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Abstract. International expansion provides significant opportunities for 
SMEs (Small and Medium Enterprises) to improve competitiveness and 
expand markets. However, its implementation often faces challenges such 
as complex financial risks such as currency fluctuations, regulatory 
differences between countries, and global economic uncertainty. 
Unpreparedness in managing these risks can result in losses that threaten 
business continuity in expanding the market. This study aims to identify 
effective financial risk management strategies used by SMEs in the context 
of international expansion. Using the systematic literature review (SLR) 
method, this study synthesized relevant literature to answer questions 
regarding best practices, challenges, and knowledge gaps in financial risk 
mitigation strategies among SMEs. The study analysis focused on Scopus 
and Web of Science journal articles published in 2014-2024. The results 
provide insights into effective strategies in mitigating financial risks, as well 
as identifying factors that influence their successful implementation. The 
findings are expected to provide guidance for SMEs in devising more 
resilient financial strategies in the face of financial risks in the global market. 
Keywords. financial risk management, SMEs, financial strategy, SLR 

 

1 Introduction 
Small Medium Enterprises contribute greatly to the economic growth and employment of a 
country, therefore SMEs have an important role in the global market. The involvement of 
SMEs in international markets is driven by globalization, technological advances, and the 
need to face increasingly fierce competition.  

According to research by the McKinsey Global Institute, Micro, Small and Medium 
Enterprises (MSMEs) play an important role in the global economy, especially in the creation 
of added value and employment in various countries. In Portugal, Israel, Indonesia, Italy, and 
Kenya, MSMEs contribute more than 60% of value added, while in the United States, 
Nigeria, and India the contribution is less than 40%. In addition, MSMEs are also significant 
employment providers, accounting for about 40% of total employment and 70% in the 
business sector that includes industries outside of agriculture, government and finance. In 
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Kenya, MSMEs even account for up to 96% of employment in the business sector and half 
of all employment. 

 

 
 

Fig. 1. The role of MSMEs in value-added creation and employment in various countries 
Source: [1] 

 
SMEs promote economic resilience and diversity by dominating specialized markets such 

as producing high-quality goods and services, thus meeting specific consumer needs [2] [3]. 
In accessing the global market, SMEs utilize e-commerce and reduce barriers to trade 
activities, thereby increasing their operational capabilities [4]. Successful internationalized 
business activities also involve strategic partnerships and alliances to enhance innovation and 
market reach [5]. Unfortunately, despite their potential, SMEs also face challenges such as 
fierce competition and limited resources such as finance that can be risky for the SMEs 
themselves, requiring adaptive strategies to expand internationally [6].  

Financial risk is a significant challenge faced by SMEs in operating and sustaining their 
businesses. These financial risks include currency fluctuations, credit risk, and liquidity risk, 
each of which presents challenges and requires careful management. Currency fluctuations 
make SMEs involved in international trade particularly vulnerable to exchange rate volatility 
that can affect pricing and profit margins [6]. Meanwhile, the credit risk experienced by 
SMEs is much higher compared to the credit risk experienced by larger companies. This is 
evidenced by a greater likelihood of default and a smaller share of investment-grade loans 
[7]. The complexity of inter-firm relationships can exacerbate credit risk and may increase 
the probability of default [8]. In addition, SMEs often experience difficulties in liquidity 
management which can be exacerbated by operational inefficiencies and limited access to 
financing options, requiring effective cash management practices to mitigate liquidity risk 
and ensure business continuity [9]. 

When entering the global market, SMEs are also faced with high compliance costs and 
challenges in navigating the complexity of financial regulations across countries. SMEs often 
face difficulties in navigating the complexity of financial regulations across countries, 
leading to high compliance costs and limited resources [10]. The lack of regulatory 
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standardization across jurisdictions creates confusion and increases the risk of non-
compliance, which can lead to legal sanctions and become a barrier to international expansion 
[10]. International payment risks, including outstanding receivables and transaction 
exposures, are increasing in the context of global trade, especially for SMEs with limited risk 
management frameworks  [11]. Cultural factors also affect how SMEs perceive and manage 
these risks, with some companies lacking a strong internal risk management culture [11]. 
Despite these challenges, there are a number of SMEs that have successfully overcome them 
by adopting innovative risk management strategies and capitalizing on their unique strengths, 
suggesting that effective management can mitigate the risks associated with international 
expansion [12]. 

The development of research on financial strategies for SMEs to enter international 
markets has also experienced a significant increase in the last few decades. In research on 
Canadian SMEs, SMEs in relation to financial risk management strategies in international 
markets have not been able to compete significantly [13]. In addition, there is no 
internationalization strategy that is considered effective to overcome this. Factors causing the 
inability of SMEs to survive in international markets include limited access to capital, 
exchange rate risk, regulatory uncertainty between countries, and asymmetric information 
[14] [15]. To answer these challenges, developed several metrics for measuring the 
internationalization performance of MSMEs [16]. However, there is still a gap in the 
development of comprehensive performance indicators that consider aspects of financial 
sustainability in the long term. 

Research conducted by Mao et al tried to develop a theoretical framework that integrates 
resource orchestration, digital transformation, network capabilities, and risk management 
competencies [17]. Dosari & Fetais, also developed a risk management framework model 
that integrates operational risk assessment, financial risk monitoring, market risk evaluation, 
and strategic risk management [18]. However, according to Horn & Brem, it is necessary to 
further identify the development of a more holistic theoretical framework [19]. In addition, 
there is still a research gap in the effectiveness of the implementation of alternative financing 
models that SMEs can utilize in terms of entering international markets. Research conducted 
by Guerrero M., et al identified a lack of comparative studies analyzing the success of various 
alternative financing models across different economic and cultural contexts [20]. 

This research seeks to fill the existing gap by systematically reviewing the existing 
literature on financial risk management strategies implemented by SMEs during international 
expansion. In addition, this research will identify best practices, challenges, and gaps in 
current knowledge, as well as provide actionable insights for SMEs in effectively mitigating 
financial risks in the global market. 

2 Literature Review 

2.1 Overview of SME International Expansion 

In SME internationalization studies, there are two main approaches, namely the 
internationalization process theory [21], and the global-born concept [22] [23] [24]. Both 
view internationalization as a gradual process. Proponents of internationalization process 
theory argue that internationalization is slow and gradual, while the global-born literature 
suggests that many new firms internationalize soon after establishment. This view is based 
on the uniqueness and innovativeness of SMEs' products, which encourage them to venture 
into international markets [25] [26] [27] [28]. 

In particular, SMEs in countries with limited domestic markets need to expand into global 
markets earlier to achieve growth and economies of scale benefits [29] [30]. Firms from small 
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open economies in Europe, such as Sweden, have easier access to familiar and geographically 
close foreign markets [31]. In addition, SMEs benefit from low information, transportation, 
and adaptation costs [29] [22]. The Internet also accelerates internationalization by enabling 
industrial buyers to find sellers efficiently [32], especially for products that can specifically 
be more easily discovered [29]. In the context of digitalization, born-digital firms 
increasingly support rapid internationalization among SMEs [33]. 

In general, SMEs that have a small domestic market and choose to internationalize early, 
tend to develop the ability to make up for their resource limitations [34] [35]. State that small 
firms have the flexibility to adjust and reallocate resources to achieve effective product 
adaptation and innovation [36]. A growing body of evidence suggests that SMEs venturing 
into international markets acquire knowledge from a variety of unique markets [37] [38]. 
This knowledge requires firms to nimbly integrate various processes to develop strong 
capabilities [35] [39]. 

2.2 Enterprises Risk Management Framework 

An Enterprise Risk Management framework is essential for small and medium-sized 
enterprises (SMEs) to improve the quality of their financial risk management. This 
framework provides a structured approach to identifying, assessing, and mitigating risks so 
that it will improve the performance and financial stability of SMEs. According to Syrova & 
Spicka, ERM implementation in SMEs is significantly influenced by organizational culture 
and strategic risk management performance [40]. A strategic and standardized organizational 
culture will be able to increase the financial benefits felt by SMEs. This requires SMEs to 
focus on the need to develop their internal capabilities [41]. Complex frameworks are 
considered unsuitable for application in SMEs, so it is necessary to simplify the ERM process 
so that it can be adopted by SMEs effectively [42]. 

Despite the benefits offered in financial risk management in SMEs, ERM implementation 
also faces several challenges. The lack of resources owned by SMEs and the lack of expertise 
certainly hinder the implementation of this framework  [42]. In addition, according to Boom, 
(2020), empirical validation of some frameworks is also still not strong, thus affecting the 
quality of applying them practically [41]. Nonetheless, the development of ERM frameworks 
tailored to the organizational culture of SMEs will provide opportunities to improve their 
financial risk management capabilities. 

2.3 Risk Management Strategies 

Financial risk encompasses a wide range of challenges that a business faces, including market 
volatility, credit risk, liquidity issues and systemic risk. Effective risk management strategies 
are essential in mitigating the risks faced and ensuring stability and profitability. These 
strategies include hedging, diversification, and insurance [43] [44]. Hedging involves making 
decisions to limit the risk to an asset from future price changes [45]. This strategy is also 
undertaken to ensure financial resilience to market fluctuations [44]. Diversification is also a 
risk management strategy by spreading risk across different investments or business forms. 
This strategy is considered effective in international trade, where market and geopolitical 
risks are greater [43]. Another strategy that SMEs can employ is insurance, which provides 
a form of protection against unforeseen events, such as risks to climate change, conflict, and 
others [44]. While this strategy is effective, it will certainly increase the costs incurred by 
SMEs. Therefore, a balanced approach that integrates multiple risk management strategies is 
often required to effectively manage financial risks. 
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3 Research Methods 
This research uses a type of quantitative approach in the form of a Systematic Literature 
Review to help organize the literature systematically [46]. SLR is a method used to map the 
scientific literature in a field by identifying, evaluating, and synthesizing existing studies 
[47]. In addition, this method has the advantage of making it easier to understand studies, 
both quantitative and qualitative simultaneously. This method is suitable for this research 
because it allows comprehensive identification of financial risk management strategies, 
identifying existing gaps, and formulating new insights [48]. 

 
Fig. 2. The steps in the SLR method 
Source: [49] [50] 

3.1 Research Question 

Based on the phenomena and problems that exist, this research question can specifically 
become the basis for conducting a systematic review of relevant documents. 
RQ1: What financial risks affect SMEs the most during international expansion? 
RQ2: What financial risk management strategies can SMEs effectively implement during 
international expansion? 
RQ3: What are the challenges or barriers SMEs face in implementing financial risk 
management during international expansion? 
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3.2 Literature Search Strategy 

The databases used in this study are sourced from Web of Science and Scopus. Web of 
Science is considered a well-known indexer that indexes millions of quality articles 
worldwide [51]. Determining keywords that are relevant to the research topic is important to 
do in order to produce documents that match the research objectives [52]. This search strategy 
was carried out using the keywords (ALL=("financial risk" OR "financial risk management") 
AND ALL=("SME" OR "small and medium enterprises")). After searching the database 
using these keywords, the dataset obtained was then combined and duplicate data was 
removed. Several filters were applied to the database before exporting the dataset to facilitate 
the subsequent data extraction process. Only documents that use English are included in the 
result synthesis process. In addition, the documents used are only articles sourced from 
journals and are open access. The document criteria are detailed in Table 2. 

 

 
Fig. 3. The PRISMA flow diagram 
 

3.3 Inclusion and Exclusion Criteria 

The dataset is then selected based on inclusion and exclusion criteria in the form of the 
PCC Framework introduced by the Joanna Briggs Institute. The guidelines in the PCC 
Framework will facilitate the document selection strategy in accordance with the eligibility 
criteria and clear scope [53]. 
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Table 1. Inclusion and Exclusion Criteria Based on PCC Framework 

 
Criteria Inclusion Exclusion 

Population A study focusing on Small and Medium 
Enterprises in various industry sectors, 
especially with regard to international 
expansion efforts. 

Studies that only cover large 
companies or multinational 
corporations and do not specifically 
mention SMEs. 

Concept Studies that address financial risk 
management.  
Studies that focus on the methods or 
approaches SMEs use to mitigate 
financial risks such as foreign exchange-
related risks, credit risk, liquidity risk, 
and market risk. 

Studies that discuss risk management 
in general without focusing on 
financial aspects. 
Studies that address operational, 
environmental or other non-financial 
risks without relevance to financial 
aspects. 

Context Studies that focus on SMEs in the 
context of international expansion or 
cross-border trade include factors such 
as regulation, business environment, and 
global challenges faced by SMEs. 
Studies relevant to the global market 
context and international financial 
dynamics that SMEs face.  

Studies that only focus on the domestic 
market or do not mention the context 
of international expansion. 
Studies that focus on specific sectors 
or industries that are not relevant to the 
context of international expansion. 

 
Table 2. Additional Inclusion and Exclusion Criteria 

 
Criteria Inclusion Exclusion 

Document 
Type 

Publication in the form of peer-reviewed 
or finalized articles and reviews. 

Publications other than articles and 
reviews such as conference papers, 
books, editorials, and news articles. 

Publication 
Time 

Studies published in the last 10 years to 
maintain relevance to current practices 
and dynamics in international expansion 
of SMEs. 

The study, published more than 10 
years ago, is nothing but an important 
work that can provide insight. 

Language Publications written in English. Publications written in languages other 
than English. 

Access Publications that are open access Publications that are not fully 
accessible. 

 

4 Results and Discussion 

4.1 Financial risks that most affect SMEs during international expansion 

Small and Medium Enterprises (SMEs) play an important role in supporting the global 
economy and are one of the main drivers of employment, thereby reducing unemployment. 
However, as these businesses seek to expand internationally, there are various financial risks 
they face that can significantly impact their operations and sustainability. The main financial 
risks faced by SMEs in international expansion are credit and liquidity risks. This is 
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characterized by frequent difficulties for SMEs in accessing external finance such as limited 
access to credit, which hinders their ability to manage liquidity effectively and results in an 
increased risk of financial distress [54] [55]. The financial environment in international 
markets may also exacerbate liquidity problems, as SMEs are used to using domestic market 
credit evaluation standards. Therefore, SMEs will struggle with higher interest rates and 
internationally applicable credit evaluation standards [56]. 

Exchange rate and currency risks are also financial risks that SMEs often face during 
international expansion. SMEs that decide to operate in foreign markets will not be able to 
avoid exchange rate fluctuations. This will inevitably impact the SME's profitability and 
financial stability. This risk will particularly affect SMEs that rely on imports and exports as 
part of their business model [57]. In addition, market and economic risks are financial risks 
that SMEs often experience during expansion. International markets cause economic risks 
such as changes in market demand, regulatory environment, and economic conditions [57]. 
Therefore, SMEs must adapt to diverse economic conditions and involve significant financial 
outlays for market research and compliance with local regulations [56]. Not only are there 
financial risks that SMEs face during international expansion, but there are operational and 
management risks that can pose additional financial risks. SMEs face the complexity of 
managing cross-border operations, which requires maintaining an efficient supply chain and 
managing operational costs [54]. This is done so as not to burden additional financial 
resources. In addition, an effective risk management strategy including the appointment of a 
risk manager is essential to monitor these operational challenges [57]. 

4.2 Financial risk management strategies that SMEs can effectively implement 
during international expansion 

In the context of international expansion, SMEs face various financial challenges that can 
threaten the sustainability of their business such as exchange rate risk, market uncertainty, 
and financing constraints. Identified that the level of financial risk tends to increase during 
the internationalization process of SMEs, making effective risk management crucial [54]. 
Financial risk management that SMEs can effectively implement during international 
expansion consists of several strategies, namely: 

1. Implementation of ISO 31000 Standard as Risk Management Framework 
ISO 31000 certification is a key recommendation in managing SMEs' financial risks 
during international expansion. The standard helps SMEs identify, assess, and 
manage risks, including exchange rate fluctuations, logistics costs, and payment 
constraints from foreign trading partners. According to [58], lack of awareness of 
ISO 31000 hinders SMEs in optimizing their risk management. SMEs should be 
better prepared to face challenges in the global market with international certification 
[58]. 

2. Strengthening Innovation and Technology Capabilities 
Innovation is an important element in improving the competitiveness of SMEs. 
Research emphasizes that investment in information technology and innovative 
product development can reduce operational costs and strengthen financial risk 
management capabilities [59]. In addition, the application of blockchain technology 
for transparency in transactions with financial institutions has been shown to reduce 
credit risk and increase the trust of financial partners [60]. 

3. Working Capital and Liquidity Management Strategy 
The ability to manage working capital efficiently, such as monitoring debt ratios and 
receivables rotation, is key to detecting potential financial problems early. Identified 
that SMEs that understand basic aspects of finance, including liquidity and 
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profitability, are better able to survive in the long run [61]. These strategies also help 
SMEs manage the risk of cash flow instability during international expansion. 

4. Comprehensive Credit Risk Management 
Building strong relationships with financial institutions is an effective strategy to 
address credit risk. Ključnikov and Belás recommend SMEs to understand banks' 
credit evaluation criteria and ensure transparency in the financing process [56]. Using 
data from related companies through a data-driven approach can also help SMEs 
identify credit risk patterns and make better strategic decisions [62]. 

5. Strategy and Market Diversification 
Diversification is a strategic move to reduce the risks arising from dependence on a 
single market. Research advises SMEs to develop global supplier networks to 
mitigate the impact of local market instability by [63]. On the other hand, competitive 
strategies such as cost leadership and product differentiation also help improve 
operational efficiency and reduce financial risk. 

6. Implementation of Supply Chain Finance (SCF) 
SCF solutions optimize SMEs' working capital and help them manage supply chain 
risks that often arise during international expansion. Highlighted that SCF not only 
increases the availability of funding but also reduces the risk of bankruptcy by 
ensuring stable cash flow in the supply chain [64]. 

7. Improved Financial Literacy 
Financial literacy is the foundation for effective financial risk management. Notes 
that a deep understanding of financial products and financing methods enables SMEs 
to adopt better risk mitigation strategies [55]. Financial literacy is important in 
helping SMEs access external resources more efficiently. 

8. Proactive Approach to Risk Management 
Emphasizes that a proactive approach to risk management, such as regular evaluation 
and monitoring, is an important factor in maintaining the financial stability of SMEs 
[65]. With this approach, SMEs can anticipate market changes and adjust their 
strategies in a timely manner. 

9. Development of Corporate Finance Culture 
Developing a strong financial culture enables SMEs to increase their sensitivity to 
risk and strengthen their financial stability. Recommend systematically using 
financial management tools, such as cash flow planning and cost management, to 
help SMEs manage financial risks during international expansion [66]. 

10. Market Risk Management Strategy 
Dealing with market risks such as price volatility and decreased demand requires 
careful planning. Research advises SMEs to periodically evaluate market risks and 
implement adaptive strategies, such as hedging against exchange rate fluctuations by 
[54]. 

4.3 Challenges and barriers faced by SMEs in implementing financial risk 
management 

In the context of implementing effective financial risk management strategies in SMEs, there 
are certainly challenges. SMEs often experience limited access to credit due to their weak 
capital base. In addition, their high risk profile limits their ability to implement strategies to 
finance their operations [54]. The high cost of obtaining external financing is also a barrier 
for SMEs, which often receive higher interest rates than larger companies [55]. This financial 
burden will limit SMEs' ability to invest in risk management systems and other strategic 
initiatives. 
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SMEs' limited resource capabilities in implementing effective risk management practices 
and the absence of a structured risk management process lead to less effective risk mitigation 
strategies being implemented [40] [63]. External factors such as the occurrence of interest 
rate fluctuations and unstable economic systems will have an impact on increasing financial 
risk exposure and shaking the financial resilience of SMEs [54] [67]. The changing direction 
of policies and regulations is also a challenge for SMEs, where they must work harder to be 
able to adapt to these new regulations and policies, given that this complexity is not in 
accordance with the limited capabilities possessed by SMEs [56]. 

5 Conclusion and implication 
  The implementation of financial risk management strategies in internationalization 
efforts for SMEs is inseparable from the challenges of financial risks such as exchange rate 
fluctuations, credit risk, liquidity risk, and global market risk. Therefore, there is a need for 
strategies that can effectively help manage financial risks in supporting this expansion 
process, such as the implementation of ISO 31000 standards, strengthening innovation and 
technology capabilities, and market diversification. Other supporting factors such as working 
capital management, improving financial literacy, and developing a strong corporate culture 
are also key to success in mitigating financial risk. This study attempts to fill the knowledge 
gap by providing a systematic synthesis of the existing literature on the effectiveness of 
financial risk mitigation strategies in SMEs during the international expansion process. A 
limitation of this study is that it does not investigate in depth the different strategies required 
based on specific geographical locations and economic conditions. This causes the synthesis 
results to remain general in nature. Future research could focus on comparing the strategies 
adopted by SMEs in their internationalization efforts with respect to geographical location 
and income level. In addition, exploring the role of technology in risk management may 
provide new avenues for SMEs to strengthen their financial strategies during international 
expansion. 
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