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This study investigates the impact of internationalization on innovation performance
through the mediating roles of market orientation and entrepreneurial orientation in
small and medium-sized enterprises (SMEs) in Isfahan Province, Iran. The research is
applied in purpose and descriptive-survey in nature. The statistical population
comprised 80 SME units in Isfahan Province, with a sample of 66 managers selected
through purposive sampling based on Cochran's formula. Data analysis was conducted
using SEM-PLS to simultaneously examine relationships between variables and
validate the proposed model. Findings revealed that while the degree of
internationalization had no direct significant effect on innovation performance
(t=1.26, f=0.869), this relationship was confirmed through two indirect pathways with
full mediation by market orientation (t=2.88, f=0.846) and entrepreneurial orientation
(t=2.24, p=0.686). Furthermore, market orientation (=0.933) and entrepreneurial
orientation ($=0.886) had direct positive and significant effects on innovation
performance. The R? value for innovation performance was 0.89, indicating strong
model fit. Results demonstrate that in Isfahan Province SMEs, internationalization
alone cannot enhance innovation; rather, such impact requires strengthening market-
oriented culture (customer orientation, competitor orientation, and inter-functional
coordination) and entrepreneurial spirit (risk-taking, proactiveness, and competitive
aggressiveness) within organizations. The findings, contextualized within Iran's
specific economic conditions—sanctions, currency fluctuations, and limited access to
target markets—provide valuable guidance for managers and policymakers seeking to
improve innovation performance through international activities.
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Extended Abstract
Introduction

Small and Medium-sized Enterprises (SMEs) are recognized as engines of economic growth and
development in many countries (Bruque & Moyano, 2007). These enterprises play a vital role in
national economies by creating employment opportunities, increasing GDP, and enhancing
competitiveness (Abdul-Halim et al., 2019). In Iran, over 90% of industrial units are SMEs (ISNA,
2025), contributing 44% of employment, 22% of investment, and 34% of the countries value-
added. Isfahan Province, with over 70 industrial towns and districts, stands as Iran's most active
industrial province, housing more than 9,000 small and medium industrial units that significantly
contribute to GDP, employment, and non-oil exports.

In today's global markets characterized by intense competition and rapid change, innovation
has become a key factor for organizational survival and success (Zahra & George, 2002). Research
indicates that innovative firms enjoy higher productivity, growth rates, and profitability compared
to less innovative competitors (Roper & Hewitt-Dundas, 1998). According to the Global
Entrepreneurship Monitor (GEM, 2017), entrepreneurship and innovation are recognized as
primary drivers of employment creation and economic growth. Factors such as government
support and policies, R&D, and business complexity influence entrepreneurship and
competitiveness.

The acceleration of globalization in recent decades has driven SMEs toward
internationalization—defined as the process through which a company moves from domestic
market operations to international markets (Buckley & Ghauri, 1999). Despite benefits including
access to new markets, acquisition of new knowledge and skills, and economies of scale,
internationalization presents significant challenges for SMEs (Genc et al., 2019). These firms often
lack sufficient financial, human, and knowledge resources for effective international competition,
facing considerable risks and costs (Rosenbusch et al., 2011).

Literature review reveals that the relationship between internationalization and innovation
performance is complex and somewhat ambiguous. Some studies indicate positive direct effects
(Love & Ganotakis, 2013; Blind & Jungmittag, 2004), while others suggest this relationship is
primarily explained through mediating variables such as market orientation and entrepreneurial
orientation (Genc et al., 2019; Gunawan et al., 2023). Market orientation, emphasizing customer
orientation, competitor orientation, and inter-functional coordination (Narver & Slater, 1990), can
serve as a bridge between international activities and innovation, enabling internationally-oriented
firms to create innovative products and processes through deeper understanding of customer needs
and competitor actions (Keskin, 2019; Tan & Liu, 2014).

Similarly, entrepreneurial orientation—encompassing risk-taking, proactiveness, and
competitive aggressiveness (Miller, 1983)—can facilitate leveraging international opportunities
for innovation enhancement (Rauch et al., 2009; Urban, 2017). However, few studies have
simultaneously examined the mediating roles of both market orientation and entrepreneurial
orientation in the relationship between internationalization degree and innovation performance,
particularly in Iranian SMEs.
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Domestically, valuable research has examined market orientation's role in SME performance and
innovation. Abbasi (2024) demonstrated that market orientation affects SME performance both
directly and through organizational innovation mediation. Abbasi et al. (2018) confirmed positive
relationships between market-oriented culture and export performance in Zanjan Province
manufacturing firms. Garousi and Zamani (2015) highlighted the impact of market orientation and
management innovation on firm performance through technological innovation mediation. Despite
these studies, a significant theoretical and empirical gap exists in domestic literature, as no study
has simultaneously investigated the mediating roles of both market orientation and entrepreneurial
orientation in the relationship between internationalization degree and innovation performance,
particularly in Isfahan Province SMEs.

The present study addresses this gap by examining whether internationalization degree affects
innovation performance and whether this relationship is explained through market orientation and
entrepreneurial orientation variables.

Methods

This research is applied in purpose and descriptive-survey in methodology. Library research was
employed for literature and background information gathering. Standardized questionnaires were
used for primary data collection to test research hypotheses.

The statistical population comprised 80 SME units in Isfahan Province that exported at least
one product to a foreign country or had presence in an export destination market. The sample
included 66 managing directors, founders, owners, export sales managers/international marketing
managers, and board members, determined using Cochran's formula and Morgan's table. Purposive
and judgmental sampling was employed due to limited access to senior managers (business
constraints or industrial limitations).

Questionnaire validity was assessed through expert opinions. Reliability was confirmed via
pilot testing (n=15) using Cronbach's alpha, with all values exceeding 0.7 (Table 2). Variables and
dimensions were operationalized based on established literature: Internationalization degree (Ren
et al., 2015; Hurtado-Torres et al., 2018; Sullivan, 1994) encompassing international
performance/intensity, human capital/experience, structure, and attitude/orientation; Market
orientation (Narver & Slater, 1990; Baker & Sinkula, 2009; Deshpand¢ & Farley, 1998) with
customer orientation, competitor orientation, and inter-functional coordination dimensions;
Entrepreneurial orientation (Hughes & Morgan, 2007; Baker & Sinkula, 2009) comprising risk-
taking, innovativeness, proactiveness, competitive aggressiveness, and autonomy; Innovation
performance (Hagedoorn & Cloodt, 2003; Hurtado-Torres et al., 2018; Ren et al., 2015)
encompassing innovation inputs, processes/structures, creative culture, and innovation outputs.

Data analysis employed Partial Least Squares Structural Equation Modeling (PLS-SEM).
Following data analysis algorithms, assessment proceeded in three stages: 1) Measurement model
fit through reliability and validity criteria, 2) Structural model fit examining relationships between
latent variables, and 3) Overall model fit (Dawari & Rezazadeh, 2013).
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Findings and Argument

The results revealed that although the degree of internationalization did not have a direct and
significant effect on innovation performance (t=1.26, f=0.869), this relationship was confirmed
through two indirect pathways with full mediation by market orientation (t=2.88, f=0.846) and
entrepreneurial orientation (t=2.24, $=0.686). Furthermore, market orientation ($=0.933) and
entrepreneurial orientation (f=0.886) had direct positive and significant effects on innovation
performance. The coefficient of determination (R?) for the innovation performance variable was
0.89, indicating a strong fit for the structural model. The Goodness of Fit (GoF) index was 0.615,
confirming the overall robustness of the research model.

Theoretical Contributions: This study makes several important contributions to the existing
literature. First, contrary to many previous studies that merely examined the direct effect of
internationalization on innovation, this research simultaneously investigates the mediating roles of
both market orientation and entrepreneurial orientation, drawing inspiration from the Genc et al.
(2019) model and leveraging domestic research findings. Second, by providing empirical evidence
from an emerging economy—specifically Iran—and focusing on SMEs in Isfahan Province as one
of the country's major industrial hubs, this study enriches the literature on developing markets,
which has received limited attention from researchers. Third, considering Iran's specific economic
conditions, including sanctions, exchange rate fluctuations, and limited access to target markets,
the findings offer valuable guidelines for managers and policymakers in improving innovation
performance through international activities.

Practical Implications: The findings indicate that managers and owners of SMEs in Isfahan
Province should view internationalization not merely as a method for expanding sales but as a tool
for organizational learning and enhancing innovative capabilities. To achieve superior innovation
performance, companies need to respond to customer demands and embrace greater risk-taking in
exploiting market opportunities. Managers should develop clear strategies that make their
organizations more responsive to market demands and competitor actions. They must effectively
communicate the global vision and promote a market-oriented culture throughout the organization.
Additionally, managers need to train and motivate employees to embrace risk, be receptive to new
ideas, and take initiative in identifying and exploiting new opportunities. Specifically, employees
who interact with international customers play a crucial role in understanding diverse customer
needs and taking entrepreneurial steps when necessary.

Policy Recommendations: For policymakers, it is recommended to provide financial and
advisory support for establishing market-oriented culture in export-oriented SMEs. Furthermore,
reducing administrative and tariff barriers for companies that simultaneously focus on developing
market orientation and entrepreneurship would facilitate the transformation of internationalization
benefits into innovation outcomes.

Originality/Value: This research addresses a significant theoretical and empirical gap in the
literature by simultaneously examining the mediating roles of both market orientation and
entrepreneurial orientation in the relationship between the degree of internationalization and
innovation performance, particularly in the context of Iranian SMEs. The findings demonstrate
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that in Isfahan Province, internationalization alone cannot lead to innovation enhancement; rather,
this effect requires strengthening market-oriented culture (customer orientation, competitor
orientation, and inter-functional coordination) and entrepreneurial spirit (risk-taking,
proactiveness, and competitive aggressiveness) within organizations. The study reveals that
market orientation has a stronger mediating effect (f=0.907) compared to entrepreneurial
orientation (f=0.775), which can be attributed to the specific conditions of Isfahan Province, where
SMEs operating primarily in metal, textile, and food industries require a deep understanding of
international customers and competitors to adapt products to global standards. The VAF (Variance
Accounted For) indices of 0.493 and 0.441 for market orientation and entrepreneurial orientation,
respectively, confirm the mediating roles of these variables.

Limitations and Future Research: This study has several limitations. Given its focus on SMEs
in Isfahan Province, the generalizability of findings to other provinces should be undertaken with
caution. Future research could conduct comparative studies across different industrial provinces
in Iran to better understand the role of regional and contextual factors in the internationalization-
innovation relationship. Additionally, qualitative case study research on successful SMEs in
Isfahan Province could provide valuable insights into how organizations effectively leverage
market orientation and entrepreneurial orientation to enhance innovation performance. Future
studies could also explore other mediating variables such as networking capabilities, learning
orientation, and knowledge acquisition capabilities, as well as moderating factors including
domestic/international competition intensity.

Conclusions

Findings from this study on Isfahan Province enterprises—one of Iran's most important industrial
hubs—reveal that SME managers and owners should view internationalization not merely as a
sales expansion method but as a tool for organizational learning and enhanced innovative
capabilities. Results demonstrate that in [sfahan Province SMEs, contrary to common assumptions,
internationalization alone cannot increase innovation; rather, this effect is achieved through two
mediating pathways: market orientation and entrepreneurial orientation. This finding gains
particular significance given Iran's specific economic conditions, including international sanctions
and limited access to target markets. SMEs in this province require developing market-oriented
culture and strengthening entrepreneurial spirit among managers and employees to effectively
leverage learning benefits from international activities.
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