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ABSTRACT

THE MEASUREMENT OF EXPORT READINESS OF
COMPANIES IN SOUTH AFRICA

The improvement of international trade, and therefore increasing exports, is
an important subject of discussion for policymakers. An increase in exporting
is seen as critical for the development of any country, by ensuring economic
growth and development. The literature implies that potential exporters lack
the knowledge of the complexity of exporting their products. It is thus firstly
extremely important for companies to determine whether they are ‘export
ready’ before they attempt any export operation. Therefore companies need
to have the necessary factors in piace for the company to be able to export
successfully.

The overall aim of the study was to indicate how any firm can determine
whether it is ready to export or not by comparing its operations to the
essential key factors of export readiness. Therefore, the purpose of the study
was to outline the various factors that are necessary in the operations of a
company for it to be defined as ‘export ready’. These factors range from
motivational and organisational factors to target market and product
considerations. Thereafter the various trade barriers were outlined to inform
companies of the impact these trade barriers may have on their potential
export activities. These barriers vary from tariff to non-tariff barriers and other
barriers relating to internal perceptions. In understanding the trade barriers,
potential exporters will feel more at ease at attempting to export and will not
feel restricted by them.

Government assistance plays an important role in helping companies
determine their export readiness and also creating an awareness of trade
barriers. Government promotion in other countries was outlined together with
the assistance provided by the South African government. By comparing




these it became possible to provide clear recommendations to improve the
role and quality of South African government assistance.

The empirical study was done in an attempt to improve the export readiness
questionnaire used by Trade and Investment South Africa (TISA). Various
questionnaires from other countries and institutions were examined in order to
create a pilot questionnaire, which TISA piloted to 30 potentiai exporters. The
results from this was statistically analysed and the results were examined. By
examining the resuits as well as the questionnaires from other countries, it
was possible to create a recommended short export readiness questionnaire
to be used by TISA in their programme of assisting potential exporters.

The importance of the contribution made through this study lies in the
identification of a limited number of key components to which companies
should adhere to in order to be successful in the export markets.




OPSOMMING

DIE METING VAN UITVOER-GEREEDHEID VAN
ONDERNEMINGS IN SUID AFRIKA

Die verbetering van internasionale handel, en dus die verhoging van uitvoer,
is ‘n belangrike onderwerp van bespreking onder beleidsmakers. ‘n Verhoging
van uitvoer word gesien as krities vir die ontwikkeiling van enige land, deurdat
dit bydrae tot ekonomiese groei en ontwikkeling. Die literatuur impliseer dat
potensiéle uitvoerders ‘n tekort aan kennis het oor die kompleksiteit om
produkte uit te voer. Dit is dus eerstens baie belangrik vir ondernemings om te
bepaal of hulle “uitvoer-gereed” is, voor hulle poog om uit te voer. Dit is dus
nodig vir ondernemings om die noodsaaklike faktore in plek te hé, sodat hulle

suksesvol kan uitvoer.

Die algehele doel van die studie was om aan te dui hoe ‘n onderneming kan
bepaal of dit uitvoer gereed is om uit te voer, deur hul werksaamhede te
vergelyk met die noodsaaklike sleutelfaktore van uitvoer-gereedheid. Die doel
van die studie was dus om die noodsaaklike faktore binne ‘n ondememing om
uitvoer-gereed te wees, in breé te beskryf. Hierdie faktore varieer van
motiverings- en organisatoriese faktore, tot teikenmark- en produk
oorwegings. Daama is verskeie handelsbeperkings bespreek om
ondememings in te lig oor die impak van hierdie hindemisse op hul potensiéle
vitvoer aktiwiteite. Die beperkings varieer van tarief en nie-tarief beperkings
tot ander beperkings wat gekoppel is aan interne persepsies. As potensiéle
uitvoerders hierdie beperkings verstaan, sal hulle meer gerus voel in
uitvoerpogings.

Regeringsondersteuning speel 'n belangrike rol om ondermemings te help
bepaal of hulle uitvoer-gereed is en ook om hulle bewus te maak van die
onderskeie beperkings. Regeringsbystand in ander lande is omskryf tesame
met die bystand wat voorsien word deur die Suid Afrikaanse regering. Deur dit

te vergelyk, het dit moontlik geword om duidelike aanbevelings te maak, om
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daardeur die rol en kwaliteit van die Suid Afrikaanse regering se bystand te
verbeter.

Die empiriese studie is gedoen in ‘n poging om die Uitvoer-Gereedheid
vraelys, wat deur Trade and Investment South Africa (TISA) gebruik word, te
verbeter. Verskeie vraelyste van ander lande en organisasies is bestudeer om
‘n toetsvraelys te ontwikkel. Die toetsvraelys is deur TISA geloods aan 30
potensitle uitvoerders. Die resultate is statisties geanaliseer en vergelyk.
Deur die resultate van die analise te bestudeer, tesame met die vraelyste van
ander lande, was dit moontlik om ‘n aanbevole kort Uitvoer-Gereedheid
vraelys op te stel, wat TiSA kan gebruik in hulle program om potensiéle

uitvoerders te ondersteun.

Die belangrikheid van die bydrae gelewer in hierdie studie, & in die
identifisering van ‘n beperkte aantal sleutel komponente, waaraan
~ ondernemings moet voldoen om suksesvol te kan uitvoer.
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CHAPTER 1

INTRODUCTION

The world has shifted its economic focus over the past few decades to the
enhancement of international trade. Governments attempt to enhance export
development and thereby stimulate economic growth. International trade has
become an important factor taken into consideration in budgetary frameworks
and in policy decisions. One might ask why international trade is so important
to economies all over the worid? What has caused this explosion of world
trade?

1.1 MOTIVATION OF THE STUDY

1.1.1 The importance of intemational trade

There is no simple answer to the above-mentioned questions. The most basic
explanation has its origin in Adam Smith, who thought of foreign trade as an .
extension of the domestic market. Foreign trade not only expands the demand
for products which a country is producing for the domestic market, but also
makes possible the production of more products to satisfy foreign demand.
The obvious effect of such a market extension is that it enables countries to
achieve economies of scale (Morrison, 1976:4). There are however also other
possible answers for the increasing world trade.

= Development of a country

Exports are seen as a critical factor contributing to the development process
of a country (Morrison, 1976:2). From a governmental perspective, exports
are seen as important due to the fact that it has an effect on currency values,
fiscal and monetary policies. Since floating exchange rates have been put into
place, exports contribute to the balance of intemational economic




performance (Helleiner, 2002:2). Intemational trade has created the
opportunity for greater specialization, increased use of capacity, and the
import of productivity-increasing goods and services.

Exports also affect public perception of the competitiveness of a nation.
Exports are very crucial to the level of choice and the quality of fife
experienced by the consumers.

For the firm, exports offer the opportunity for economies of scale. With
broader market possibilities, a firm can produce more and also produce more
efficiently. This results in lower costs and higher profits, and ultimately higher
growth within the firm. .

o Market diversification

Exporting also brings market diversification, due to different growth rates and
market conditions around the world. It provides stability because a firm is no
longer dependent on only one market. Exporting iets the firm leam from
competition in the markets, to appreciate different cultural environments and
become sensitive to different demand structures. To do so takes courage,
commitment and capability, all of which tend to affect corporate performance
posmvely (Czinkota, 2002:124).

Therefore, due to the various reasons for the importance of exports,
governments have realized the need for the promotion of exports and to
reduce barriers that decrease exports.

o Reduced barriers

The reduction in barriers has been some of the first steps implemented by
governments. Barriers to trade include transportation and communication
costs. With improvement in technology in these areas, such as container
ships, super tankers and satellite telecommunications networks, it is now




much easier for exporters in one country to contact importers in another and
to deliver goods to them within a time limit.

Barriers to trade also include government-imposed limits on trade, including
tariffs and quotas on imports and exports. Governments have been entering
into a number of multilateral agreements to lower govermment-imposed
barriers to trade.

Government support for exports over the years has become very important
(Husted, 1990:10). Barriers have been reduced and incentives to export have
been put into action. Therefore it has made the possibility of international
trade much easier.

e Technology

Cross-border trade is today much easier to organize than in the past.
International telephone and fax facilities are much better than previously and
facilities for international business traveliing are much more extensive. Hence
it is simpler to visit potential foreign customers, partners and/or suppliers to
select the best locations for operations. Contributing to this is alsc the fast
expansion of the Internet and the benefits it provides. As technology is not
measurable, it is more specific to look at innovation in products, markets and
services and how this affects international trade.

e Cost of product development

When a company develops new products, the cost might be very high and it
could require so much expenditure that the firm is compelled to adopt an
international perspective, in order to retrieve some of the additional cost of
product development.




e Compstition

There might be intense competition in the domestic market, but little in certain
foreign countries as the product might still be unknown in those markets or
the countries do not have the capacity to produce the product (Bennett,
1999:3).

1.1.2 Exports in South Africa

AIthoUgh all of the above has helped in promoting exports, trade in some
countries has not been growing sufﬁciently. In a country like South Africa,
which is characterized by highly variable economic development pattemns, the
creation of an appropriate policy framework to drive exports is an extremely

challenging task.

‘Many companies have recently been able to secure a strong presence and -
reputation for themselves in foreign markets. Others though, have not been in
a position to extend their sales reach into foreign markets due to a variety of
reasons. Some of these inciude (ITRISA, 2002:1):

e A lack of skills

o Insufficient financial capabilities
o Operational inefficiency

e Lack in managerial effectiveness

o A weak export culture in many industriat sectors.

These are only a few of the reasons why companies may feel restricted to
expand their markets abroad. Others, not mentioned by ITRISA, includes:

o Lack of competitiveness

» Price

» Product features and quality
e Service capability



The problem is that many of these companies are faced with a shrinking
domestic market with the appearance of competition from abroad. In fact,
many businesses are unable to compete with more efficient foreign producers
exporting to, or operating within South Africa. Therefore they have been
forced to cut costs, and thus cut jobs, to become more competitive.

The successes of already globally competitive firms need to be enhanced
while those companies which are experiencing difficulty in achieving
competitiveness and/or making successful entrees into foreign markets, need
targeted assistance as well as a more export-supporting environment. The
current support systems are either unknown to many firms, or are just
insufficient (ITRISA, 2002:2).

1.1.3 The importance of the measurement of export readiness

Tt is extremely important for companies who are interested in-exporting their - -

products, to measure its export readiness. In measuring its export readiness
before starting to export, the company can determine the areas in the
company that needs further development before the company will be
successful in exporting. Many companies do not realise the extent of what
should be in place before the firm will be ready to export.

If a company or trade promotion organization can assess the various factors
that are necessary, and determine which of these are tacking, the firm can
decide to embark on further training/development in these areas. In this way,
the firm can become more globally competitive and can make South African
exports gain a larger global market share (Timm, 2003:7).




1.2 THE AIMS OF THE DISSERTATION

The first aim of this dissertation is to examine the way in which export
readiness of South African firms is determined and to compare it to the export

readiness of companies in other countries.

The second aim is to outline the various export barriers exporters face and the
influence of these on an exporter's success. By eliminating the obstacles
hindering successful exporting, companies will be able to reap the benefits of
exports and growth in the company, and in the long run, South Africa will
benefit from these developments.

The third aim is to compare this questionnaire to the questionnaires used in
some other countries and also to the various export readiness factors and
barriers. It will then be possible to make recommendations as to the efficiency
‘of TISA’s questionnaire. Recommendations to the creation of a more efficient
questionnaire to be used in South Africa will be made.

1.3 DEMARCATION OF THE STUDY

In chapter 1 the background and motivation to the study is outtined. The
reasons for exports as well as the importance of the measurement of export
readiness are discussed. The purpose of the dissertation is finally outlined.

in chapter 2 the measurement of export readiness according to a variety of
export readiness questionnaires as well as the literature available on the |
topic, is discussed. The various factors that are necessary in a company
before it can start to export are identified. These factors and how they
influence the export readiness of a company are discussed. The various
export barriers that exist, are also outlined to give exporters a better
perspective of the extent of exporting and the influence these trade barriers
have on the export process.




In chapter 3 the attention is shifted to government assistance in export
promotion. Firstly, government promotion programmes in a variety of other
countries are discussed, after which the EMIA (Export Marketing and
Investment Assistance) scheme, implemented by TISA (as part of the
Department of Trade and Industry (DT1)), is explained.

Chapter 4 focuses on the empirical study that was done to evaluate TISA's
export readiness questionnaire according to the various export readiness
factors and export barriers outiined in chapter 2. It is also compared to export
readiness questionnaires obtained from various other countries and
organizations to create a revised short questionnaire for use by TISA. The
results derived from the piloting of the initial questionnaire are analysed
statistically and conclusions are drawn in order to develop a more efficient
questionnaire that surrounds the essence of export readiness.

“In chapter 5 the study is summarised, final conclusions are drawn and
recommendations are made for further study.

1.4 METHOD OF THE STUDY

A literature study based on the measurement of the export readiness of
companies was firstly undertaken. Secondly an evaluation of the South
African export readiness questionnaire, as used by TiSA as prerequisite for
the EMIA scheme has been done.

A sample of export readiness questionnaires from various countries were
drawn in order to establish the measurement of export readiness in other
countries as well as to determine the most appropriate way to formulate a
more efficient questionnaire for the South African context by which export
readiness of firms can be determined. After examining these questionnaires,
together with the export readiness factors and barriers, it was possible to
compile a pilot export readiness questionnaire with an initial 24 questions on
export readiness.




This questionnaire was then piloted by TISA to 30 potential exporters. These
30 questionnaires were analysed statistically, through factor analysis on the
statistical programme LISREL 8, to determine the questions that are most
important and significantly group together. It was then possible, after studying
the results from the analysis, to compile a shortened recommended expori
readiness questionnaire, consisting of 15 questions on export readiness.



CHAPTER 2

EXPORT READINESS FACTORS AND BARRIERS TO EXPORT

21 INTRODUCTION

The arrival of the global market and the worldwide reach of the Internet have
provided companies with unprecedented opportunities and unprecedented
challenges. Globalisation, however, is not a new phenomenon. Williamson
(1996) is of the opinion that the first globalisation boom took place in the late
nineteenth century when the benefits of revolutionary breakthroughs in
transportation and communication was realised. The result was rapidly
growing trade. The second globalisation boom took place in the mid-twentieth
century, but really accelerated during the early seventies. Globalisation is
characterised by the fact that distance and national borders no ionger matter
and by the ease with which business across the globe can take place, the
nation state and geography are no longer relevant for economic purposes.
South Africa re-entered the intermnational economy in the early 1990s at a time
when the process of globalisation was beginning to gain momentum. Apart
from coping with the forces of globalisation, the South African economy also
has to manage its emerging market status {Loots, 2002).

Therefore, exporting is perhaps still one of the most challenging activities a
South African company will ever engage in. Not alli companies are ready for
export markets, although some have the potential to become successful in
exports eventually. Others, however, will never have the ability or resources to
enter export markets.

It is important for companies to know where they stand in respect of their
readineés to export, and they should be able to identify their shortcomings
(Trade Point Pretoria, 2003). It is therefore the aim of this chapter to describe
the factors influencing a company’s export readiness, as well as a discussion
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of the various trade barriers that exporters face when attempting to export a
product successfully.

2.2 DEFINING EXPORT READINESS

“Export Ready” is a term commonly used by export assistance organisations.
It signifies that a firn has the character, capacity and courage to enter into
this particular business. It qualiflies a company for export assistance on a
somewhat more consistent, challenging and sophisticated level than a
company that is still in the process of learning how to export, and that lacks
the financial or organisational commitment required to enter into foreign
markets. Export readiness is often used to describe a company that is willing
to take the information, resources and assistance it is provided with and use it
in a positive and productive manner. The ability to learn and manage the
“unknowns”, and complete each task required to be successful, is a common
profile of an “export ready” firm (Food Export USA Northeast, 2002).

In addition, export readiness is market specific, and the same company may
be export ready for one market and not export ready for another. That arises
from the nature of the products and services offered, the expertise the
company has, and the requirements and preferences of the individual export
markets. For example, exporting to some Latin American, Asian, African and
Middle Eastern countries can be extraordinarily difficult for a western
company. In trading with these countries, there are now at least two variables
to take into account for each domestic one: another economic and political
system, another source of regulations, another culture, another dialect,
another set of customers and competitors and, perhaps, another geography
(Karamally, 1998:3).

it is important that companies not rely only on their domestic markets, but gain
entry to viable international markets before any advantage that they have is
dissipated, and they enter markets for which they are export ready. To do that
they must first assess overall export readiness and then select market areas
which match that readiness well. This should provide the shortest route to

10




successful systematic exporting, at the lowest cost and in the shortest time.
The decision process is a step function and can be described as follows (The
Burbank Group, 2003):

e Define the areas of export readiness warranting attention and
improvement by assessing the company’s export readiness.

¢ Define support sources for improving those identified areas.

o Define best match export market opportunities.

e Shorten, simplify and make less expensive the process of finding
agents/distributors in the selected markets.

Therefore the following sections wiit discuss how a company should assess its
export readiness as well as the different factors influencing the company’s

export readiness.
23 ASSESSING EXPORT READINESS

In order to become an exporter, a company should be in at least one of two
situations (DT1, 2002). The first situation is that the company holds a strong
position at the buyer's end. The company either has a special relationship
with an intemnational buyer or the company has the necessary expertise for
specific markets and has the ability to secure markets for a variety of
products. In this position, the company wouid be referred to as a procurement
agent or middleman. The company would work according to a buyer's
shopping list, or respond to internationai tenders, and would not necessarily
have expertise in the products being bought.

The second situation is that the company has a product or a range of
products, or has assured access to the product and has expertise in trading in
that specific product. It is preferable that the company is currently selling the
product into the domestic market and wishes to expand to international
markets. Exporting should not be seen as a separate industry, but merely as
an extension of the local market.

11




if the company qualifies under the second situation, the company’s success in
international markets will be dependent on a variety of factors, which will be
discussed in the next section.

24 EXPORT READINESS FACTORS

Determining a company’s export readiness is the primary step in establishing
an export component to the business. Many of the concepts to be considered
are similar to the domestic side of the business. The majority of companies
strive for monopolistic competitiveness, whereby enterprises must define their
markets narrow enough to dominate it, yet large enough to make a profit.
Therefore, exporting becomes very desirable, if the right markets can be
targeted. However, since there is an “international variable” to every aspect of
exporting, these issues must be addressed from a different, informed and very
realistic perspective. The first step to exporting is for management to
overcome the réluctance"toexport. Thereafter, the following issues must be -
considered in order to evaluate the company’s export readiness:

2.4.1 Motlvational Factors

There are normally the motivational reasons companies decide to engage in
exporting. It may be found that one or more may match the company’s
motivational reasons for exporting:

2.41.1 Contribute to general long-term expansion

if the company’s objectives are to expand the business over the long-term,
exporting may be a good option. Successful exporting is built upon plans that
are well laid, and that take time to develop and execute. Building an
international sales and marketing programme involves taking time to identify
market opportunities, develop working relationships with overseas partners,
and engage in profitable transactions that are in alignment with the overall
goals of the company (Tradeport, 2003).
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2.4.1.2 Enhance competitiveness

Generally, participating in the international marketplace provides opportunities
for companies to improve their overall competitiveness. By selling
internationally, a company can gain insights on customer requirements,
competitor activity, and different ways of doing business (management know-
how). Additionally, by competing intemationally, companies may acquire new
technologies, and new ideas for products, as well as partnerships (Tradeport,
2003; Food Export USA Northeast, 2002).

2.4.1.3 Exploit unique technoiogy and expertise

Entering the exporting arena because of a technologicai advantage the
product or company possesses, may help lead to success within the .
international marketplace. Superiority in product quality and expertise can
 give a company an edge over competitors who may not possess such
advantages. For those without (and with) a technological edge, the company
should consider the other advantages it may choose to offer that may include
product packaging, after-sale servicing, delivery and, of course, competitive
pricing (Food Export USA Northeast, 2002).

2414 |mprove return on investment

If the reason for exporting is to see immediate return on investment, exporting
may be profitable. Generally, succeeding at exporting requires long-term
goals and objectives, where as short-term gains and profitability will not be an
immediate reality. Exporting programmes that are most likely to succeed are
those that are well thought out, plan for the long term, conduct market
research, build intermational reilationships, and arrange the sale and delivery
of international shipments. Companies should seek multiple benefits from
exporting, such as expanded customer networks, exposure to new ideas and
technology, and ideas for global sourcing {(Tradeport, 2003).

13



2.4.2 Organisational Factors

These are normally the organisational factors that influence a company's
decision to export. There are a variety of scenarios that best match a
company:

2421 Management commitment

Experts agree that commitment from management is the number one
determining factor of export success. Management shows their commitment
to an international sales programme by setting aside funding to support the
programme, allotting time to manage this programme, and assigning
personnel to carry out the programme’s transactions. Participation from
management early and often in the export development process can facilitate
market entry and expansion.

Management must be willing to sacrifice near-term profits for long-term sales.
Reluctance to do so during the period of establishing international customer
relationships may hinder export success and market penetration. it is
important to set management’s expectation of the result of doing business
intemationaily. It is also crucial to identify the level and rate of retumn on
investment expected from the programme. Management must be realistic and
know that international sales plans involve long-term objectives and not short-
term pay-offs (Cacchione, 1996:21; PASourceNet, 1997).

2422 Funding support

Management must be willing to allocate sufficient funds and create an
adequate budget for export activities. Businesses who want to break into
exporting will need funds for working capital, product modification, medium
term credits to foreign customers, and operations such as staffing,
communications, and travel budgets. When companies are constrained by
their inability to allocate or raise funds for such needs, they will encounter
difficulties. If internal funds are not available, funds couid be secured through

14




commercial banks and other financial service providers who can help meet
long-term objectives (Jaffe & Pasternak, 1994:28).

2423 Personal expertise and commitment

Having in-house staff with international experience can facilitate the entry into
the international marketplace. If such a person is not available, the company
can hire or train present staff to assume the responsibilities. This person will
need to be aware of rules and regulations regarding exporting the specific
class of product. The empioyee should also be knowledgeable of the target
market's language and culture. Though English is accepted as the language
of business, having the ability to communicate in a customers native
language will give the company an advantage over its competitors (Jaffe &
Pasternak, 1994.:28).

- 2.4.2 4 Production capabilities

Selling a product internationally (as well as domestically) requires the capacity —-. .
to produce or manufacture the product. The company should possess the
space and equipment needed to manufacture for the specific countries the
company is selling to. If the company is already selling domestically, the
production capacity should be available to handle and store additional orders;,
because expanding into the intermational marketplace will result in a higher
number of units to manufacture (Food Export USA Northeast, 2002;
Tradeport, 2003).

2.425 Company's exporting goals

increasing profits and growth are the main reasons to export. However, the
company must be aware that exporting pays off when it takes a long-term
approach in developing an export plan, building international relationships and
organising export functions internally. Boosting competitiveness, extending
product life, and balancing revenue deviations occurring in domestic markets

are other goals the company may have for exporting. Whatever the goal, the
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company should consider whether the expected benefits outweigh the costs.
If costs do outweigh benefits, perhaps the company should focus on domestic
business instead, or look at exporting at another time, when it is a more viable
option {Cacchione, 1996:21; Jaffe & Pasternak, 1994:28).

After these factors have been considered, it is also important to evaluate the
product's readiness to export. Many factors play a role in determining if a
product is ready to export. Considering the target market and the product itseif
wili help in deciding if the product is a viable business solution. Therefore the
following factors must be evaluated.

2.4.3 Target Market Considerations

One of the important aspects to consider in this regard is the life cycle position
the product will enter into in the target market. This refers to the product life
cycle theory that was developed by Vemon in 1996 (Salvatore, 2001).
According to this mode!, when a new product is introduced, it usually requires
highly skilled labour to produce. As the product matures and acquires mass
acceptance, it becomes standardised; it can then be produced by mass
~production techniques and less skilled labour. A potential exporter needs to
examine the target market carefully to determine in which stage in the
product’s life cycle the market is, and therefore in which stage the product will
enter the market. if the product enters near to the maturity stage, then it will
not have a long profitability period and will have to be adjusted into mass
production rather quickly. So this will all depend on whether the product has
aiready been successfully established in the domestic market or not.

2.43.1 The product is already successful in domestic markets

Research shows products that enjoy or have enjoyed a healthy market
response domestically, may do just as well in other countries, given similar
conditions and markets. If conditions abroad are, however, significantly
different (socially, culturally, economicaliy, politically and environmentally), the
success of exporting might meet obstacles (Tradeport, 2003; Anon., 2000:19).
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2432 The product has not been sold domestically, focus is on
intermational sales

Beginning to sell a product in the intemational marketplace might be a good
decision, even if the product does not have a selling record at home, although
this is not a recommended activity. This is only possible in certain sectors or
certain products. For example, a producer receives a direct foreign order for a
product, as part of a govemmental project, etc. If the company decides to
focus solely on exporting the product, social, cultural, economic, political and
environmental characteristics of the target market should be considered
(Tradeport, 2003; CBl, 2003).

2.4.4 Product Considerations

Once the target market has been considered, it is also necessary to evaluate
the product itself. it should -be determined whether the company has an
exportable product and whether it is ready to be exported. The following
factors are important to assess products:

2441 Product modifications

A product may be sold without modifications to international markets, as long
as it meets standards and regulations set by the respective country. Some
countries have strict governmental regulations that require special testing,
safety, quality and technical conformity measures. Others impose tariffs and
taxes on certain product classifications, while still others enforce non-tariff
barriers, such as certification, inspections and quota limitations. The cost of
adapting and modifying the product for international sale shouid be
considered (Cacchione, 1996:30; Trade Point Pretoria, 2003).

2.442 Training to operate the product

Products may require fraining to operate and this places a greater
responsibility on the company and distributor or agent, and the company must
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decide how to support this. If users of the product do not require extensive
training, the exportability of the product is stronger (PA SourceNet, 1997).

2.443 Support after sale

Products that require considerable support after the sale must be handled by
a distributor or agent who is well positioned to provide such a service. After-
sale support may include maintenance, parts inventory, training and warranty.
Maintenance issues may involve technical assistance costs, whereas parts
inventory may involve additional storage and shipping costs. Additional costs
of travel for training, and solid design and delivery techniques should be
considered (PA SourceNet, 1997; Tradeport, 2003).

2444 \Versatility

A product that has muitiple applications has' greater potential in the -
international marketplace. In exploring the product potential in a new market,
a flexible product can appeal to a number of diverse audiences (Tradeport,
2003).

2.445 Differentiated products

Products that have unique features enjoy a competitive advantage and better
reception in foreign markets. Such unique features include patents, superior
quality, cutting edge technology, or adaptability. If the product has competition
in a foreign market, it may be difficult to sell. It should be ensured that the
product has significant advantages over its competitors by looking at its
unique features, suitability, and enhanced after-sales service. If a product is
new and unique, it should be determined if any low-cost market research
exists to help assess the market potential (Cacchione, 1996:30).

This relates to the theory of monopolistic competition, whereby it is accepted
that each company’s product differs in only a small way from others, which
implies product differentiation (Van der Merwe, Styger & Grobler, 1997). Each
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individual company has a monopoly over his product, which differs marginally
from other products in the sector. it therefore has an advantage in certain

features or service.

After export readiness has been determined, it is also important for
companies to take note of all the possible trade barriers outside the
company’s influence that may prevent them from exporting successfully. The
cognisance of these barriers during the initial export stages is essential for
future success in intemational business endeavours. These barriers will be

discussed in the next section.

2.5 BARRIERS TO EXPORT

2.5.1 Introduction

Expéﬁing can be rewarding both financially and personally if it is'successful. A- -~ - - -+

thoroughly professional approach is the only one that is likely to produce
sustained export success and the rewards that it brings. All too frequently one
comes across half-hearted approaches to export, or, as one distinguished
consultant put it, 'sellers of excess home production overseas'. This may
produce short-term resuits, but is much more likely to produce frustration,
financial loss, and a cynical view of foreigners and mutterings concerning
discrimination against the exporting country.

In the days prior to the Uruguay Round and the establishment of the World
Trade Organisation (WTO), it was not possible for some manufacturers to
export to many countries because of tariffs and quotas on imports. This was
particularly true for what are termed the ‘developed’ or ‘industrialised’ nations.
As tariff barriers have been eroded or eliminated by various General
Agreement on Tariffs and Trade (GATT) arrangements and the work of the
WTO, exporters have been able to consider new markets. However, cther
types of export barriers still exist, generally referred to as non-tariff barriers.
These still pose extensive problems for governments and policy makers.
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Much evidence has accumujated showing a strong positive association
between trade policy reform and economic growth. Trade restrictions and
domestic policy interventions often create a bias against tradable products,
especially exports, that prevents economies from achieving otherwise
attainable rates of growth. It has been found that import barriers in the African
region are far higher than those in the developing countries that achieved the
highest export growth rates, and they appear to be biased against potentiai
export products. African tariffs are more than three times higher than those in
the developing countries with the highest growth rates and more than five
times higher than those in OECD countries. in addition, more than a third of
African imports encounter some form of non-tariff barrier. These findings
suggest that if Africa is to reverse its unfavourable export trends, the region
needs to adopt appropriate trade policies to enhance its international
competitiveness and to permit African exporters to capitalize on opportunities
in foreign markets (Yeats, 1997).

Therefore it is important for companies to determine how trade barriers will
affect their export success. These barriers stem from exporters’ external
environment, both in the country where the company is located and the
foreign markets where the firm plans to operate (Leonidou, 1995:4).

The inability to cope with impediments at the early stages of the export
development process can cause a passive attitude towards foreign operations
and it can result in the company’s failure in subsequent export activities, often
leading to permanent withdrawal from exporting. It is therefore important for
companies to take note of the various trade barriers prior to the attempt to
export and determine whether the company can cope with it. This can be
done by consuiting trade promotion agencies to assist in pointing out the
various trade barriers that can affect the company.

The various forms of trade barriers can be divided into tariff barriers, non-tariff

barriers and other barriers relating to perceptions of companies, and will be
discussed in this format in the next sections.
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252

Tanff Barriers

A tariff is a tax levied by a foreign government imposed on goods imported
into that country (or import duty). The tariff increases the price at which the

goods

are sold in the importing country and therefore makes them less

competitive with locally produced goods.

2.521

Types of tariffs

A tariff may take on one of the following forms (Du Plessis, 1998:109):

Ad Valorem Duty

The kind most commonly used and is calculated as a percentage of the.
value of the imported goods, e.g. 10, 25 or 35 percent. This may be
based, depending on the country, either on destination (CIF), or on the
vélue of the goods at the port in the country of origin (FOB).

A Specific Duty

This is a tax of a specific amount of local currency per unit of the goods
imported {based on weight, number, length, volume or other unit of
measure). Specific duties are often levied on foodstuffs and raw
materials.

An Alternative Duty
This is where both an ad valorem duty and a specific duty are
combined into a duty for a product.

Compound Duties

These are imposed on manufactured goods that contain raw materials
that are themselves subject to import duties. The ‘specific’ part of the
compound duty (called compensatory duty) is levied as protection for
the local raw material industry.
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2522 Dutiable Weights

Depending on the country and product, the dutiable weights used to calculate
specific import duties may be the gross weight, the legal weight or the net
weight (Du Plessis, 1998:110). The dutiable weight is the actual weight upon
which duty must be paid.

The gross weight is the weight of the goods and all interior and exterior
containers, as well as the packing material.

The legal weight (used mainly by Latin-American Countries) is the weight of
the goods and of the immediate interior container.

The net weight is the weight of the goods without the packing materials.
However, in a few countries, it is defined as including the weight of the
" immediate container.

Very often, there is a fixed percentage allowance (called the tare) used by the
customs authorities for determining gross weight from net weight, and vice
versa. Most countries using specific duties employ different types of dutiable
weights for different commodities.

It is essential for an exporter to know what dutiable weight is being used for its
dutiable product as he may be able to vary he's packing accordingly. In some
countries, such as Switzerland, Venezuela and Columbia, most specific duties
are levied on gross weight, whatever the nature of the good.

2523 Anti-Dumping Duties
Dumping is the sale of a product abroad at a price lower than that uéually

charged in the home country. This may be profitable for a manufacturing firm
because it enables it (Du Plessis, 1998:119; Malaysia Exports, 2002):
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e To engage in longer production per unit of output.

o To sell goods that would otherwise remain unsold.

¢ To sell goods at a price that covers the variable cost of production and
marketing of each unit and also makes some contribution, however
smalil, to the cost of the plant overhead.

Exchange dumping means a country manipulates its exchange rates to lower
the selling price of its products when calculated in terms of the foreign
currency.

Since these practices are naturally considered to be unfair competition by
manufacturers in the country in which the goods are being dumped, the
government of the foreign country will be asked to impose anti-dumping
duties. These are additional duties {o the normal ones, designed to match the
difference between the price in the home country and the price abroad.

2524 Countervailing Duties

These special additional import duties that a government may levy on goods
exported from their country of origin, have been encouraged by the payment
of an export subsidy. The purpose of the duty is to offset, or “countervail”, the
subsidy so that the goods cannot be sold at an artificially iow price in the
foreign country and thereby provide unfair competition for iocal
manufacturers.

In addition to customs duty, an exporter may also have to pay one or more
extra charges in order to get the goods into the foreign country. These
inciude:

e Taxes
- An import surtax (calculated as a peroentage of import duty).
- A package tax (a small tax on each package in a shipment).




- An import surcharge (this is calculated as a percentage of the
value of the shipment, and is usually levied on selected items,
notably luxury goods, to discourage their import).

- The exporter may also be required to pay various internal taxes,
such as sales taxes, excise taxes, purchase taxes and value
added taxes, before his goods reach the final customer (Du
‘Plessis, 1998:119).

e Prior Deposit
Some countries, particularly in Latin America, require importers to
deposit local funds of up to 100 percent of the value of the shipment
before they are permitted to import any goods. These deposits are then
held, interest-free, by the Central Bank of that country, for various
lengths of time before being refunded.

- o ConsularFees
Ancther, and often substantial, additional charge on imporis is the
consular fee required to legalise shipping documents. This fee may be
collected by the consular authorities in the exporting country or by the
customs officials at the port of entry.

2525 Customs Nomenclature

Since 1950, over 120 countries have agreed to use the Brussels Tariff
Nomenclature (BTN) established in that year, which classifies products
according to their physical substance. Another customs nomenclature, the
Standard International Trade Classification (SITC), was developed by the
United Nations for statistical purposes because not all countries used BTN.

An item-by-item correspondence has been worked out between the two tariff
classifications.

Because many thousands of different products enter into international
markets, more and more countries switched to the already widely used BTN.
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The Customs Cooperation’s Council (CCC), located in Brussels, with
membership of over 120 countries, is promoting this trend towards greater
customs uniformity by preparing drafts for new customs conventions and by
offering technical assistance in customs administration.

More recently the Harmonised Commodity Description and Coding System
(HS) have replaced BTN. The HS was developed under the auspices of the
CCC and launched in January 1988. The HS comprises 5019 groups or
categories of goods, which are grouped into 97 chapters, the latter being
arranged into 21 sections. By consulting the HS, customs officials are able to
clearly identify a particuiar imported item and charge the applicable rate of
duty (ITRISA, 2003).

25286 Bonded Warehouses

| In'many'countrieS"fhere are bonded warehouses in which dutiable imports -
may be temporarily stored. Import duty need to be paid only as and when the
goods are removed for domestic sale. If the goods are re-exported, no import
duty is collected. Bonded warehouses offer an exporter the opportunity to
defer payment of import duties and so ease its cash flow requirements.

2527 Free Trade Zones

A free trade zone or free port is an isolated, enclosed area into which an
importer can bring imported materials, parts and finished goods without the
payment of import duty. In it, there are roads, buildings, power and other
utilities, suitable for handling, storing, mixing, assembling and otherwise using
imported and domestic materials and parts. The finished goods may then be
sold locally, after payment of duty on the imported contents, or exported to
other countries.
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2.5.3 Non-tariff/Technical Barriers

The second form of barriers that needs to be recognised, are non-tariff
barriers. Non-tariff barriers have been a characteristic feature of South
Africa’s trade regime for a very long time. They were originally intended to
foster industrialisation, but in recent years they have been justified as
strategic tools to attain self-sufficiency in light of trade sanctions. As the world
lifted sanctions, the government replaced non-tariff barriers with tariffs. The
process is not yet over and some non-tariff barriers remain, especially against
goods of agricultural origin. Therefore exporters still need to have sufficient
knowledge about the possible non-tariff barriers they may encounter.

Broadly speaking, technical or non-tariff barriers can be identified as nationali
technical requirements which occur in laws, regulations and standards,
together with conformity certification schemes, which affect the design,
manufacture, marking and use of products in the country concerned. Many of . .
these so-called technical barriers to frade have not been erected consciously
to keep exports out, but are either an inherent part of the structure of the
importing country, or the outcome of an historical situation. The results, from
differing legal systems, arise from a different approach to provision of goods
and services in the country concemed. In the majority of cases these barriers
are not in any sense new and have existed for decades or even centuries.
They have become more apparent in the last fifteen or twenty years with the
massive increase in trade between the industrialized nations and the
associated increase in competition for the markets involved (British Standards
Institution, 1999).

This section is an attempt to make the exporter aware of these technical or
non-tariff requirements so that he can consider them early enocugh to ensure
his product is acceptable when it finally reaches the target market. Failure to
take these requirements into consideration can resuit in time consuming
delays and lost sales, loss of profits and sometimes-even bankruptcy, to say
nothing of the damage to the reputation of the company and country of origin.
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2531 Import Quotas

An exporter may find that a foreign country restricts imports not only by
means of tariffs but also by qualitative measures. These usually take the form
of import quotas for each particular product. Once the quota for the period has
been filled, no more import licenses are issued.

There are three main type of import quota in use today (Belli Finger &
Amparo, 1993:5; Malaysia Exports, 2002):

¢ Unilateral quotas

These are quotas set by a country without pervious consultation or
negotiation with others. Such a quota may be global or allocated. if it is
global, the total volume of goods that may be imported is set

“regardless of the countries of origin or the importers and exporters -
involved. If it is allocated, the permitted volume of imports is allocated
among countries of origin and private traders in accordance with some
previous pattem.

¢ Negotiated quotas

in this case, the importing country, after negotiations with the
government of each exporting country, or with groups of its exporters,
allots shares of the quota to each country. Often, with a bilateral
negotiated quota, the exporting country is given the responsibility for
issuing licenses to its exporter.

Sometimes a negotiated bilateral quota goes under the guise of a
voluntary export quota - for example, the "voluntary” quotas that Japan
places on its exports of man-made textiles to the United States. With a
multilateral quota, the restriction is placed on the total amount of
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imports only, with no restriction as to source. This is discussed in more
detailin 2.5.3.11.

e Tariff quotas

With this type of quota, a country allows a certain amount of a product
to enter at a given rate of import duty or even duty free. Any excess
amount is subjected to a much higher rate of duty.

2532 Law and reguiations

Obviously no serious exporter would wish to flout the laws of the country or
countries to which his products are being shipped, but it is surprising how
frequently assumptions are made that the legal requirements abroad will be
the same as in this country. This assumption is one of the first myths that
must be dispelled, not only in relation to laws and subsidiary regulations and
requirements that stem from the laws, but also with regard to standards,
approval or certification schemes and other practices.

If there is one thing an exporter should expect when approaching a market
overseas, it is that there is a very good chance that the requirements and
practices will be different in some way from those in his home market, and he
should be looking for these differences (British Standards Institution, 1999).

A prime example of technical requirements in legislation occurs in the USA. A
manufacturer of wooden or metal ladders looking at the USA as a possible
market might decide to see if there is any US standard applicable. A search of
the standards scene would reveal over 30 pertinent standards, from
household and industrial ladders to swimming pool and Jacob's ladders,
produced by a number of standards bodies and trade associations. The
exporter may think that compliance with these documents is sufficient, and he
can then concentrate on matters such as agents, shipping, insurance, credit,
and methods of payment.
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2533 Standards, specifications and codes

Although there is now much more intemational harmonization activity faking
place, there are still many national standards that differ in some way from
those of other countries. In general in the developed or industrialised
countries, there are standards related to manufactured products. These
standards will probably differ in some respects uniess they have been the
subjects of international or European harmonization (and even here
differences can still arise). In addition these standards may not necessarily be
produced or issued by the national standards authority of the country
concerned.

Most of the developing nations also now have standards organizations, which
are in general concentrating on producing standards for indigenous products.
Other countries are stili influenced by previous colonial administration and

- -education; Algeria for example works largely but not exclusively to.French .

standards. This will change however as did Australia and New Zeaiand who
have moved from almost automatic adoption of British standards to writing
their own standards to meet their own specific needs and conditions.

Standards, and the requirement to comply with them, may well become
technical barriers to trade in the developing world as- it makes progress.

2534 Certification

The requirements for product or quality certification go back hundreds of
years. Early examples include the 'assaying' of articles made from precious
metals or the 'proving’ of gun barrels.

There are basically two types of certification, ‘independent third-party
certification' and 'self-certification’. In the former the certification of conformity
to requirements is undertaken by an organization, which is independent of the
manufacturer seeking certification. Self-certification is the system where the
manufacturer or producer himself takes responsibility for certifying conformity
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of the product with applicable criteria. An example of independent third-party
certification is the Kitemark scheme operated by BSI in the United Kingdom.

Another form of certification is that which relates to the production process,
whereby the factory is certified as being capable of producing goods on a
consistent basis. This type of quality management system will apply not just to
the production process but to processing of customer complaints, sources of
supply etc., and is based on a consistency of procedure. In the UK, a
standard for this type of certification is BS EN ISO 9001, but other countries
have other standards and the use of quality management can be a contractual
condition imposed on the supplier.

In many countries it was, and still is, a legal requirement that goods be
certified. In the EU the number of products covered by this legal requirement
for certification has been considerably reduced, but the eventual customers,

be they individuals or corporate entities, still expect to see the certification- - -.— . ...

marks they have grown accustomed to over the years on the products that
they buy. In this case what was once a legal requirement has become a
commercial necessity if serious penetration of the market is to be made by a
new product competing against established ones.

Any certification system needs a standard or specification to certify against.
The documents are generally provided by the sources identified in the section
dealing with standards. This can lead to particular problems where new
products or materials are used for which there is no standard in existence and
special procedures have to be developed.

Several sources reported problems in the cooperation between European
international certifiers and US certifiers, especially with regard to imports of
tropical fruits and coffee and cocoa. In several instances European certifiers
required extensive additional supporting documents or were not satisfied with
paperwork of their US certifying counterparts. It is hoped by the majority of
certifiers that the introduction of ISO 65, as standard procedure on how to
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document organic certification, will at least alleviate this problem (Organic
Trade Association, 2003).

2535 Quantities and units

Once a major problem, the differences between national metrological
practices (particularly those relating to units of measurement) are being
progressively eliminated as more and more countries adopt the harmonized
metric system. While countries like the USA and the UK are in a transitional
stage, problems will remain temporarily. Even in the long term, however, it
should be borne in mind that not all ‘'metric' countries have precisely the same
system. Although all national metric systems are based on the international
System (SI), some non-Sl units remain in practical use. One notable area of
differing national practices is the calibration of pressure gauges, another is the
acceptability or otherwise of dual scale markings (e.g. S| and non-Sl units).

“Some countriespermit this- practice although it can be conditional on- Sl ... .

markings being the larger, while other countries do not allow dual scales.

-

‘25‘3&6" " Patents and trademarks
New technical regulations tend to focus the attention of research and
development depariments of organizations throughout the industrial world on
to a specific need. A classic example is the promulgation of motor vehicle

- gaseous emission control legislation in the USA and elsewhere. This resulted
in vast sums of Research and Development (R&D) money being devoted to
emission control technology and in the patenting of many different solutions to
the problem, such as new exhaust system catalysts, fuel metering systems
and combustion chamber configurations. A manufacturer may well develop a
technically viable solution, but it is unlikely to be commercially viable if some
other company has beaten him to the world's patent offices.

Trademarks are not normally associated with barriers to trade, but they can in
practice present something of a problem in the context of conformity

certification systems. Many such systems tie the validity of 'type certification’
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or 'type approval' to continuing production of the same product and the criteria
may well include retaining a particular trade or brand mark. A change of trade
or brand mark therefore, perhaps to permit marketing through two or more
major ‘own brand' retail organizations, may necessitate a formal amendment
to the certification documents. These trade or brand marks may also be
significant in establishing the identity of the 'producer' for product liabitity
purposes and any change may necessitate formal revision or amendment of
the insurance documents.

2537 Language

Different languages have always presented a barrier to trade, but some are of
the opinion that it can be even more of a problem where technical
requirements are concemed. The multi-Hingual world is a reality and yet many
companies and individuals are still surprised to learn that in France the laws

" and' standards are written ‘in French and that in Japan they-are written--in-... ..

Japanese.

Conversely and contrary to popuiar opinion all foreigners do not understand
English no matter how loudly they shout. it is true that many well-educated
Germans, Swedes and Dutchmen speak excellent English and some can aiso
cope exceptionally well with English technical terminology, but these are often
the exception and not the rule. The technician in the laboratory where the
product is to be certified or approved may have great difficulty in getting on
with the testing if he cannot understand the information they have sent him,
which can lead to delays and thus eventually lost sales.

The business of technical transiation both into English and into a foreign
language is not one 1o be tackled lightly by using staff in the general office, or
even a local translation agency, unless they have technical linguistic ability.
One company produced their technical specification and saies literature in
several foreign languages only to find eventually after all had been printed
and sent out, that they were claiming remarkable performance for their ‘watery
sheep’, which is how the non-technical translator had dealt with ‘hydraulic
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rams'. Similarly the French word 'tournesol’ means sunfiower and one
company had spent some considerable time trying to locate a supply of
sunflower paper ‘papier de tournesol', when they should have been looking for
litmus paper. How many translators know that the German word 'Stickstoff
which literally translated means ‘sticky material' is not adhesive but nitrogen?
The list of similar mistranslations in the technical field is endless and although
amusing they can cause serious delays, expense and damage to the
credibility with potential customers (Czinkota & Ronkainen, 2002:64; British
Standards Institution, 1999).

2538 Exchange controls
Some countries restrict imports by limiting the amount of "exchange", or

- foreign currency, available to pay for them. Often, imports are classified into
essential and non-essential or luxury goods. Foreign currency is made

- available-at one-rate of-exchange for essential imports while a more-limited.. -

amount of foreign currency is made available at a much higher rate of
exchange for the luxury items such as foreign cars.

This restricts the import of luxury goods and is taxed more heavily than
essential goods through the sale of foreign currency at a "free market" rate of
exchange rather than at the official one. Other countries achieve the same
effect by levying exchange taxes at various rates according to the priority
attached to the product to be imported.

With exchange control, anyone wishing to obtain foreign exchange must
secure permission from the govermnment. Such a system permits the
government to restrict the demand for scarce foreign exchange and to ration it
out among different needs.

This rationing of foreign exchange also applies to importers; they must obtain

a foreign exchange permit before they can import any goods and must pay a
higher rate of exchange for imports of "luxury” or "non-essential" goods.
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Exchange control, like import quotas, is therefore another very effective way
of restricting imports as well as other types of foreign exchange spending.
Together with tariffs and import quotas, it forms the main form of
protectionism.

2539 Customs delays

Exporters sometimes find that their goods are held up at foreign ports
because of inexplicable delays by Customs Officials. These are sometimes
the result of a deliberate government policy to restrict imports. The Customs
authorities may argue that the documentation or marking of the goods is not
exactly as required.

Exporter documentation should try to give as little excuse as possible for such
delays. However, should the Customs authorities decide to inspect thoroughly

“~each -item- imported,—rather—than just a sample, there—will--always -be-

horrendous delays. Canada once used this techniqﬁe‘ in the port of Vancouver
to pressure Japan into agreeing to place "voluntary restraints” on auto exports
to Canada.

253.10 Customs valuation procedures

Not all countries use the same method to assess the import duty on the value
of goods imported. By using one method rather than another, an impotting
country can set a higher value on the goods and therefore levy a larger ad
valorem duty.

2531 Voluntary restraints

Sometimes, when one of its domestic industries is being badty hurt by foreign
imports, a government will undertake to persuade the exporting countries to
"voluntarily' restrict their exports. The government usually obtains co-
operation for such a program of voluntary restraint by making explicit or
implicit their intention to impose quotas or increase tariffs.
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2.5.4 Other Trade Barriers

The third type of barrier exists mostly because of perceptions and the mindset
of exporters. These may affect attitudes towards risks, costs, and the benefits
of exports. Therefore, all potential exporters should take note of these in the
quest to become more open towards exports.

2541 Distance to markets

Exporting usually starts with countries that are geographically close and
culturally similar to the home market. With regard to South African companies,
the situation is different in that the nearest geographical markets are culturally
different (Viviers, Kroon & Calof, 1996:36). Most South African businessmen
have their culture rooted in Europe, more than 10 000 km away from South
Africa. Furthermore, the nearest geographic markets are third world by nature

~ with very different-cultures- than-the European. Thus, this-may-become an... ... . = ...

inhibiting factor in exporting.

2.54.2 Anti-export Bias

Protection by government inevitably introduces an anti-export bias on two
accounts. Firstly, it makes sales at home more lucrative than sales abroad by
allowing firms to raise prices in the domestic market above those that would
prevail under free-trade conditions. Secondly, it makes exporting firms less
competitive internationaily by increasing the cost of their inputs, hence their
cost of production. As a result, the policies tend to make production for the
domestic market far more profitable than production for exports (Belli et a/,
1993:19).

2.5.43 Inward-looking Culture

Much of the support for export promotion arises from a criticism of import
substitution policies that historically preceded this export stage. South Africa
is no exception in this regard. Growing support for exportled growth
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strategies follows decades of inward-looking economic policy. It is
questionable whether import substitution could ever have achieved its
intended objectives in South Africa. lts aim was to save foreign exchange by
feeding and protecting the growth of industries geared to replace expensive
imports. But protection means comfort, and comfort usually leads to
complacency. Many protected industries are inherently less efficient in that
management comes to depend on the assistance and false cost structures it
is afforded (SAFTO/BMI, 1983:79).

The geographical problems mentioned above certainly have contributed to
this situation. However, there is something cuiturally innate in South Africans
that predispose them to focus on their own country. Therefore, the culturally
based inward-looking mentality may not be conducive to developing export
activities.

A recent barrier has developed together with the development of
environmental consciousness. Many countries restrict the import of goods that
have not been produced in environmentally conscious manners. Thus they
are only willing to import ‘green products’, which has been produced in a
process that decreases the danger production usually poses for the
environment.

2.5.5 Conclusion to Barriers

‘Barriers' is a strong and emotive term and perhaps 'obstacles' would be a
better description because they can be and are frequently overcome as the
many successful exporters demonstrate. Provided enough research, time,
patience and dedication, not to mention money, are made available, it is
possible to better understand and recognise these barriers or obstacles.
Managers need to make enough effort to minimize the inhibiting effects of
export barriers by using various management consultancy and advisory

services.
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Overall, South Africa is only starting to recover from the sanctions and non-
democratic policies that preceded the past decade. The long-term effects of
sanctions, the distance to export markets, restrictive currency legisiation, high
domestic costs and a general inward-looking culture are not factors conducive

to export.

Therefore it is important for managers to evaluate export barriers very
intensely and understand their effects, before any export attempt is made.

2.6 CONCLUSION

In conclusion to this chapter, it has become obvious that companies who
consider exporting their products, should first and foremost determine whether
the company is export ready by weighing the different export readiness
factors to the company.

- e

After this has been done, it is also important to determine what export barriers
are relevant to their company and product, and what effects they may have on
the overall export activities.

Thereafter, it becomes important to take note of the various government
assistance programmes that can help the company in the next steps to
exporting. These programmes offer not only financial assistance, but also
advise in the overall export process.

In the next chapter, the background to export promotion by governments will
be discussed. It will then be necessary to look into a few international
examples of how other governments assist and promote their exporters and
then relate it to the South African government assistance that is provided.
One of these govermment assistance schemes in South Africa will be
overviewed, namely Export Marketing and Investment Assistance (EMIA), and
their assistance in the export process will be evaluated.
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CHAPTER 3

EXPORT PROMOTION BY GOVERNMENTS

3.1 INTRODUCTION

It has become clear from the previous chapter that no company can address
the various export obstacies alone, especially not if it is the company'’s first
attempt at exporting. In the initial stages of the export process, companies
need to be certain that they comply with the export readiness factors and that
they understand the impact of the various export barriers on their company. It
is thus clear that they will need support from institutions that have experience
in the field. Governments have developed various approaches towards export
promotion or assistance (Czinkota, 2002:127). One approach focuses on
knowledge transfer to enable greater competence within firms and offers
either export services programmes or market development programmes.
Service programmes typically consist of seminars for potential exporters,
export counselling, and how-to-export handbooks. Market development
programmes provide sales leads to local companies, offer participation in
foreign trade shows, preparation of market analyses, and export newsletters.

A second export promotion approach deals with subsidisation of export
activities. Such government support can be direct or indirect and is mostly

financial in nature.

A third approach to export promotion consists of reducing governmental red
tape for exporters. For example, the requirements for multiple export licences
or permits issued by various government agencies, the imposition of
technology export controls, or a confiscatory approach to export earnings are
all impediments to exporting which governments can remove, thus stimulating
an increase in exports (Czinkota, 2002:128).
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This chapter therefore aims to discuss what other countries use as export
promotion mechanisms and how they support export readiness. After this is
done, it is then necessary to discuss the current export promotion
programmes in South Africa. A comparison is then drawn and the conciusions
are discussed. This is essential in helping government determine where their

export promotion programmes lack in efficiency.
3.2 BACKGROUND TO EXPORT PROMOTION PROGRAMMES

Generating exports is a primary policy concern for most governments, as
economic theory shows that an increase in exports leads to a direct increase
in GDP. Substantial resources are devoted to export promotion programmes
designed to increase the propensity of companies to export. However, while
useful politically, throwing monetary resources at a problem can be very
wasteful. In the era of government budgetary problems and fiscal frugality,

programme “accountability is part of every pofitician—and edministrator's - -~ .. ...

agenda. In the export promotions sector, the need to spend money wisely has
emerged as a key concern (Weaver, Berkowitz & Davies, 1998:1).

However, the above statement assumes that policy makers have a complete
knowledge of the determinants and inhibitors of export entry and a clear
understanding of the export decision-making process, as well as the needs of
exporters and the factors that contribute to their competitiveness.
Unfortunately, companies overall do not constitute a single homogeneous
group. Therefore, it is essential that policy-makers fuily understand the kinds
of differences that occur among them if they are to provide programmes that
effectively move these companies into successful exporting (Moini, 1998:1).
One of the important ways in which firms differ is where on the
“internationalisation process” continuum they fit. It is proposed here that firms
in one stage of the development process may have different needs and
interests to be met by government assistance programmes than firms in

another stage. Ht is important to note the various stages of intemationalisation.
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it has been determined that all firms go through certain stages of
internationalisation on their ways to becoming successful multinational firms.
Several stages classification schemes have been identified (Calof & Viviers,
1995):

e Stage 1: Management is not interested in exporting.

» Stage 2: Management is willing to fill unsolicited export orders, but does
not actively pursue export markets.

e Stage 3: Management has explored exporting to a country which is
geographically and culturally similar to the home country (i.e. it is what is
called a ‘passive’ exporter).

o Stage 4. Management is exporting on a more active basis to the country
identified in stage 3 (it is now termed an ‘experimental’ exporter).

e Stage 5. Management is actively exporting to two or more countries (it
can now be termed ‘active’ exporter).

o Stage® Management has committed significant resources to the

international operations of the firm. Decisions regarding foreign direct
in\;é;tment, international structure, and resource allocations at

international level dominate management discussions.

Each of these stages involves an increased commitment to international
activities. Commitment increases as managers learn more and therefore
become less uncertain about foreign markets.

The most important question to ask is if the assistance granted by
governments are that which would most greatly increase exportation.
Obviously, subsidies, credits and insurance will increase profits or reduce
risks for the exporting firms and are highly desired by them. it must be
considered, however, that in the context of export promotion, an increase in
export profitability of firms is only meaningful if it leads to increased export
activities. Any policies aimed at the profitability issue are therefore only
addressing the symptoms, not the problem. An export promotion approach
which would deal with the central issues of increasing foreign sales, would be
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market oriented (Czinkota & Ricks, 2001:73). To be truly successful, exporters
need to satisfy the demands of their foreign clients. Primary attention,
therefore, needs to be directed to determining what the importers of local
products want and need, and then to assist the exporters to fulfil these wants
and needs. The development of an information dissemination programme is
thus incredibly important, whereby government provide companies with
information on foreign countries, buyers, and markets. .

Therefore, government assistance needs to be efficient in providing any
information and support, from determining whether a company is export
ready, to the information it will need in order to be successful, if it is to have
any long-term impact on export growth in a country.

In the next section, a few assistance programmes from other countries will be
discussed to be able to evaluate South Africa’s assistance programmes.

~ These countries have been chosen firstly because the informationwas readily . . ... =

available, and secondly because these countries-are similar to South Africain... . - -

economic structure and development.
3.3 GOVERNMENT ASSISTANCE IN OTHER COUNTRIES
3.3.1 Export promotion in Malaysia

The Malaysian economy in 2001 was affected by the global economic
slowdown, which was aggravated by the September 11 incident. However, the
resilience of the Malaysian economy and the measures adopted by the
Government to generate growth in trade and industry had helped to mitigate
the adverse impact of the slowdown.

Malaysia's total trade in 2001 declined by 10.2 per cent to RM615.1 billion,
with exports amounting to RM334.4 billion and imports to RM280.7 billion.
Despite the lower exports, Malaysia continued to register a trade surplus of
RMS53.7 billion. According to the World Competitiveness Yearbook, Malaysia
ranked 7™ for their export of goods.
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The ASEAN region remained as Malaysia's main trading partner, accounting
for 24 per cent of Malaysia's total trade in 2001 or RM147.6 billion. Other
major trading partners were the United States of America, with a share of 18.3
per cent of total trade, followed by Japan, Singapore and the People's
Republic of China.

Notwithstanding the trade situation in the year 2001, there were several
positive trends in Malaysia's market diversification efforts. Trade with the
People's Republic of China, West Asia, and the Commonwealth of
Independent States was seen to increase significantly. The People's Republic
of China emerged as Malaysia's fourth largest trading partner, moving up from
the seventh position in 2000 as a result in the increase in exports by 21.7 per
cent to reach RM29 billion. Exports to West Asia increased by 13.1 percent
and to the Commonwealth of Independent States by a significant 83.1 per

cent (Chairman’s Statement, 2001).

MATRADE ‘was established in March 1993 as the external trade promotion__

;'é’rTrrof Malaysaa s Ministry of International Trade and industry (MITI) to assist

Malaysian exporters specifically in export and import related information. By
providing market research information and relevant advice, MATRADE assists
Malaysian exporters to enhance the position of their products and services in
the highly competitive global markets.

MATRADE, with its network of 23 offices located in commercial cities
worldwide, pursues the foilowing functions (About MATRADE, 2001):

o To promote, assist and develop Malaysia’s external trade with particular
emphasis on the export of manufactured and semi-manufactured products
and services.

e To formulate and implement export marketing strategies and trade
promotion activities to promote Malaysia's exports.
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To undertake commercial intelligence and market research and create a
comprehensive database of information for the improvement and
development of Malaysia’s trade.

To organise training programmes to improve the international marketing
skilis of Malaysian exporters.

To enhance and protect Malaysia’s international trade investment abroad.
To promote, facilitate and assist in the services areas related to trade.

MATRADE provides trade information through the following networks (About
MATRADE, 2001):

A computerised database of Malaysian exporters and foreign buyers for
business matching. This database is updated on a regular basis.

A business library that offers the business community a convenient means
. for conducting preliminary research on markets and products.

o Trade directories, exporters guidebooks, monthly trade bulletins, weekly -
trade Ieads and research studies. e

a-..

Information on overseas markets and business opportunltles

MATRADE also provides grants and funding for their exporters:

Market Development Grants (MDG's) to assist SME's to undertake
activities for the development of the export market.

Seminars/iworkshops to nurture new exporters and update existing
exporters on trade developments and business opportunities in
international markets.

Guidance and advice to SME’s that have the potential to market their
products and services abroad.

In 2001, MATRADE, as part of its trade promotion activities, continued to

organise the participation of Malaysian companies in 32 international trade

fairs overseas and nine trade missions. As result of these efforts, export sales
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of over RM349 million was generated, while another RM2.2 billion in potential
sales was reported by the 784 participants (Chairman’s Statement, 2001).

In line with the export promotion strategy to promote exports to new markets,
MATRADE had intensified trade promotional activities to West Asia, People's
Republic of China, Latin America, Africa, India, the Philippines, Myanmar,
Thailand and Madagascar.

MATRADE's role in the promotion of the services sector was enhanced when
it was tasked to be the secretariat to the newly established National
Professional Services Export Council (NAPSEC), which is responsible for
formulating strategies and programmes for the promotion of export of
professional services including construction services. NAPSEC comprises
representatives from major professional bodies and relevant government
agencies and acts as an advisory council to MATRADE's Board.

To assist in promoting the export of construction and related professional
services, MATRADE organised specialized marketing missions to the World
Bank in Washington DC and to the Asian Development Bank in Manila and
Hanoi. These missions were aimed at familiarising the private sector
representatives on procurement opportunities, policies and procedures of
these organisations as well as to establish networking.

Various initiatives undertaken by MATRADE in the 2001 had enhanced its
ability to disseminate timely and useful market and trade information to the
business community. Amongst the main achievements were the completion of
the IT-related project aimed at web enabling key databases such as the
Maiaysian Exporters Database, the Foreign Importers' Database and the
Malaysia External Trade Statistics and the introduction of online services such
as applications for registration with MATRADE and for participation in its
export promotion activities.



- Japanese -government in 1958 -as the nation's principal organization. for the

MATRADE was able to reach out to a larger export community in 2001 with
the registration of more than 5,000 companies with MATRADE. These
companies were continually kept informed of MATRADE export promotional
activities, developments and information of overseas market opportunities, in
particular through the fortnightly MATRADE's Online bulletin and the monthly
Trade Mart.

In the process of assisting their exporters and potential exporters, MATRADE
developed an export readiness information package, together with an export
readiness questionnaire to help exporters determine their export readiness
before entering international markets.

3.3.2 Export promotion in Japan

The Japan External Trade OrganiZation (JETRO) was established by the

comprehensive impiementation of trade policy. In its first few decades,

~ JETRO promoted Japanese exports to meet the needs of the nation's post-

war economy. In the first half of the 1980s, however, as Japan's trade surplus
continued to grow, the organization began promoting imports entering Japan
to help the nation achieve more balanced foreign trade.

Today, JETRO places a strong emphasis on the promotion of foreign
investment entering Japan. Attracting foreign investment is a key strategy for
stimulating domestic empioyment and revitalizing the Japanese economy.
JETRO also provides small and medium-sized enterprises with support for
their international trade and investment aclivities, and thereby stimulate the
economies of East Asia and in fact the entire world. In addition, they help
developing nations nurture their parts/components supply industries, support
industrial development programmes between regional areas of Japan and
other countries, and promote cooperation between industries in Japan and
other developed nations.
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To carry out these and other activities, JETRO operates an extensive network
of offices worldwide, comprising JETRO Headquarters in Tokyo, JETRO
Osaka and 36 other offices in Japan and another 79 offices in 60 countries.
They merged with the Institute of Developing Economies (IDE), Japan's
largest regional studies organization, in July 1998, resulting in a new
organization with comprehensive capabilities not only in trade and investment
promotion, but also research into economic and related issues in developing
regions of the world (JETRO, 2002).

As the world economy continues to be reshaped by globalisation and other
major trends, JETRO remains committed to making meaningful contributions
toward the expansion of balanced Japanese trade and investment, as well as
the development of mutually beneficial relationships with Japan's economic
partners.

JETRO coilects and provides a diverse range of information through its 80

"overseas offices, domestic headquarters in Tokyo and Osaka, and 36 regional

offices nationwide.

The IDE conducts basic and comprehensive studies on economic and related
affairs in Asian countries and in developing regions with a view to contributing
to the promotion of economic cooperation and the improvement of trade
relations between Japan and these areas.

JETRO operates two libraries: the Business Library (in Toranomon, Tokyo as
well as in Osaka) and the IDE Library (in Makuhari, Chiba Prefecture).

A JETRO programme that offers support for two-way international regional
development between Japanese regional economies and overseas regions
and businesses, is in place. Supported industrial exchange includes those for
collaborative research related to technology, capital investment and design.

JETRO provides information to Japanese companies interested in or wishing
to investigate the possibility of making overseas investments. Investment
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advisors are stationed at JETRO's Tokyo and Osaka Headquarters to answer
inquiries from Japanese companies.

In order to promote direct investment by Japan's supporting industries,
JETRO conducts surveys on the current conditions and the investment
environments of supporting industries in St (Supporting industry) Project host
countries.

Since fiscal 1992, JETRO has been proceeding under the Green Aid Plan
promoted by METI by holding policy dialogues with the governments of the
countries concerned.

The JETRO Business Japanese Proficiency Test (JETRO Test) is Japan's
first officially recognized test of non-native speakers' proficiency in listening
and reading comprehension as well as in oral communication of the Japanese
“language-in business-oriented situations. . e e
JETRO provides information for students interested in experiencing
internships in Japanese companies. JETRO, in cooperation with METI, has
also been supporting the Japan Industry and Technology Management
Training (JITMT) internship programme since 1995 in conjunction with
universities in the US, UK, and Canada (JETRO, 2002).

The Asian Trade Promotion Forum comprises 21 Asian trade promotion
organizations working for expanded trade in the Asian region. its website, run
by JETRO, is a portal to Asia for business people worldwide. The website
provides information on export readiness, as well as the factors that need to
be in place for the company to be export ready.

3.3.3 Export promotion in Singapore

To meet the challenges of an increasingly competitive global market, the
Singapore Trade Development Board has been restructured to focus on
intermationalising Singapore-based enterprises. Known as "international
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Enterprise Singapore" or IE Singapore, their mission is to help Singapore
based companies who are willing and able to grow and internationalise
successfully.

IE Singapore is the primary agency to encourage the spreading of
Singapore's external economic wing. It offers a wide range of services, both
locally and overseas, to help companies shorten their learning curve and
make the right connections. These include providing valuable market
information, doing feasibility studies and finding overseas partners.

They also promote Singapore as an SME hub by attracting enterprises from
other countries to be based there, so that they can collaborate with

Intemational Singapore Companies (ISCs) to venture into the region.

Starting at the very basics, IE Singapore helps companies develop their core

f,apabiht:es from product and-services development, manpower.and.btanding,: - ..o con

a0 § cap|tal enablement, networks and alliances. With over 30 offpes worldwide
and a successful track record as that of the Tra&’ Development Board, IE
Simgapore are uniquely equipped to help companies succeed. They do this by
providing local market know-how, by helping companies overcome market
boundaries, and by offering them the advantages of regional and global
opportunities.

The mission of the economic agencies in Singapore, headed by the Ministry
of Trade & Industries (MT]), is to promote high and stable levels of economic
growth and employment, so all Singaporeans have ample opportunity to
improve their standards of living (IE Singapore, 2001).

These strategies are derived from Singapore’'s general philosophy of
economic management: strong adherence to a free market economic system,
and active pursuit of outward-oriented economic policies. IE Singapore has
also derived their export readiness measurement from this philosophy and
their questionnaire is based on what they see as being essential components

for a company to be successful internationally.
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3.3.4 Export promotion in the Philippines

The Department of Trade and Industry (DTI) had its origins in June 23, 1898
when President Emilio Aguinaldo formed four government agencies, namely
the Departments of Navy, Commerce, Agriculture and Manufacturing.

In September 1901, the Philippine Commission established the Department of
Commerce (and Policy). After World War Il, President Manuel A. Rozas
issued Executive Order (EO) No. 94 in 1947, creating the Department of
Commerce and industry.

Prior to EO 94, the Bureau of Commerce was tasked to develop and promote
the country’'s trade and industry, under the overall supervision of the
Department of Agriculture and Commerce (DCI).

22 agencies under its direct supervision. The DCl was mandated to promote,
develop, expand, regulate and.-control foreign and domestic trade and
industry, as well as tourism.

In 1975, the Department of Trade was created to pursue efforts of the
govemnment towards strengthening the country’s socio-economic
development, particularly in the area of commercial activities. A key strategy
of the new department was vigorous export promotion to generate much-
needed foreign exchange.

In the early 1980's, the Marcos government’s goal of national economic
development required industrial promotion efforts with the expansion of
Philippine trade abroad. This resulted in the creation in 1981 of the Ministry of
Trade and Industry, which took over the functions of the subsequently
abolished Departments of Trade and of Industry.

Under EO 133 which remains effective up to the present time, the DT! serves
as the primary coordinative, promotive, and facilitative arm for trade, industry
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and investment activities. It acts as the catalyst for intensified private sector
activity to accelerate and sustain economic growth through (DT1, 2001):

o A comprehensive industrial growth strategy

e A progressive and socially responsible liberalization and deregulation
programme

» Policies designed for the expansion and diversification of both domestic

and foreign trade.

On July 19, 1998, President Joseph E. Estrada issued EQ 124 authorizing the
DTI Secretary to review the DTl systems/operations and initiate structural
changes. It also deputized a senior Undersecretary as a special trade
negotiator. DT sees its role as business and consumer champion guided by
its 5-point action strategy, namely:

"'« Promoting and developing business, with focus on SMEs:
e Preparing for the Knowledge Economy M
¢ lLowering the cost of doing business

e Ensuring consumers get the best value for money, and

¢ Upgrading the quality of DT| governance.

The end goal is to grow and expand Philippine trade and industry as the
means to generate jobs and raise incomes, so that the Philippine people may
enjoy continuing improvements in their quality of life.

The Bureau of Export and Trade Promotion's (BETP) Export Assistance
Network (EXPONET) in the Philippines helps exporters and prospective
exporters access information and resolve specific problems related to

exporting.
Its network consists of over 128 agencies within and outside DT, including

the Bureau of Customs (BoC), Bangko Sentral ng Pilipinas (BSP) or the
Centrai Bank of the Philippines, and other export-related agencies including
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those represented at the One-Stop Export Documentation Centre. Advisers
are stationed in all DTI regional and provincial offices.

EXPONET provides information on the following (iReklamo, 2001):

e Export seminar schedules

+ Export organising

e Export procedures and documentation
o Import facilities for exporters

e Buyer linkages

o Export financing and incentives

e Product raw material sourcing

¢ Statistical information.

- The agency also assists exporters in export-related problem/trade complaints.

3.3.5 Export promotion in Belgium

Belgium is a relatively small country in the European Union, with its population
accounting for 0.2% of the worid population. In 2002, Belgium was
responsible for 3.3% of world exports and 2.9% of world imports. With only
2.9% of the population of the European Union, Belgium accounted, in 2002,
for 8.5% of EU exports and 8.2% of EU imports. Therefore, in 2002 Belgium
was ranked 10™ as an exporter and 11™ as an importer, according to the
World Competitiveness Yearbook. The ratid between Belgium’s export of
goods and its Gross National Product (GNP) in 2002 was of the order of 81%
(Beigium Foreign Trade Board, 2002).

Beigium has various institutions assisting exporters in the export process, one
of which is Export Viaanderen, which is the official institution for export
promotion. This institution uses a programme known as the ‘exportmeter’ to
assist exporters to measure export readiness. Export Viaanderen provides
exporters with country-related information and also helps exporters to build up
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contacts through their economic representatives abroad. They also provide
individual advice and assistance, through export advisers in each region in the
country.

The ‘exportmeter’ provides expert advise on the operations of a company,
measures a company’s current status and highlights its weak points. It
provides recommendations for soiutions to these problems, thus
recommending methods for short-, medium- and long-term actions to build up
a strong basis for exports (Export Vlaanderen, 2003).

Therefore, companies in Belgium are assured of assistance from government
on all levels of exports, from determining if the company is export ready,
- through the export process and being provided with information on all levels of
export. By establishing contact with Export Vlaanderen in Brussels as well as
in Johannesburg, it was possible to relate their export promotion to that
offered in-South Africa. -~ T
. P I—

These five-sountries each show a consistent growth in exports over recent
years, and it can be positively linked to the assistance programmes offered to
exporters and potential exporters. These countries assist exporters from the
first stages in establishing their export readiness status, to developing the
company to readiness status and assisting them in the export process with
the provision of information as well as financial resources. It is thus necessary
to examine the assistance that is provided in South Africa to be able to make
recommendations on the improvement of the system.

3.4 EXPORT PROMOTION IN SOUTH AFRICA

Support is growing stronger for the application of an export-led economic
growth strategy in South Africa. Local policy makers have over the past few
years expanded its potential benefits and, as South Africa has regained
acceptance in international markets, there is no doubt that the encouragement
of exports is a pivotal aspect of the country’s economic policy (SAFTQ/BMI,
1993:77). Through the different economic strategies like RDP and GEAR,
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government has been able to create an integrated manufacturing strategy
aimed at overall growth.

Government is responsible for creating a positive trading environment for
exporters. This includes a favourable government policy towards international
trade, tax regulations, provision of infrastructure and the negotiation of
favourable trade agreements with selected countries (DTI, 1997:25). One of
the primary roles of government, from the exporter's point of view, is to
negotiate equal market access for his or her products for an international
market.

When Trade and Investment South Africa (TISA) was formed in 2000 as a
division of the Department of Trade and Industry (DT1), the original investment
promotion agency, Investment South Africa (ISA) and the export functions of
the DT! were merged to form a single organisation. TISA is responsible for

~stimutating foreign direct investment and exports of South-African goodsand....... . ...

services to internatiénal mirkets: As part of the country’s national economic
strategy, TISA is tasked-withridentifying and targeting key high-growth sectors
and enjoys direct access at the highest levels to both South African business
sectors and trading partners. Thus, TISA is the essential point of contact for
anyone involved in investment and export promotion in the country.

Locally, TISA functions under the umbrella of the DTI, a broader family of
institutions controlling state assets in excess of R25bn and led by Minister
Alec Erwin. A number of units dedicated to specific aspects of the business
process operate with TISA. Sector specialists and strategic analysts work
together to oversee targeted export objectives. Simultaneously, logistics
specialists who are located in the Enterprise Industries Development Division
(EIDD), of the DTI identify and take steps to eliminate bottlenecks in the
supply chain, for both exporters and investors alike. Thus, the DTI provides a
single-transaction arena for investors and exporters at a national level. TISA
is also mandated to co-ordinate provincial initiatives to match investor
requirements with opportunities available within each of the nine provinces
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(EMIA, 2003:iv). TISA focuses on promoting sectors of the South African
economy that have shown the greatest growth potential and marketability.

TISA identifies opportunities and provides core-market intelligence in 48
regional offices within South Africa’s diplomatic centres worldwide. Key
investors are targeted in priority-growth sectors and specific sectoral expertise
is added to the equation. The regional managers operate according to
intemational best practice standards, pioneered by leading trading nations
such as Singapore and Ireland. The drawback is that these have rarely been
evaluated to determine their effectiveness and efficiency.

The export process is sector specific, and sector strategies offer the
framework within which exports are encouraged and incentivised. These
strategies address competitive issues and international best practice
standards regarding the product. TISA claims that their sector specialists have

- @ clear understanding -of -and-access to, the various-industries.. Hence,.they. . :

are able to provide sound advice, recommendations and assistance —
information that is invaluable to the potential exporter (EMIA, 2003:vi).

TISA provides a Customer Care service for manufacturers, a facility that
offers information and advice on current export processes and procedures.
TISA is also mandated with developing small and black exporters and to
manage the Export Marketing and Investment Assistance Scheme (EMIA) as
a key enabling incentive.

3.4.1 Export Marketing and Investment Assistance Scheme (EMIA)

The DTI has developed the EMIA scheme to support companies in exporting.
TISA is responsible for the management of the EMIA scheme. The purpose of
assistance under the EMIA scheme is to partially compensate exporters for
certain costs incurred in respect of activities aimed at developing export
markets for South African products and to recruit new foreign direct
investment into South Africa. The DTI provides the following contributions for
the various schemes (EMIA, 2003; Sacks, 2001:6):
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¢ 50% to 80% of an economy class return airfare ticket.

¢ A subsistence allowance of R1 000 per day for a maximum of 15 days,

including transport and weekends (subject to criteria).

+ Up to R1 000 for the transport of samples.

« Up to R10 000 for the design and printing of export brochures, promotional

videos or CDs (annual maximum).
+ Up to 50% of the cost of registration of products in the export market or an
annual maximum of R100 000 whichever cost is less.

» Up to R25 000 towards the cost of an international marketing consultant

for industry-specific sectors.

3.4.2 Components of the EMIA scheme

3421

3.4.22

3.423

3424

Primary Market Research
Assistance is provided to partially compensate exporters for costs

“incuired in “déveloping new export markets.  This' ‘includes - -

istrati tents, trademarks and quality marks.

registration of patents, trademarks and quality ma o
Foreign Direct Investment Research

Assistance is provided to persons for costs incurred in recruiting
new foreign direct investment into South Africa through personal
contact by visiting potential investors in foreign countries.

Individual participation in Exhibitions

Assistance is granted to individual exporters to exhibit products at
exhibitions abroad where TISA does not provide for a National
Pavilion.

National Pavilions

Assistance is provided to South African exporters to introduce
South African products into foreign markets by participating in
suitable foreign exhibitions. This scheme applies to exhibitions in
which South Africa participates officially by means of a national
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pavilion. TISA makes arrangements and bears cost of space rental,
construction and maintenance of stands, electricity and water
charges as well as freight costs up to a maximum of three cubic
meters or two tons per exhibitor.

3.425 Outward Selling Trade Missions
Assistance is provided to South African exporters who wish to make
contact with foreign buyers with a view to concluding new export
orders.

3.426 OQutward Investment Trade Missions

Assistance is provided to South African enterprises participating in

Outward investment Recruitment Missions with a view to encourage
and attract foreign direct investment into South Africa.

- 3.4:2:F ~-Inward Buying Trade Missions . - . i

. Assistance is provided to “organisers of inward buying trade
missions to enable prospective buyers to make contact with South
African exporters to conclude export orders. The mission must be
organised by a qualifying organisation, export council or TISA.

3.428 Inward Investment Missions
Provide assistance to organisers of inward investment missions to
facilitate foreign direct investment in South Africa.

3.4.3 Who qualifies for assistance under the scheme

Assistance is granted to registered South African exporters who are;

o South African manufacturers of products including SMME or other owned
businesses;
¢ Certain South African service businesses;

e South African export trading houses; or
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¢ South African commission agents representing at least three SME’s;
e South African Export Councils (specific industry sectors).

Although this seems positive, it is still essential that a critical analysis be
performed to determine whether EMIA is helping the right organisations.

3.4.4 The Success of EMIA

in an interview between Global Trade and Christian Saaiman (Kingham,
2003:36), director of EMIA, approximately 60% of EMIA’s candidates manage
to sell goods or secure orders on their first trip abroad. However, creating a
sustainable export market takes greater skills. The fumbling of novice
exporters has earned South Africa the uncomfortable reputation of being a
country that over-promises on exports, and then can't always deliver the
quantities or quality of goods demanded by intemational clients (Kingham,

-2003:36). Only 20% of EMiA’s-candidates can realistically be expected.10......

cradte sustainable export markets.
The most successful new exporters in 2002 were in the cultural-industries
sectors, which incorporates arts and crafts, souvenirs, clothing and interior-
design items made using traditional materials and methods. This sector was
closely followed by agro-processing, fumniture, metals, textiles and
IT/electronics. 1t is though not clear what the reasons are for these sectors
being most successful. it is necessary to determine whether these are the
only sectors that were truly successful, or if they were only successful due to
extensive assistance received.

According to TISA’s 2002 report South African exports have risen to 19% of
GDP and are increasing in volume each year. Between 1992 and 2002 the
value of exports rose from R60-billion to R291-billion nominally. This growth
would have been highly unlikely without the concerted support of government
initiatives to overcome the inherent size limitations of the local market. There
is no doubt that government is committed to supporting exports. The problem,
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though, still lies in the first stages of exporting, and companies start exporting
without truly being export-ready and therefore the high failure rate (Kingham,
2003:37). 1t is from this conclusion that the next chapter is derived.

3.5 CONCLUSION

it has become clear in the previous chapter that a company has various
factors to consider before attempting to export its product. The evaluation of
these factors can help determine whether the company should avoid
exporting at first and rather focus on developing the company to a level where
it will be more export ready, or whether it is export ready and should start
focussing on its export strategy. The company should also evaluate the
various export barriers and determine whether it can be overcome or will
stand in the company’s way of success.

™ still not assisting their companies as effectively as they could. The companies
are assisted in ways in which government thinks best, but it is still possible
that they are not catering to the true needs of companies and that they are not
providing the right information. Further studies are necessary to determine the

- true efficiency of South Africa’s trade promotion and assistance.

Before any assistance is offered to any exporter, TISA should help the
company to determine whether it is export ready and will stand a chance of
success. In doing this, they currently use a specific Export Readiness
Questionnaire, which assesses the different factors mentioned in the previous
chapter.

The next chapter is aimed at assessing and evaluating this questionnaire to
determine its effectiveness. It will therefore be possible to provide
recommendations for the improvement of the questionnaire, and therefore the
efficiency of the EMIA scheme.
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CHAPTER 4

EMPIRICAL STUDY

4.1 INTRODUCTION

One of the first steps in Trade and investment South Africa’s process of
determining whether a company is export ready and may receive assistance,
is by completing an Export Readiness questionnaire. TISA currently uses two
questionnaires; an extensive, detailed questionnaire in which relevant
information is requested, and also a short, desktop-version questionnaire in
which only the basic factors of export readiness are evaluated to obtain an
initial impression of the company’s export readiness.

During the course of this study, TISA determined that their short questionnaire. . .
does not deliver the results they need before any further investigation into a
company can be made. The personnei at TISA acknowledged that the
existing questionnaire was not scientifically designed and the outcomes were
not convincing of the export readiness of companies. It was therefore
requested that a new desktop-version questionnaire be developed, as their
current short questionnaire is seen as inefficient and does not deliver the
necessary results.

in compiling a new questionnaire, it was necessary to examine the Export
Readiness questionnaires currently used locally, as well as questionnaires
from various different countries. The questionnaires currently used by TISA
were examined, as well as the questionnaire used by NTSIKA, the locai
enterprise promotion agency. Questionnaires were also obtained and
examined from other countries, such as Canada, the Netherlands, the USA,
Malaysia, and a variety of organisations, such as the Centres for Intermnational
Trade Development (CITD), PA Source Net, Trade Port, Trade Point and The
Burbank Group. Many of these were not questionnaires in nature, and were
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only information provided on export readiness factors, but those that were in
the form of a questionnaire, are attached in Annexure C.

By examining a totat of 10 questionnaires, it was possible to determine the
most frequently asked questions, and therefore be able to derive a
questionnaire with the most important questions. After consultation with the
personnel of TISA, it was possible to compile a pilot questionnaire, consisting
of 30 questions, 6 of which focussed on company details, and the other 24
focusing on export readiness factors, such as management commitment to
exports, export administration skills, capacity to supply, quality management
and technical know-how, financiai resources and competitive intelligence. This
questionnaire is attached in Annexure A.

The questionnaire was then piloted by TiSA to 30 randomly selected, potential
exporters applying for assistance through the EMIA scheme. The 30

- questionnaires -were-then examined statistically,  and:--the methodology and
-~
results will be discussed in the next sections.

4.2 BACKGROUND TO THE STATISTICAL ANALYSIS

Most theories in the social and behavioural sciences are formulated in terms
of hypothetical constructs that cannot be observed or measured directly. The
measurement of a hypothetical construct is accomplished through one or
more observable indicators, such as was done in this study, through
responses to questionnaire items, that are assumed to represent the
constructs adequately (Jéreskog & Sérbom, 1993).

In theory, the researcher defines the hypothetical constructs by specifying the
dimensions of each. The theory further specifies how the various constructs
are postulated to be interrelated. Since the theoretical constructs are not
observable, the theory cannot be tested directly. All one can do is examine
the theoretical validity of the postulated relationships in a given context. The
validity of constructs is a necessary condition for theory development and
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testing (Steenkamp, 1991:283). Construct validity is the degree to which a
construct achieves empirical and theoretical meaning.

Before the theory can be tested empirically, a set of observable indicators
must be defined for each dimension of each construct, as has been done in
this study. The theoretical relationships between the constructs constitute the
structural equation part of the model, and the relationships between the
observable indicators and the theoretical constructs constitute the
measurement part of the model.

Firstly, it is imporiant to define and explain principal component analysis.
Principal components are uncorrelated linear combinations of observed
variables that account for maximum variance in the observed variables. In
other words, it defines those components that carry the largest wé.ight in a
study. The results of principal components depend on the unit of

measurement -in - the--observed: variables. Principal components_.are best ... . .. .

applied to variables which are measured in the same units of measurements
and which have approximately the same variance (Jéreskog et al, 1993).

Furthermore, it is important to distinguish between exploratory and
confirmatory analysis. in an exploratory analysis, one wants to explore the
empirical data to discover and detect characteristic features and interesting
relationships without imposing any definite model on the data. An exploratory
analysis -may be structure generating, model generating, or hypothesis
generating. In confirmatory analysis, on the other hand, one builds a model
assumed to describe, explain, or account for the empirical data in terms of
relatively few parameters. The model is based on a priori information about
the data structure in the form of a specific theory or hypothesis, a given
classificatory design for items or subtests according to objective features of
content and format, known experimental conditions, or knowledge from
previous studies based on extensive data {Joéreskog, Sérbom, Du Toit & Du
Toit, 2000:143). It is widely recognised that exploratory factor analysis can be
quite useful in the early stages of experimentation or test development.
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In this study the test sample of 30 potential exporters was relatively small and
therefore it was only possible to perform a principal component analysis and
an exploratory factor analysis. The results will be discussed in the following

sactions.

4.3 COMPOSITION OF THE SAMPLE

It is firstly important to describe the companies that participated in the study,
according to the first six questions that were asked about their profile. it is
important to notice that it is not possible to derive conclusions about the total
population of exporters, as the sample was not chosen to be representative of
all exporters. TISA piloted the questionnaire to the first 30 exporters that they
deait with after the questionnaire was given to them. The sample is therefore
not representative of sectors, size, number of years in operation or province.

sector in which their company operates. The results showed the following:

TABLE 1: SECTORS

SECTORS PERCENTAGE
AGRICULTURE 13.3
MINING 3.3
MANUFACTURING 50.0
ELECTRICITY o
CONSTRUCTION 0
TRADE 10.0
FINANCING 0]
SERVICES 16.7]
GOVERNMENT 0
OTHER 6.
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It is clear that most of the participants (50%) operate in the manufacturing
sector, with the second largest being services (16.7%) and the third largest
being agriculture (13.3%).

Secondly, the participants had to specify the number of staff the company
currently employed, with the three sections being less than 50, 51-200, and

more than 200 employees. The results showed as follows:

TABLE 2: NUMBER OF EMPLOYEES

' NUMBER PERCENTAGE

| Less than 50 66.7
51-200 g 23.3
More than 200 10.0
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It is clear that most companies (66.7%) that participated in the study are
SME'’s, with less than 50 employees, with the second largest (23.3%) being
companies with employee numbers between 51 and 200, and the smallest
percentage (10%) of companies having more than 200 employees.

Thirdly, participants were asked to provide the number of years the company
has been in operation. The results showed the following:

TABLE 3: YEARS IN OPERATION

YEARS PERCENTAGE

0-5 years 20.0
6-10 years S S
11-20 years 26.7|
More than 20 years 20.0
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From these results it appears that most companies (33.3%) participating in
the study have been operating between 6 and 10 years, with the second
highest (26.7%) being in operation between 11 and 20 years.

Fourthly, it was important to enquire in which province the companies were
located, which delivered the following results:

TABLE 4: PROVINCE OF LOCATION

PROVINCE PERCENTAGE
Northern Province/Limpopo 3.3
Gauteng 40.0
Mpumalanga 0
North West 0
Northern Cape 0
| Western Cape 433
Eastern Cape 3.3
Free State 0
Kwazulu Natal 10.0
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An interesting result was found, as most of the participants’ companies
(43.3%) were located in the Western Cape, and the second most (40%) in
Gauteng. The rest were spread between Limpopo, the Eastemn Cape and

Kwazulu Natal.

As a fifth question, participants were asked to provide their total tumn over in
the last financial year. This was categorised in 5 sections according to TISA's
specifications, as shown in the results:

TABLE 5: TOTAL TURNOVER ANNUALLY

TOTAL TURNOVER IPERCENTAGE

Less than R150 000 3.3
R150 000 -R 4 million 26.7|
R4 million - R10 million 30.0
R10 million - R40 million 20.0
More than R40 million 200
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Finally, the person that filled in the questionnaire had to specify the position

held within the company. This was categorised between

low-level

management, middie-level management and top-level management. The

participants were divided as follows:

TABLE 6: MANAGEMENT LEVEL OF PARTICIPANT

'MANAGEMENT LEVEL PERCENTAGE
Low-level Management 20.0
Middle-level Management 36.7
Top-level Management | 43.3
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After the participants had provided the above company details, they
proceeded to the second section of the questionnaire that focussed on export
readiness constructs, to determine the company’s level of expertise and
capacity in each construct field. These results will be discussed in the next

section.

44 EXPORT READINESS ASSESSMENT RESULTS

The next 24 questions were based on the various export readiness factors
necessary for the company to be successful in export markets. These
questions were initially divided under six fundamental constructs, namely
management commitment to exports, export administration skills, capacity to
supply, quality management and technical know-how, financial resources and
competitive intelligence. These questions were then asked randomly so as not
to lead the exporter in a direction by giving the specific construct the question
falls under. The results will, however, be discussed according to the various

constructs so as to be able to place the questions into context.
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4.4.1 Management Commitment to Exports

Three questions were asked to the participants in order to obtain information
on management's commitment to the export process. These three questions
had the following results:

Firstly, the participants were asked whether they are convinced that export
are an important aspect of their company’'s future survival. The resuits
showed that all 30 participants agreed to this statement and recognised the
impbrtance of exports to their company’s future.

Secondly, the participants were asked whether they are able to commit a
substantial amount of time to developing an international market, thereby
reorganising the amount of time spent on ali other company aspects to make
space for the export process. The results showed that 93.3% of the

partncrpants are wnhng to commit a substantial amount of time to exporting, -

while only two participants, comprising 6.7% of the sample, are not willing to
make substantive time for this process.

Thirdly, the participants were asked whether they are prepared to rearrange
the way their business operates to become internationally competitive. In this
case, 96.7% of the participants agreed that they would be willing to do this,
while only one participant, comprising 3.3% of the sample, was not willing to
do this.

Therefore, it is clear that most potential exporters realise the importance of
being fully committed to the export process and merging it with other activities
of the company. '

4.4.2 Export Administration Skills

Six questions were asked in this category to determine the level of skills and
knowledge that potential exporters possess about the export process and the

complexity it involves.
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Firstly, participants were asked whether they have sufficient resources to
handle administration matters efficiently, to which all participants agreed.

Secondly, they were asked whether they have an efficient communication
system (e.g. telephones, fax, e-mail) in place to respond to enquiries,
complaints, etc. To this question all participants agreed that they do have
efficient communication systems available.

Thirdly, participants were asked whether they have experience in selling
products to other countries, to which all agreed as well.

Fourthly, all participants agreed that they do have experience in processing
export orders.

== “Fifthly, @l “participants acknowledged that they have-an-understanding of — .- ——.._ ..
export procedures and the various role players.
Lastly, all participants stated that they have experience in order to develop an
export-marketing plan.

Therefore, it seems that companies recognise the need for an understanding
of the export administration skills necessary to process export orders
successfully.

4.4.3 Capacity to Supply

The third construct is related to the companies’ practical side, therefore their
ability to cope with larger orders once export markets have been secured.

Under this subject, three questions were asked, with the following resuits.

Firstly, all participants agreed that they have a product/products, which have
been successfully sold in the domestic market.
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Secondly they were asked whether they have spare capacity and can
increase their capacity by about 30% at short notice, without any major capital
equipment. To this question 90% of the participants agreed, with 10% not
being able to increase their supply rapidly.

Thirdly, participants were asked whether their production were consistent in
volume and capacity. To this, 96.7% of the participants agreed, with only one
participant, comprising 3.3% of the sample, recognised that their production
was not consistent.

Therefore, it is clear that potential exporters realise the need to expand their
business and that they need to be able to handle larger orders rapidly without
affecting their local operations. With regard to the second question, a
substantial number of the participants (10%) were not able to increase their
capacity rapidly. By assessing the results, it became clear that the reason for
with a small number of employees, less than 50, and a total tumover of R4 —
10 million per year. It is thus clear that these companies are small companies
and do not possess the resources and capacity necessary to supply a larger
amount of products within a short period of time.

4.4.4 Quality Management and Technical Know-how

Four questions were asked in this category to determine companies’ level of
quality control as well as their knowledge of the influence exporting will have
on their production process.

Firstly, the participants were asked whether they have a quality
management/assurance/control system in place, to which 93.3% of
participants agreed, and 6.7% did not agree.

Secondly, they had to state whether they have undertaken research and
development in order to improve their products’ features or range of products,
to which all participants stated that they have.
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Thirdly, they were asked, if relevant, whether their products comply with a
recognised South African (SABS) and/or other international standard and/or
specification. To this question 53.3% of participants stated that their products
do comply, whereas 46.7% regarded the question as not applicabie to their
product, therefore it not being necessary for their product to comply to any
standards.

Fourthly, they were asked whether they have access to the technical
expertise required to ensure that their product is suited to internationai
markets in terms of quality and function. To this, 96.7% agreed that they do
have expertise available in this regard, with 3.3% not agreeing.

The question that stands out in this construct, is the one regarding standards
compliance, with only 53.3% acknowledging that their product to comply to
the necessary standards, and the other 46.7% deeming it not necessary for

~ fhéir-prodicts to-comply to-any -standards whatsoever. This group consists. ----

mainly of companies in the manufacturing and services sectors, and seem
small, with most having less than 50 employees and a total turnover of R4 —
R10 miillion a year. This implies that most small companies feel that their
products either do not have to comply with any standards, or are perhaps not
aware of the required standards that their products will have to comply with for
the export market. Further study into this is needed to determine the reason
for the low number of companies complying with standards.

' 4.4.5 Financial Resources
In this regard, it is necessary to determine whether potential exporters have
the financial capability to cope with extensive export expenses. Four

questions were asked in this regard.

The first asked participants whether they have a recent financial report (profit
and loss statement and balance sheet), to which all agreed.
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Secondly, participants were asked whether they have, or have access to,
adequate financial resources to support an export marketing development
programme. To this question only 70% of participants agreed, while 30%
stated that they do not have adequate financial resources to support the
development programme.

Thirdly they were asked whether they could afford to invest in adapting their
product/package if required, to which all participants agreed.

Lastly they were asked whether their turnover had grown over the last 2
years. To this question, 96.7% of the participants agreed that their tumover
did grow over the last 2 years, whereas 3.3% stated that theirs didn’t.

it seems clear that a substantial group of potential exporters are not export
ready for the reason that they do not have the financial resources to cover the

Traxperises related to exporting. This is seen from the resuits.of the second- - .. . .. ...

question, where 30% acknowledged that they do not have adequate financial
resources available to support an export development plan. By studying the
results, it became clear that most of these companies operate in the
manufacturing and agricultural sectors. The majority of these companies are
relatively small, with either less than 50 employees, or 51 to 200 employees,
and a relatively small turnover. This implies that most small companies do not .
have the necessary financial resources to finance the export process, and wiil
need assistance from government or other institutions.

4.4.6 Competitive Intelligence

The last construct surrounds the concept of competitive intelligence (Cl),
which can be defined at a simplistic level as information that makes a firm
more competitive. The fuller definition of competitive intelligence is the art and
science of preparing companies for the future by way of a systematic
knowledge management process. It is creating knowledge from openly
available information by use of a systematic process involving planning,

collection, analysis, communication and management, which results in
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decision-maker action (Calof & Viviers, 2001:62). This is an integral part of
any business’s success, and four questions were asked in this regard.

The first question asked whether the company has a marketing strategy/plan
(including product, price, distribution and promotion). To this question all
participants agreed.

Secondly, they were asked whether they regularly collect/gather information
on competitors, their products and prices on an informal or formal basis, to

which all participants agreed.

Thirdly, they were asked whether they have knowledge of potential buyers of
their products, to which they all agreed.

.Lastly, participants were asked whether they have information on the size of

23.3% do not have the necessary information on the world market for their
products.

In total, most potential exporters do perform competitive intelligence in either
an informal or formal manner, but all realise the importance of doing so for the
survival of their company. From the results 23.3% of the participants admitted
not to have the necessary information on the world market for their products
available. These companies operate in the manufacturing, services or
agricultural sectors, and the majority of them have less than 50 employees.
Most of them have also only been in operation for 6-10 years. Therefore it is
possible that these companies do not have the necessary critical mass, or are
unaware of institutions that can provide them with the necessary information.
This poses a problem, as any potential exporter needs to have access to all
possible information on the sector, the competitors, potential buyers, and the
world market for the products. This aspect is currently under consideration in
a study undertaken by researchers from the PU for CHE, the University of
Antwerp and the University of Brussels, to compare the Cl practices of South
African and Flanders exporters. Recommendations on how to improve CI
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capabilities of exporters will benefit the competitive situation of exporters who
take action to improve their Cl practices.

4,47 Export Assessment Conclusion

From examining the above results, four areas are highlighted where potential
exporters are posed with problems. These four are the following:

¢ Potential exporters do not necessarily have the capacity available to
expand production rapidly to supply in larger demand from foreign markets
in addition to the local demand. Companies need to ensure that this is
feasible in their operations, and government needs to determine which
measures can be taken to assist companies in this.

¢ Secondly, the problem of standards compliance arises. A large percentage
of exporters feel that complying with standards, local or international, is not

" applicable‘totheém. This may be because of the nature of their product, or. —. - ...

because they are not aware of the standards and requirements their
specific products need to comply with in order to be accepted abroad. A
more extensive study is needed to determine the reasons for non-
compliance.

e Thirdly, it became clear that most small companies do not have access to
the necessary financial resources to be able to develop an export
programme for their company.

o Lastly, many companies, mostly smaller and not in operation for a very
long period, do not have access to the necessary information on world
markets ahd this implies, overall, that potential exporters do not perform
competitive intelligence as extensively as would be desirable. Performing
competitive intelligence is a very important function a company needs to
perform if it wants to be successful in export markets. it provides them with
the advantage to better plan their operations and marketing plans by
knowing what the rest of the market is doing. Hence, the fact that many
companies do not perform competitive intelligence, poses a real problem.
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The next step in the empirical study was to analyse the data more extensively
through a statistical program in order to make more substantive conclusions.

This process is discussed in the next section.
4.5 FACTOR ANALYSIS RESULTS

The program LISREL 8, a statistical package of SSI, was used to factor
analyse the data. A two-factor solution proved to be the most interpretable
factor structure, with these two components weighing 78% of all the factors.
Thus all factor loadings for these variables are known. To estimate the factor
loadings for the other variables, the relationship between each of these using
all the others as instrument variables was estimated. This was done by using
the unrotated solution, the varimax solution and the promax solution. The
difference being that in the varimax solution, the factors are still uncorrelated,
while the promax solution correlates the factors (Joéreskog et al, 2000).

From the 24 items that were included in the analysis, 13 items ioaded onto the
two fattors. Based on the interpretation of the items that were loaded on the
two scales, they were labelied ‘current capacity’ and ‘intermal structure’.

Detail on the items of each factor is provided as follows:

e Factor 1 — Current Capacity:
All the items that load onto factor one pertained to the existing resources
and knowledge available to the company, as well as their current status in
the market. This factor included five items relating to the subject. Only one
item was the exception, relating to management’s commitment to the
exports.

e Factor 2 — Internal Structure;
The second factor included eight items relating to the intemal structure in
place in the company, such as quality control system, financial report
system, marketing strategy/plan, communication system and market
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information system (i.e. competitive intelligence practices). The exception
being one item relating to standards compliance.

The final 13 items derived from the factor analysis were tested for their
reliability by submitting them to item analysis, using the varimax solution,
which requires that factor loading are only viable of it loads more than 0.6 on
the one factor, and simultaneously less than 0.35 on the other factor. Rules of
thumb suggest that the item should not load more than half on the other
factor. This resuited in the final sorted factor loading matrix set out below.

TABLE 7: FACTOR LOADING MATRIX

Sorted Varimax-rotated Factor Loading Matrix
ITEM FACTOR 1 FACTOR 2
Current Capacity Intermal Structure

Q7 0.864 0.042

a8 | 0884 | 0042

Q9 0.864 0.042

Q24 0.867 -l _0.498 o
Q25 0.867 -0.498

Q10 0.035 -0.906

Q11 0.035 -0.906

Q12 0.035 -0.906

Q13 -0.012 -1.000

Q14 0.318 0.948

Q17 -0.044 -0.976

Q22 0.041 0.845

Q30 -0.252 -0.968

Relating this table back to factors 1 and 2, it is clear that the most obvious
problems were seen in the two fields, current capacity and internal structure.
This again proves more extensively the conciusions that were made from the
export assessment results. Most potential exporters seem to experience their
biggest drawbacks from exports in internal operations, namely production
capacity and financial resources. They also have two other internal barriers,
compliance to standards and world market information. With regard to the
former, it has already been noted that further studies are needed to determine
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why companies do not feel they need to comply with any standards. With
regard to the latter, it is clear that the concept of competitive intelligence is not
seen as an essential part of a company’s operations, and this needs to be
brought to their attention.

As the study delivered only 30 test samples, it was statistically not possible to
do more extensive analyses. To be able to do a more detailed study, it would
be necessary to pilot these gquestionnaires to more than 50 potential
exporters, which is recommended if more extensive resuits are needed. For
the purpose of this study, the results from this study were sufficient.

4.6 COMPANY IMPLICATIONS

it becomes clear from these results that it is incredibly important for potential
exporters to realise the need for stability in the current situation. A company

" - needs to be settied in the local market, with a sustainable, efficient operational ..

system. The production capacity and financial resources need to be in piace
before any attempt can be made to export. The company also needs to be
willing and able to do efficient research on potential export markets, as well as
realise the importance of an export development programme, by including
extensive competitive intelligence practices.

Companies need to realise the implications of the export process, therefore
they need to realise the extent of processing an export order and the
technicalities involved. They also need to realise that supplying any product
abroad implies that the product will need to comply with strict standards and
requirements, and therefore they need to ensure that their product adheres to
this compliance.

4.7 ASSESSMENT IMPLICATIONS

By analysing the discussed results it became possible to develop a new,
improved, statistically verified, shortened questionnaire for TISA. The initial
request was for a questionnaire consisting of no more than 15 questions, for
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the reasons of time-efficient investigation into the companies. This implies that
many of the questions have to be re-evaluated and merged into fewer
questions. The above-mentioned results from the previous paragraphs were
examined extensively to be able to compile the required 15 questions for the

recommended questionnaire.

The recommended questionnaire consists of the initial 6 questions relating to
company details, and 15 questions relating to export readiness assessment. It
was also possible to shorten or completely leave out the company details
questionnaires for desktop purposes. The recommended short questionnaire
is shown in Annexure B.

4.8 CONCLUSION

The South African government, and more specifically, TISA realises the need

~*“for-a more -efficient- and extensive assistance programme in order to futher - -

increase overall exports. The improvement of the current system starts at the
first steps of support given, namely helping companies to determine whether
they are export ready. To make this process more effective, it was necessary
to improve the quality of TISA’'s export readiness questionnaire.

Therefore, the empirical study surrounded the concept of improving the short

questionnaire used by TISA currently. It was necessary to develop a pilot
questionnaire to test on potential exporters before a final questionnaire could

be recommended.

A variety of results emerged from piloting this questionnaire, as have been
discussed in this chapter. Firstly, the results showed that most potential
exporters realise the complexity of exporting and the implications it has on
their company. It is not to say, however, that they have the knowiedge or
experience to develop an efficient export development programme on their
own. As the questionnaire consisted only of yes/no questions, it is easy for a
company to agree with a statement, only because they recognise the

importance of it, rather than for the reason that the statement is truly present
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in their company. It was therefore only possible to derive that they
acknowledge the importance of various factors and processes involved in
exporting.

The statistical analysis was used to further determine which factors are truly
important to ask in a short questionnaire. The statistical analysis highlighted
the importance of internal and operational stability, again noting the
importance for the company to be stable and well established in order to be
able to handle the pressure of entering foreign markets.

From this it became possible to develop the recommended questionnaire for
TISA. The 15 recommended export readiness questions that have been
compiled by extensively examining the export readiness assessment results
that was discussed in the previous sections. The questionnaire still consists
only of yes/no questions, and further study should be directed at improving

-~ this, but-the Tecommended questionnaire is a definite improvement on the

existing short questionnaire; The questions used are the most important
characteristics necessary for a company to be described as export ready.

Final conclusions and recommendations will be discussed in the next chapter,

as further study into the subject is absolutely essential for the improvement of
South African exports.
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CHAPTER 5

CONCLUSIONS AND RECOMMENDATIONS

Improving international trade, and therefore increasing exports, is an
important subject of discussion for policy makers. An increase in exporting is
seen as critical for the development of any country, by ensuring economic
growth and development.

In the initial stages of the study, the literature implied that potential exporters

lack the knowledge of the compiexity of exporting their products. Therefore,

the first step was to outline the various factors that are necessary in the

operations of a company for it to be defined as ‘export ready’. These factors

range -from motivational and organisational factors to target market and
product considerations. It has become clear that there is a lack in academic

literature on this subject, and it needs o become a subject of importance to

researchers in the process of understanding export readiness and helping

companies understand the concept.

Thereafter the various trade barriers were outlined to inform companies of the
impact these barriers may have on their potential export activities. These
barriers vary from tariff barriers to non-tariff barriers and other barriers relating
to intemal perceptions. It is important to note that these barriers cannot
necessarily be overcome and there will always be some form of obstacle
present in the export process. It is therefore exiremely important for
companies to take note of the various barriers/obstacles, and thereafter
determine how they will be dealt with. In understanding the trade barriers,
potential exporters will feel more at ease at attempting to export and will not
feel restricted by them.
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Government assistance in the export process is incredibly important. By
outlining government promotion in other countries in chapter 3, and thereafter
outlining the assistance provided by the South African government, it became
clear that export promotion in South Africa is still in its infant stages. The
South African government provides sufficient financial assistance to potential
exporters through the various financial assistance schemes, but the system
lacks in other areas. During the course of this study, it became clear that a
gap exists between the various government agencies in that they do not all
provide the same assistance and information necessary to potential exporters.
An integrated system needs to be created so that all agencies, especially
TISA, are able to coliaborate through their support activities and provide
synchronised support.

" There is also a lack in the availability of infformation on the export process,
potential foreign buyers and potential markets. A system needs to be created

" through which a potential exporter is assisted from the initial steps of adapting

and developing the company to be export ready, through the process of
export programme development to the phase where the first export order is
secured. Even from there on, exporters need a continuous flow of information
and advice throughout their export activities, as well as advice and support in
technical aspects of exporting. All agencies involved in export promotion in
South Africa will need access to the same information, and regular updating of
information is essential. This system is essential if government intends to
provide the most efficient export assistance possible to the export society,
which will guarantee an improvement of overall economic growth and
development. After the compietion of the empirical study, the above
conclusion became even clearer.

The empirical study provided the base for developing an improved export
readiness questionnaire to ensure that their assistance process becomes
more efficient. The recommended questionnaire provides the essential
questions that should be asked in the short desktop questionnaire. it is,
though, recommended that this questionnaire be improved, by eiiminating the

yes/no basis of the questions, and rather creating a four or five point scale
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(Likert scale) to which each question can be measured. It is also important
that the results of the questionnaire be compared to the various constructs of
export readiness to determine the specific company’s export readiness level.
It then becomes possible to evaluate these results and determine the specific
areas in which each company needs improvement and assistance before
being able to export successfully. More practical results can be derived from
these questionnaires if it is based on an export readiness scorecard per
construct. Therefore companies can be provided with results on each
construct and they can more closely determine in which areas improvement is
needed. Statistically, this will be more efficient as it will provide measuring
instruments to trade promotion organisations, i.e. the questionnaire as well as
the scorecard results. This is essential to prevent compantes from securing
their first export orders, but being unsuccessful in continuing the export
process and merging it into their operations. This will therefore ensure that
start-up exporters are successful and continue exporting from there on, .
" creating a bigger export society-for South Africa.

It also became clear from the empirical study that the area of concem lies with
manufacturing SME'’s in that they seem to face the most problems. They do
not have the financiali back-up available and they do not receive the
necessary support to be able to export. Therefore government needs to
determine how SME’s can be assisted more efficiently and be provided with
the necessary information and skills.

Anocther recommendation is that a study be undertaken to perform the same
analysis on TISA's extensive, detailed questionnaire in order to create a more
efficient complete questionnaire which can be used after the results of the
initial short questionnaire has implied that the company is potentiaily export
ready. The longer questionnaire will also be a means of determining precisely
which factors in the company needs improvement, and not only the area that
needs improvement, as wili be indicated from the results of the short
questionnaire. Furthermore it is recommended that quantitative data be
collected to evaluate export success against export support received.
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Overall, it has become clear how important the subject of export readiness is,
and yet the literature lacks in information on this subject. This is one of the
few studies performed in this field, and a lot more needs to be done by the
economic society to make this concept clearer to the business sector.
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ANNEXURE A

PILOT EXPORT READINESS QUESTIONNAIRE
COMPANY DETAILS

Please mark the appropriate answer or complete where necessary:

1. Sector in which you are active:

Agriculture Transport
Mining Financing
Manufacturing Services
Electricity Govemment
Construction Cther (Specify)
Trade

2. Number of employees:

Less than 50
51-200
More than 200

”3. | "\"éar's ih -6peration:' '

0-5 years

6-10 years

11-20 years

More than 20 years

4. Province in which you are located:

Northem Province/Limpopo

Gauteng

Mpumalanga

North West

Northern Cape

Westemn Cape

Eastem Cape

Free State

Kwazulu Natal

5. The total turnover in the last financiail year:

Less than R150 000

R150 000 — R4 million

R4 million — R10 million

R10 million — R40 million

More than R40 million
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6. Your position in the company
~
READINESS ASSESSMENT
7. We are convinced that exports are an important aspect of our future survival.
LYES [ NO |
8. We have sufficient resources to handle administration matters efficiently.
YES | NO |
9. We have a product/products which have been successfuily sold in the domestic
market.
YES | NO |
10. We have a quality management/assurance/control system in place.
L YES | NO |
11. We have a recent financial report {profit and loss statement and balance sheet).
[ YES | NO |
12. We have a marketing strategy/plan (including product, price, distribution and
promotion.)
LYES [ NO |
13. We are able to commit a substantial amount of time to developing an
international market.
| YES | NO |
14. We have an efficient communication system (ielephone, fax, e-mail) to respond
to enquiries, complaints, etc.
[ YES | NO |
15. We have spare capacity and can increase our capacity by about 30% at short
notice, without any major capital equipment. :
| YES | NO |
16. We have undertaken research and development in order to improve our
products’ features or range of products.
| YES | NO |
17. We have, or have access to, adequate financial resources to support an export

marketing development programme.

b
. B
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18. We regularly collect/gather information on competitors, their products and prices.

YES | NO |

19. We are prepared to rearrange the way our business operates, to become
intemationally competitive.

YES [ NO |
20. We have experience in selling products to other countries.
[ YES | NO |
21. Our production is consistent in volume and quality.
[ YES [ NO |

22. Our product(s) comply with a recognised South African (SABS) and/or other
international standard and/or specification. (Mark N/A if not applicable.)

[YES[NO [ N/A |

23. We can afford to invest in adapting our product/packaging if required.

| YES [NO |
24. We have knowledge of potential buyers of our product(s).
25. We have experience in processing export orders.

| YES | NO _

26. We have access to the technical expertise required to ensure that cur product is
suited to international markets in terms of quality and function.

YES

27. We have an understanding of export procedures and the various role players
involved in the export process.
YES

28. Our tumover grew in the last 2 years.

- E

YE

29. We have experience in order to develop an export-marketing plan. [ YES [ NO |

30. We have information on the size of the worid market for our product.

| YES [ NO |

We thank you for your time and effort to complete this questionnaire.



ANNEXURE B
RECOMMENDED EXPORT READINESS QUESTIONNAIRE

COMPANY DETAILS

Please mark the appropriate answer or complete where necessary:

1. Sector in which you are active:

FA_griculture Transport
Mining Financing
Manufacturing | Services
Electricity Government
Construction Other (Specify)
Trade

2.  Number of employees:

Less than 50
51-200
More than 200.

3. Years in operation:

0-5 years

6-10 years

11-20 years

More than 20 years

4. Province in which you are located:

Northem Province/Limpopo
Gauteng

Mpumalanga

North West

Northem Cape

Westem Cape

Eastem Cape

Free State

Kwazulu Natal

5. The total tumover in the last financial year:

Less than R150 000
R150 000 — R4 million
R4 million — R10 million
R10 million — R40 million
More than R40 million




6.  Your position in the company |
READINESS ASSESSMENT
7. We are convinced that exports are an important aspect of our future survivai and
are able to commit a substantiai amount of time to developing an international
market.
[ YES [NO |
8. We have an understanding of export procedures and the various role players
involved in processing export orders.
| YES [ NO |
9. We have a product/products that have been successfully sold in the domestic
market and our production is consistent in volume and quaiity.
YES [NO |
10. We have a quality management/assurance/conirol system in piace.
| YES [ NO |
11. We have a recent financial report (profit and loss statement and balance sheet).
_YES [NO |
12. We collect/gather information on potential buyers and competitors (their products
and prices) on a regular basis.
YES | NO |
13. We are prepared to rearrange the way our bdsiness operates to become
internationally competitive.
[ YES {NO |
14, We have an efficient communication system and sufficient resources to handle
administration matters efficiently and respond to enquiries, complaints, etc.
| YES [ NO |
15. We have spare capacity, or are able to increase our capacity rapidly, to produce
over and above our domestic market needs.
[ YES | NO |
16. We have access to technical expertise and have undertaken research and

development in order to improve our product’s features to suite intemational
market requirements.
YES



17. We can afford to invest in adapting our product/packaging if required.

| YES [ NO |

18. We have information on the size of the world market for our product(s).

[ YES [ NO |

19. We have sufficient experience and adequate resources to support and develop

an export marketing plan.
[ YES [ NO |

20. Our product(s) comply with a recognised South African (SABS) and/or other
international standard and/or specification. (Mark N/A if not applicable.)

[YES [NO [ N/A |

21. Our tumover grew over the last 2 years.

LYES [NO |

We thank you for your time and effort to complete this questionnaire.
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ANNEXURE C

QUESTIONNAIRES FROM OTHER COUNTRIES AND INSTITUTIONS
C.1 US Department of Agriculture: Foreign Agriculture Service

This questionnaire highlights characteristics common to successful exporters. Many of these
questions will guide you into areas of our homepage where you can-obtain more information on food
exporting. You will receive a score once you complete the questionnaire, which will help you to
assess your export readiness, as well as an identification of areas your business needs to
strengthen to improve its export activities. .

1. My company has a product which has been - -
successfully sold in the domestic market. Yes No
2. My company has or is preparing an international e '
marketing plan with defined goals and strategies. Yes No
3. My company has sufficient production capacity that C N o
can be committed to the export market. - Yes -~ -. No
4. My company has the financial resources to actively T '
support the marketing of our products in the targeted Yes No
overseas markets.
5. My company is committed to developing export £ o
markets and is also willing and able to dedicate staff, Yes No

time and resources to the process.

6. My company is committed to providing the same level . e
of service given to our domestic customers. Yes No

7. My company has adequate knowledge in modifying ' Tl
product packaging and ingredients to meet foreign Yes No
import regulations, food safety standards and cuitural
preferences.

8. My company has adequate knowledge in shipping its ol r
product overseas, such as identifying and selecting Yes No
international freight forwarders, temperature
management and freight costing.

9. My company has adequate knowledge of export e s
payment mechanisms, such as developing and Yes No
negotiating letters of credits

91



C.2 The Regional Municipality of Halton Canada

Assessing your Export Readiness
(Print form and complete - Write Y-N or the letter of your choice)

while there are exceptions to every rule, export veterans and trade specialisis know that
certain factors make the ramp-up to intemational markets easier, faster and less risky. To test
your “export-ability,” answer the fotlowing questions and then check your score.

1. Is your product or service already
available?

Y

N| About your product and service

Y

A. Currently in production or being
developed

B. At the prototype stage

C. At the idea stage only

8. Does your product or service have a
distinct competitive advantage (quality,
uniqueness, price, innovation) over your
competition?

2. Is your product or service selling in
the Canadian market?

9. Have you adapied your packaging,
labelling and/or promotional materials for
your target market?

A. Selling, and market share is growing
B. Seliing, but market share is low
C. Selling in only one city in Canada

10. Do you have the capacity and
resources to provide after-saies support
and service in your target market?

3. Do you have the surplus production
capacity or available specialists to meet
increased demand for your product or
service?

1 11. Do you have a Free on Board (FOB)

or Cost, insurance and Freight (CIF) price
list for your product or a rate list for your
service?

4. Do you have the financing required to
adapt your product or service to suit
your target market and to promote it? 4]

12. Have you undertaken any foreign
market research?

A. Financing is in place
B. Financing is being arranged
C. No financing available

A. Compileted primary and secondary
market research, including a visit to the
target market

B. Completed some primary and
secondary market research

C. No research

About your firm

13. Is your promotional materiat available
in the language of your target markets?
{Business cards, brochures, web sites)

5. 1s management committed to
sustaining your export effort?

14. Have you started marketing your
product or service in your target market?

6. Does your firm have a good track
record of meeting deadlines?

15. Have you engaged the services of a
sales representative/distributor/agent, or
rinered with a local firm?

7. Does management have experience
in export markets?

16. Have you hired a freight forwarder or
customs broker?
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How did you score?

If you selected “A”, or answered “Yes” to 12 - 16 questions, congratulations! You understand
the commitment, strategies and resources heeded to be a successful exporter. At the very
least, you have the foundation in place to take on the world and succeed.

Less than 7: While you may be ready to visit faraway lands, you will need to do a little more
homework before you export.

7 - 11: Not bad, but there seem to be areas of weakness in your export strategy. It may be
. wise to seek advice and guidance from govemnment experts, export consultants or the
" international trade branch of your financial institution.

C.3 Department of Foreign Affairs and International Trade: Canada
(Business Women in Trade)

Assess Your Export Readiness!
Think you're prepared to export? Take 90 seconds and compiete this self-

- scoring quiz to get a better idea of just how ready you and your company
really are to win in foreign markets.

‘Please provide answers to ALL.of the questions below. For questions 1t0o5 -~~~ =~

and 9 to 11, only one response is needed. For questions 6 and 7, you will
need to answer each part of the question.

Once you've completed the questionnaire, click the “submit your answers”
button at the bottom. Almost immediately, you will receive a brief evaluation of
your export readiness and suggestions on where to get more help if you need
it.

1. Is your product or service already available for export?

r  Currently in production or being developed

¢ At prototype stage
€ Anidea only

2. Is your product or service selling on the Canadian market?

¢  Selling and market share is growing

™ Selling but market share is low
= Selling in only one city in Canada
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3. In how many Canadian provinces are you selling your product?

- Selling in four provinces or more

. Selling in two or three provinces
Selling in only one province

4. Have you ever exported your product or service?

¢ Consistent export sales achieved

¢ Ad hoc export sales achieved
" No export sales

5. Do you have surplus production capacity available?

¢ Capacity available
¢ No surplus capacity

- 6:.Do-you have financing available to support export marketlng and product or

service adaptation to a foreign market?
¢ Financing available

Unsure

7. About your firm:
+ Management is committed to sustained export effort -

» Firm has a track record in meeting deadlines -

o Management has experience in export markets -

8. About your product or service (if unsure = no):

« Product or service measures up against the competition

« Packaging and labeling and/or promotional materials
adapted for foreign markets -

+ Capacity available to provide after-sales support and
service in a foreign market I

Yes

Yes

Yes

Yes

Yes c

Yes

No

No

No

No

No

No
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9. Do you have a FOB (free on board) or CIF (cost, insurance & freight) price
list for your product or a rate list for your service?

Price or rate list available in appropriate
foreign currency

~ Notyet prepared

10. Have you undertaken any foreign market research for your product or
service?

Detailed research completed, including a
visit to the market

Desk and /or intermet research has been
undertaken

No research has been done as yet

11. Have you started marketing your product or service in a foreign market?

e Have you hired a sales representative?
Have you found or lined up a distribution
agent/foreign partner?

Have you hired a freight
forwarder/customs broker?
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C.4 Centre for the Promotion of Imports from Developing Countries:
Netherlands

CBI's export readiness checker consists of 15 questions. You will get the immediate
results on-line after compieting the test. Piease bear in mind that it is a test and not
an official audit. The test results can guide you in fine-tuning certain aspects for your
European market preparation. Explanations, recommendations and hyperlinks are
provided for further preparation, No rights can be derived from completing the test
successfully. However, it may be a stepping stone to completing the official CBI audit.

1 Motivation

My organisation wants to export to West European markets because

. It enables us to obtain foreign currency for equipment investment
- The competition in the local and regional markets becomes very tough
e The West European markets have such demand and spending power that

profit levels are much higher

I Our domestic and regional market positions are solid and internationalisation
will improve our overall competitiveness

2 R , : : Analysis

We think we will be successful in the West European markets because

I We have made an assessment of our internal organisation and the West European
market environment

" The labour costs in our country are very low

I We have received a number of demands from western companies to send in
samples

¢ we are flexible enough to produce large quantities at buyers specifications

3 Market information

We think we can anticipate the buying behaviour in West European markets
because

c We understand it through the use of TV and international magazines

C We consider it in line with our routine experience in the domestic market

. We plan to keep updated on the trends by making regular visits to the markets

r We conduct systematic research through Internet and relevant European trade
publications
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4 Market information

We believe that when West European industries want to outsource production
capacity, the main criterion for choosing a supplier is

. To have a traceable quality management system in place
. To démonstrate reliability through a track record with long
standing customer relationships

c To have compatible production and administrative
processes and a low total cost of ownership

- To have a competitive price-performance ratio

5 Competitor assessment

Our perceived position regarding our competitors is

I We know the countries with which we have to compete, but
realize we do not know everything
. We know our main domestic and international competitors
- We know our main domestic and international competitors, as
well as their strengths and weaknesses
o “" We are not worried about the competition
6 Objectives

Our objectives for internationalisation are

To develop a strong position in a niche market
To develop a few long term partnerships
To make higher profit than in the local market

To reduce our dependence on the volatile economy of the home market

N T Y T

Plan
Our export planning is

" Carried out on an ad hoc basis

" Based on a competitive analysis

I Based on a competitive analysis and translated into an operational Marketing
Activities Plan (MAP)

c Based on a competitive analysis, translated into a MAP, implemented and
monitored, including budget control
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8

Product development

Our product development is

(U S T e T

Initiated by the engineering department

Limited since we have a traditional well recognized product (line)
Based on buyer specifications

Based on purchasing trends and customer satisfaction assessment

Organisation

The export activities are

Managed directly by the general manager who can spend between 10 and 20

-
percent of his time to that task

C Managed by the marketing manager who allocates 25-50% of his time to
international marketing

€ Managed by a dedicated export manager

- Picked up by whoever has time available at that moment

10 Human resources

Our employees

T

P

11

Get a salary that is in accordance with at least the legally set minimum wage
standard and overtime paid according to labour law

Are skilful and low cost which makes us competitive internationally
Do not stay long with the company
Receive a premium salary and training programmes to develop professional

and social skills

Human resources

Our export marketing team is formed on the basis of

r

-

Affinity with other cultures
Marketing diploma’s and the willingness to travel

Communication skifis and cosmopolitan attitude

International marketing experience and the capability to represent our
company in foreign business cultures
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1 2 Financial resources

To finance our export venture

- We will keep our investments in line with the expected yields of the first

transactions

r We have planned and reserved an amount to cover expenses for the first two
years -

r We have some cash in the bank

C We will contact the banks where we can avail of a loan

13 Quality management

Our quality system is based on

. Checking of the products before shipping

. ISO 9000 certification and continuous performance improvement
. Systematic monitoring of different aspects of the production process
. A quality plan, which includes staff training, standardized procedures and

quality assessment of suppliers

14 Market entry regulations

Our response to the increasing international market entry regulations is

- Our products comply with the relevant standards and legislation in the
European Union

- The protectionist measures of the Western governments are discriminatory and
have to be turned back in the WTO

r We are aware of the reguiations and acknowledge that we need professional or
importers advice to meet the requirements

I We have documented proof that we are in the process of meeting the
minimum standards and/or obtaining appropriate certification

15 Market entry activities

Qur experience with market entry activities in the European market is

c We have participated in a trade mission to West Europe

T We have participated in a relevant trade fair in Western Europe

- Wfa have not yet participated in any relevant West European trade fair or trade
mission

& We have visited a relevant West European trade fair before
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C.5 Pennsylvania Foundation: Business Resource Network

Export Readiness Assessment Form

This self-assessment tool is designed to help assess your company's commitment to develop
a proactive, long-term export business. It is based on characteristics and qualities common to
companies who are successfully exporting. Take time to evaluate each question carefully and
establish goals for solving any areas that may limit your success.

Once you have completed the checklist, please click on the Score Butfon. An assessment of
your export readiness will then appear.

Product Characteristics and Competitiveness

Companies that have a successful domestic market are more likely to succeed in the export
business. However, a company must not base an export decision on past domestic
performance. _

Using the following characteristics, are your company's products internationally
competitive?

Better quality/technical superiority? .

Yes C No ¢ Unsure
Unique features/characteristics? e Yes i No C Unsure
Timely delivery? e Yes c No e Unsure
Price? « Yes e No e Unsure

Unsolicited sales can build up to a point where a company becomes an exporter with
minimum cost and effort. Has your company received inquiries from foreign
countries?

2 Yes r.No

Did your company sales have a positive growth rate over the past three years?

i Yes a No

Commitment to Developing International Markets

A lack of commitment, coordination, undefined management roles and respensibilities, and
inexperienced staff are all weaknesses to be identified. Any company members with exporting
experience and management should be involved in developing an export marketing pian.
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Does exporting fit into your company's overall marketing objectives?

a Yes c No

Is top management strongly supporting pursuing exporting?

e Yes < No

Will your company develop an international marketing plan with defined goals and
objectives?

i Yes « No

Will your company budget at least $5,000 for initial export development?
This budget should include tems such as intemational travel, market research, and business training,

e Yes c No

Has your company conducted market research using secondary sources of
information {(government statistics, industry data or privately-produced reports)?

C Yes « No

International Trade Operations

Will your company ensure that export sales orders will be processed with the same
expediency of domestic sales orders?

-
Yes e "No

Will your company give its foreign representatives and customers the same attention
and level of service given to domestic representatives and customers?

- o
Yes No

Will your company appoint somecone internally to develop export sales? .
{ideally. this persoh would be familiar with the language, and practices of your target markets.)

i Yes a No

Does your company have sufficient production capacity that can be committed to the
export market over the long-term?

c Yes c No

Is your company willing to modify product packaging and ingredients to meet foreign
import requlations, food safety standards, and cultural preferences?
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c Yes ¢ No

Does your company have a staff who can handle export documentation?

¢ Yes a No

Financial Commitment

Exporting is an advisable strategy to pursue only at the appropriate point in each company's
unique development process. A non-export ready company is much better off devoting its
resources to further strengthening domestic business than prematurely attempting to export.
Is your company well established in the domestic market and financially stable?

C Yes c No

Will management accept a payback of three years or more on exporting?

C Yes r No

Will your company's management set yearly export sales goals with long-term
objectives of making export sales a substantial percentage of total corporate sales?

e Yes c No

Is your company aware of how currency exchange rate fluctuations can affect
company sales and profits?

e Yes e No

Does your company have the financial resources to actively support the promotion of
your products in the targeted markets over the long-term?

C Yes e No

Scoring

Improvements in communications and technology have made exporting a reality for many
companies, both large and smail. Today, exporting is not just for large companies or
muitinational corporations. Exporting can be profitable but it takes time, money and
commitment to succeed. Making the export decision requires careful assessment of the
advaniages and disadvantages of expanding into new markets. Your score is designed to
identify successful export characieristics and help you determine if exporting is right for your
company.

Each "yes"™ answer is worth one point.
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