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Abstract

This study develops and tests a framework of the effect of domestic market environ-
mental uncertainty on international alliance partner diversity (IAPD) and the effect
of IAPD on small and medium-sized enterprises’ (SMEs’) regional expansion. Lev-
eraging primary data from a sample of 232 Pakistani SMEs, the findings indicate
that domestic market dynamism and technological dynamism drive SMEs to engage
in IAPD. The analysis further reveals that IAPD improves SMEs’ regional expan-
sion, and particularly so at higher levels of cross-cultural knowledge absorption. The
research and practical implications of these findings are discussed.
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Introduction

The exploitation of international business opportunities has become a viable firm
strategy to cope with the increased pressure of globalization and competitive-
ness. Accordingly, scholars and practitioners have become interested in under-
standing the regional and global expansion strategies of small and medium-sized
enterprises (SMEs) (Boso et al., 2017; Mueller-Using et al., 2020). Chetty and
Campbell-Hunt’s (2003) view on the regional expansion of SMEs challenged the
implicit notion of globally competing SMEs due to their resource deficiencies
and lack of capabilities (ITurkov & Benito, 2018). Consequently, recent studies
have emphasized the need for research that seeks to explore the determinants of
SMEs’ expansion within and beyond close and familiar environments, essentially
regional environments, near their home markets (e.g., Boso et al., 2017; Pisani
et al., 2017; Stouraitis et al., 2017). Due to the initiation and coordination cost of
global expansion, its disadvantage can offset its potential benefits for resource-
constrained SMEs (Boso et al., 2017), hence there are significant implications
for the growth and competitiveness of SMEs that choose to internationalize
regionally—especially those that operate within resource-constrained and insti-
tutionally adverse economies (cf. Khan et al., 2018). Thus, this study builds on
the existing research to extend our current understanding of the phenomenon of
regional expansion of SMEs. Herein, we define regional expansion as the degree
of extensiveness of international activities within regional markets (Zahra, 2020).
It also explains the diversity of a firm’s international activities within the chosen
regional market, such as number of regional markets and diversity of exports.
Research in the international business literature suggests several determinants
of regional expansion including organizational strategy, processes, structures, and
capabilities (e.g., Martineau & Pastoriza, 2016). Within the international entre-
preneurship domain, specific attention has been devoted to international strate-
gic alliance—a cooperative arrangement between firms across country borders
(Gulati, 1998)—as a potential driver of regional expansion (Andersson et al.,
2013). While domestic alliances can provide access to critical information for
business opportunities (Idris & Saridakis, 2018; Iurkov & Benito, 2020), extant
literature suggests that international strategic alliances and networks are benefi-
cial for SME regional expansion as partners from different national backgrounds
can provide different resources, fine-grained knowledge, and innovative ideas
(Ho et al., 2019; Nakos et al., 2014). They can also help the resource-constrained
SME:s to develop capabilities and provide a basis for innovation, strategic renewal,
and global competitiveness (Shijaku et al., 2020). Furthermore, the complex and
synergistic interactions among international partners provide SMEs with easier
access to information about proximate markets and to overcome the liabilities
of smallness, newness, and foreignness (Li et al., 2013; Zahoor & Lew, 2021).
Recently, a small but growing number of studies have examined the benefits of
network attributes, particularly international alliance partner diversity—IAPD—
to firm success (Musteen et al., 2014a; Pesch & Bouncken, 2018). IAPD refers to
the degree of heterogeneity/variety in the types of international alliance partners,
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where types of partners include customers, suppliers, consultants, and research
institutions (Garcia Martinez et al., 2017; Hagedoorn et al., 2018; Mohr et al.,
2016). Diverse international partners are advantageous to SMEs as they offer a
variety of knowledge which might be difficult to obtain from purely domestic
alliances, and thus give more valuable opportunities for learning (Vlaisavljevic
et al., 2016). Indeed, it is difficult for a single partner to provide all the resources
and specialized knowledge necessary for SMEs to succeed in today’s dynamic
and complex environments. Thus, SMEs need to leverage a set of diverse inter-
national partners, customers, suppliers, consultants, and research institutions, to
achieve their aim of regional expansion.

Despite the undeniable advantages of IAPD, three salient gaps remain in the
extant alliance—international business literature. First, there is a limited under-
standing on the environmental factors that drive SMEs to engage with their IAPDs.
Thus, the strategic choice perspective contends that strategic actions of managers
are guided by the nature of the organizational environment (Child, 1972, 1997),
such that these choices may be determined by the nature and characteristics of the
environment in which firms operate. This is also consistent with the relational view
(Dyer & Singh, 1998; Dyer et al., 2018) that echoes the relevance of environmental
uncertainty for alliance relationship building. Accordingly, the diversity of interna-
tional alliance partners is a strategic action, but research has overlooked the role
of different dimensions of domestic environmental uncertainty to guide this strate-
gic action (Hagedoorn et al., 2018). To address this gap, we investigate the role of
domestic environmental uncertainty—consisting of competitive intensity; techno-
logical dynamism; and market dynamism—in shaping the IAPD of SMEs originat-
ing from an emerging market—Pakistan.

Second, extant research suggests that IAPD does matter for global expansion of
SMEs (Musteen et al., 2014a). However, due to differences in regional and global
markets (Verbeke & Asmussen, 2016), it is not possible for all firms to equally ben-
efit from diverse international partners (Ardito et al., 2019). In this sense, alliance
literature suggests that conscious managerial efforts can promote the advantages of
diverse partners (Vlaisavljevic et al., 2016). However, the dynamic capability view
suggests (Teece et al., 2016) that it is not only important to consider managerial
efforts (i.e., governance mechanisms), but also to pay attention to knowledge absorp-
tion capability to support acquisition and transfer of knowledge across borders in
dynamic environments (cf. Cohen & Levinthal, 1990; Zahra & George, 2002).
Accordingly, by integrating insights from the dynamic capability view and knowl-
edge management literature (Teece et al., 2016), we argue that some SMEs are able
to exploit IAPD for regional expansion due to their ability to absorb cross-cultural
knowledge. Specifically, we explore cross-cultural knowledge absorption capability'
that may moderate the IAPD-regional expansion relationship.

Third, the majority of research on alliance diversity and regional expansion
is conducted on large firms from developed countries (Demirbag et al., 2020;

! It is the capability of a firm to create, transfer, integrate, and apply knowledge from diverse interna-
tional alliance partners (Zhang et al., 2018).
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Hagedoorn et al., 2018). Scholars highlight that the evidence for firms from large,
advanced economies can hardly be applicable to developing market SMEs, which
often face significant domestic institutional hardships (Deng & Zhang, 2018; Wu &
Deng, 2020). Broadly speaking, environmental uncertainty is a major characteristic
of business environments in developing countries. Therefore, nations in Asia such
as Pakistan attempt to overcome domestic environmental uncertainty by making a
greater leap forward to international markets (Adomako et al., 2019; Khan & Lew,
2018), and firms based in such markets benefit from global networks for their inno-
vation (cf. Khan et al., 2018). Specifically, Pakistani SMEs face serious environmen-
tal challenges, which develops their strategic agility (i.e., dynamic capability) by
quickly adapting and responding to dynamic changes and implementing actions to
control domestic environmental uncertainty (Khan, 2020). Strategic agility can help
Pakistani SMEs to continuously scan the environment for upcoming opportunities
and improve their market-seeking regional expansion (Ahammad et al., 2021). How-
ever, despite possessing strategic agility (Irfan et al., 2019; Shin et al., 2015), Paki-
stani SMEs are generally resource deficit and carry the legacy of newness in interna-
tional markets (Irfan et al., 2019; Khan & Lew, 2018). As such, they need to pursue
strategies that can help them to overcome domestic environmental uncertainty and at
the same time exploit the opportunities in the regional markets (Zahoor et al., 2020).
We investigate this issue by arguing that agile Pakistani SMEs can swiftly respond
to domestic environmental uncertainty by pursuing IAPD, which, in turn, enhances
their regional expansion.

In sum, we take a cue from the tenets of the relational view and dynamic capa-
bility view, to examine the following research questions: (1) what are the effects of
domestic environmental uncertainty dimensions (i.e., competitive intensity, techno-
logical dynamism, and market dynamism) on SMEs’ pursuit of IAPD?; (2) what is
the relationship between IAPD and SMEs’ regional expansion; and (3) how does
this relationship between IAPD and SMEs’ regional expansion differ under different
levels of cross-cultural knowledge absorption? We answer these research questions
by leveraging unique survey data of 232 Pakistani SMEs; in doing so, the study pro-
vides several important contributions to the extant literature.

First, our study contributes to the relational view and international alliance litera-
ture by offering further insights on the role of domestic environmental uncertainty
in shaping IAPD. Although existing research has studied the role of environmental
uncertainty in strategic alliances (Zahoor et al., 2021), we extend the current dis-
course by considering the role of different dimensions of domestic environmental
uncertainty for IAPD in SMEs (Dorobantu et al., 2019). Second, our study extends
the international alliance and international business literature by considering the
role of IAPD in regional expansion of resource-constrained SMEs originating from
emerging markets. Specifically, we argue that IAPD provides access to regional
market specific knowledge and information, thus supporting the efforts of SMEs’
regional expansion. Third, the study contributes to the dynamic capability view and
the existing international alliance literature by investigating the moderating effect of
cross-cultural knowledge absorption on the relationship between IAPD and regional
expansion of SMEs. Fourth, we extend the domain of relational view and dynamic
capability view by testing our framework on a sample of Pakistani SMEs. Although
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Pakistan shares some similar institutional conditions with other neighboring coun-
tries, such as China and India (Khan & Lew, 2018), Pakistani SMEs are more agile
and resilient, given the fragile institutional conditions they encounter compared to
their counterparts based in China and India. This can assist them to address domes-
tic market challenges by aggressively seeking IAPD, which ultimately leads to
regional expansion (Irfan et al., 2019). Therefore, our study contributes by testing
theory specifically for Pakistani SMEs and provides important insights into their
regional expansion, as they are usually considered inferior due to their weak tradi-
tional competitive advantage compared with SMEs from advanced economies.

Theory and Hypotheses Development

Environmental uncertainty is one of the many facets of the organizational environ-
ment that can influence IAPD and the regional expansion of SMEs (Teece et al.,
2016). Environmental uncertainty “refers to the extent of unpredictability of con-
ditions in the organization’s environment” such as technology, market, institutions,
and competition (Peng et al., 2020, p. 115). As environmental uncertainty increases
in the domestic markets, it creates pressure for small resource-constrained firms
which require inter-functional expertise to remain competitive (Adomako et al.,
2019; Packard et al., 2017). In such a situation, an SME’s ability to use international
strategic alliances and international alliance-based resources plays a vital role in
overcoming resource constraints and offering new business opportunities (Torkkeli
et al., 2019). International strategic alliances allow an SME to expand the market
for its products and services and accumulate resources that are not available in its
domestic markets (Ardito et al., 2019; Kwok et al., 2019). From the perspective of
the relational view, international strategic alliances are viewed as a source of rela-
tional rents and competitive advantage (Robson et al., 2019). In other words, firms
that engage in international strategic alliances are expected to reap greater benefits
from those relationships because of mutual cooperation and greater knowledge-shar-
ing routines (Dyer et al., 2018).

Researchers studying strategic alliances have argued that strategic objectives such
as innovativeness and regional expansion are not achieved through one specific alli-
ance, but through diverse alliance portfolios (Hagedoorn et al., 2018; Subramanian
& Soh, 2017), as firms can obtain complementary and very fine-grained knowledge
from diverse partners. Research on alliance partner diversity suggests that cultiva-
tion of ties with heterogeneous partners can lead to superior performance because
different firms can provide access to diverse knowledge and information (de Leeuw
et al., 2014; Robson et al., 2019). Furthermore, alliance partner diversity can provide
benefits to SMEs through supporting resource endowments, and economies of scale
and scope (Hagedoorn et al., 2018). Of interest to this study, IAPD is likely to influ-
ence regional expansion of SMEs. Indeed, IAPD can increase regional expansion
by providing an SME with scientific knowledge, hidden international market needs,
knowledge about novel products and services, and local contacts in the host markets
(Martinez et al., 2017). This is consistent with the relational view, which argues that
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Fig. 1 Conceptual model

increased regional expansion can be achieved by combining the resources of diverse
international partners and exploiting possible synergies (Dyer et al., 2018).

Although IAPD is beneficial for regional expansion, the heterogeneous alliance
with international partners is a challenging activity due to uncertainty surrounding
the management of new operations (Casillas & Moreno-Menéndez, 2014), as well
as not invented here syndrome (Popa et al., 2017), which can hinder the absorp-
tion and utilization of diverse knowledge from alliance partners. Such challenges
and uncertainties are even more pronounced in contexts—such as those within the
Asia—Pacific region—that are characterized by low institutional quality and political
instability (Shah et al., 2016). In this regard, the dynamic capability view suggests
that SMEs need to possess competencies to develop, alter, and deploy resources in
the dynamic market environments (Teece, 2007). Particularly, SMEs require cross-
cultural knowledge absorption—as a dynamic capability—to identify and integrate
knowledge of international partners into regional expansion strategies (Khan &
Lew, 2018). Thus, cultural knowledge absorption can allow an SME to efficiently
exchange the knowledge with international partners and maximize the benefits of
alliance with diverse partners (Vlaisavljevic et al., 2016). In effect, we contend that
the peculiar characteristics of the Asia—Pacific markets (e.g., Pakistan) and of SMEs
that operate within these markets means that cross-cultural knowledge acquisition
and absorption from international partners is very significant, especially in such
challenging and institutionally precarious environments (Nyamrunda & Freeman,
2021; Osei et al., 2019; Sun et al., 2021).

Building on the relational view (Dyer et al., 2018) and dynamic capability view
(Teece, 2007), Fig. 1 shows the study’s conceptual framework. The framework indi-
cates that environmental uncertainty leads to IAPD, while IAPD, on the other hand,
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drives regional expansion of SMEs. It further proposes that the relationship between
IAPD and regional expansion is contingent on the levels of cross-cultural knowledge
absorption.

Domestic environmental uncertainty and international alliance partner diversity

The relational view posits that resources and value-creation activities span organi-
zational boundaries and are embedded in external relationships (Dyer et al., 2018).
The context of the external relationship has implications for the creation and trans-
fer of knowledge. Grounded in trust, these relationships can enable small firms to
acquire new knowledge (Lin & Lin, 2016). Also, by combining resources of the
distinct partners, a firm can enjoy synergies that are unavailable to individual alli-
ance partners (Lavie, 2007). Previous literature has also linked alliance diversity
and domestic environmental uncertainty. For instance, Marhold and Kang (2017)
showed how diversified alliance partners help firms to cope with domestic environ-
mental uncertainty. Similarly, Subramanian and Soh (2017) argued that diverse alli-
ance portfolios allow a firm to manage a high level of environmental uncertainty by
creating strategic flexibility. While previous literature has investigated the positive
impact of alliance diversity in dealing with the environmental uncertainty, there is
a limited understanding of how different dimensions of environmental uncertainty
(i.e., market dynamism, technological dynamism, and competitive intensity) will lead
to an increase in SMEs’ engagement with TAPD.

Competitive intensity and international alliance partner diversity

Competitive intensity refers to a situation where competition is fierce due to the
presence of competitors and the lack of opportunities for growth (Hock-Doepgen
et al., 2021). Competitive intensity is related to the competitors’ activities, including
price competition and promotion wars (Battagila & Neirotti, 2020). It has been long
regarded as a major contributor to environmental uncertainty (Jaworski & Kohli,
1993). Researchers have contended that, under a situation of high competition, a
firm may suffer significant deterioration in performance as customers are freer to
change their suppliers (Feng et al., 2019). In the presence of competitive intensity,
SMEs need to find ways to differentiate themselves from competitors and offer supe-
rior customer benefits over competing firms (Heirati et al., 2016). Given the vigor-
ous competition in the domestic markets, the ideal choice for SMEs is to operate
in large international markets (Zahoor and Al-Tabbaa, 2021). Particularly, the rela-
tional view suggests that international strategic alliances have evolutionary potential
to support SMEs’ ability to overcome domestic competitive intensity (Dyer et al.,
2018). International strategic alliances can help SMEs to grasp new knowledge, gain
foreign market information, and develop competencies (Torkkeli et al., 2019). Under
such a condition where uncertainty increases and predictability diminishes, SMEs
have a greater need to form alliances to acquire information, lower risks, and reduce
competitive intensity (Zahoor et al., 2021). Thus, we extend reasoning from matured
economies and assert that developing and emerging economies’ SMEs—especially
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those in the Asia—Pacific region—will normally perceive intense competition as
a threat and will tend to adopt IAPD (Torkkeli et al., 2019). When competition is
intense, SMEs are required to nurture the knowledge capabilities and identify oppor-
tunities more rapidly. As such, diverse international partners are likely to provide
more information and opportunities for solving problems and reducing uncertainties
(Subramanian & Soh, 2017). Taken together, we predict in our first hypothesis that:

Hypothesis 1: Competitive intensity is positively related to the formation of
international alliance partner diversity by the SME:s.

Technological dynamism and international alliance partner diversity

Technological dynamism is defined as the frequent and volatile changes of technolo-
gies, know-how, and innovation (Drnevich & West, 2021). The causes can origi-
nate from the emergence of new technologies and the development of considerable
new knowledge. In a dynamic technological environment, the technology of small
firms can become obsolete faster and require new technologies to be developed
(Popa et al., 2017). As highlighted by Santoro and McGill (2005), the prevalence
of technological dynamism suggests that even leading companies cannot develop
all the necessary capabilities related to research and development (R&D) on their
own. Prior studies, however, suggest that mature domestic markets together with
increased competition encourage SMEs to turn their attention to foreign markets
(Torkkeli et al., 2019). By forming international strategic alliances, a resource-con-
strained SME can complement its internal research and development efforts with
complementary resources and knowledge of its international partners (Pervan et al.,
2015), thereby providing an avenue to overcome domestic technological dynamism.
International alliance partners provide SMEs with access to novel knowledge and
offer joint production opportunities in order to maintain competitive advantage
(Tower et al., 2021). Some empirical studies in strategic alliance literature lend sup-
port to this claim. For example, Brem and Nylund (2021) identified technological
dynamism as a critical factor that affects the creation of alliances, and the findings
of Musteen et al., (2014b) and Torkkeli et al. (2019) revealed the role of domestic
environmental uncertainty for international network formation. Extending this line
of reasoning, we expect that technological dynamism in domestic markets encour-
ages SMEs—particularly those in the Asia—Pacific region of Pakistan—to rely on
IAPD (Torkkeli et al., 2019). Due to the rise in technological dynamism, such SMEs
require a wider range of knowledge to help identify technology and innovation con-
cepts appropriate to local markets (Huo et al., 2018). Different types of alliance
partners possess unique knowledge and information that is necessary to overcome
technological dynamism, especially in weak institutional environments such as those
observed across many emerging markets, including Pakistan. Based on the preced-
ing discussion, we suggest that:

Hypothesis 2: Technological dynamism is positively related to the formation of
international alliance partner diversity by the SME:s.
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Market dynamism and international alliance partner diversity

Market dynamism refers to the rate of change in the domestic market including cus-
tomer demand and competitor structure (Donbesuur et al., 2020). The domestic mar-
ket dynamism demands that firms should quickly adjust to external changes, and
exploit opportunities presented in such an uncertain environment (Rahman et al.,
2020). Emerging markets’ SMEs—particularly those in the Asia—Pacific region—
may be susceptible to rapidly changing markets due to their lack of clout and the
precarious nature of the institutional environments within which they operate
(Nguyen and Ozgaglar-Toulouse, 2021; Khan et al., 2018).

Market dynamism therefore intensifies the complexity of the organizational envi-
ronment as firms need to collect more customer- and market-specific information to
develop competitive strategies (Bai et al., 2021). Although these distinctive strate-
gies are developed, firms are stratified in the same segment due to their adoption of
similar strategies (Balietti & Riedl, 2021; Vadakkepatt et al., 2021). Under such con-
ditions, it is difficult for a small resource-constrained firm to offer novel solutions to
customers and sustain competitive advantage (Robson et al., 2019). In this context,
international strategic alliance plays a crucial role for offering heterogeneous market
information and deploying partners’ resources to offer innovative products/services
(Hung & Chou, 2013; Shijaku et al., 2020). International partners allow the SMEs to
develop combinations of valuable and distinctive resources which otherwise are not
available to them (Robson et al., 2019). The relational view also suggests that SMEs
pursue international strategic alliances that can provide them with crucial resources
that are vital for competitive positioning, enhancing their ability to efficiently react
to market changes (Dyer et al., 2018). Particularly, participation in various inter-
national alliances (i.e., IAPD) gives SMEs access to diverse types of information
on cutting-edge technologies, product developments, and diverse marketplaces,
thus increasing opportunities for success in foreign host markets (Solheim, 2016).
Moreover, having diverse international partners allows SMEs to be aware of the
regulatory environment of each foreign country. Having this knowledge in hand,
emerging market SMEs—particularly those of Pakistani origin—can utilize diverse
international partners to overcome legitimacy barriers of mimicking and developing
innovations for domestic and foreign markets (Sakhdari et al., 2020). Combining the
above arguments, we develop our third hypothesis as:

Hypothesis 3: Market dynamism is positively related to the formation of interna-
tional alliance partner diversity by the SMEs.

International alliance partner diversity and regional expansion of SMEs

From the relational view perspective, SMEs network with international partners to
complement their regional expansion efforts (Khan & Lew, 2018; Khan et al., 2020;
Nyamrunda & Freeman, 2021). International strategic alliances allow SMEs to iden-
tify international opportunities, acquire foreign market knowledge, access strategic
resources, and overcome liabilities of newness and foreignness (Robson et al., 2019;
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Stoian et al., 2018). Furthermore, close relationships with international partners can
mitigate the risk perception associated with entry in distant markets by providing
SME:s with rich information about foreign market conditions (Acosta et al., 2018).

In this study, we argue that IAPD can lead to regional expansion of emerging
market SMEs. Particularly, the specific characteristics and objectives of each type of
partner lead us to expect that heterogeneous international partners are conducive to
Asia—Pacific SMEs’ regional expansion. For example, competitors in international
markets give access to industry-specific knowledge and resources (Bouncken et al.,
2020). By forming alliances with international competitors, SMEs do not need to
incur the cost of establishing their own distribution networks, thereby promoting
the regional expansion (Nakos et al., 2014). International customers may provide
new insights into buyer needs and emerging demand opportunities beyond existing
products and markets (Brunswicker & Vanhaverbeke, 2015). Thereby, SMEs gain
knowledge on how to align their strategy, business structure, and products/services
to gain legitimacy in foreign markets, thus promoting regional expansion (Nakos
et al., 2014). International suppliers provide access to knowledge about the produc-
tion process and input characteristics that could reduce the cost of the final product/
service and thus promote regional expansion (Bhatti et al., 2020; Kano et al., 2020;
Turkina & Van Assche, 2018). Universities and research institutions in foreign mar-
kets provide SMEs with access to new scientific and technological knowledge and
the possibility of conducting research (Hervas-Oliver et al., 2016), thereby promot-
ing regional expansion. International consultants can be valuable sources to provide
engineering capabilities and marketing knowledge to commercialize products and
services in international markets, thus enhancing regional expansion (Blackburne &
Buckley, 2019; Catanzaro et al., 2019).

Consistent with the foregoing line of reasoning, IAPD enhances the amount and
variety of knowledge related to the political, cultural, and legal environments (Tork-
keli et al., 2019). This knowledge, in turn, leads to better understanding of interna-
tional market opportunities and the chance to expand foreign sales base. For exam-
ple, within emerging economy SMEs, and particularly within the South Asia—Pacific
regional context, there may be differences in institutions, trust levels, and coopera-
tion among countries (Bruton & Lau, 2008)—this may give rise to strengthening of
IAP among SMEs that want to remain competitive. Moreover, IAPD can enhance an
SME’s capabilities for information searching and learning, subsequently augmenting
its knowledge base and improving regional expansion. In sum, SMEs with IAPD can
benefit from regional expansion due to better appreciation of foreign market oppor-
tunities and risks. Based on these arguments, we develop our fourth hypothesis as:

Hypothesis 4: International alliance partner diversity is positively related to
regional expansion by SMEs.
The moderating role of cross-cultural knowledge absorption

International strategic alliance is a challenging activity due to the uncertainty and
risk involved in management of new foreign routines (Li & Reuer, 2021). Indeed,
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international alliances with diverse partners entail more complexity as heterogeneous
and complex organizational systems are linked together in specific ways (Kok et al.,
2020). SMEs must have and be able to implement the ability to effectively exchange
knowledge with their international partners to enhance regional expansion (Nyam-
runda & Freeman, 2021). The dynamic capability view (Teece, 2007; Teece et al.,
2016) argues that regional expansion by allying with diverse international partners
requires capabilities to facilitate knowledge exchange in dynamic marketplaces. Thus,
cross-cultural knowledge absorption is the ability of an SME to effectively integrate
and exploit knowledge, “which provides an individual within the organization with a
common vision to achieve interaction” (Zhang et al., 2018, p. 629), thereby promot-
ing regional expansion. The relatively heterogeneous cultural characteristics of coun-
tries within the Asia—Pacific region mean that cultural adaptability and cross-cultural
knowledge absorption will be a significant asset to the internationalization success of
SME:s (He et al., 2020). Since IAPD involves different partners, the successful knowl-
edge exchange among them requires that all partners receive the same information and
benefit from joint interactions (Nyamrunda & Freeman, 2021). While differences in
culture within the Asia—Pacific region may present some ambiguity and interference
in knowledge exchanges (Ferraris et al., 2019; Wang & Chung, 2020), the essence of
cross-cultural knowledge absorption in part requires SMEs to be able to navigate and
integrate perceived cultural and institutional differences within the regional block.
Therefore, by utilizing cross-cultural knowledge absorption, SMEs can narrow the cul-
tural differences with their partners and effectively share and combine their knowledge
with that of their partners (Ferreras-Mendez et al., 2019). In this regard, when SMEs
have the cross-cultural knowledge absorption capability, it is easier for them to ben-
efit from diverse alliance partners and thus achieve regional expansion (Hennart et al.,
2019). In the same vein, at lower levels of cross-cultural knowledge absorption capabil-
ity, SMEs will not be able to fully utilize the information from their IAPD portfolio
about the target foreign regional market, in turn, weakening regional expansion (Wang
& Chin, 2020).

Accordingly, we posit that, the more SMEs of Asia—Pacific origin possess cross-
cultural knowledge absorption capability, the easier it will be for them to obtain and
utilize the resources and knowledge from their international diverse partners portfolio,
strengthening regional expansion. Consequently, we posit that cross-cultural knowledge
absorption strengthens the relationship between IAPD and regional expansion.

Hypothesis 5: The positive relationship between international alliance partner
diversity and SMEs’ regional expansion is positively moderated by cross-cultural
knowledge absorption.

Methodology

Study context

The study hypotheses were tested on a sample of SMEs in Pakistan. Our samples
consist of SMEs exporting industrial products from Pakistan to other Asia—Pacific
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countries. In Pakistan, SMEs account for approximately 90% of all enterprises,
employ 80% of the non-agricultural workforce, and contribute nearly 40% to the
annual GDP (Trading Economics, 2020). Despite the dominant nature of SMEs
within the business environment, Pakistan is a relatively less-studied country in
comparison to other similar countries in the BRICS region. Pakistan is a fast-grow-
ing economy—with the annual GDP growth rate increasing from 3.84% in 2012 to
5.79% in 2018 (Trading Economics, 2020). The infrastructure of Pakistan has been
evolving over the years, and is now positioning toward further growth. The country
has exporting and investment advantages due to its strategic location and proxim-
ity to China, India, and other emerging Asian economies. More specifically, Paki-
stan exported $26.8B in 2018, where most of the exports were to China ($1.95B)
and Afghanistan ($1.78B). Despite being an active exporter, Pakistan has constantly
experienced domestic turbulence—mainly due to tensions with neighboring coun-
tries like India (Khan & Lew, 2018). Pakistan has been subjected to a volatile politi-
cal situation, continuously altering between a military and a democratic government
(Shah et al., 2016). The country also suffers from high levels of corruption, ineffec-
tive governance, and weak enforcement of laws (Uddin et al., 2019). With this mix-
ture of growth potential within exporting SMEs and environmental turbulence on
the other hand, Pakistan provides a useful context within which we can expand our
understanding of the phenomenon of SMEs’ regional expansion.

Sampling and data collection

The targeted population of this study is Pakistani SMEs that are active exporters to
the Asia—Pacific region. The study sample was obtained from the Pakistan Export
Directory, Pakistan Chamber of Commerce and Industry Directory, and the Small
and Medium Enterprises Development Authority (SMEDA) databases. To be eli-
gible to participate in the study, firms must meet the following conditions: (1) be
operating in the manufacturing, services, and retail industries; (2) be independent
entities and not operating under any group; (3) employ fewer than 250 employees;
(4) be exporting to other areas in the Asia—Pacific region?; and (5) have complete
contact information on the chief executive officer (CEO) and senior managers. In
total, we identified 630 firms as those that meet our study criteria. Accordingly, we
contacted these firms by telephone to confirm their participation in our study. In all,
356 (56.50%) agreed to participate in the study—to which 356 questionnaires were
sent accordingly.

In March 2019, the survey was administered using the hand-delivery approach
with the help of research assistants (e.g., Boso et al., 2018). Extensive training was
provided to all research assistants to ensure that they had the competency to explain
relevant portions of the questionnaire to respondents if and when necessary. As part

2 Given the study’s focus and consistent with previous exporting literature (e.g., Boso et al., 2019; Love
et al.,, 2016; Oura et al., 2016), we focused only on SMEs that are already involved in export activities.
This helped us to understand how domestic market environmental uncertainty promotes IAPD and subse-
quently regional expansion of SMEs.
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of ensuring the reliability of the responses, participants were asked to rate their: (1)
knowledge on the subject(s) under investigation; and (2) confidence in the answers
to the questions (Boso et al., 2013). We sent two reminders to the respondents and
consequently received 232 complete responses, yielding a response rate of 65.17%.
The results revealed a mean score of 6.56 for knowledge on subject and 6.76 for
confidence in the answers.

To assess non-response bias, we compared two groups: early responses and late
responses (Armstrong & Overton, 1977). The results of a t-test revealed no signifi-
cant difference between the two groups in relation to demographic variables (e.g.,
firm size, firm age, and international experience) and focal study variables (e.g.,
market dynamism and regional expansion), suggesting non-response bias is not
an issue in this study. The participating firms had operations in the manufacturing
(40.5%), services (30.6%), and retail (28.9%) industries. The firms had been in oper-
ation for an average of 14 years. The average number of full-time employees was 89.
On average, the firms had been conducting international operations for five years.

Measures

The study measures were adapted from existing studies within the extant literature.
Details of all measurement items are explained and summarized in Table 1.

Environmental uncertainty is defined as the extent of market dynamism, techno-
logical dynamism, and competitive intensity (Jaworski & Kohli, 1993). Adopting
from Grewal and Tansuhaj (2001) and Jaworski and Kohli (1993), market dyna-
mism was measured using five items, technological dynamism was measured using
four items, and competitive intensity was measured using four items. Each item
was measured on a seven-point Likert scale (1 =strongly disagree, and 7 =strongly
agree).

IAPD is defined as the diversity of an SME’s international alliance partners. To
construct this variable, the respondent firms were asked if they formed an alliance
with partners within the Asia—Pacific region. The partners were distinguished into
seven types: customers, suppliers, competitors, commercial laboratories, research
institutes, universities, and others. Based on this question, and following de Leeuw
et al. (2014) and Oerlemans et al. (2013), we created an IAPD variable by dividing
the number of different types of partners maintained by the firm by the maximum
possible number of different partners (in our case seven) and squaring the result of
this division. It is important to note that this measure indicates IAPD and not alli-
ance portfolio size.

Cross-cultural knowledge absorption concerns the ability of a firm to transfer,
assimilate, and apply the knowledge of international partners (Zhang et al., 2018). It
was operationalized using four items adapted from Su et al. (2013) and Zhang et al.
(2018). The items were scored using the seven-point Likert scale (1 =strongly disa-
gree, and 7 =strongly agree).

Regional expansion is operationalized as the extent of an SME’s international
activities and operations beyond the boundaries of its domestic markets (Boso et al.,
2017; Hitt et al., 1994). Specifically, we focus on SMEs’ international expansion
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within the Asia—Pacific markets (Zahra, 2020). It was measured using four items
developed by Zahra et al. (2000), and widely used in international business literature
(e.g., Adomako et al., 2020; Yiu et al., 2007). The respondents were asked to evalu-
ate the extent of regional expansion in the past three years along a seven-point Likert
scale (1 =very small extent, and 7= very large extent).

Control variables: We included a number of control variables in our model: The
literature suggests that firm size impacts on regional expansion of SMEs (Dooley
et al., 2016). As size increases, firms may enjoy competitive advantage in terms of
resource availability, and economies of scale, which may enhance their chances of
regional expansion. Accordingly, we included firm size (measured as the logarithm
of the number of employees) as a control variable. Firm age (as the number of years
between the establishment of the firm and the observation year) was also a control
variable in our study as it can influence alliance practices and regional expansion
(Nakos et al., 2019). Industry was also included as a control variable because SMEs
operating in different industrial sectors have different propensities to export (Garcia
Martinez et al., 2017). Thus, we created three industry dummy variables identify-
ing manufacturing, services, and retail. In addition, alliance experience (measured
as the number of alliances a firm formed during the last three years) was included
because a higher level of alliance participation increases the likelihood of knowl-
edge acquisition for regional expansion. International experience of a firm can also
influence the regional expansion of an SME due to learning from previous interna-
tional operations. It was included as a control variable and measured as the number
of years a firm had been operating internationally (Casillas & Moreno-Menéndez,
2014). Finally, the domestic performance was added as a control variable because
the success of a firm in domestic markets can influence the alliance partner diversity
and regional expansion. It was measured using three items adapted from Lii and
Kuo (2016).

Analyses
Reliability and validity assessment

We conducted confirmatory factor analysis (CFA) to establish the reliability and
validity of the multi-item measures. Following previous recommendations (e.g.,
Bagozzi & Yi, 2012; Kline, 2015), we assessed the fitness of our model using: (1)
absolute fit indices such as Standardized Root Mean Squared Residual (SRMR),
(2) non-centrality-based measures such as Root Mean Square Error of Approxima-
tion (RMSEA), and (3) relative fit indices including Non-Normed Fit Index (NNFI)
and Comparative Fit Index (CFI). Thus, the CFA provided the following model fit
indices for the data: x2/d.f.=1.98; NNFI=0.95; CFI=0.96; RMSEA =0.06; and
SRMR =0.04—all of which fall within the acceptable range of values. Further, all
measurement items loaded significantly onto their respective constructs, with the
standardized factor loadings for each item being significant at 1%. Again, to ensure
internal consistency and convergent validity of our measurement items, the Cron-
bach’s alpha and the composite reliability (CR) values for all factors exceeded the
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acceptable benchmarks of 0.70 and 0.60 respectively (Fornell & Larcker, 1981).
Lastly, we establish discriminant validity by comparing the average variance
extracted (AVE) for each construct and the highest shared variance (HSV) of each
pair of constructs. The results indicate that each of the AVEs is greater than the
shared variance of any pair of constructs. Table 1 provides the detailed result of our
model fit estimation and description of all measurement items, while Table 2 shows
the descriptive statistics and correlation coefficients among the constructs.

Common method bias assessment

We followed two recommended steps to ensure that common method bias does not
sufficiently describe our data. First, we used ex-ante procedures (e.g., Podsakoff
et al., 2003) by obtaining data on the dependent and independent variables from
different sources. Second, as an ex-post procedure, we performed one statistical
analysis during the data analysis stage to check the presence of common method
bias in the data. Following recommended practices, we estimated three competing
CFAs (model 1, model 2, and model 3) to test for common method bias (e.g., Chang
et al., 2010). Model 1 is an estimation of a method-only model in which all items
are loaded on a single latent factor, with the following fit indices: x2/d.f.=11.67;
NNFI=0.69; CFI=0.71; RMSEA=0.22; and SRMR=0.14. In Model 2, we
estimated a trait-only model where each item is loaded on its theoretical fac-
tor. The fit indices for Model 2 include: x2/d.f.=1.98; NNFI=0.95; CFI=0.96;
RMSEA =0.06; and SRMR =0.04. The third model is a method-and trait-model
which estimates both Model 1 and Model 2 in a single framework. Model 3 provides
the following fit statistics: x2/d.f.=1.84; NNFI=0.97; CF1=0.98; RMSEA =0.05;
and SRMR=0.04. A look at the three competing CFAs shows that Model 2 and
Model 3 are better than Model 1 on the one hand, and models 2 and 3 are almost
identical. With this, we can assume that common method bias does not impact on
our study results.

Model estimation

We employ main effects and moderated hierarchical regression analysis to test the
hypothesized relationships. To create the interaction term (IAPD x cross-cultural
knowledge absorption), we mean-centered the variables, so as to reduce the occur-
rence of multicollinearity in our regression estimates. In all, five models were esti-
mated. Model 1 and Model 2 have IAPD as the dependent variable. In Model 1,
we estimate the effects of the control variables, while Model 2 estimates the effects
of technological dynamism, market dynamism, and competitive intensity on IAPD.
Models 3, 4, and 5 have regional expansion as an outcome variable. In Model 3, we
regress the study’s control variables on regional expansion, while Model 4 shows
the direct effect of IAPD on regional expansion. Finally, we estimate a 5th model
that contains the effect of the interaction term (IAPD x cross-cultural knowledge
absorption). Table 3 shows the regression estimates and associated fit statistics of
our hypothesized relationships.
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Fig.2 The moderating effect of cross-cultural knowledge absorption on the relationship between interna-
tional alliance partner diversity and regional expansion

Findings

The study proposed five hypotheses. H1 — H3 argue for a relationship between three
domestic environmental uncertainty variables (competitive intensity, technological
dynamism, and market dynamism) and IAPD, while H4 and H5 posit a relationship
between IAPD and SMEs’ regional expansion and the moderating effect of cross-
cultural knowledge absorption on the IAPD-regional expansion relationship, respec-
tively. Specifically, we hypothesized that competitive intensity (H1), technological
dynamism (H2), and market dynamism (H3) have a positive relationship with IAPD.
From our regression analysis, we find support for both H2 and H3 that technologi-
cal dynamism (f=0.26; t=3.62; p<0.01) as well as market dynamism ($=0.26;
t=3.89; p<0.01) have a positive effect on SMEs’ IAPD. Contrary to our argument
for H1, we find no support that competitive intensity positively drives IAPD of man-
ufacturing SMEs (f=-0.19; t=-2.79; p<0.01).

The second part of our model makes arguments for a positive relationship
between IAPD and regional expansion (H4) and a positive moderating effect of
cross-cultural knowledge absorption on the relationship between IAPD and regional
expansion (H5), on the other hand. Accordingly, we find support for H4 that IAPD
positively drives regional expansion of SMEs (8=0.19; t=3.21; p<0.01). Further,
the moderating effect analysis shows that the positive relationship between IAPD
and regional expansion is strengthened by cross-cultural knowledge absorption
(B=0.24; t=4.50; p<0.01), supporting H5. To enhance our understanding of the
significance of the interaction effect, we followed recommendations by Dawson and
Richter (2006) to plot a two-way interaction graph that shows the effect of IAPD
on regional expansion for values of cross-cultural knowledge absorption. Figure 2
indicates that there is a positive moderating effect of cross-cultural knowledge
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absorption on the relationship between IAPD and regional expansion. Specifically,
high levels of both IAPD and cross-cultural knowledge absorption enhance the
regional expansion of SMEs.

Discussion and implications

Building on the relational and dynamic capability views, our study examines if the
different dimensions of domestic market environmental uncertainty propel SMEs to
engage with their IAPD portfolio and how the effects of IAPD for regional expan-
sion differ under different conditions of cross-cultural knowledge absorption. In
this vein, we tested our hypotheses on a sample of 232 SMEs operating in Pakistan.
Findings from our study show that: (1) not all dimensions of domestic market envi-
ronmental uncertainty drive SMEs to engage with their IAPD portfolio, i.e., techno-
logical and market dynamism are positively associated with IAPD while domestic
market competitive intensity is not; (2) IAPD is positively associated with SMEs’
regional expansion; and (3) cross-cultural knowledge absorption positively moder-
ates the relationship between IAPD and regional expansion, i.e., at higher levels of
cross-cultural knowledge absorption, the relationship between IAPD and SMEs’
regional expansion is strengthened. These findings have significant implications for
SMEs (and particularly, Asia—Pacific SMEs) that engage in internationalization and
regional expansion activities, and the international entrepreneurship literature.

Theoretical implications

Our findings make several contributions to the extant literature by drawing empiri-
cal insights from Pakistani SMEs. First, building on the relational view, we find that
not all three dimensions of domestic market environmental uncertainty drive SMEs
to engage with their IAPD portfolio. Specifically, our findings show that domestic
market competitive intensity is not positively associated with IAPD. This finding
suggests that, in the presence of intense domestic market competition, emerging
market SMEs (such as those within the Asia—Pacific region) initially focus on out-
performing their domestic competitors—through providing superior goods and ser-
vices to their customers—rather than utilizing their IAPD portfolio (Heirati et al.,
2016). This entails that, under intense domestic market competition, SMEs focus
on their survival—due to their resource deficiencies and lack of capabilities—rather
than engaging with their IAPD portfolios (Turkov & Benito, 2018). Thus, emerg-
ing market SMEs must overcome the market competitive intensity in their domestic
markets before utilizing their IAPD. Furthermore, our findings reveal that domes-
tic market technological and market dynamism propel emerging market SMEs to
engage with their IAPD portfolio (Drnevich & West, 2021). Due to the unpredict-
ability in their domestic markets, emerging market SEMs—especially those in the
Asia—Pacific region—rely on their IAPD to gain novel knowledge to help identify
technology, innovation concepts, and customer information appropriate to target
foreign markets (Hao et al., 2020; Huo et al., 2018; Robson et al., 2019). In sum,
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our findings contribute to the relational view theory by presenting the differential
domestic market environment levels under which emerging market SMEs utilize
their IAPD portfolios.

Second, we found quantitative evidence that there is a positive relationship
between IAPD and SME regional expansion. Again, building on the relational view,
this finding points that SMEs tap into their IAPD portfolio to complement their
efforts for regional expansion (Robson et al., 2019). In this vein, international part-
ners enable SMEs to identify opportunities across target regional markets, acquire
foreign market knowledge, access strategic resources, and overcome liabilities of
newness and foreignness, which are of crucial importance in their regional expan-
sion (Stoian et al., 2018). Importantly, our findings show that these relationships
with their international partners help Pakistani SMEs to mitigate the risks associated
with entering a new regional market while providing knowledge on how Pakistani
SME:s align their strategy, business structure, and products/services to gain legiti-
macy in their target foreign regional markets, in turn, strengthening regional expan-
sion (Nakos et al., 2014). Thus, extending the relational view, we find that IAPD
portfolios provide market, political, cultural, and legal knowledge to resource-con-
strained Pakistani SMEs (Sinkovics et al., 2019; Stoian et al., 2018). In turn, this
knowledge provides market opportunities in the target foreign market, which is para-
mount for the regional expansion of Pakistani SMEs.

Third, we find that, at higher levels of cross-cultural knowledge absorption, the
positive effect of TAPD on regional expansion is strengthened. In line with the
dynamic capability view, our findings show that, when SMEs adopt cross-cultural
knowledge absorption capabilities that enable them to facilitate knowledge exchange
about their regional target market, the effect of IAPD on regional expansion is higher
(Ferreras-Mendez et al., 2019; Hennart et al., 2019; Nyamrunda & Freeman, 2021).
Hence, our findings show that, by utilizing higher levels of cross-cultural knowl-
edge absorption, Pakistani SMEs can narrow the cultural differences in their tar-
get regional market and with their partners—enabling them to effectively share and
combine their knowledge with that of their partners, to strengthen regional expan-
sion (Ferraris et al., 2019; Osei et al., 2019; Wang & Chin, 2020). In this regard,
at higher levels of cross-cultural knowledge absorption capability, Pakistani SMEs
are better placed to utilize the information and knowledge from their IAPD, in turn,
strengthening regional expansion.

Finally, we contribute to dynamic capability theory and IAPD literature by testing
our theoretical framework on a unique and rarely studied sample of Pakistani SMEs.
SMEs account for approximately 90% of all enterprises in Pakistan, employ 80%
of the non-agricultural workforce, and contribute nearly 40% to the annual GDP.
However, Pakistani SMEs face fierce domestic market environmental uncertainty
due to a weak institutional system and lack of property rights protection regimes.
Under these conditions, Pakistani SMEs nurture strategic agility as their dynamic
capability that allows them to overcome domestic market environmental uncertainty
and establish a presence across other regional markets (Khan, 2020; Shams et al.,
2021). As such, our study contributes to the dynamic capability literature by provid-
ing insights into the regional expansion of SMEs in an uncertain environment. Spe-
cifically, within the dynamic and uncertain nature of the Pakistani domestic market,
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SME:s can draw on their dynamic capability (i.e., strategic agility) to swiftly identify
domestic market trends and engage in IAPD portfolios (Osei et al., 2019; Robson
et al., 2019). By actively participating in an IAPD portfolio, Pakistani SMEs can
overcome domestic market environmental uncertainty as well as obtain vital infor-
mation and knowledge for regional expansion (Robson et al., 2019). More impor-
tantly, cross-cultural knowledge absorption is a necessary dynamic capability for
Pakistani SME:s to effectively obtain and accumulate knowledge from diverse inter-
national partners to attain regional expansion (Nyamrunda & Freeman, 2021).

Practical implications

Our study has several practical implications. First, managers of Pakistani SMEs can
leverage the domestic market environmental uncertainty to utilize IAPD portfolios
in order to achieve regional expansion. Specifically, the results of our study sug-
gest that dimensions of domestic market environmental uncertainty are effective
drivers of IAPD which ultimately lead to regional expansion of Pakistani SMEs, as
such firms use it as an escape strategy to venture into regional markets. Therefore,
SME managers operating in these contexts are advised to leverage domestic mar-
ket environmental uncertainty for regional expansion by developing their strategic
agility and establishing IAPD portfolios. Second, we find that IAPD has different
impacts on regional expansion of Pakistani SMEs depending on their cross-cultural
knowledge absorption. Pakistani SME managers should be advised that ITAPD may
not lead to regional expansion if they have low cross-cultural knowledge absorption.
Therefore, Pakistani SMEs must invest in the development of cross-cultural knowl-
edge absorption because it can facilitate greater regional expansion from IAPD.
These firms can offer training programs, regional trade fairs, and international net-
working opportunities for the exchange of knowledge, which can inform their cross-
cultural knowledge absorption capability. Accordingly, Pakistani SMEs can survive
in volatile contexts by capitalizing on their IAPD portfolios for knowledge and inno-
vation that can influence regional expansion.

Limitations and further research avenues

Like with most research studies, there are limitations associated with these current
findings, which provide an avenue for future research directions. First, it is important
for future studies to examine which aspects and types of IAPD are most important
for SME regional expansion. For instance, our current study fails to specify which
IAPD portfolio would be most important for SMEs’ regional expansion. Thus, fur-
ther studies could examine the reasoning underlying different IAPD types depend-
ing on the nature, structure, and ties to the alliances. Second, there are other envi-
ronmental-related variables (e.g., enhanced institutional support system in domestic
markets) and firm-level contingent variables (e.g., financial resource) that will drive
SME:s to engage in IAPD portfolios for regional expansion. A meaningful extension
of this study might examine other external and firm-related variables that lead to
increases in IAPD in SMEs and other performance-related consequences of IAPD
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in the SME domain. Third, our study focused on IAPD, thereby disregarding the
domestic alliance partner diversity (DAPD). Due to this, we were not able to disen-
tangle the differential impact of industry and firm size on building IAPD vs. DAPD.
Therefore, future studies could consider both IAPD and DPAD and determine their
varying effects on the regional expansion of SMEs.

Conclusion

What aspects of environmental uncertainty and firm-level capabilities drive SMEs’
regional expansion? Our findings, based on a sample of 232 Pakistani SMEs, show
that technological and market dynamism drive SMEs to draw on their IAPD while
competitive intensity has no positive effect. Instead, when competition intensity
is high, SMEs focus on providing superior goods and services to outperform their
competitors rather than drawing attention to their IAPD portfolio. In the same vein,
engaging in IAPD portfolios aids SMEs to expand into regional markets and even
more so at high levels of cross-cultural knowledge absorption. We conclude by
positing that SMEs’ regional expansion depends partially on factors existent in the
domestic market environment and international relational characteristics. Thus, this
study sets the stage for further empirical research relating to the role of domestic
market environmental uncertainties and IAPD in the regional expansion processes
of SMEs that may involve other internal and external variables in different research
settings.
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