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Abstract

This study examines the critical factors that enable Indonesian micro, small, and medium enterprises
(MSMEs) to successfully internationalize through e-commerce and assesses the performance implications
of internationalization. Drawing on the Knowledge-Based View and Network Theory, the research
investigates the effects of foreign market knowledge, product innovation knowledge, and institutional
networking on MSME internationalization, as well as the impact of internationalization on firm
performance. A quantitative cross-sectional design was employed using survey data collected from 100
Indonesian MSMEs engaged in or aspiring toward international e-commerce activities. The data were
analyzed using Partial Least Squares Structural Equation Modeling (PLS-SEM) with SmartPLS. The
results indicate that all three factors significantly and positively influence MSME internationalization,
with foreign market knowledge emerging as the most dominant determinant. Product innovation
knowledge and institutional networking also exhibit significant contributions to international expansion.
Furthermore, internationalization is found to have a strong positive effect on firm performance, as
reflected in inventory turnover and revenue growth. These findings highlight the central role of knowledge
acquisition, innovation capability, and institutional support in facilitating MSME participation in global
digital markets. The study contributes empirical evidence from a developing economy context and offers
practical insights for MSME managers and policymakers seeking to strengthen international
competitiveness through e-commerce.

_lﬁc]aywords: MSMEs, Internationalization, E-commerce, Indonesia, Knowledge-Based View, Network
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1. Introduction

Micro, small, and medium enterprises (MSMES) have become the main sector contributing to a country's
economy and social development. MSMEs are increasingly the sector that provides the largest employment
opportunities with low capital investment. They also have a broad presence across various economic sectors,
producing a wide range of goods and services to meet domestic and international market demands (Sekhar &
Radha, 2019). MSMEs are vital for economic growth, significantly contributing to employment and gross
domestic product (GDP). In many countries, MSMEs account for more than 50% of GDP and generate up to
63% of employment, as shown in OECD economies (Handoyo et al., 2021). Besides their economic impact,
MSMEs play a crucial role in fostering innovation and supporting local communities, especially in
developing nations. However, their potential for expansion and global competitiveness is often limited by
scarce resources and capabilities (Amoah et al., 2022). According to data from the Ministry of Cooperatives
and SMEs, the number of SMEs currently stands at 64.2 million, contributing 61.07% to GDP or IDR
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8,573.89 trillion. Their contribution to the Indonesian economy includes the capacity to employ around 117
million workers, or 97% of the entire workforce, and the mobilization of 60.4% of total investments.

Innovations in information and communication technology form the foundation of the industrial
revolution, shaping business operations and consumer habits (Yusgiantoro et al., 2019). E-commerce has
driven changes in consumer behaviour, allowing rational decisions through free, easy, and quick access to
product information. This growth benefits MSMEs by expanding markets with minimal investment,
enabling national and international reach (Kirom et al., 2022). However, most e-commerce growth is led by
large firms, as MSMEs face barriers like financial issues, regulations, limited digital skills, and poor
infrastructure, especially in developing countries (Prakash et al., 2021).

These problems mentioned above prevents MSMEs from developing countries the from expanding
their operations abroad. Addressing these barriers is important to improve the global economy and enable
MSMEs to use e-commerce for sustainable growth (Prakash et al., 2021). An effective adoption of e-
commerce could foster the expansion of market access and competitiveness for MSMEs. However,
problems such as regulatory complexities, financial constraints, and inadequate digital infrastructure hinder
this potential (Bai et al., 2021). Understanding these problems will help the industry leaders and policy
makers in making strategies that can help these issues to foster the sustainable MSMEs growth in the global
digital economy. Successfully internationalizing in the e-commerce industry requires MSMESs to focus on
critical success factors that enhance their competitiveness and market reach. According to Handoyo et al.
(2021) there are three main factors that become the critical success factors for the internationalization of
MSMEs are Foreign Market Knowledge, product innovation knowledge, and institutional networking.

Micro, small, and medium enterprises (MSMEs) play a pivotal role in the global economy,
contributing significantly to employment and GDP growth. However, their ability to internationalize
through e-commerce remains hindered by several challenges, especially in developing regions. These
barriers include financial constraints, regulatory complexities, and inadequate digital infrastructure (Bai et
al., 2021). Financial constraints represent a significant hurdle, as many MSMEs lack the necessary resources
to invest in advanced technological infrastructure or meet the stringent requirements of international markets
(Qasim et al., 2021). Furthermore, regulatory complexities, such as stringent trade policies and
environmental regulations, often create additional barriers, particularly for MSMEs in developing economies
where compliance may require substantial adjustments and investments (Xie et al., 2020). Limited access to
digital infrastructure, including unreliable internet connectivity and outdated systems, further compounds
these challenges, making it difficult for MSMEs to operate efficiently in a competitive global digital
economy (Abisuga-Oyekunle et al., 2020). In light of these issues, this research proposes the following
research questions:

RQ1: To what extent does knowledge and network affect the internationalization process of Indonesian
MSMEs through the e-commerce lens?
RQ2: To what extent does internationalization affect the performance of Indonesian MSMEs?

2. Literature Review

Knowledge-Based View

The Knowledge-Based View (KBV) views knowledge as a vital strategic resource underpinning a firm’s
competitiveness, building on the Resource-Based View by emphasising that tacit, firm-specific, and socially
embedded knowledge is hard to replicate and key to sustained competitive advantage (R. M. Grant, 1996;
Pereira & Bamel, 2021) . Knowledge helps firms scale, innovate, and adapt, especially for SMEs with
limited tangible resources (Sheppard, 2025; Zakery & Saremi, 2021). There's no single definition of
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knowledge in KBV; two main views are an objective and a socially constructed perspective. Typically,
RBV-based research sees knowledge as a resource or capability essential for competitive advantage.
Scholars viewing KBV as an RBV extension consider (tacit) knowledge the most crucial resource for
competitiveness (Stoian et al., 2024). Since this study examines factors helping SMEs leverage their
strengths to internationalize, it adopts this definition of knowledge.

Firms create and acquire knowledge through analyzing internal information assets (e.g., customer
data) and through social interaction and networks, both internally and externally (Ray et al., 2023).
Integration of this knowledge, especially the specialized and tacit knowledge held by employees, is crucial
for aligning capabilities and enhancing performance (Foroudi et al., 2023; Herden, 2020). Three key
elements underpin knowledge-based competitiveness: the extent of common knowledge across the
organization, the integration of this knowledge with specialized insights, and organizational structures that
promote communication and knowledge-sharing (Herden, 2020). The interaction between explicit and tacit
knowledge, facilitated through organizational routines, social exchanges, and partnerships, drives innovation
and adaptability (Ray et al., 2023; Stoian et al., 2024).

For SMEs, internationalization intensifies the relevance of KBV by exposing firms to diverse
knowledge sources, networks, and learning opportunities not always available domestically (Sheppard,
2025; Zakery & Saremi, 2021). However, SMEs often face challenges due to limited financial and human
capital, making it difficult to develop and apply new knowledge quickly (Magni et al., 2022).
Internationalization requires both market-specific and general experiential knowledge, such as
understanding how to operate in foreign environments. While market knowledge is context-specific,
internationalization knowledge is cumulative and transferable across markets (Galdino et al., 2019). The
lack of such knowledge increases the cost of entry, requiring investments in building local relationships,
adapting offerings, and understanding legal and cultural differences. These costs can be mitigated by
partnering with firms that possess relevant market knowledge and by leveraging advances in information
and communication technologies (Martin et al., 2022).

Network Theory

The network theory of internationalization builds upon the Uppsala model by incorporating the
modern view of the business environment as a network of relationships rather than isolated market
transactions (Morrish & Earl, 2021). Within this framework, firms internationalize by leveraging both intra-
and inter-organizational ties, gaining access to partners’ resources, competencies, and new business
opportunities over time rather than through one-time exchanges (Hietala et al., 2019). Network theory
emphasizes that economic behavior is embedded in interpersonal relationships. Two key types of managerial
networks are recognized: business ties, which facilitate coordination, resource sharing, and limit
opportunism, and political ties, which offer access to market information and policy incentives. Both types
function through social networks rather than formal institutions (Cao et al., 2022).

This approach outlines three internationalization processes, extension, penetration, and integration,
and identifies four strategic network positions: early starter, late starter, lonely international, and
international among internationals (Calheiros-Lobo et al., 2023). Firms embedded in strong social networks,
especially SMEs, can use personal ties as “infomediaries” to access foreign markets, discover new
opportunities, and enhance competitiveness through the transmission of international knowledge (Do et al.,
2023). This alternative mechanism allows SMEs to overcome resource and skill limitations is cooperation
with other firms. Networks can help firms acquire knowledge of foreign markets, institutions, rules, and
regulations (Serrano et al., 2023). Two mechanisms within social network theory, network closure (NC) and
structural holes (SH), provide further insights. NC refers to tightly knit networks with high trust and
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accountability, while SHs exist where actors bridge disconnected groups, giving them access to diverse
information flows (Leppdaho et al., 2022).

SMEs must manage bonding (strong, close ties) and bridging ties (weaker, diverse connections)
during internationalisation. Early-stage firms rely on bonding ties, but as they grow globally, bridging ties
help access new knowledge and networks. Maintaining both needs resources, requiring a strategic balance
(M. Yang et al., 2023). According to the Uppsala internationalization model, a firm must belong to a
network to achieve success in international markets. Otherwise, it suffers from the liability of outsidership
(Serrano et al., 2023). Literature varies on network classification in academic entrepreneurship and
internationalization. Some differentiate local and international networks, others classify academic,
institutional, social, formal, informal, horizontal, vertical, or primary and secondary networks. Most agree
vertical networks with clients, suppliers, and buyers are key to international growth. Deeply networked firms
gain advantages, sometimes substituting for other assets (Fernandez-Alles et al., 2022).

Internationalization

“Internationalization" describes how firms gradually expand their global activities through a series of
incremental decisions. It is often seen as a sequence of key choices, including selecting the location, entry
mode (Baiyere et al., 2025), investment level, and managing foreign operations (Aghazadeh et al., 2024; Du
et al., 2023). Alternatively, internationalization can be understood as both a process and a set of activities
firms undertake to access international markets, increasing their engagement over time (Child et al., 2022).
These activities extend beyond the domestic market, such as exporting products and R&D, foreign direct
investment (FDI), which includes foreign production, foreign affiliates, and cross-border alliances.
Exporting remains the most common form of SME internationalization, though more firms now participate
through constellation and investment modes like interorganizational networks, alliances, and subsidiaries
(Guimaraes et al., 2021). The concept of international entrepreneurship further enriches this field, involving
the discovery, enactment, evaluation, and exploitation of opportunities across borders to create new goods
and services (Tolstoy et al., 2021).

Internationalization is a strategic approach for MSMEs to expand their operations, enter larger
markets, and improve their competitiveness. E-commerce has become a transformative tool, allowing
MSMEs to overcome traditional market barriers by offering platforms for global outreach with relatively
low capital costs (Kirom et al., 2022). Key factors for successful internationalisation include foreign market
knowledge, product innovation, and institutional networking. These help MSMEs navigate global market
complexities, customise their offerings, and secure essential resources (Torkkeli et al., 2019). The
international growth of SMEs is greatly influenced by export activities, foreign direct investment (FDI), and
partnerships with foreign entities. An increase in exports signals market readiness and the ability to meet
international standards, laying the foundation for broader global engagement (Haddoud et al., 2023). FDI
brings vital financial resources and advanced skills, enabling SMEs to scale and adapt to various markets.
Collaborations with foreign partners further support this by providing access to new markets, shared
resources, and transfer of knowledge, all contributing to sustainable international growth (Falahat et al.,
2021). These factors work together synergistically, fostering global competitiveness and resilience among
SMES. Export activity, FDI, and foreign partnerships are key drivers of SME internationalization, providing
initial market exposure, resource acquisition- including technology and expertise- and facilitating market
access, knowledge sharing, and risk reduction. Collectively, these elements boost SMEs' global engagement
and success (Guimarées et al., 2021).

Information and Communication Technologies (ICT) development has enabled small and new firms
to pursue global opportunities, particularly through the internet, which supports the acquisition and
interpretation of external knowledge. E-commerce, in particular, helps retail firms reach foreign customers
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and reduce costs (Tolstoy et al., 2021). Although it faced setbacks after the dot-com crash, digital
technology has matured, enabling reliable, cost-effective, and automated customer interactions through
usability design, robotics, and personalisation. Logistics have improved by integrating user interfaces with
backend systems, enhancing transparency and connecting hubs to local centres, supported by third-party
logistics services (Hanell et al., 2019). Continued ICT progress has expanded cross-border e-commerce,
including online catalogues, promotions, ordering, payments, e-procurement, and participation in electronic
marketplaces. Cross-border e-commerce refers to selling goods and services online to foreign customers
(Cassia & Magno, 2022).

Foreign Market Knowledge

Since internationalization is regarded as a knowledge-driven process, access to knowledge is
essential for SMEs facing environmental uncertainties and deciding on entry strategies for foreign markets.
In this context, knowledge helps mitigate uncertainty, and accumulating relevant knowledge is crucial for
the international growth of SMES (Oliveira et al., 2019). The knowledge-based perspective argues that a
firm’s development relies on its ability to acquire and continuously update knowledge, with competitive
advantages arising from the knowledge it possesses or can access, as well as its capacity to develop it
(Zahoor et al., 2020). SMEs seeking to expand internationally often need to learn how to operate effectively
in foreign markets. Therefore, the knowledge-based theory offers a valuable framework for understanding
how networks support their members by providing access to knowledge, which can positively impact the
firm’s performance (Falahat et al., 2021).

Market knowledge is information about servicing a specific foreign market, usually acquired by the
firm operating there. It is market-specific and hard to transfer to other markets (Galdino et al., 2019).
Foreign market knowledge is vital for successful internationalization (Mostafiz et al., 2023; Zahoor & Al-
Tabbaa, 2021). There are three types: foreign business, institutional, and internationalisation knowledge
(Mostafiz et al., 2023). A major obstacle in internationalization is the lack of market knowledge, which is
costly as firms struggle to identify useful knowledge for overcoming challenges. This includes
understanding rules, regulations, governments, cultures, and the costs of managing international sales and
relationships across diverse countries (Martin et al., 2022). Managers gain experiential insights through ties
with market actors like importers, exporters, trade partners, buyers, competitors, and governments,
increasing their foreign market knowledge (Bhattacharya et al., 2022).

According to Edeh et al. (2020), possessing general knowledge about operating in foreign markets
equips firms with a foundational understanding of internationalization that can be applied across various
countries. As a result, companies can benefit not only from experiences in similar markets but also from
those in diverse ones, since such knowledge is transferable and can influence decisions on market entry
(Garrido et al., 2023). Additionally, having insights into foreign markets can support firms in applying
technological expertise more effectively, as they are better positioned to navigate the local business context
(Bhattacharya et al., 2022). Access to knowledge shared through market-specific and economic-setting
interactions enhances a firm’s preparedness for global expansion. This market-specific knowledge includes
familiarity with the firm's network in a given country, such as local suppliers, customers, competitors, as
well as the unique characteristics of that market environment (Magni et al., 2022).

Product Innovation

Product innovation refers to the introduction of a good or service that is new or significantly
improved in terms of characteristics and/or intended uses (Ringo et al., 2024). Product innovation is
important for MSMEs if they are to compete more in international markets. Developing new or significantly
improved products will put MSMEs in a better position to meet the specific demands of foreign markets, be
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more competitive, and have better opportunities for export growth (Duc Tran et al., 2023; Edeh et al., 2020;
Ringo et al., 2024; Zahoor et al., 2022). Product innovations allow firms to differentiate their offerings and
attract a wider variety of customers, offering them a unique position abroad. This innovation capability and
product adaptability become even more critical for MSMEs from developing economies, as this creates
strategic advantages in highly competitive and diverse markets (Edeh et al., 2020). Empirical studies
confirm that product innovation is associated with higher export performance. For example, product
innovation positively affects the intensity of exporting for those firms that invest in product innovation
(Ayllén & Radicic, 2019). This is because innovation is key for companies to improve efficiency,
reputation, and performance. As technologies evolve, competitors emerge, and consumer expectations shift
rapidly. Innovation-driven export performance ensures sustainable success in international markets. Product
innovations boost customer satisfaction and market share. Additionally, unique, high-quality products
enhance export success (Bigakcioglu-Peynirci et al., 2019).

However, product innovation success is contextual. Resource constraints and institutional support
might differently affect the extent to which product innovations serve MSMEs in developing regions in
achieving international success (Edeh et al., 2020). Patent and copyright procedures are crucial for fostering
product innovation knowledge by protecting intellectual property (IP) and encouraging investments in
research and development (R&D). These legal mechanisms safeguard novel ideas, enabling firms to
capitalize on their innovations without the risk of misappropriation. This protection incentivizes enterprises
to allocate resources toward creating unique products and technologies (Bento, 2021; Viglioni et al., 2023,
W. Yang & Wang, 2024). Moreover, the ability to license or collaborate through patented technologies
fosters knowledge sharing, enhancing open innovation models and driving collective advancements in
product development (Chen & Chen, 2024; Holgersson & Granstrand, 2022). Familiarity with product
development processes significantly enhances product innovation. Businesses that thoroughly understand
the stages of product creation, from ideation to commercialization, can better identify areas for improvement
and innovation. This expertise allows firms to integrate market demands, technological advancements, and
regulatory considerations effectively into their innovation strategies (ldrees et al., 2023). Familiarity also
enables companies to streamline R&D processes, reduce time-to-market, and increase the success rates of
new products, fostering competitive advantages in dynamic industries (Chen & Chen, 2024)

Falahat et al. (2020) shows that many studies have proven the positive links between product
innovation and firm performance, which is technically one of the main factor that could supports
internationalization. The ability to develop and produce innovative and unique products determines a firms’
competitiveness, especially when operating internationally. Product innovation represents a firms’ ability to
develop, modify or innovate the product to gain a wider market range. It is also supported by the empirical
results of Nguyen-Van and Chang's (202) article, which prove the positive impact between product
innovation and internationalisation. Du et al. (2023) and Akbar et al. (2022) also mentioned that to enter an
international market, you need a competitive advantage and to get the competitive advantage you need to
have some innovation to make your product unique and can compete with other product internationally. This
relationship can be explained by the KBV theory, where knowledge and its links to innovation, is seen as a
way for firms to gain competitive advantage and thus internationalize. (Costello, 2019; Stoian et al., 2024).
In sum, product innovation knowledge is needed to enter international market.

Institutional Networking

Institutional-level networking is considered one of the critical success factors for MSMEs in
conducting e-commerce and, more importantly, for smoothing out various complexities associated with
internationalization (Fauzi & Sheng, 2022). In institutional environments that are supportive, such
networking on the part of enterprises provides access to critical resources that might not be accessible, such
as market intelligence and financial support (Torkkeli et al., 2019). Networking means the MSME's
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capability to build and maintain productive relations with other organizations. This may also allow MSMEs
to overcome constraints, react positively to regulatory changes, and make effective use of institutional
support systems, thereby enhancing their resilience and international performance (Stoian et al., 2017). The
ability of MSMEs to network forms the various ways in which such firms can exploit the positive drivers of
institutions and thereby reduce the risks of market entry and expansion (Torkkeli et al., 2019). Networking
also increases the dynamic capabilities-particularly relevant for adaptability in the case of e-commerce
MSMEs, enabling the firms to restructure and augment their resources according to shifting market demands
(Su et al., 2020). Through such network connections, MSMEs enhance their competitiveness and position
themselves better toward growth and innovation in a sustainable manner within digital markets. At an
institutional level, this support does not only remove most barriers to internationalization but also confers a
strategic advantage in the development of agility to successfully conduct e-commerce business in global
landscapes (L. Hu et al., 2024; Kahveci, 2025).

Establishing connections with government agencies is pivotal for fostering institutional networking,
particularly for MSMEs. These connections provide essential support such as regulatory guidance, financial
incentives, and market insights that can bridge critical gaps in resources and expertise (Alkahtani et al.,
2020). Government agencies often act as enablers, facilitating access to export opportunities and reducing
barriers associated with internationalization, such as compliance with foreign market regulations (Handoyo
et al., 2021). Such collaboration strengthens MSMEs’ ability to network institutionally by enhancing their
capacity to navigate complex global markets and align with international standards (Bai et al., 2021).
Frequent interaction with institutions, including trade associations and financial organizations, significantly
enhances the scope of institutional networking for MSMEs. Regular engagement enables businesses to
exchange vital market information, foster innovation, and build strategic alliances (Pu et al., 2021). These
interactions often result in partnerships that provide competitive advantages, such as resource-sharing and
collaborative product development. As highlighted by Torkkeli et al. (2019), institutional interactions
support MSMEs in adapting to regulatory changes and accessing international markets, thereby enhancing
their global competitiveness and resilience in the digital economy.

Firm Performance of SMEs That Internationalized

The internationalization of SMEs positively impacts their firm performance by enhancing
profitability, growth, and competitive advantage. This is achieved through strategic activities such as eco-
innovation, which improves operational efficiencies and market positioning (Oduro, 2024; Vuorio et al.,
2020; Zahoor et al., 2020). Studies highlight that internationalized SMEs often show greater adaptability to
environmental challenges and improved financial outcomes, leveraging international market access and
innovative practices to outperform non-internationalized peers (Prasanna et al., 2019). A firm’s ability to
efficiently manage its inventory is a critical indicator of operational performance and responsiveness to
market demand. Inventory turnover, therefore, serves as both a sign and a driver of business efficiency and
profitability (Seiler et al., 2020). This metric reflects how often a company sells and replaces its inventory
over a given period, and it is particularly relevant in assessing supply chain effectiveness and demand
forecasting accuracy (Alnaim & Kouaib, 2023). There are several ways to measure inventory turnover, most
commonly as the ratio of cost of goods sold to average inventory held (Park & Kim, 2021), or through days
inventory outstanding (D10), which expresses inventory holding time in days (Z. Hu, 2025). High inventory
turnover is generally seen as indicative of strong sales performance and lean inventory management, while
low turnover may signal overstocking or weak demand. As such, inventory turnover is widely used as a
proxy for operational efficiency, liquidity, and asset utilization (Agtero-Barreto et al., 2023; Kwak, 2019;
Park & Kim, 2021)
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Sales growth, also known as revenue growth, is also a way to measure a company’s performance.
Revenue growth is strongly correlated with a company value, and company value is a metric many
stakeholders, especially investors, observe to determine how good a company is performing (Titus Jr et al.,
2022). It can also indicate a company is growing in market shares (Nguyen et al., 2021). Revenue growth
also signifies an increase in operational capacity and employment, causing the company to be more
influential overall (Vukovi¢ et al., 2022). Revenue growth is used by many literatures to determine a
company’s performance, with many previous research using it as a key indicator when measuring other
variables that could also impact a firm’s performance such as inclusivity, economies of scale, exports,
financing policies, working capital, and technology (Chen & Chen, 2024; Del Mar Fuentes-Fuentes et al.,
2023; Parkhi et al., 2025; Rodeiro-Pazos et al., 2023).

Hypothesis Development

Foreign market knowledge is vital for MSMES' internationalization, grounded in the Knowledge-Based
View, which sees knowledge, especially tacit, embedded, and context-specific, as a strategic resource for
competitive advantage (Grant, 1996; Pereira & Bamel, 2021; Sheppard, 2025). It helps MSMEs navigate
complex international environments by providing insights into local preferences, regulations, norms, and
competition, often only accessible through experience or networks (Bhattacharya et al., 2022; Galdino et al.,
2019). Given resource constraints, access to accurate foreign market knowledge reduces entry costs,
mitigates risks, and informs decisions on location, entry modes, and strategies (Du et al., 2023; Martin et al.,
2022). It also aids in customizing offerings, complying with regulations, and using partnerships and ICT
tools like e-commerce to reach global markets (Falahat et al., 2021; Tolstoy et al., 2021). Therefore, this
research proposes the following hypothesis:

H1: Foreign Market Knowledge has a positive impact on the internationalization of MSMEs

Product innovation positively impacts MSMES' internationalization by enabling differentiation, meeting
foreign market demands, and gaining competitive advantage. Based on the Knowledge-Based View, which
sees knowledge and innovation as vital for sustained competitiveness, product innovation shows a firm’s
ability to apply specialized knowledge to improve goods and services (Grant, 1996; Stoian et al., 2024). For
MSMEs, especially in developing economies with limited resources, innovation is vital for adapting
products to cultural, regulatory, and consumer preferences in international markets (Edeh et al., 2020;
Sheppard, 2025). Evidence shows that investing in product innovation leads to higher export intensity and
global performance by increasing efficiency, customer satisfaction, and brand reputation (Ayllon & Radicic,
2019; Bigakcioglu-Peynirci et al., 2019). It also supports market entry by offering unique value propositions
to overcome competition and access new markets (Akbar et al., 2022; Du et al., 2023). Legal protections like
patents and copyrights safeguard intellectual property, promote knowledge-sharing, and boost R&D
investments (Bento, 2021; Chen & Chen, 2024). Therefore, this research proposes the following hypothesis:

H2: Product innovation knowledge has a positive impact on the internationalization of MSMEs

Institutional networking is crucial for MSMESs' internationalisation, providing access to resources, support,
and market opportunities that are otherwise hard to obtain. MSMEs face limitations in capital, knowledge,
and market reach, but connections with government agencies, trade associations, and financial institutions
offer regulatory guidance, financial incentives, and market intelligence (Alkahtani et al., 2020; Bai et al.,
2021). These relationships help MSMEs respond to regulation, leverage support systems, and reduce risks in
new markets (Stoian et al., 2017; Torkkeli et al., 2019). Networking also boosts dynamic capabilities,
especially in e-commerce, enabling firms to restructure resources and adapt to global changes (Su et al.,
2020). Regular interaction with institutional actors fosters strategic alliances, knowledge sharing, and access
to export and investment opportunities, supporting sustainable growth (Falahat et al., 2021; Pu et al., 2021).
Modern internationalization theories highlight that firms increasingly rely on networks, alliances, and digital
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platforms rather than only traditional exports (Child et al., 2022). ICT and cross-border e-commerce
empower MSMEs to reach global markets efficiently, with institutional networks lowering entry barriers
and aiding logistics, compliance, and technology use (Hanell et al., 2019; Tolstoy et al., 2021). Therefore,
this research proposes the following hypothesis:

Ha3: Institutional networking has a positive impact on the internationalization of MSME

The internationalization of SMEs has a positive impact on firm performance by driving profitability, growth,
and operational efficiency. Engaging in international markets allows SMEs to access broader customer
bases, diversify revenue streams, and enhance competitiveness through exposure to new knowledge,
technologies, and partnerships (Child et al., 2022; Falahat et al., 2021). This global engagement often leads
to the adoption of strategic practices such as eco-innovation, which improves operational efficiency and
strengthens market positioning, ultimately contributing to superior financial outcomes compared to non-
internationalized firms (Oduro, 2024; Zahoor et al., 2020). Internationalized SMEs also demonstrate greater
adaptability to environmental and market fluctuations, helping them outperform their domestic-only
counterparts (Prasanna et al., 2019). Key indicators of firm performance—such as inventory turnover and
sales (revenue) growth, reflect these gains. High inventory turnover, often found in internationally active
SMEs, signals effective supply chain management and responsiveness to global demand, serving as a proxy
for business efficiency and asset utilization (Seiler et al., 2020; Park & Kim, 2021). Similarly, revenue
growth, which correlates with market expansion and increased operational capacity, is frequently observed
in SMEs that engage in exports, FDI, and cross-border alliances (Haddoud et al., 2023; Vukovi¢ et al.,
2022). These international activities not only boost financial performance but also enhance a firm’s strategic
positioning and long-term sustainability. Therefore, this research proposes the following hypothesis:

H4: Internationalization of SME Has a Positive Impact on Firm Performance

Foreign Market
Knowledge

Firm Performance

Product Innovation Internationalization

Institutional
MNetworking

Figure 1: Conceptual Framework of Critical Factors to MSMEs internationalization

3. Methodology

This study adopts a quantitative cross-sectional research design, using a structured online questionnaire to
collect data from MSME owners and managers. The survey targets 100 samples that are either already
operating in international markets through e-commerce or aspire to do so. The research focuses on assessing
three critical factors that contribute to MSME success in international markets, which are Foreign Market
Knowledge, product innovation, and institutional networking. A purposive sampling method is used to
select 100 samples across various sectors that either use or are interested in using e-commerce for
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internationalization. The respondents include MSME owners, managers, or individuals responsible for
international business development. Data is collected through an online Google Form distributed to
identified MSMEs via email and direct messages. The questionnaire consists of closed-ended questions
using a 5-point Likert scale to measure the importance and impact of each success factor. The collected data
was analyzed using PLS-SEM using the SmartPLS software.

4. Result

This study uses SmartPLS to analyse the factors that help (SMESs) to success in international markets. This
model consists of several layers, starting from Indicators, which are the observable data, and then grouped
into the dimensions, and finally combined into bigger picture called Variable latent.

The indicators L&T 1 and L&T 2 measure the dimension of Legal and Tax System (L&T), the indicators
MDK 1 and MDK 2 measure the dimension of Market Demand Knowledge, the indicators P&C 1 and P&C
2 measure the dimension of Patent and Copyright Procedures (P&C), the indicators PD 1 and PD 2 measure
the dimension of Product Development Familiarity (PD), the indicators CWG 1 and CWG 2 measure the
dimension of Connection With Government Agencies (CWG), the indicators FI 1 and FI 2 measure the
dimension of Frequent Interaction (FI), the indicators NOE 1 and NOE 2 measure the dimension of Number
of Export (NOE), the indicators FDI 1 and FDI 2 measure the dimension of Foreign Direct Investment
(FDI), the indicators CWF 1 and CWF 2 measure the dimension of Collaboration With Foreign (CWF), the
indicators IT 1 and IT 2 measure the dimension of Inventory Turnover (IT), the indicators of RG 1 and RG 2
measure the dimension of Revenue Growth (RG)

Each of the dimension focuses as the parts of variable latent. Legal and Tax System (L&T) and
Market Demand Knowledge (MDK) are the dimensions that measure the Foreign Market Knowledge
(FMK) variable latent. Patent and Copyright Procedures (P&C) and Product Development Familiarity (PD)
are the dimensions that measure the variable latent of Product Innovation Knowledge (PIK). Connection
with Government Agencies (CWG) and Frequent Interaction (FI) are the dimensions that measure the
variable latent of Institutional Networking (IN). Number of Export (NOE), Foreign Direct Investment (FDI),
and Collaboration With Foreign (CWF) are the dimensions that measure the variable latent of
Internationalization of SME (IS). Inventory Turnover (IT) and Revenue Growth (RG) are the dimensions
that measure the variable latent of Firm Performance (FP)

Each of the variable latent focuses on a key part of International Success. Foreign Market
Knowledge (FMK), Product Innovation Knowledge (PIK), and Institutional Networking (IN) are the
variables that become the factors related to the variable of Internationalization of SME (IS), and the variable
latent of IS is the factor that influences the dimension of Firm Performance (FP).

Outer Model

The outer model evaluation is conducted to assess the validity and reliability of the constructs and research
instruments, which includes two stages of validity testing. Using SmartPLS, this analysis is performed by
utilizing the 'calculate’ function followed by selecting the PLS Algorithm procedure. Based on the results (as
shown in the table), the Average Variance Extracted (AVE) values for all constructs are above 0.5, which
confirms that each construct demonstrates convergent validity, indicating that the indicators collectively
represent the intended constructs. Furthermore, the Composite Reliability (CR) for each construct exceeds
0.8, satisfying the reliability threshold. Similarly, the Cronbach’s Alpha (CA) values are all above 0.7,
which further supports the internal consistency of the instruments used. These findings collectively confirm
that all indicators are both valid and reliable, providing a strong basis for assessing their respective
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constructs. Consequently, the model passes the outer measurement evaluation and is suitable for progressing
to the inner model (structural model).
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Figure 2: Outer Model
Table 1: Construct Validity and Reliability
Variable Average Variance Composite Cronbach's
Extracted (AVE) Reliability (CR) Alpha (CA)
Foreign Market
Knowledge 0.901 0.973 0.963
Product Innovation
Knowledge 0.638 0.871 0.798
Institutional Networking 0.854 0.959 0.943
Internationalization of
SME 0.707 0.977 0.974
Firm Performance 0.721 0.982 0.980

Path Coefficient (Inner Model)

The inner model assessment focuses on the path coefficients, considering the magnitude of the effect, t-
statistics, and p-values to determine hypothesis support. Following the standard criteria, a t-statistic value
greater than 1.96 and a p-value less than 0.05 indicate statistical significance. The results of the hypothesis
testing are summarized in the table.

Table 2: Hypothesis Test Result

. Path
Hypothesis Coefficient T-Stats | Result
Foreign Market Knowledge -> Internationalization of SME 0.274 19.531 | Supported
Product Innovation Knowledge -> Internationalization of
SME 0.177 16.601 | Supported
Institutional Networking -> Internationalization of SME 0.242 12.285 | Supported
Internationalization of SME -> Firm Performance 0.797 97.141 | Supported
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Based on the table of hypothesis test, the result shows high T-stats value, which indicates that each
variable latent has the relationship that influence another variable. Based on the result, it shows that among
the three factors that influence the Internationalization of SME (IS), Foreign Market Knowledge (FMK) has
the strongest influence on the Internationalization of SME (IS). While among all variables,
Internationalization of SME (IS) to the Firm Performance (FP) have the strongest relation and influence.
This means that Internationalization of SME strongly affect the Firm Performance.

5. Discussion

Foreign Market Knowledge -> Internationalization of SME (H1)

The result of research found that the relation between variables Foreign Market Knowledge (FMK) and
Internationalization of SME (IS) is related with the T-Value of 19.531 and Path Coefficient of 0.274. This
variable is becoming the strongest factor that influence the internationalization of SME (IS) variable. Martin,
Chetty, and Bai, (2022) study also confirms that Foreign Market Knowledge, particularly Foreign Market
Entry (FME) knowledge, is crucial for successful internationalization in SMEs. FME knowledge
significantly enhances systematic international market selection (y = 0.42, p < 0.000), enabling firms to
make informed, strategic decisions about entering new markets. This systematic approach mediates the
relationship between FME knowledge and international performance, demonstrating that knowledge gained
from prior market experiences reduces uncertainty and improves market-entry strategies. These findings
highlight the importance of leveraging FME knowledge to drive effective and sustainable
internationalization efforts.

Product Innovation Knowledge -> Internationalization of SME (H2)

The analysis reveals that product innovation significantly influences the internationalization of small and
medium-sized enterprises (SMEs). This relationship is demonstrated by a path coefficient of 0.177,
indicating a positive and moderate effect of product innovation on SME internationalization. Furthermore,
the T-statistic value of 16.601 confirms the statistical significance of this relationship, exceeding the typical
threshold for significance. These findings suggest that SMEs that prioritize and implement innovative
products are more likely to expand their operations into international markets. The strong T-statistic
highlights the robustness of this relationship, emphasizing the critical role of product innovation in driving
SMEs' global competitiveness and market presence. Study by Falahat et al. (2020) shows that Product
innovation knowledge plays a critical role in the internationalization of SMEs by enhancing their ability to
adapt and innovate products that meet the diverse demands of global markets. This capability enables firms
to modify, develop, and manage products effectively, thereby creating a competitive advantage that is
crucial for success in international ventures. The study supports this with statistical evidence, showing a
significant positive relationship between product innovation capability and competitive advantage (path
coefficient: 0.144; t-value: 1.739, p < 0.05), validated through rigorous structural equation modeling.
Furthermore, product innovation aligns with the Resource-Based View (RBV) theory, which emphasizes
that unique and inimitable capabilities drive sustainable competitive advantage.

Institutional Networking -> Internationalization of SME (H3)

The findings indicate that institutional networking plays a significant role in the internationalization of small
and medium-sized enterprises (SMEs). The path coefficient of 0.242 reflects a positive and moderate
influence, suggesting that SMEs engaged in strong institutional networks are more likely to expand their
operations internationally. Additionally, the T-statistic value of 12.285 reinforces the statistical significance
of this relationship, surpassing the accepted thresholds for significance. These results underscore the
importance of institutional networking as a key enabler for SMEs, providing access to critical resources,
market information, and support systems that facilitate their entry into global markets. The study by
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Torkkeli et al. (2019) shows that a supportive institutional environment improves the international
performance of SMEs both directly and through their ability to build and manage networks, especially cross-
relational network competence (CRR). CRR helps firms take advantage of favorable conditions,
highlighting that having strong networks is as important as the environment itself. This supports the idea that
institutional environments affect international success not only on their own but also by helping businesses
develop important skills like networking.

Internationalization of SME -> Firm Performance (H4)

Based on the results section, research found that all of the hypothesis are supported. The Internationalization
of SME has the highest Path coefficient and T-value, which means Internationalization of SME strongly
related to the Firm Performance. This result align with the previous research from Sun et al. (2019) which
study the influence of internationalization on firm performance by using Panel Vector Autoregression with
Exogenous variables (PVARX) model to analyze data from 1,220 firm over 20 years which shows that
Internationalization positively impacts both short-term and long-term financial performance (measured by
ROA) and reduces cash flow volatility (CFV), reflecting risk management benefits.

6. Conclusion

This study set out to examine the critical success factors enabling Indonesian micro, small, and medium
enterprises (MSMESs) to internationalize through e-commerce and to assess how internationalization
influences firm performance. Drawing on the Knowledge-Based View and Network Theory, the research
empirically tested the roles of foreign market knowledge, product innovation knowledge, and institutional
networking in driving MSME internationalization, as well as the subsequent performance outcomes. Using
data from 100 Indonesian MSMEs and analyzing it through PLS-SEM, the study provides robust evidence
that internationalization through e-commerce is not accidental but is shaped by distinct knowledge- and
network-related capabilities.

The findings confirm that all three proposed factors significantly and positively influence MSME
internationalization. Among them, foreign market knowledge emerges as the most influential determinant,
underscoring the centrality of understanding foreign regulations, market demand, and institutional
environments when engaging in cross-border e-commerce. This result reinforces the Knowledge-Based
View, which emphasizes knowledge as a strategic and inimitable resource, particularly for MSMEs facing
resource constraints. Product innovation knowledge also plays a meaningful role by enabling firms to adapt
offerings to diverse international markets and sustain competitiveness. Similarly, institutional networking
contributes significantly by facilitating access to regulatory guidance, government support, and strategic
partnerships that reduce uncertainty and entry barriers in foreign markets.

Furthermore, the study demonstrates that MSME internationalization has a strong and positive impact on
firm performance. The very high path coefficient between internationalization and performance indicates
that firms engaged in international activities through e-commerce experience tangible operational and
financial benefits, reflected in higher inventory turnover and revenue growth. This finding highlights
internationalization not merely as a growth strategy, but as a critical mechanism for improving efficiency,
market responsiveness, and long-term sustainability. In the context of developing economies such as
Indonesia, e-commerce-based internationalization appears to be a particularly effective pathway for MSMEs
to overcome traditional limitations of scale, capital, and geographic distance.

From a practical perspective, the results suggest several important implications. MSME owners and
managers should prioritize the systematic development of foreign market knowledge, including regulatory
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awareness and demand analysis, before and during international expansion. Investments in product
innovation should be aligned with international market requirements rather than purely domestic
preferences. Additionally, active engagement with institutional actors such as government agencies, trade
associations, and export facilitation bodies should be viewed as a strategic necessity rather than a
supplementary activity. For policymakers, the findings underline the importance of strengthening
institutional support systems, improving access to market intelligence, and designing targeted programs that
enhance MSMEs’ knowledge and networking capabilities in the digital economy. this study contributes to
the international business and SME literature by providing empirical evidence on how knowledge,
innovation, and institutional networks jointly shape MSME internationalization through e-commerce and
translate into improved firm performance. By highlighting the dominant role of foreign market knowledge
and the performance-enhancing effects of internationalization, the research offers both theoretical insight
and actionable guidance for MSMEs seeking sustainable participation in the global digital marketplace.

Despite its contributions, this study has several limitations that open avenues for future research. The use of
a cross-sectional design limits the ability to capture dynamic learning effects and long-term performance
outcomes of internationalization. Future studies could adopt longitudinal approaches to examine how
knowledge accumulation and network development evolve over time. Additionally, expanding the sample
size and including MSMEs from multiple countries or sectors would enhance generalizability and allow for
comparative analysis. Further research may also incorporate additional firm-level factors, such as digital
capabilities or entrepreneurial orientation, to enrich the understanding of MSME internationalization in e-
commerce contexts.
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