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depicted as a key concept for understanding firm behavior, due to the complexity of 
separating between decision making and firm behavior (Cyert and March, 1992). Further, 
depending on the size of the domestic market and the size of the firm, internationalization can 
be treated either as a necessity or as a choice (Reuber and Fischer, 1997). That is, while the 
large firm operating out of a small domestic market might view internationalization as a 
necessity, the small firm from the same domestic market might view internationalization as 
one strategic option. In this paper, international diversification, measured in terms of breadth 
and depth of international involvement (Jaw and Lin, 2009), is the strategic choice under 
investigation.  

However, one agreed upon definition for international diversification does not 
exist. One might treat it as a process (Hitt et al., 2006) i.e. a decision making process 
(Fernandez-Ortiz and Lombardo, 2009). This process is characterized with a great deal of 
ambiguity as there rarely is a best answer as to “how?” to conduct this process. International 
diversification can also be considered a strategy which is used in order to gain competitive 
advantage (Hitt et al., 2006). Broadly speaking, international diversification can be defined as 
“a strategy through which firms expands the sales of its goods or services across the boarders 
of global regions and countries into different geographic locations or markets” (Hitt et al., 
2006 pp. 832). As a research focus, international diversification has attracted attention from 
researchers from a large number of research areas and is considered an important strategic 
management concept.   

Firms that are competing in international markets face additional uncertainties 
as compared to those that remain domestic (Child, 1975). Since uncertainty appears to be an 
antecedent to managerial discretion (Carpenter and Fredrickson, 2001), as a firm gets 
involved in international diversification the top managers1 are predicted to experience an 
increase in managerial discretion. Thus, for certain strategic choices the characteristics of 
individuals appear to have a greater potential impact than for other such choices. Considering 
the uncertainty of conducting business in foreign markets there appears to be room for 
comparably large impact from individuals.  

One crystallized stream of strategy research, often referred to as the upper 
echelon perspective (Hambrick (1989), is focused on the role top executives play as related to 
international diversification (Hitt et al., 2006). The upper echelon theory has been described 
as a flourishing research area standing at a crossroad (Carpenter, Geletkanycz, and Sander, 
2004). While the work within this area has secured that executives matter to organizations 
(Gupta, 1984), exactly who to consider is far from agreed upon, as is the importance of 
individual variables to be used in explaining firm behavior (Carpenter, Geletkanycz, and 
Sander, 2004). In addition, the extent to which such individuals matter is unclear (Gupta, 
1984). The lack of consensus might be explained by the strong and direct context dependency 
(Gupta, 1984). For example, while there is a strong empirical support for an association 
between individual characteristics of firm leaders and internationalization of SMEs, the actual 
impact is still under researched (Ruzzier et al., 2007). Further, while research on top 
management teams (TMTs) is dominated by internationalization studies (Fernandez-Ortiz and 
Lombardo, 2009) focusing on the impact individuals have on international diversification 
                                                
1 Different terms are used to refer to the top leader, or manager of a firm. Gupta (1984) suggest among others 
that the following terms are synonymous with each other: general manager, leader, entrepreneur, decision maker, 
gamesmen, and key decision maker. Child (1972) refers to people that has the mandate to make strategic choices 
“decision-makers” while resting on the assumption that within organizations there is skewed power distribution. 
In this paper top leader is used in order to refer to the person responsible for the organizations strategic issues as 
related to strategic choice, strategy formulation, and implementation. This is in line with the field of strategic 
leadership in which the focus is on individuals, i.e. leaders, at the top hierarchy of organizations (Hambrick, 
1989).Where the term CEO or top manager is used it is treated as synonymous to top leader.  
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seem particularly promising (Barkema and Shvyrkov, 2007; Hitt et al., 2006). Carpenter, 
Geletkanycz, and Sander, (2004) agree by pointing out the importance of extending to upper 
echelon research further into an international context.  

Up until this point, research on how individuals, often in terms of TMTs, make 
international diversification decisions has foremost relied on demographic variables. Within 
the field of strategic management, cognition has been described as still “in its infancy” 
(Sommer, 2010, pp. 291). Hitt et al., (2006) argue that by using richer data collected from 
individuals a better understanding of the dynamics of such decisions should be gained. When 
it comes to internationalization of SMEs in particular, there is still lack of insight into how the 
attitude of managers impact decision making (Sommer, 2010). Do individuals’ experience 
and attitudes have the same impact on a firm’s international behavior, as proposed by 
Sommer (2010)? Thus, can and should cognitive variables, e.g. attitudinal measures, be 
substituted for demographic variables in an international context? Strong critique has been 
directed at the methodological approach of substituting cognitive data for the use of easily 
collected demographic data (Lawrence, 1997; Priem, Lyon, and Dess, 1999; Carpenter and 
Fredrickson, 2001). The approach of substituting cognitive data for demographics has also 
had the effect that research within the strategic leadership field often has been focused on 
larger firm. Such conduct has been explained by the fact that demographic data on smaller 
firms’ top leaders often is not available (Finkelstein and Hambrick, 1990).  

Thus, more research is needed on the impact of the top leader onto the firm’s 
international conduct, e.g. international diversification. In addition, research within strategic 
management should benefit from the inclusion of cognitive data, not least from top leaders of 
small and medium sized firms (SMEs). Another general limitation of current international 
diversification research is that it is dominated by US based studies focused on larger 
manufacturing firms (Hitt et al., 2006). Others agree that more research is needed on non-US 
firms (Carpenter and Frederickson, 2001; Arteaga-Ortiz and Fernández-Ortiz, 2010, 
Hambrick, 2007) not least since managerial discretion varies on national level. As a result, the 
purpose of this paper is to explain the importance of top leaders on international 
diversification among SMEs. All empirical material is collected from Swedish-based firms.  

The theoretical discussion included in this paper is centered on strategic choice, 
managerial discretion, and the upper echelon theory. Based on this theoretical framework two 
hypotheses are formulated. Following the theoretical discussion the methodological choices 
are presented as well as the result of the hypotheses testing. Lastly the reader finds the 
conclusion in which theoretical implications are made along with suggestions for further 
research.  
 

2. Theoretical framework and hypotheses 
 
2.1 Individuals make strategic choices 
The ability of an organization to compete successfully is closely connected to the firm’s 
ability to adjust to changes occurring in the continuously dynamic internal and external 
environment of the organization (Wiersema and Bantel, 1992). Child discusses firm’s 
“capacity for intelligent adaptation to changing circumstances” (Child, 1975, pp. 13) hinting 
at the importance of people. More explicitly, the characteristics of the decision makers are 
important in order for a firm to accept and adjust to changes (Child, 1975).  Following the 
strategic choice perspective (Child, 1972; Andrews, 1971) the understanding is that it is 
individuals, not organizations, which make strategic choices.  

The conduct of placing the individual in the spotlight is, of course, not new 
within the field of strategy (Hambrick, 1987). Members of various strategic management 
schools have highlighted the individuals’ role in the decision-making process, e.g. Andrews 
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(1971); Chandler (1962); and March and Simon (1993). For example, Chandler (1962) 
describes executives, i.e. their attitudes and activities, to be the most crucial ingredient of 
structural changes made to organizations. Child (1972) explicitly points out the importance of 
acknowledging “the role of choice” (Child, 1972, pp. 14) due to the critical link such 
decision-makers constitute between the external environment and the organization itself.  

As individuals make strategic choices, here international diversification, they do 
so using incomplete, finite (Hambrick, 1989) information of the actual circumstance (March 
and Simon, 1993). In other words, due to the complex contextual setting in which firms 
compete and the restricted capacity of the human intellect (March and Simon, 1993), decision 
makers are necessarily faced with a certain degree of uncertainty (Child, 1975). In order to 
cope with such uncertainty individuals make choices that are filtered by their own beliefs, 
knowledge, assumptions, values (Finkelstein and Hambrick, 1990), experience (Hambrick, 
1989), aspiration, needs, ideas (Andrews, 1971), and personalities (Hambrick, 2007). Thus, 
strategic choice can be understood to be the product of management attitudes (Child, 1974) 
and what such managers want to do personally should not be ignored (Andrews, 1971). In 
other words, human factors impact the destiny of organizations, for good and bad (Hambrick, 
2007), as not two managers make the exact same strategic choices and implement such 
strategies the same way (Hambrick, 1989).  
 
2.2 Level of managerial discretion impact strategic choices 
However, if it should be relevant to even begin to discuss how and to what extent individuals 
impact firm behavior, a certain level of managerial discretion should be assumed (Finkelstein 
and Hambrick, 1987). In a study by Crossland and Hambrick, managerial discretion was 
defined as the “latitude of managerial action or the extent to which CEOs are able to influence 
the actions and outcomes of their firm” (Crossland and Hambrick, 2011, pp. 805). In more 
general terms, Child refers to managerial discretion in terms of “freedom of maneuver” 
(Child, 1972, pp. 14) in arguing that such freedom implies choices given to the decision-
makers as of how to manage the organization. Thus, managerial discretion mandates that 
there are alternative choices but also that such choices are not blocked by powerful 
stakeholders (Crossland and Hambrick, 2011).  

Factors found in the firm’s internal and external environment determine the 
extent of the managerial discretion (Gupta, 1984; Finkelstein and Hambrick, 1990). More 
explicitly, managerial discretion has been found to vary on national level (Carpenter and 
Fredrickson, 2001; Crossland and Hambrick, 2011) as well as industry level (Finkelstein and 
Hambrick, 1990). As an example, companies competing in industries characterized by great 
degrees of uncertainties have been found to offer their executives a high degree of managerial 
discretion (Carpenter, Geletkanycz, and Sander, 2004; Carpenter and Fredrickson, 2001). On 
firm level, size and resource availability have been discussed to impact degree of discretion 
(Finkelstein and Hambrick, 1990), as have passive boards (Crossland and Hambrick, 2011; 
Hambrick, 2007). Further, managerial discretion has been described as varying along the 
hierarchical structure of an organization (Gupta, 1984) and if there is ever discretion it is at 
the very top position of an organization (Carpenter, Geletkanycz, and Sander, 2004). 
However, managerial discretion is also, in addition to the internal organization and external 
environment, a product of the individual decision maker (Crossland and Hambrick, 2011; 
Hambrick, 2007). For example the extents to which he or she manages to acquire political 
power (Crossland and Hambrick, 2011) and tolerate uncertainty (Hambrick, 2007) determine 
the level of discretion. Thus, there is obviously no guarantee that just because managerial 
discretion is assumed, individuals within the organization in fact impact the behavior of the 
firm.  
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Building on the assumption that managerial discretion exists, individual 
characteristics can be assumed to have a direct relationship with firm characteristics (Reuber 
and Fischer, 1997). This is particularly true when it comes to smaller firms, considering that 
personal characteristics of the key decision maker increase in importance with decreased firm 
size and management team (Penrose, 1995, Finkelstein and Hambrick, 1997). Papadakis and 
Barwise (2002) explain that the absolute relevance of considering the impact of individuals on 
the smaller firm’s strategic decision making relates to the centralized and informal nature of 
such decisions. This leads to the role of CEOs to be described as unique in comparison to the 
role of the top management team (Jaw and Lin, 2009). Westerberg, Singh, and Häckner 
(1997) investigated to what extent it is reasonable to attribute firm performance and 
orientation to one single person, the CEO, and found that the disposition of the CEO of SMEs 
have a direct impact on firm behavior. In fact, the owner/key decision makers of SMEs have 
been described as an extension of the firm itself due to its strong and direct impact (Holmlund 
and Kock, 1998) and high degree of freedom (Reuber and Fischer, 1997).  

 
2.3 The upper echelon perspective  
The upper echelon perspective (Hambrick and Mason, 1984), also referred to as strategic 
leadership (Hambrick, 1989), posits that the characteristics of a firm’s top management team 
or individual leaders (Hambrick, 2007), help determine firms’ strategic choices, such as 
international diversification, and ultimately firm performance. More particularly, the top 
managers’ background, experiences, and values takes center stage in explaining such 
individuals choices (Finkelstein and Hambrick, 1990). This since strategic decisions are made 
in accordance with, i.e. colored by, the individual decision-makers understanding of reality 
(Finkelstein and Hambrick, 1990), prior principles, thoughts and ideas (Child, 1972).  

Top managers make strategies and thereby impact the behavior of firms 
(Hambrick, 1989). However there are different approaches as to who should be considered in 
strategy research. Some arguments stress the importance of focusing on top management 
teams, TMTs, as compared to individual leaders in researching to what extent managers’ 
impact strategic decisions and ultimately performance of the firm. The main reason for 
focusing on top management teams as compared to individual leaders is that it is teams that 
make decisions and implement strategies, not individual leaders in isolation (Simsek et al., 
2005, Cyert and March, 1992; Finkelstein and Hambrick, 1990; Carpenter, Geletkanycz, and 
Sander, 2004). The definition of TMTs that appears most frequently is based on Cyert and 
March’s “dominant coalition” (Carpenter, Geletkanycz, and Sanders, 2004). Cyert and March 
(1992) explicitly stress that in large and complex organizations, decisions are made by “a 
complex of private and public institutions” (Cyert and March, 1992, pp. 4), not individual 
entrepreneurs. Important here is that the members of the dominant coalition is understood to 
vary from one time to another or from one decision to the next. Taking this approach the CEO 
is frequently assumed to be part of the TMT (Jaw and Lin, 2009; Buyl et al., 2011). However, 
the relevance of discarding the individual leader for the team of managers is not fully agreed 
upon, not least the context has been mentioned as an important factor to consider (Carpenter, 
Geletkanycz, and Sander, 2004).  

One reason for not discarding the individual leader for the team is the 
disproportionate influence (Jaw and Lin, 2009; Buyl et al., 2011), experience and power held 
by the top leader, i.e. CEO (Simsek et al., 2005), as well as his or her network connections 
(Carpenter, Geletkanycz, and Sander, 2004). Not least has the CEO been found to impact the 
range of strategic options available to the firm (Carpenter, Geletkanycz, and Sander, 2004). 
The CEO position is described as unique compared to others in the top management team in 
that it involves idiosyncratic challenges, lack of routine and structure (Jaw and Lin, 2009). 
This is realized by considering the impact such leader has on the rest of the top management 
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team as he or she evaluates; rewards; motivates; and coaches the TMT (Simsek et al., 2005). 
In so doing the top leaders’ personal values inevitably act as guidance.  

A third, compromising approach taken by researchers investigating individuals’ 
impact on firm strategy is to include both the CEO and the TMT, but to treat the CEO 
separately from the TMT (Jaw and Lin, 2009). Papadakis and Barwise (2002) conclude that 
while top management teams seem to influence the strategic decision making process more 
than the individual leader, both have an influence but on different parts of the process. Thus, 
it is not surprising that studying the dynamics and interactions between the team and their 
leader has been pointed out as a particularly promising avenue (Buyl et al., 2011). Yet another 
approach as to what individuals impact a firm’s behavior, is to treat each strategic decision as 
a specific occurrence and focus on the individuals involved on a per case basis, whether it be 
only the top leader or other members of the TMT (Carpenter, Geletkanycz, and Sander, 2004; 
Hambrick, 2007).  

Some researchers argue that prior to discarding the importance of the individual 
top leader, the organizational context, i.e. firm size and ownership structure, as well as the 
nature of the particular strategic issue should first be considered (Papadakis and Barwise, 
2002). More explicitly, in larger organizations with complex ownership structure, the top 
manager has less of an ability to directly influence and control strategic choice and decision 
making as compared to a small privately owned firm. This has to do with the centralized and 
informal nature of the decision making often found in smaller firms. Thus, the smaller the 
firm the smaller the average size of the TMT (Simsek et al., 2005), which implies that the 
power is directly in the hands of the CEO (Boone, De Brabander, and Van Witteloostuijn. 
1996). Thus, in smaller firms, the top leader should be considered having the dual role of 
strategy formulator and implementer. This is supported by Westerberg, Singh, and Häckner 
(1997) who conclude that the smaller the firm, the greater the importance of the CEO as he or 
she might be the sole manager of the firm. For example Buyl et al. (2011) argue that firms 
with less than 20 employees does not even have “a real” TMT. However, other researchers 
claim that the impact of top management teams is even more significant in smaller firms. The 
reason behind this logic is that the founding team in a small firm dominates the firm’s 
behavior (Reuber and Fischer, 1997).  

Taking a broader contextual grasp, it has been found that in times of 
environmental turbulence the impact of the CEO on the behavior of the firm increases, 
regardless of the size of the firm (Westerberg, Singh, and Häckner, 1997). Though there is 
lack of consensus as to “the role of choice”, considering the contextual setting of this 
research, only the sole top leader is considered here.  

According to Hambrick and Mason (1984,) strategic choice depends on the 
decision makers’ cognitive base and values. However, in developing their upper echelon 
theory they suggest substituting measures of the cognitive base and values for the use of 
demographic measures, arguing that this approach would be sufficient in order to detect 
overall tendencies. What Hambrick and Mason argued in their novel article to be a sufficient 
approach appears to have taken roots. As a result researchers, e.g. Barkema and Shvyrkov 
(2007), seem to understand demographics to still be sufficient indicators for experience, 
skills, values, cognitive styles and information sources.  

Lawrence (1997) argue that the praxis among many researcher to unreflectively 
use demographic variables, i.e. surface level variables (Priem, Lyon, and Dess, 1999), as 
substitutes for subjective measures, i.e. deep-level variables, has created what she refers to as 
“the black box”. The problem with the black box is that easy-to-collect variables such as 
gender, tenure, and age are used directly to explain strategic processes and outcome, i.e. 
instrumental theory (Lawrence, 1997), while in fact these variables by themselves might not 
directly impact the outcome of the firm (Carpenter, Geletkanycz, and Sander, 2004). Relying 



 8 

on demographic variables it is assumed, often implicitly, that individuals are strict products of 
their own past (Carpenter, Geletkanycz, and Sander, 2004). Instead, Lawrence (1997) argues, 
this congruence assumption covers up actual complex relationships that, instead of being 
hidden in the black box, should be the focus of the research as the theoretical models 
frequently posits (Carpenter, Geletkanycz, and Sander, 2004).  

Others support this argument and add additional drawbacks for relying on 
demographic proxies, e.g. weak construct validity and such research can be conducted 
without any communication with the actual top management (Priem, Lyon, and Dess, 1999). 
In other words, studies that passively use demographics as proxies for subjective data, risk 
generating conclusions that are shallow and entirely isolated from the reality of the object 
studied. Priem, Lyon, and Dess (1999) goes as far as stating that it is better to work with 
relevant subjective variables containing measurement errors, than working with highly 
reliable demographics. And thus, complexity, as in operationalization and collection of 
empirical data, is likely to be necessary in order to increase clarity within the field of strategy.  

By researching the complex relationships between cognitive variables, firm 
outcome, and demographics, light can be shed into the black box (Simsek et al., 2005). By so 
doing we can go from simply concluding that top managers matter, to actually say something 
about how they matter. Carpenter, Geletkanycz, and Sander (2004) also call for the opening 
of this black box, and abandon, or at least supplement, demographic variables in favor of 
richer variables such as processes, attitudes, and judgments. Other such rich variables include 
power, interests, opinion, judgment, leadership style, problem solving style, risk taking, 
decision making style and conflict resolution (Priem, Lyon, and Dess, 1999). That is to say 
that while subjective concepts should not be substituted by demographic variables, 
demographics necessarily should not be discarded all together, but only receive proportionate 
attention (Lawrence, 1997). Thus, mimicking the approach often taken by other marketing 
areas, e.g. consumer behavior, strategy researchers might want to consider incorporating both 
demographics and “psychographics” in their research (Priem, Lyon, and Dess, 1999). 
However, while some are aware of the dilemma that “black boxing” in fact means ignoring 
“important underlying processes and causal mechanisms” (Carpenter and Fredrickson, 2001, 
pp. 543) they still continue to use this approach, for what appears to be the ease of collecting 
empirical data.  

In addition, acknowledging the perception that it is of primary importance to 
focus on the decision making team of a firm, studies that take this approach frequently appear 
to assume that one of the members of such a team, i.e. CEO or Human Resource officer, can 
provide information about the rest of the team members (Reuber and Fischer, 1997; 
Carpenter, Geletkanycz, and Sander, 2004)). However, when it comes to cognitive 
dimensions, such as attitudes, this approach appears particularly inappropriate. In a literature 
review it was found that most often the TMT data originated from within various public 
sources (Carpenter, Geletkanycz, and Sander, 2004), which clearly eliminate collection of 
subjective data all together. In a similar vein, it is problematic to theorize on team level, i.e. 
that team tenure impacts firm behavior, but measure team tenure with individual’s 
organizational tenure (Finkelstein and Hambrick, 1990). Or as Lawrence puts it “if the 
relationship between firm tenure and organizational performance is really an individual-level 
effect, it is not necessary to study the team at all.” (Lawrence, 1997, pp. 14). Such restricted 
conduct is also used by Simsek et al. (2005) who only collected information from the CEO, 
while the TMT was of equal interest for their study.  

Considering the discussed limitations of the strategic leadership research, this 
research set out to explain the impact individuals, i.e. top leaders, have on firms’ international 
diversification incorporating both cognitive and demographic data. The hypotheses are 
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formulated in accordance with the understanding that both cognitive and demographic 
variables should be considered when explaining a firm’s international diversification:  

 
H1: Demographic measures originate within the top leader of a firm directly impact the firm’s 
international diversification.  
 
H2: Cognitive measures originating within the top leader of a firm directly impact the firm’s 
international diversification.  
 

3. Data collection 
 
3.1 Sample and data collection 
The empirical data for this research was collected among small and medium sized furniture 
producers in Sweden. On national level, top leaders of Swedish firms can be assumed to have 
at least a moderate degree of discretion, i.e. Sweden scored 5.1 for managerial discretion 
along a 7-grade scale (Crossland and Hambrick, 2011). To be eligible each respondent had to 
comply with the following requirements: be the top leader of an SME (the definition for SME 
is as offered by the European Commission, 2008); be the producer of furniture in Sweden; 
and have at least one employee. The decision to focus on a homogeneous group of firms rests 
on the understanding that this is important (Bell, 1997) in order to avoid problems, such as 
response-style bias (Chami-Castaldi, Reynolds, and Wallace, 2008), commonly associated 
with cross-sectional research design (Katsikeas et al., 2005).  

The establishment of a list of respondents was a three-step approach: A list of 
firms was obtained from Market Manager Partner in Stockholm. This list was cross-
referenced with first the membership records of the wood and furniture organization of 
Sweden, TMF, and thereafter with data from Statistics Sweden. The final list of respondents 
included 324 firms, of which 98 were involved in international diversification. At the time of 
the data collection it was understood to be the total number of firms meeting the above 
requirements. Since the population consisted of a manageable number of firms the decision 
was made to include all of them. The population was regarded as one sample along a 
continuous and unlimited timeline in accordance with the discussions of Javalgi, White, and 
Lee (2000) and missing data was assumed to be of random nature (Tan, Li, and Xia, 2007). 
Because the understanding is that within this population there are variations over time, this 
census data can be the subject of statistical tests.  

The empirical data was collected during the spring and summer of 2008 using a 
survey questionnaire. The initial contact was established by calling each respondent in order 
to secure a high response rate and to ensure that the questionnaire was addressed to the 
preferred person within each firm. The respondents had the option to answer the questionnaire 
by E-mail, telephone or letter. The response rate was 56.5 percent. The key informant 
approach was used as advocated by Ekeledo and Sivakumar (2004).  
 
3.2 Measurements and analysis method   
3.2.1 Dependent variable 
International diversification is defined in different ways by different people and therefore this 
strategic management concept can be operationalized in a number of different ways. The two 
most common dimensions of international diversification include scale and scope. Examples 
of how to treat internationalization as a scale are by measuring the ratio of foreign sales to 
total sales (Reuber and Fischer, 1997), ration of foreign assets to total assets, or foreign 
employees to total employees (Hitt et al., 2006). Scope of international diversification means 
that the focus is on measuring the extent to which a firm does business in geographically 
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different country markets (Hitt et al., 2006). Working with scope one recommendation is to 
account for similarities and differences between countries. This can be accomplished by 
weighting geographic countries differently prior to determining scope. Another dimension of 
international diversification is the governance structure of the organization. It is further noted 
that it often is advantageous, i.e. more reliable, to work with multiple-item measures of 
international diversification, as compared to single item measures (Reuber and Fischer, 1997).  

In this research a multi-item measure was used taking both scope and scale into 
account. First the scope of the international diversification was assessed for each firm. This 
was managed by assigning different scores to firms depending on which markets they served. 
For example, firms that offered their products only to the Norwegian market received the 
score 1, while the score 4 was assigned to firms offering their product to markets beyond 
Europe. Thereafter the scope assessment was multiplied with the ratio of foreign sales to total 
sales as provided by each firm. Among the surveyed firms, the export share was 28 percent on 
average. Six percent of the respondents had diversified their operations only into the 
neighboring Norwegian market. These firms had an export share of 30 percent. 15 percent of 
the respondents offered their products to the Nordic countries (including Norway). These 
firms had an average export share of 21 percent. The third group of firms, 37 percent of the 
total number, offered their products to various countries in Europe (including the Nordic 
countries). These firms had an export share of 25 percent on average. The last category of 
firms was those that were most heavily involved in international diversification selling their 
products not only within Europe but also past the European borders. This category accounted 
for 42 percent of the total number of firms and had an average export share of 34 percent. 
With the dependent variable being measured on the ratio scale, the preferred analysis method 
was multiple linear regression analysis. The analysis was conducted in accordance with Hair 
et al. (1998) using SPSS.  
 
3.2.2 Independent variables 
Nine independent variables were used in this study in order to explain international 
diversification. Four of these variables were cognitive in nature, i.e. attitude toward 
international involvement and perceived knowledge, while the remainders were demographic 
in nature.   

Numerous studies conclude that the individual top leader’s attitude toward 
internationalization is of potential importance in explaining a firm’s international conduct 
(Korhonen, Luostarinen, and Welch, 1996; Bonaccorsi, 1993; and Mtigwe, 2005). Others 
have found that the attitudes held among a firm’s management explain firm growth in general 
(Child, 1974). Here attitude towards international involvement is measured using an index 
variable accounting for both attitudes towards current and future international involvement of 
the firm. To include attitude towards future involvement is fully in line with Carpenter, 
Geletkanycz, and Sander (2004) who argue that managers are not a product of their past. 
Instead, asking individuals’ about their attitude towards the future of their firms reveal future 
desires and ambitions. This logic is also applicable for the market knowledge variable called 
future customer certainty discussed below. Attitude was measured on a 6-grade Likert scale.  

Three variables measured market knowledge as perceived by the top leader: 
competitor certainty (Pehrsson, 2004a; Pehrsson 2004b), current customer certainty, and 
future customer certainty (Devine, 2010). A multi-item measure, representing five individual 
variables, was created for competitor certainty. Current and future customer certainty was not 
recoded, due to the interest in being able to separate between the impacts of these two 
measures. To what extent is current customer certainty relevant in explaining international 
diversification as compared to perceived certainty about future customers? The competitors 
referred to were those found in the firms most important foreign market, while the customers 
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in focus were customers located in foreign markets in general. The data was collected using a 
6-grade Likert scale.  

The top leader’s highest educational background was included in accordance 
with research suggesting that higher education leads to increased awareness of international 
issues (Hitt et al., 2006) and international involvement (Leonidou and Katsikeas, 1996). More 
precisely, when the top managers of a firm have higher educations, the more likely it is that 
the firm is involved in international diversification. Formal education has often been used as a 
substitute for knowledge and skills (Hambrick and Mason, 1984) and is considered a 
demographic variable with impact on a firm’s strategic choice (Hambrick, 1989). Fernandez-
Ortiz and Lombardo (2009) however conclude that educational background does not seem to 
impact international diversification among SMEs. Educational background was measured in 
terms of highest education and included options ranging from primary school to university 
degree. 52 percent of the respondents had studied at a university, while 10 percent had not 
attended high school.  

The age of a firm’s top leaders has been hypothesized to explain international 
diversification. That is, the lower the average age of the individuals managing the firm, the 
more likely it is that the firm is involved in international diversification. This can be explained 
by the understanding the younger individuals take greater risks, while older people play it safe 
(Hitt et al., 2006). In their study of CEOs characteristics onto strategy formulation in SMEs, 
Karami, Analoui, and Kakabadse (2006) found that there was no correlation between age and 
strategy formulation. However their research confirms that younger managers tend to have an 
effect on firms in choosing risky internationalization strategies, while older managers play it 
safer. Child (1974) found that management age impacts firm growth, or more explicitly that 
younger managers have a positive impact on firm growth, e.g. through international 
diversification. Hambrick and Mason (1984) and Hambrick (1989) also mention management 
age to be of importance when explaining firm behavior. Here the age of the top leaders were 
measured in years. The top leaders’ age ranged from 20 to 70 years with an average of 48 
years.  

The personal experience of the firms’ top leaders from living and working 
abroad was also accounted for. Existing research has reported a positive association between 
the international experience of the TMT members and the firm being involved in international 
diversification. This can be explained by that increased international exposure result in 
uncertainty reduction or even eliminated. Also, a person that spends time abroad might 
establish relationships that can play a vital role in the internationalization process (Hitt et al., 
2006). Ruzzier et al., (2007) argue that a firm’s degree of internationalization is affected by 
how much time the key decision maker has lived abroad, worked abroad or travelled abroad. 
This is because international experience helps people understand and value foreign cultures. 
Carpenter and Fredrickson (2001) argue that the life experience of top executives can be 
assumed to impact a firm’s behavior. Barkema and Shvyrkov write that “Top managers with 
international experience are likely to have a richer and more accurate cognitive map of 
foreign conditions in comparison to managers with less international experience.” (Barkema 
and Shvyrkov, 2007, pp. 672).  20 percent of the top leaders had experience from living 
abroad for more than three months, while 27 percent had experience from working abroad for 
more than three months. 41 percent of the top leaders that had worked abroad for more than 
three months had not lived abroad for more than three months. In total, 32 percent of the 
surveyed top leaders had either lived or worked abroad for more than three months. Foreign 
experience of the top leader was measured on a nominal scale.  

The final independent variable was gender. Many researchers have argued for 
the inclusion of various socioeconomic background variables such as gender (Carpenter, 
Geletkanycz, and Sander, 2004), religion, country of origin, and firm ownership (Hambrick 
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and Mason, 1984) in explaining strategic choice. In this study, focusing on a homogeneous 
group of SMEs from Sweden, gender appeared to be the only applicable socioeconomic 
background variable. 13 percent of the respondents were women.  

Clearly there are many other variables that potentially could have been included 
in this research. Among the more interesting ones are willingness to take risk (Gupta, 1984), 
tenure (Barkema and Shvyrkov, 2007), locus of control (Boone, De Brabander, and Van 
Witteloostuijn. 1996) and personality variables (Hambrick, 1989; Carpenter, Geletkanycz, 
and Sander, 2004; Boone, De Brabander, and Van Witteloostuijn. 1996)  
 
3.2.3 Control variables 
Three firm effects were controlled for in this study, namely firm age; ownership structure; and 
firm size. Some researchers have found that organizational age has a positive association with 
international diversification (Hitt et al., 2006) possibly due to establishment of networks and 
routines. Others argue that younger firms are more flexible and as a result can more 
efficiently take advantage of market niches (Simsek et al., 2005). Here organizational age was 
coded into the three categories of young (coded 3), medium (coded 2), and old (coded 1). 29 
percent of the firms were founded between 2000 and 2008, 61 percent were founded between 
1946 and 1999, while the remainder was founded in 1945 or earlier.  

Existing research demonstrate a positive association between firm size and 
international diversification (Hitt et al., 2006). With an increase in firm size there is an 
increase in resources and organizational slack (Simsek et al., 2005), which can have a positive 
impact on international diversification. However, while smaller firms might have their hands 
tied as related to control over resources, they are often characterized to have a low degree of 
bureaucracy. And since low degree of bureaucracy has been found to have a positive impact 
on growth, e.g. through international diversification, (Child, 1974) it could be argued that firm 
size has a reverse impact on international diversification. In their study of internationalization 
among SMEs, Reuber and Fischer (1997) found that size had no impact on degree of 
internationalization. They concluded that such a lack of impact might be particularly 
pronounced among SMEs originating from countries with small domestic markets, e.g. 
Sweden. Here firms are categorized as micro; small; and medium-sized based on number of 
employees (European Commission, 2008). Among the surveyed firms, 33 percent were micro 
sized firms; 50 percent were small; and 17 percent were medium sized.  

Compared to firm age and size, ownership variables have been given less 
attention (Hitt, et al., 2006), though found to be important. In accordance with the definition 
of SMEs (European Commission, 2008) it was decided to use 25 percent as the cut-off in 
creation of the dummy variable. Thus, firms that were independently owned, i.e. owned to 
less than 25 percent by someone else, were coded “1” while firms owned to 25 percent or 
more by someone else was coded “0”. 55 percent of the firms were independently owned.  
 

4. Results 
 

4.1 Impact of top leader on international diversification 
In accordance with the purpose of this research, the extent to which the characteristics, i.e. 
demographics, attitude and perception, of the individual leader of a SME impact the firm’s 
international diversification was assessed. The result of this assessment is presented in Table 
1. For the correlation matrix see the Appendix. From Table 1 it is clear that attitude towards 
international involvement has a strong positive impact on the choice of international 
diversification, see Model 2. Model 2 is accepted on the 0.1 percent level and has an overall 
explanatory power of close to 33 percent. Market knowledge as measured in terms of 
perceived certainty about current customers abroad also has a significant positive impact on 
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international diversification (Model 4). Model 4 is accepted in the 1 percent level and 
manages to explain 12 percent of the variance in the dependent variable. The individual 
leader’s personal experience of living abroad (Model 8) as well as working abroad (Model 9) 
also have a positive impact on the choice of international diversification. Both of these 
models are significant on the 1 percent level and have adjusted R2 values of 12 and 13 percent 
respectively.  

In addition, foreign market knowledge measured in terms of competitor 
certainty (Model 3) and future customer certainty (Model 5) appear to have no significant 
impact on international diversification. The top leader’s educational level (Model 6), age 
(Model 7) and gender (Model 10) also failed to explain international diversification.  

Among the control variables only firm size appears to impact international 
diversification. More explicitly, with an increase in firm size there is an increased chance that 
the firm is involved in international diversification, or as a firm grows the more likely it is to 
be involved in international diversification. The age and ownership of the firm do not seem to 
impact international diversification among SMEs.  

In total, four of the nine sub-hypotheses were accepted. Of these four, two 
confirmed that cognitive measures originating with the top leader of a firm directly impact the 
firm’s international diversification. However, two of the accepted sub-hypotheses confirmed 
that demographic measures also have a direct impact on international diversification.  
  
Table 1: The impact of top leaders on international diversification.  The analysis method used is multiple linear 
regression. The dependent variable is international diversification.   

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 Model 9 Model 10 Model 11
Control All 

Intercept  -47.481  -137.750***  -65.295  -80.206  -47.290  -45.366  -34.210  -44.142  -44.030  -42.860  -136.336*
(53.202) (49.187) (54.565) (56.545) (59.865) (54.585) (71.167) (52.620) (52.357) (56.218) (73.162)

Control variables
Firm size 43.930*** 28.451*** 40.763*** 39.112*** 40.695*** 42.155*** 43.142*** 40.592*** 40.964*** 44.124*** 28.439**

(12.446) (11.154) (12.608) (12.754) (13.412) (13.038) (12.705) (12.436) (12.342) (12.529) (12.396)
Firm age 2.351 6.263 1.474 2.051 1.714 2.107 2.746 2.128  -0.544 2.539 6.668

(14.432) (12.496) (14.383) (14.547) (15.351) (14.960) (14.828) (14.459) (14.473) (14.521) (13.813)
Ownership structure 16.520 20.512 18.894 19.236 13.954 14.907 15.969 13.827 15.143 16.617 21.043

(16.615) (14.508) (16.633) (16.823) (17.515) (17.177) (16.872) (16.549) (16.439) (16.701) (16.062)
Independent variables
H2: Attitude towards international 30.248**** 30.898****
involvement (5.219) (6.090)
H2: Market knowledge competitor 7.839  -4.821
certainty (5.773) (7.441)
H2: Market knowledge current 13.439** 8.753
customer certainty (5.804) (6.729)
H2: Market knowledge future 4.583  -3.456
customer certainty (6.840) (7.472)
H1: Educational level 8.744  -7.469

(17.076) (15.758)
H1: Age  -0.232  -0.331

(0.828) (0.842)
H1: Experience from living abroad 40.590** 21.543

(20.117) (24.436)
H1: Experience from working abroad 40.526** 18.177

(18.078) (21.088)
H1: Gender  -6.419 0.568

(24.127) (22.678)
R2 0.127 0.356 0.144 0.159 0.109 0.121 0.123 0.160 0.168 0.128 0.394
Adjusted R2 0.100 0.328 0.108 0.122 0.069 0.083 0.085 0.123 0.132 0.091 0.302
Std. Error of the Estimates 80.434 69.513 80.075 79.629 82.200 81.579 81.219 79.514 79.121 80.835 71.418
F-value 4.578*** 12.719**** 3.925*** 4.259*** 2.721** 3.146** 3.228** 4.365*** 4.637*** 3.417** 4.287****
Degrees of freedom (df) Regression 3 4 4 4 4 4 4 4 4 4 12
*p <0.10; **p <0.05; ***p <0.01; ****p <0.001, N= 98
S.E. (standard variation) is presented within parenthesis for each of the independent variables.  
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5. Conclusions 
 

5.1 Conclusions and discussion 
The purpose of this paper is to explain the importance of top leaders on international 
diversification among SMEs. The top leader’s characteristics included perceptual, attitudinal 
and demographic variables while international diversification accounted for both scope and 
scale of internationalization. The main contribution lies in the inclusive grasp of including 
both cognitive and demographic characteristics of the top leader in explaining international 
diversification among SMEs.  

From the results it is clear that both demographics and cognitive measures 
originating from the top leaders impact international diversification among SMEs. In 
particular, the top leader’s attitude towards current and future international involvement of the 
firm was found to have a strong positive impact on international diversification. This is fully 
in line with previous studies and only strengthens the understanding that it is imperative not to 
overlook the individuals behind the making of strategic choices. One explanation as to why 
the top leader’s attitude has such an impact on strategic choices, might be the high degree of 
managerial discretion assumed to exist given the contextual setting of this research. For 
example, 73 percent of the top leaders of the surveyed firms were also part owners of these 
firms which further suggest a high degree of discretion. Thus, it appears that if a certain level 
of managerial discretion can be assumed, the attitude of the top leader of the firm seems to 
explain international diversification, where a positive attitude leads to a higher degree of 
international diversification. 

In addition, the top leader’s perceived knowledge of current customers abroad 
also had a direct positive impact on international diversification. Interestingly, knowledge 
about the future, i.e. potential, customers abroad does not appear to impact international 
diversification. One interpretation is that these comparably small firms act in an opportunistic 
fashion, and make strategic choices without much market intelligence. Another potential 
interpretation is that the firms themselves gain comparably little market knowledge as related 
to their potential customers abroad despite the fact that their products are sold abroad. That 
might be the case for firms that sell through a domestically based intermediary such as in the 
case of indirect export. Of the firms involved in this study, 19 percent preferred indirect 
export over direct export, and additionally nine percent were equally involved in indirect and 
direct export.  

The personal experience of the top leader gained from living and working 
abroad appear, in line with existing research, relevant to consider in research focused on 
international diversification. With an increase in such personal experience the firm’s degree of 
international diversification increases. From this study it is not possible to establish if it is 
reduction of uncertainty in general; establishment of new contacts; or an increased 
understanding of foreign culture, or some entirely different aspect gained from spending time 
abroad that impact international diversification. Another option is that individuals that seek 
the opportunity to live and work abroad might be more curious, restless, and/or risk-taking as 
compared to those that lack suck experience. Thus, a certain personality might be more 
interested in gaining personal international experience and this might coincide with such an 
individual’s interest in conducting business abroad. In sum, it appears that there is room for 
more research to consider this.  

Also, the larger the SME the more likely it appears to be involved in a high 
degree of international diversification. This result is in line with existing research stating that 
firm size matters in internationalization. Finally, a short note on why the educational level of 
the top leaders did not seem to impact the firms’ international diversification. As education 
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can been argued to not foster innovative ideas and risk-taking per se it is interesting to note 
that education cannot explain the highly risky choice of being internationally involved.  
 
5.2 Limitations and further research 
Even though the result of this study suggests that the top leaders’ attitude, market knowledge, 
and personal foreign experience impact international diversification, further studies are 
needed in order to actually secure such a claim. The generalization of the result of this study 
is restricted due to the fact that all empirical data originated from within one industry, the 
furniture industry, and only Swedish furniture producers were considered. In addition, the 
number of respondents was low, placing restrictions on the research quality. Since only 
characteristics of one top leader from each firm was considered, future studies should in 
addition to this top leader also include other individuals constituting the corporate elite. Thus, 
the hypotheses presented in this study would benefit from being tested further in another 
contextual setting. And due to the quantitative approach taken some questions remain 
unanswered. Therefore it would be beneficial to compliment this research with qualitative 
and/ or longitudinal studies. 

Also, considering the relationship between the demographic variables and the 
firm’s behavior it should be interesting to build upon the intervening process theory in that 
demographics are treated as antecedents to both the subjective constructs and the firm 
outcome (Lawrence, 1997). 

Another seemingly fruitful, though challenging, undertaking would be to build 
and test a dynamic model (Lawrence, 1997) which incorporates individual leaders; strategic 
choices; and firm outcome. Such a model should be interesting considering that individual 
decision makers both form the context and are formed by the context. Or as Carpenter, 
Geletkanycz, and Sanders put it: “the context in which executives operate is both a result and 
a major determinant of executive composition” (Carpenter, Geletkanycz, and Sanders, 2004, 
pp. 773). To make the picture even more complex, firm leaders are described to react to 
changes in the environment in a dynamic and active way (Child, 1975). An assortment of 
resources are required as input to such a change process, while the process itself generate 
more resources, e.g. market knowledge, experience, financial resources. In Child’s (1974) 
study, growth is the consequence and cause of the organizational context, which here 
encompasses the individual leaders. Thus, there appears to be substantial support for the need 
of placing the context and strategic choices in one shared dynamic loop.  

Finally, it should be valuable to investigate to what extent attitude has an 
indirect impact on organizational behavior through intentions using the theory of planned 
behavior. Priem, Lyon, and Dess (1999) push for the importance of measuring intensions- as 
they see a danger in assuming that a particular outcome in fact is the result of a choice. Also 
Sommer (2010) advocate for the importance of bringing intentions into the picture, as 
intentions bridges attitudes and behavior. Though a promising area, few studies appear to 
include intentions into the strategic decision-making picture. Particularly within SME 
internationalization should this be an interesting approach in order to shed further light onto 
the impact individuals have on firm behavior. Such an approach might be fruitful on the 
individual key decision maker level, but also on top management teams. 
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Appendix 
 

Appendix/Table 1 displays the correlation matrix. 
Appendix/Table 1: Correlation matrix and descriptive statistics for the 9 independent variables and 3 control 
variables used for explaining the variance of the dependent variable International diversification). 

Mean S.D 1 2 3 4 5 6 7 8 9 10 11 12
Variables
Firm size 2.85 0.694 -
Firm age 1.82 0.598  -0.292** -
Ownership structure 0.55 0.500  -0.111  -0.106 -
Attitude towards international involvement 4.15 1.413 0.262**  -0.120  -0.082 -
Market knowledge competitor certainty 3.46 1.446 0.192 0.001  -0.131 0.369** -
Market knowledge current customer certainty 3.39 1.431 0.103  -0.008  -0.123 0.258* 0.459** -
Market knowledge future customer certainty 2.57 1.249 0.044  -0.024 0.037 0.059 0.393** 0.463** -
Educational level 0.53 0.502 0.149 0.074 0.055 0.159 0.068 0.028 0.000 -
Age (individual level) 48.13 10.106  -0.100  -0.066 0.035 0.025 0.158 0.146 0.081  -0.171 -
Experience from living abroad 0.21 0.407 0.107  -0.004 0.044 0.096 0.253* 0.196 0.279** 0.122  -0.243* -
Experience from working abroad 0.28 0.451 0.063 0.090  -0.001 0.134 0.181 0.180 0.327** 0.077  -0.104 0.593** -
Gender 0.87 0.341 0.044 0.031 0.010  -0.098  -0.084 0.044 0.136 0.024  -0.115 0.126 0.042 -
N = 98, *p<0.05, **p<0.01 (2-tailed)  
 
 
 
 


