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Abstrak

The notion that exporting provides fivis with both a growtl opportunity aml a major challenge has
produced an extensive streant of studics. While a good nanber of cmpirical studies have concentrated on
the exporting problews of [irms inwesteri anid developed business socisties, lnited researclt has examined
problems faced by Malaysian sinall and medinin-sized epterprises (SMEs). This study attempts to address
this isswe. The findings of the study suggest thal Malaysian SMEs faced exporting problens as esponsed in
the literature
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INTRODUCTION

xports are often crucial to a firm’s financial health and its growth prospects. Fot

individual firms, developing export markets can be both a growth opportunity

and a major challenge. Moreover, given the prospect of stronger competition,
maturing markets as well as limited domestic market opportunities, firms (both large
and small) must give strong consideraticn to expanding their exporting activities.

Given the major contribution of small and medium-sized enterprises ( SMEs) ir
recent years in the areas of employment enhancement and the increase in the amount
of exports of SME-manufactured products (currently more than 80% of the tota.
manufacturing firms in Malaysia are SMEs), it would appear vital to encourage more
smaller businesses to export, and to increase their share of the total exports.

Despite the fact that foreign markets can offer firms better opportunities for long
term growth and profitability, previous studies have indicated that the complexities
and challenges of the international marketplace inhibit the entrance of many SMEs
With regard to this, a good number of studies have dealt with various export problem:
faced by small businesses in developed countries (Julien et.al, 1994 and 1997; anc
Kathawala et. al, 1989).
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However, this related issue has
received limited research attention in the
small business literature ‘n Malaysia.
Despite the importance of SMEs and the
increase knowledge in exporting activities,
very little research has been done to
examine the exporting problems of SMEs
in the Malaysian context. This study was
conducted to address this issue. The study
reported in this article attempted to
provide an insight into the nature of the
exporting problems faced by Malaysian
ShviEs. In doing so, this study would assist
in our understanding of the reasons why
SMEs in Malaysia fail to reach their export
potential.

LITERATURE REVIEW

Ogram (1982) defined exporting
firms as those that have exported over the
last three years and that their exporting
sales represent at }east one percent cf their
gross annual sales. Exporting is
considered the most common mode of
entry into international business among
SMEs. According to Young et. al (1989),
SME:s find exporting attractive because of
minimal business risks, low resources
commitment and high flexibility of
actions. Furthermore, Terpstra and
Sarathy (1994) suggested that exporting
can provide individual firms a competitive
advantage by improving their financial
position. increasing their capacity
utilisation, and raising their technological
standards.

Although exporting appears to be
attractive to SMEs, previous empirical
studies have indicated that exporting
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firms faced various obstacles. An earlier
study by Alexandrides (1971) found that
smaller firms faced difficulties in initiating
exporting. Alexandrides concluded that
high intensity of competition in foreign
markets, littlc knowledge of exporting
activities, insufficient understanding of
export payment procedures, and
difficulties in identifying foreign market
opportunities as the major reasons why
firms fail to initiate exporting.

Similarly, Bilkey (1978) discovered
some of the most formiaable barriers to
successful small business exporting. These
were: (1) high risk; (2) insufficient
financing; (3) protective foreign
government regulations; (4) inadequate
distribution channels; (4) insufficient
knowledge of marketing opportunities
abroad; (5) difficulties in understanding
foreign business practices; (6) difficulties
in conforming to foreign product
standards and specifications; (7) difficulties
in collecting payments from foreign
customers; (8) inadequate representation
in foreign markets; and (9) lack of foreign
marketing connections.

Based on a survey of firms in the paper
industry in the United States of America,
Bauerschmidt et. al {1988} alsc
various reasons why firms failed to export.
These included: (1) high value of the U.S.
dollar in relative to foreign cuirencies; 2)
high transportation costs; (3) high risks
involved in selling abroad; (4) high foreign
tariffs on imported products; (5) lack of
capital for foreign expansion; (6) lack of
government assistance; (7) competition
from local firms; (8) lack of foreign
channels of distribution; and (9) language
and cultural differences. -
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Additionally, Kau and Tan (1986) also
suggested that certain  significant
differences existed between small and large
firms that exported. In comparison to large
firms, these authors claimed that small firms
faced more difficulties in overcoming export
problems such as in establishing foreign
contacts, getting information about foreign
markets, establishing distribution network,
promoting producls overseas and
employing good exports sales personnel.

Gripsrud (1990) further noted that
exporting obstacles and opportunities vary
from product to product even within the
same industry due to the differences in
demand and tariffs between products. The
author found that differences in taste across
different countries posed problems for
exporters moving into new markets. For
instance, according tc Gripsrud, the
Japanese food products marke: attached
much emphasis on fat content, size, colour
and other attributes that sometimes do not
fulfill the requirements of other markets.

The survey by Tseng and Yu (1991) also
revealed that Taiwanese firms experienced
various problems when exporting. Among
these were: (1) the lack of foreign market
information; (2) limited trading knowledge
of personnel; (3) inappropriateness of price/
quality for the needs of the market; (4) low
profit prospects; (5) the existence of various
financial constiaints; (6) the prevalence of
fierce competition; (7) perceived high level
of risks; and (8) various legal constraints
(either in home or host countries).

METHODOLOGY

This study was based on small and

medium-sized enterprises (SMEs) in the
Malaysian manufacturing sector. The data
was gathered from 166 small and medium-
sized enterprises that export. An SME wag
defined as a firm with 300 or fewey
employees and as one which is actively
managed by its owner/s. These firms were
selected from the 1998 Federation of
Malaysian Manufacturer Directory.

Questionnaires consisting of 44
questions were sent to 214 SMEs located
in the 12 states in West Malaysia. Of the
214 questionnaires mailed, 166 firms
responded (a response rate of 77.6%). In
addition to the postal questionnaires, face-
to-face interviews were also conducted
with the top management in 48 of the 166
firms.

The purpose of the personal interview
was to obtain an indepth understanding
of the protlems faced by the exporting
small and medium-sized enterprises in
Malaysia. The interviews were held
separately with the Managing Directors,
the Chief Executive Officers, the General
Managers or the person designatec as the
most knowledgeable in exporting activities
of the firms. In the interviews, the
discussion questions were focused on
identifying the problems relating to the
exportlers.

SURVEY QUESTIONNAIRE

The structured survey questionnaire
used in this study consisted of three sec-
tions and 44 questions. The 14 questions
in sections one and two were used to ob-
tain the information concerning the re-
spondents and the firm characteristics. The
remaining 30 structured questions in the

——
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third section were designed to measure the
barriers to exporting that the firms faced
in the course of their operations. These 30
questions which were adapted from the
work by Bauerchmidt et. al (1985) served
as a basis for querying the exporting prob-
lems as perceived by each respondent. The
respondents were asked to rate each item

Exporting Problems of Malaysian Smes
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the firms current export activities. Follow-
ing this, the interviews focused on estab-
lishing the exporting problems that the
firms confronted in the course of their op-
erations. The determination of the export-
ing problems for each case was made on
the basis of the views and suggestions of
the respondents. The views and sugges-

Table 1. Firms by the 12 States

States No. of Company Percentage

Sclangor 50 30.1
Federal Terfitory 30 18.1
Johore 16 9.6
Malacca 7 4.2
Perak 11 6.6
Pahang 6 3.6
Penang 6 3.6
Negeri Sembilan 0 3.6
Kedah 6 3.6
Perlis 9 5.4
Terengganu 9 5.4
Kelantan 10 6.0
Total 166 100.0

on a five-point scale ranging from (1)
strongly disagree to (5) strongly agree. The
questionnaire was tested prior to mailing
to the respondents. The coefficient alpha
scores of the 30 measures of export activi-
ties ranged 0.68 to 0.90.

The interviews were conducted to gen-
erate information specific to this study. The
discussion questions were directed prima-
rily at obtaining detailed information on
the problems faced by the firms. The inter-
views which lasted from one and a half to
two hours in length began by reviewing

tions to the interviews are discussed to-
pether with the postal survey findings.

BACKGROUND OF THE SAMPLE
FIRMS

Firms from 21 industries were repre-
sented in this study. A majority of these
firms (close to 50%) were fror: the food,
plastic, electronic, wood, metal «nd chemi-
cal industries. Tables 1 and 2 provide the
information on the locations of the firms and
the types of industries they represented.
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THE RESULTS
Firm Characteristics

Table 3 below displays the character-
istics of the 166 [firms in the survey. As
shown in Table 3, vast majority of the firms
have been involved in exporting activilies

full-time employees of the responding
firms varied, around 50 percent of the firms
have 100 to 300 employees.

The average annual sales (the past
three years) lor majority of the firms
ranged from one million (Malaysian
Ringgit) to 50 million. OFf the 166 firms, 77
(44 percent) had sales between 11 to 50

‘Table 2. Firms by Industries

Type ot Industry No. of Firm Parcentade
Automobile 6 3.0
Beverage 7 42
Carbon 5 3.0
Cement 6 3.6
Chemical 10 6.0
Electronic 15 9.0
Fertilizer 5 3.0
Food 23 13.9
Leather 6 3.6
Machinery 5 30
Masble 3 1.8
Metal 10 6.0
Paper 5 3.0 N
Petroleum 3 1.8
Pharmaceutical 4 2.4 N
Piastic 18 108
Rubber 5 3.0

[ Steel 7 42
Textile o i 8 4.8
Wood ) 14 8.4
Tobacco i 0.6
Total 166 100.0

(or more than five years (more than 80%
of the firms). Out of the 166 firms, 112 firms
(71percent) have been exporting for more
than 13 years. Although the number of

million; 46 (28 percent) had sales of les
than one million; 31 (19 percent) had salc
between one million to five million; and tk
remaining 16 (10 percent) had sales of b
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tween six to 10 million.

The figures regarding the percentage
of export sales as a part of gross sales sug-
gest that exports accounted significantly
for more than 68 percent of the gross sales
for 113 of the 166 responding firms. For
another 20 firms, exports accounted for
less 10 percent of their total gross sales.

Exporting Problems of Malaysian Smes
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However, for the remaining 33 firms ex-
port sales accounted between 11 to 50 per-
cent of their total gross sales. About 90 per-
cent (150 firms) of the total of 166 firms
have been in operations for more than five
years. Out of the 166 firms, 105 (63 per-
cent) indicated that they exported their
products to more than 30 countries. An-

Table 3. The Firms Characteristics

Firm Characteristics { n=1006) Frequency Percentage
Years involved in Exporting:
2 and less 15 9.0
3-7 15 9.0
8-12 18 10.8
More than 13 years 112 71.2
Number of Employees: |
10-20 46 27.7
21-99 36 217
100-300 84 50.6
Average Annual Sales (past 3 years):
Less than one milhon (RM) 46 217
1-5 million 31 18.8
6-10 million 16 9.6
11-50 million 73 44.0
Export Sales as Percentage of Total Sales:
Less than 10% 20 12.1
“11% -20% 16 9.6
21% -30% 10 5.0
31% - 40% 4 24
41% - 50% 3 1.8
More than 51% 113 68.1
Age of Firms (years): |
Below 5 16 9.6 '
6-10 s 21.1
11-15 31 18.7
16-20 i3 19.9
More than 21 51 30.7
Number of Exporting Countries:
1-5 countries 43 259
6-10 countries 8 4.8
11-15 countries 7 42
16-30 countries 3 1.8
More than 30 countries 105 633
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sther 43 firms (26 percent) had exported
to between one and five countries.

Respondents Characteristics
As shown in the following Table 4, 103

(62 percent) of the 166 respondents had
attended a university and obtained either

a bachelor or a master’s degree. Most of
the respondents were male (133 respon-
dents or 80.1 percent). Of the 166 respon-
dents, 141 (84.9 percent) were married and
23 (13.9%) were singled. Vast majority of
these respondents have been with their
present firms for more than five years.
Most of these respondents (74 percent) had

Table 4. Respondents Characteristics

Respondents Characteristics (n=166) Frequency Percentage |
Highest Level of Education:
Secondary School 32 19.2
College or Institute 31 18.8
University 103 62.0
Highest Level of Certificate Received:
School certificate 32 19.2
Diploma . 31 18.8
Bacheior’s degree 76 45.8
Masters degree 27 16.2
Marital Status:
Married 141 349
Single 23 13.9
Divorced 2 1.2
Sex:
Male 133 80.1
Female 33 19.9
Length of Service (ycars): |
3 and below 7 42
4-6 17 10.2
7-9 57 343
10-12 51 3G.8
13 and above 34 20.5
Age (years):
25 and below 21 12.7
26-35 47 283
36-45 63 38.0
46 and above 35 21.0
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served between four to 12 years. Thirty With regard to the respondents’ age,
four (21 percent) of the respondents had most (87 percent) were above 25 years old.
worked in their firms for more than 13 Of the 166 respondents, 21 (13 percent)
years. were below 25 years old. Hundred and ten

Table 5. Summary of the Survey Responses

Items: Disagreed | Agreed | Undccided
1. Differences in prochicts usage in foreign courdry 48.8 30.3 229
2. Language and cultural differences 46.0 25.2 187
3. Lack of foreign channels of distribution 18.7 54.3* 26.5
4. Difficult to select market in the foreign country 24.1 18.7 572
5. Differences in product specifications in foreign markets 30.7 38.6% 30.7
6. Difficulty collecting paynent from foreign customer 32.6 373% | 301
7. Unfamiliarity with government export assistance Prograns 32.5 20.5 47.0
8. Foreign business practices are difficult to understand 39.1 29.0 31.9
9, Confusing foreign import regulations and procedures 38.6 32.5 28.9 |
10, Risks involved in selling abroad 21.7 s18* | 235
11, Difficulty providing after sales service 28.9 440 |27
12, High oost of selling abroad 217 524* | 259
13. Difficulty arranging a licensing or joint venture agrecivent with | 38.6 247 | 367
foreign firms '
14. Managerial indifferences toward value of exporting 29.5 37.4* 33.1
15, Exforoaanert of high export tax by the hone goveriment 422 198 | 380
16. Lack of government assistance in overcoming exporl barriers 35.5 24.7 39.8
17. High value of foreign currercy in export markets 289 54.2% 16.9
18. Mamagenent_emphasis on developing domestic narkets 39.8 42.2* 18.0
19. Conmpetition from Jocal finms in foreign markets 386 325 289
70, Lack of capital to firance business exparsion into foreign market | 28.3 59.6* 12.1
21, Problem quoting piice with fluctuating exchange rate 120 56.2* | 218
22. High transportation oosts to ship products to foreizn markets 67.5 18.7 138
23. Nead to change pricing and promotion policics according to the | 6.6 217 71.1
condition of foreign market
24. Need to adapt products to mect foreign custorer preferences 10.8 19.9 | 693
25. Lack of capacity dediceted to continuing supply of exports 29.5 433+ | 272
26, Lack of tax incentive by the home government for conpanies 29.5 26.3 44.0
{hat exporl
77, Insulficient personel to manage intermationa! trade activity 238 361 | 211
28. Difficulty gathering accurate information on foreign market 235 29.5 470
29. High foreign tariffs oninyported products by forcign governnent 16.9 30.7 52.4
30. Competition from firms in home courtry in forcign markets 519 18.0 30.1
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respondents (66 percent) were in the age
group of between 26 to 45 years. The re-
maining 35 respondents (21) were above
46 years old.

Export Problems

In the survey, all the firms responded

problems are summarised in Table 6 be-
low.

in addition to the information from
the survey, several exporting issues were
raised during the interviews with the top
management of the participating firms,
According to the respondents, these issues
complicate the entrance of the small busi-

Table 6. Summary of Exporting Problems Faced by Malaysian SMEs

Lack of capital to finance business expansion into foreign marke
. Problera quoting price with fluctuating exchange rate.

10. Need o adapt products to racet foreign customer preferences.
11. Lack of capacity dedicated to continuing supply of exports.

12. Difliculty in collecting payment form foreign customers.

Export Problems: Percentage
1. Lack of forcign channel of distribution 543

2. Diflicuity to select a reliabie distributor in the foreign country. | 57.2

3 Risks involved in selling abroad. 54.8

4. Difficulty in providing after sales services. 14.0

5. High cost of selling abroad. 52.4

6. High valuc of foreign currency in exports markels. 54.2

7. Management indifference toward value of exporting 374

8.

9

9.6
56.2
69.3
433
47.0

to the 30 questions on the barriers to ex-
porting. The following Table 5 presents the
intensity of the responses to the 30 items.
The results of the survey indicated that the
166 respondents agreed with 12 items,
disagreed with another 10 items and were
undecided with the remaining eight items.

Based on the significant responses (
responses with the hignest percentage
value), the 12 items agreed by the respon-
dents as export barriers were considered
as exporting problems. Determination of
each of the exportig problems was made
on the basis of the intensity of response by
the participating firms. The 12 exporting

ness exporters into the international mar-

ketplace. The issues gathered from the in-

terviews are as follows:

I. The respondents stated that in addition
to the severe tariff and non-tariff re-
strictions imposed by the developed
countries, the complexity of the export-
ing procedures makes it tough for many
exporters to penetrate the foreign mar-
kets. With regard to this, several of the
respondents expressed a desire for ex-
port assistance.

2. Geveral of the respondents agreed thal
exporting is not meant for every smal
firm. In comparison to domestic firms
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these respondents claimed that export-
ing firms generally required more
money, time and effort. According to
them, not all small businesses are will-
ing to invest the considerable time,
money and effort in developing as well
as retaining a foreign market.

3. Although most of the firms in the study
have been exporting for some time,
most of participating firms expressed
the need for employing people with
knowledge and experience in all as-
pects of international trade. During the
interviews, many of the respondents
reveal that they need people with spe-
cific knowledge and experience in ar-
eas such as transportation, export fi-
nancing, tariffs, foreign markets analy-
sis, documentation, insurance, foreign
currency transactions, and freight her-
dling,.

4. The information from the interviews
also indicated that many of the par-
ticipating firms lack the pertinent in-
formation concerning the market and
consumer requirements, import regu-
lations, and foreign exchange require-
ments in certain countries, specifically
in the new markets such as in Africa,
Eastein Burope and Latin America.

5. During the interviews, several aof lhe
firms suggested that their inability to
compete successfully internationally
may be attributed to outdated technol-
ogy and poor marketing.

DISCUSSIONS

The overall objective of this study was
to identify the exporting problems faced

Fxporting Problems of Malaysian Smes
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by SMEs in the Malaysian manufacturing
sector. The empirical information resulted
from this study indicates that the firms
surveyed confronted various exporting
barriers. In general, the results generated
by this study suggest that exporting posed
various problems to SMEs. The detailed
classification results of the problems en-
countered by the small and medium-sized
exporting businesses are discussed below.

Lack of Capital to Finance Expansion into
Foreign Markets

Lack of capital was found as one of
the most pressing problems facing the small
businesses in this study. Many of the firms
surveyed indicated that jack of capital had
prevented them from further expanding
their exporting aclivities. Furthermore,
many of the firms in the stucy indicated
that they were unabled to get external fi-
nancing for their export expansion
programmes, With regard to this, the re-
spondents expressed a desire for export fi-
nancial assistance. To assist and encour-
age exporting among Malaysian exporters,
the respondents suggested facilities such
ioans for operating expenses as weil as long
term investment loans .

Differences in Product Usage in Foreign
Marketplace

Differences in product usage in for-
eign market were also cited as one of the
reasons why the firms hesitated to export.
According to the respondents, the differ-
ences in product usage complicate the
identification of product needs in a foreign
market. In fact, some of the respondents
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expressed a need for help inanalyzing and
managing the foreign marketplace.

Lack of Foreign Channels of Distribution

In order to access new market in for-
eign countries, good channels of distribu-
tion are important. However, in this study,
majority of the respondents indicated that
they lack effective channels of distributicn.
The responding firms suggested that the
lack of effective channels of distribution
make it difficult for them to penetrate as
well as retain foreign markets.

Differences in Product Specifications in
International Marketplace

The present study also suggested that
the respondents were concerned about the
differences in produict specifications in in-
ternational marketplace. According to the
respondents, the differences in product
specifications makes 1t more complicated
for them to sell in certain markels. For ex-
ample, the garment manufacturers and
exporters were not prepare to enter the
markets in western countries because they
were not able to produce shirts and trou-
sers that fulfill the requirements of the
customers in those markets.

Difficult to Collect Payment from Foreign
Customers

Although majority of the survey re-
spondents agreed that exporting provides
a lucrative source of revenue for their busi-
nesses, most believed that collecting pay-
ments from foreign customers is a continu-
ing problem for many businesses.

Foreign Business Practices are Difficult
to Understand

The present study also reveals that
many of the participating firms were un-
familiar with the business practices in for-
eign countries. Most of the firms indicated
they lack specific knowledge about the
exporting process in international market-
place. This tack of knowledge makes it dif-
ficult for the Malaysian exporters to un-
derstand export requirements as well as
opportunities.

High Risk Involved in Selling Abroad

I this study, the responding export-
ers also expressed concern regarding the
risks involved in selling abroad. Many of
the small exporters in this study believed
that they are at a d isadvantage in terms of
their degree of control over irice and prod-
uct. The present study suggest that this
concern may be attributed 1o the lack of
information and experience in the export-
ing process.

Difficult to Provide Afler Sales Scrvice

nts believed
ter sale ser-
ication diffi-
the identifi-
aeeds in for-

Although most respon
the importance of providin
vice to their clienls, comnu
culties continue (o complica
cation of the after sale servis
eign markets.

Costly to Seil Abroad

Vast majority of the Malaysian export-
ers in the present study agreed thatexport-
ing, is costly. Most of the respondents indi-

1
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cated that they had to incur a lot of ex-
penses in exporting. The responding firms
suggested that the most important im-
provement needed to increase exports
would be the reduction of transportation
costs, freight charges, freight insurance,
custom duties and the other expenses re-
lated to exporting.

Managerial Hesitation Towards Exporting

The results of this study showed that
small business exporters in Malaysia have
mixed views about the value of exporting.
While some of the respondents believed
that exporting could help their firms to
diversify into new markets, improved their
growth potential and increase their in-
come, others were reluctant because of the
risks involved. The findings of the present
study cuggested that their hesitation may
be attributed to lack of expertise and ex-
perience in the exporting process.

Difficult to Quote Price in Foreign Currency

The results of the study suggested that
foreign currency fluctuations create one of
the most formidable barrier to successful
small business exporting. The lack of
knowledge and experience in foreign cur-
rency transactions make it difficult for the
survey respondents to quote the prices of
the products that they exported.

Lack of Capacity for Exporting

Finally, the present study also indi-
cated that some of the small Malaysian
business exporters lack the capacity to meet
the demand in the foreign markets. Ac-

Exporting Problems of Malaysian Smes
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cording to these exporters, the lack of ca-
pacity makes it hard for them to increase
their share in the ever-expanding foreign
markets.

CONCLUSIONS

This study attempted to investigate the
problems faced by small and medium-sized
exporting businesses through a survey of
166 manufacturing firms. The information
obtained from the participating firms
indicate that there are various barriers to
successful small business exporting. Based
on the findings of this study, it can be
concluded that 12 problems are prevalent
among the SMEs surveyed. The 12 areas
that the exporting SMEs are more likely to
have problems are: (1) lack of capital to
finance expansion in'o foreign markets; (2)
differences in product usage in foreign
marketplace; () lack of foreign channels
of distribution; (4) differences in product
specification in international marketplace;
(5) difficult to collect payment from foreign
customers; (6) foreign business practices
are difficult to understand; (7) high risk
involved in selling abroad; (8) difficult to
provide after sales service; (9} costly to sell
akroad; (10) managerial hesitation
towards exporting; (11) difficult to quote
price in foreign currency; and (12) lack of
capacity for exporting.

Another conclusion that can be
drawn here is that the results of the study
also generally support the problem classi-
fication found in many of the earlier stud-
ies (Alexandrides, 1971; Bilkey, 1978;
Bauerschmidt et.al, 1985, Kau and Tan,
1986; Gripsrud, 1990 and Tseng and Yu,
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1991). At the general level, the findings of
this study reinforce the general idea that
complexities and challenges = the inter-
national marketplace inhibit the entrance
of many SMEs (De Noble et. al, 1989).
Finally, having identified and raised
the aforementioned issues, it is hoped that
this study could assist us in understand-

ing why small exporting businesses fail to
reach their export potential. Moreover, by
understanding the problems encountered
by small exporting, firms, owner/ manag-
ers may better equip themselves through
various programnies such as information
searching, education and training to bel-
ter handle issues facing them.
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