently
at least by the language of the country where the company is exporting and as an
advantage other one or two languages are nowadays required. Author recom-
mends for companies the person who is highly hardworking, capable, inspirational,
not arrogant, reliable, easy-going and very flexible, because an export representa-
tive’s main work is to sell and offer all products and services.

¢ Failure in realization - Technically unmanaged requirements, Realiza-
tion

This kind of risks are associated especially to company E that is operating in the
mechanical engineering and metal production. From the author’s point of view
those kinds of companies operating in the technical environment should meet all-
important criteria, norms and standards. The author suggests that once the com-
pany concludes the contract with a foreign partner, the negotiation step should
lead to the communication between technical departments of each company. Very
important message here is to set those norms and standards in the common usage,
so by meaning that, using international abbreviations for certain type of goods,
shapes, colour, materials. As per author’s point of view, this is why many compa-
nies failed in the past with the realization. So it is important basically harmonize
joint technical cooperation with the producer and customer to satisfy both sides of
the business and to run the business on very high level.

* Logistics

Many companies nowadays have a problem once realizing especially ordered
products. Everything depends on what companies are producing and at which size.
If the company has a business partner abroad, the risk of logistics is very often
eliminated. The author recommends companies to make a detail focus on what
possibilities the transportation companies offer. This is a very important step to
avoid the risk of logistics. All is dependent on the type of transportation. As per
author, companies should also adapt to conditions of transportation companies.
Transportation companies also have to follow special rules, norms and standards
when transporting goods and products. So based on author’s suggestion, once
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there is a closed contract, between customers and companies, communication with
transportation companies has the highest priority, especially when products are
special and outsized.

¢ Summary of above recommendation of risks

Internationalization has become very difficult process especially in context of in-
creasing volume of Small and Medium sized Enterprises and their competition
among each other. The author stated based on the primary data from interviewed
companies do main problems, risks/barriers and motives. This information is then
used to evaluate and recommend. Entering foreign market requires a lot of respon-
sibility. Evaluation and preparation of the internationalization process presents a
lot of risks but on the contrary also motives that rush companies forward. Author
advises to avoid all the listed risks by above following steps. Before the entrance
into the foreign market, companies have to start thinking about the region, which
is the best for developing their future activities. Companies mentioned the risk of
market research, existing competition and finding the foreign partner, these risks
could be easily avoided by good preparation of good market research. These steps
are described in details in above part of the thesis. The necessary part of the whole
process is to find a qualified representative or export manager who will be dealing
on daily basis with the customers and partners abroad and the person in charge is
also responsible for the market research. This market research has to be stated
before the action starts. Necessary prerequisite is to set the budget and time frame
for how to make a research and how long. Many companies failed in internationali-
zation process for this preparation was missing in context of incorrectly specified
budget. On the other hand, once those steps are fulfilled, finding the foreign part-
ner tasks some kind of responsibility and the most important part - export mental-
ity cannot be missing. Moreover, there are available state and enterprises support
programs, which help companies in difficult situations and troubles related to con-
quering to the foreign market. Once all the previously listed risks are solved and
turned into not to be the risks for the companies, new risks appear. Legal envi-
ronment risk is very important one and cannot be overlooked. The contracts be-
tween suppliers and customers are different in every country and have to be har-
monized to get and have the satisfaction on both sides. Other important fact is that
finance play very important role in it. Sources of working capital are prerequisites
to entre the foreign market. Once the company does not have enough capital, there
exist many tools for companies how to gain the finance to start the process as stat-
ed in above part.



Discussion 60

6 Discussion

The topic of internationalization attracts many attention nowadays very much.
Globalization is in this period also very intensive and influences not only business
environment but also the cultural one. The author focused in this Diploma thesis
on the topic of internationalization of the Czech Small and Medium sized Enter-
prises. The author finds this topic very interesting not only as the number of all
enterprises is still increasing but also the volume of Czech export is rising too.

All the primary data were obtained thanks to in-depth interviews of selected
Czech Small and Medium sized Enterprises. Author gained the primary data used
for the purpose of this thesis from the Czech companies from different business
fields. These companies were chosen also based on the facts, if they have already
internationalized their business activities or not. To fulfil the stated goal of the
thesis, it was necessary to study all available materials, publications, research pa-
pers and other resources to know in details the whole process of internationaliza-
tion and entrance into the foreign market.

The following step after the studying of available resources, the author also
participated in the Regional Export Conference about the current situation of the
enterprises environment. Gained data were also very helpful in deep evaluation of
the Czech companies. The focus of this thesis is especially on the Czech Small and
Medium sized Enterprises in all business fields, not only specific one. The author
used primary and secondary data. The primary data were obtained from in-depth
interviews with representatives of chosen companies, especially from the South
Moravian region in the Czech Republic. The structure of in-depth interviews was
formed by the semi-structural way. The advantage of these interviews according to
the author is maximal accuracy because face-to-face interviews are always better
with comparison to market research questionnaires. By this form of research, the
author got more information and could discuss in more details immediately at the
time of the interview.

Based on obtained data, the author concluded, firstly the biggest risks of in-
terviewed companies are risks of failure in market research and existing competi-
tion. With all these risks can companies deal with by the suggestions which author
stated in above part of the thesis. Once entering the foreign market, companies
have to think about the area, which is the best for improving their future activities.
These risks could be easily avoided by the good preparation of a market research.
Further steps how to prepare the good market research are described in details in
above part of the thesis. To the necessary part of the conquering the foreign mar-
ket belong a qualified representative or export manager who will be dealing on
daily basis with customers and partners abroad and this person is also responsible
for the market research. Along the risks mentioned above, in-depth interviews also
showed that problems are risks of legal environment, general financing issue, lo-
gistics, exchange rate risk, lack of working capital, unqualified export representa-
tive, lack of state support and other that are not much intensive as those men-
tioned. Each of the stated risks has different type of solution. Generally once it is
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the risk connected with finance, there exist many possibilities for companies to use
insurance corporation like EGAP or other commercial institutions like CSOB which
offer several kinds of services and products especially for the Small and Medium
sized sector of companies. If there are risks related to the technical issues, there
are several options how to avoid them. The key success is in deep technical
knowledge and understanding the foreign environment in terms of international
norms and standards.

Author suggested some kind of recommendations and other companies, which
want to internationalize their business activities and want to enter into the foreign
market, can use these steps.

The purpose of this thesis and the main recommendations could be used as an
advisory paper especially for companies, which are thinking about internationaliz-
ing their business activities. The author does not dare to conclude how much the
recommendations and suggestions could help. To have more accurate closure, it
would be necessary to ask and interview more respondents then this thesis offers.
The author would also compare gained results with the research of Kubickova, Tu-
zova, Toulova (2015), stated risks/barriers by OECD or final export report of Asso-
ciation of Small and Medium sized Enterprises. Author learned that the most fre-
quent risks are finding the foreign business partner, exchange rate risk, existing
competition, market research, unsecured payments, legal environment, lack of
state support. The interesting fact is that those interviewed companies have listed
the risks, but other research papers see them as barriers. The author is fully aware
of this difference and is able to discern differences between the risks and barriers.
But on the other hand, the author cannot specify those risks as barriers, because
interviewed companies replied and classified them as risks. Those listed risks
above quite concur with main problems of the internationalization process stated
by the report of AMSP (2016) where also appear the risks of legal environment,
risk of finding a business partner, risk of exchange rate and risk of low government
support. Another research paper of Tuzova and Votoupalova (2012), they stated
negative consequences of internationalization. They also pointed out different
view on this topic and can be comparable with this Diploma Thesis and can be
used by companies to check and avoid potential risks the companies faces. For the
better orientation to this topic, the author created mind maps by the useful pro-
gram MAXQDA where can be seen the intensities of responses to each stated risk.

Despite the 6 in-depth interviews, author suggested some kind of recommen-
dation, but to focus deeply in this topic, there would be needed to analyse in more
frequent and deep research. It is not fully possible to conclude and state exact final
suggestions because of the smaller sample size of respondent companies, but it is
very helpful in deciding how to internationalize business activities and how to be
successful on the foreign market.
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7 Conclusion

The main aim of this Diploma Thesis was the internationalization process of the
Czech Small and Medium sized Enterprises with a deep focus on main risks, which
are connected with this process. The Thesis is divided into three parts, including
the literature review, the analysis of the SME environment on the Czech market
using secondary data and these two parts are followed by the concrete focus on
selected Czech Small and Medium sized Enterprises.

Literature review was established using all available sources and theoreti-
cal information that are cited according to norms. The main aim of the literature
review was to bring some theoretical background to the researched topic and ex-
plain this problematic in general way.

The methodology was focused on usage of the standard scientific methods
and preparation of quantitative method of in-depth interviews with the Czech
companies.

All obtained data were further used to create mind maps of main risks, which
are taken into the consideration by companies. One of the main obstacles, which
the author sees, is the fact that companies do not deeply focus on difference be-
tween the barriers and risks; they just basically see them as risks associated with
the internationalization process. The author is aware of this fact, because some
research papers and publications also divide some responses from companies into
risks and barriers. Based on interviews, author worked with these information as
were given, so in fact, this Diploma Thesis could be used for comparison to other
researches in terms of risks and barriers and overall contribution to this topic.

To conclude this researched topic, in-depth interviews showed how different-
ly see each company the risks. According to interviews, each company has a fear
and states the risks on different rankings as others. But still according to primary
data, most of the companies see the problem in risk of market research, risk of
competition on the foreign market, risk of finding a foreign partner, risks of legal
environment, general financing issue, logistics, exchange rate risk, risk of lack of
working capital, risk of unqualified export representative, risk of lack of state sup-
port and other. If any company enters the foreign market, representatives have to
think about the area, where to perform the best results. To the successful entrance
into the foreign market, companies should prepare detailed market research and
cooperate with the qualified representative or export manager who will be dealing
with customers and partners.

Generally there exist many tools for companies to use Insurance Corporation
like EGAP or other commercial institutions like CSOB, which offer several services
and products for its clients. The key success in case of technical business field is
deep technical knowledge of the foreign environment in terms of international
norms and standards.

The above risks have different solutions. General recommendations are given
in above part of the thesis by the author. As previously mentioned, companies do
not make a difference between risks and barriers. As the author found out, there
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are no differences and companies see those listed terms as risks. It can be compa-
rable with other scientific researches as this thesis brings also some new terms
into this topic, but also shows different results than the other scientific papers. The
results could be compared to other researches and the Thesis brought new ideas to
the researched topic.
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