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ABSTRACT

Empirical investigations on firms' export behaviour and performance have tended to
focus on the experience of firms from developed nations. Little is known about such
issues among firms in developing nations generally, and Malaysia in particular, This
study investigates export behaviour and performance of manufacturing firms in

Malaysia.

The central concerns of this study are i) to establish the characteristics of successful
and less successful exporters; and ii) to determine factors that distinguish the two
groups of exporters.

Fieldwork for this research was carried out in Malaysia between May and July 1992.
The study employed two research methods, a mail survey and case study. A total of
190 useful returns were received from firms representing a cross-section of the
manufacturing sector. As regards case study, five companies consented to be

personally interviewed by the researcher.

Through statistical analysis, it was established that there are three characteristics or
profiles of successful and less successful exporters. In the first profile, exporters
which are classified as adopting a market diversification strategy are more successful
than exporters adopting a market concentration strategy. The second profile is made
up of exporters characterised as exhibiting a selling orientation policy. In this group
of firms, it was determined that the large-sized firms are more successful than the
medium-sized firms. The third profile is represented by firms which are classified as
foreign-owned. The analysis shows that firms characterised as exhibiting a marketing
orientation policy are more successful than firms characterised as exhibiting a selling
orientation.

Analysis determined that variables measuring firms' marketing strengths (broadly
classified 1nto organisational and marketing-mix strengths) separate successful and
less successful exporters. The two groups of firms also display different attitude with
regards the state of the infrastructure in the domestic economy, intensity of
competition in export markets, and export barriers.

ii



The findings from case the studies show that both internal and external factors
motivate firms to explore export opportunities. The factors peculiar to the export
success of case companies, include the manager's international orientation, the
company's commitment to producing high and consistent quality products, and the
maintenance of close contacts with overseas markets. The findings confirm the
findings from the mail survey.

Differences and similarities exist between the findings of this study and those

generated in other countries. The results add new information on the export
behaviour of firms from Malaysia.
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CHAPTER 1
INTRODUCTION

1.1  Rationale of the study

The immrﬁncc of exports to the national economy and as the principal path to
economic growth in developed as well as developing nations is widely recognised.
Malaysia like other nations has adopted an export oriented industrialisation strategy
and hopes to emerge as an industrialised nation by the year 2020.

The rationale for undertaking this study revolves around the following two major

points:
1. the relative lack of empirical studies, at the firm level, on export
performance of firms in developing nations; and
2. the contextual nature of the study. Namely this study will investigate

firms operating in Malaysia, a nation that has adopted an export-

oriented industrialisation strategy.

1.1.1 Lack of studies on exporting firms in developing nations

A review of the literature indicates the bulk of export marketing studies are based on

the experience of firms from the western industrialised nations. The sudden surge of
resecarch focusing on firms’ export behaviour and performance was partly driven by
the quest to find alternative explanations of world trading patterns which defied the

traditional economic arguments.

The domination of Japanese products and their rapid expansion into almost every
corner of the globe has spurred a wave of research interests in the field of

international marketing. Numerous research has been conducted, notably in North



America and Western Europe to uncover the reasons for, and factors associated with
export initiation and performance. At the same time, the virtues of Japanese

management systems have been vigorously investigated.

The meteoric rise of the "Four Tigers" (Taiwan, Hong Kong, Korea, and Singapore)
during the past decade has further widened the scope of research in attempting to
explain the emergence of firms of international stature from the Far East. The

opening of the Chinese market has provided such an extensive area of research that

export behaviour of firms in other developing and industrialising nations within the

region has been neglected.

To fill the gap, this study will focus on the experience of manufacturing firms
operating in Malaysia. In contrast to previous empirical works, this study will be
carried out in a developing nation which is characterized as a "government-led”
economy, in which exporting is the thrust of the nation’s development strategy; a
nation that aims to emerge as an industrialised nation by the year 2020.

/
1.1.2 Exports and Malaysia’s industrialisation strategy

The New Economic Policy (NEP) introduced in 1969 under the 2nd Malaysia Plan
marked the turning point in the Malaysian industrialisation programme. The import-
substitution laizze faire economy was replaced by an export-oriented industrialisation
strategy. The implementation of the Investment Act of 1968 followed by the Income
Tax Act 1976, the Industrial Co-ordination Act 1975, and the Promotion of

Investment Act 1986 saw concerted efforts to steer Malaysia’s economy away from

over reliance on the exports of primary commodities.

The strategic role of the manufacturing sector has been emphasised in Malaysia’s

Five-Year Plans. The introduction of various legislation and regulations to promote

the growth of the manufacturing sector led to phenomenal growth in investment from

foreign investors. Investment incentives and various forms of assistance were also
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extended to domestic manufacturers to boost the nation’s exports.

Whilst research in the developmental issues and trade performance at the macro level
has been widely investigated, the systematic empirical investigation at the micro level
has yet to be seriously explored. An area of interest to the researcher is the factors

associated with successful manufacturers-exporters.

1.2 Research objectives and questions

The objectives of this study are:

1. to establish the profiles of successful and less successful exporters;
2. to determine the marketing factors that distinguish successful exporters

from less successful exporters; and

3. to compare the perceptions of successful exporters with those of less

successful exporters as regards market environmental factors.

In order to achieve objective number 1, this study will address the following basic

questions:
1. what are the characteristics of exporting firms in Malaysia?
2. what types of export marketing policy are being adopted by Malaysian
exporters?
3. do firms’ characteristics and export marketing policies explain the

variation in export performance?

While the answers to the first and second questions will provide a profile of

Malaysian exporters, the answer to the third question will establish the profile of

successful and less successful exporters.

The second research objective is concerned with the marketing factors associated with

successful exporters. In this study, the marketing factors hypothesised to contribute

to firms’ export competitiveness are broadly classified into organisational strengths

3



and marketing-mix strengths.

The following research questions will be addressed:
1. do successful exporters differ from less successful exporters with

respect to export organisation, planning orientation and information

search commitment?

2. what is the significance of variables describing external support (from
the government and the distributors); management strengths; and

assistance from foreign equity partners (for firms with foreign equity

participation) in distinguishing successful exporters from less

successful exporters;
3. which of the marketing-mix variables (product, price, place, and

promotion) are associated with successful exporters and less successful

exporters?

The answer to the following research question will satisfy the third research

objective:
1. do successful exporters differ from less successful exporters with

respect to their perceptions of the market environmental factors?

1.3  Contribution of this study

The findings of this study will provide insights into the state of export marketing
management practices among companies in Malaysia, and add to what 1s minimally

known about the export behaviour of firms in developing nations.

To benefit from the strengths of a mixture of data collection strategy, both mail

survey and case study methods will be used.

The findings will serve to validate the previous findings on charactenistics of the

4



successful exporters, their marketing strengths and their perceptions of the market

environmental factors.

The results of this study will benefit firms that are currently exporting as well as

those contemplating exporting to overseas markets. Such information can help

managers to evaluate their current export marketing policy and practices.

The results will also have implications for policy makers in Malaysia and in other

developing countries especially those that are following an export-led industrialisation
growth path. It is anticipated that the findings of this study will provide additional

information on the impact of various support services on firms’ export involvement

and performance.

14 Orgahisation of the chapters

The organisation the chapters will be as follows:

Chapter 1 - outlines the primary objectives of the study and the relevant research

questions.

Chapter 2 - focuses on the conceptual developments in explaining firms’ export

involvement and performance. Empirical evidence and prescriptions

for export success are highlighted.

Chapter 3 - traces the structural transformation of the Malaysian economy and the
rising importance of manufactured exports in Malaysia’s economy as
well as challenges facing exporters from Malaysia. The characteristics

of manufacturing firms in Malaysia and their behaviour are compared

to those of other developing and developed nations.

Chapter 4 -  describes the variables hypothesised to influence the variation in firms’

d



export performance, and indicators of export performance. The

marketing and market environmental factors investigated in this study
are highlighted

Chapter 5 - explains the research design, data collection techniques, the

respondents, questionnaire development, administration of field work,

and the response rate.

Chapter 6 - presents the survey findings. The profile of the responding firms are
highlighted first. This is followed by a statistical analysis designed to
establish the factors explaining the variations in firms’ export
performance and at the same time identify the profile of successful

and successful exporters.

Chapter 7 - successful- and less successful exporters are compared with regard to
their marketing strengths, and their perception of the market

- environmental factors.

Chapter 8 - presents the findings from case studies.

Chapter 9 - summarises the findings and limitations of the study. The theoretical,

managerial and policy implications are discussed.

The organisation of the chapters 1s depicted in Exhibit 1.1.
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CHAPTER 2
CONCEPTUAL DEVELOPMENTS OF FIRMS' EXPORT
INVOLVEMENT AND PERFORMANCE

Introduction

The objective of this chapter is to identify the trends in the export literature which
are considered essential in developing the conceptual framework to conduct a study
on firms' export performance, and factors associated with successful exporting firms
operating in Malaysia.

This chapter is divided into the following three major sections:

Section 2.1 - reviews the literature associated with the economic explanations of
firms' export involvement and performance;

Section 2.2 - focuses on the behaviounial explanations of firms' export behaviour
and export performance;

Section 2.3 - highlights the contribution of marketing to firms' competitiveness and
export performance.



2.1 Economics literature

The economic viewpoint holds that firms' international involvement is the result of
rational decision making by their managers. Firms are assumed to carefully evaluate
alternative markets and alternative entry modes. The literature that builds on these
basic premises for explaining the internationalization of firms, can be identified from
theories which seek to explain trade between nations - the principle of comparative
advantage, the technology-based theories and Dunning's eclectic paradigm.

2.1.1 The principle of comparative advantage

The principle of comparative advantage, first introduced by Ricardo in 1817,
postulated that each nation tends to specialise in the production of those goods and
services in which it is comparatively most efficient, exporting them, and importing
those goods which it could produce less advantageously.

Trade between nations and hence firms' international involvement and performance
has its origin in the principle of comparative advantage. This traditional trade theory
suggests that differences in labour costs and productivity motivates firms to exploit
their comparative advantage in overseas markets by engaging in international

transactions.

This principle of comparative advantage assumed that the only factor of production
that determined cost and a firm's international competitiveness was labour cost. The
simplistic assumption of the principle was subsequently refined by the Heckscher-
Ohlin Theorem. In 1933, Heckscher and Ohlin added that all products require a
combination of different factors of production namely labour and capital. This two-
factor theory was later refined to include two more factors, natural resources and
skilled labour. The endowment of these factors of production differ between
countries. The theory postulates that a country's exports will consist of those goods
which use intensively those factors of production it is best endowed with. The



country's imports will comprise of those goods which incorporate those factors of
production it is poorly endowed with.

Loentief's (1953) discovery that the United States of America, supposedly a capital-
abundant, labour-scarce nation, had exporting industries which were more labour-
intensive than its importing-competing industries, has provoked many controversies
and criticisms of the Hecksher-Ohlin Theorem.

The weaknesses of Ricardo's principle of comparative advantage and the Hecksher-
Ohlin theorem can be traced to their simplified assumptions. The assumptions are as
follows: factors of production - land , labour and capital are immobile between
countries; perfect information exists as to international trade opportunities; and
goods traded are undifferentiated. These assumptions do not reflect the reality of the

market place.

2.1.2 Technology-based theories

As the composition of goods traded in the international markets are made up of a
whole spectrum of goods ranging from raw materials, intermediate goods and final
goods, as well as factors of production (for example management and technology),
technology is recognised as an important factor which could explain firms'
international involvement and trade between nations. This has led to the
development of technology-based explanations of trade between firms from different

nations.

The technology-based theories incorporate dynamic elements which contribute to
firms' competitiveness (that is innovation) and the timing of firms' production and
market servicing methods (exporting and direct investment). The influence of market
conditions on firms' behaviour (demand and competition) are taken into account in
explaining a products life cycle and its influence on firms' international
involvement. The two prominent theories associated with technology are the

technology gap and international product life cycle theories.

10



The technology gap theory is associated with the works of Kravis (1956) and Posner
(1961). The authors stressed that there is a certain time lapse between the
introduction of a particular innovation in one country and the successful adoption of
that innovation by its trade partners. The imitation of that technology is dependent
upon the demand lag and the reaction lag. The demand lag refers to the speed of
consumer response to a new product or innovation; the reaction lag refers to the
speed with which each country’s producers adopt the production technology and

compete with the foreign supplier. The difference between these lags gives rise to

international trade.

Empirical works by Hafbauer (1966), Nelson (1966), Baldwin (1971), Hirsch (1974),
Lowunger (1975), and Goodman and Ceyhum (1976) support the contention that the

USA’s competitiveness in international markets is largely determined by the country’s

ability to invest a comparatively high proportion of its resources in the development

of new products.

The Theory of International Product Life-Cycle (IPLC), associated with the works of
Vernon (1966;1979), highlighted the role of technology in international trade and

investment. The theory attempts to predict the timing of the changes in competitive

advantage between firms from innovating nations and firms .in imitating nations,

which the technology gap theory failed to provide.

Vernon suggests that the trade in the innovated product follows its life cycle (refer

to Exhibit 2.1). The IPLC theory rests on four basic assumptions:

1. product undergoes predictable changes in production and marketing;

2 restricted information 1s available on technology;

3. production processes change over time and economies of scale are prevalent;
4 tastes differ according to income and thus products can be standardised at

various income levels.
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Exhibit 2.1:  The international product life cycle theory
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Source: Vernon and Wells, Jr. (1986) pp. 83.
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Firms in a technologically advanced country, like the United States, play the
innovative role in product development. According to Vernon, the factor endowments,
the consumer demands and market structure in the USA are all conducive to the
introduction of new and innovative products. Thus the initial production of the new
product is located in the USA. Demands from foreign markets are served via

exporting.

At a later stage as the diffusion of technology takes place, firms in other relatively
advanced countries, like Western European countries, will begin to imitate and
produce the products to compete with similar imported products. The new producers

will reach a point at which they will be cost competitive (particularly due to lower

labour costs) and will be in a position to export the products to the innovating nation.

The process of diffusion continues, the relatively advanced nation in turn, would lose

their markets to the next group of countries, the emerging newly industrialised

countries.

Studies by Hirsch (1967) and Wells (1972) have provided supporting evidence for the

IPLC theory. Improvements in education, communication, and the lowering of trade
barriers have almost eliminated the differences in income levels, demands and factor
costs between the innovating nation (USA) and the imitating nations (Europe, Japan
and other newly industrialising nations). The USA no longer has all the dominant and
innovating firms in the world. European and Japanese firms are equally capable of
developing and introducing new innovative products. The theory provided an
adequate explanation of the world’s trade patterns in manufactured products and US
foreign direct investment in the 1960s and 1970s. However, the theory could not
provide satisfactory explanations of the current complex pattern of international trade

and firms’ activities (Vernon, 1979; Lutz and Green, 1983; Mullor-Sebastian, 1983).

Firms increasingly introduce new products simultaneously instead of sequentially in

many markets. Even though the home market structure is a stimulus for innovation,
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the production of new products may be undertaken in other nations that provide the
most cost-effective method of exploiting the innovation by the firm (Giddy, 1978;
Clegg, 1987). Firms’ international involvement however, is often triggered by other

factors besides the technological characteristics of a product.
2.1.3 Dunning’s Eclectic Paradigm

A number of other theories have been proposed to explain firms’ international
involvement. The works of Dunning (1977; 1988; 1993), referred to as the Eclectic
Paradigm, integrate the transaction costs theory and locational theory. Dunning
postulates that firms’ international involvement and competitiveness can be explained
by:

a. ownership-specific advaﬂtages;

b. location-specific advantages; and

c. internalization advantages.

These factors are highlighted in Exhibit 2.2 . The paradigm attempts to provide a

more comprehensive explanation of firms’ choice between exporting, licensing and

direct foreign investment. Firms intending to operate in a foreign market are at a

disadvantage because they lack the knowledge about the local market and their

competitors. According to Dunning, the propensity of a firm to engage in direct
foreign investment therefore depends on three main determinants:

1. the firm must possess a competitive advantage which its competitors do not
possess. Dunning calls this an "ownership or firm-specific advantage". The
advantage could be derived from, for example, proprietary ownership of a
patented process or product technology, which other firms do not possess.

2. it must be in the firm’s best interests to exploit its competitive advantage in
conjunction with the indigenous resources of foreign countries (for example
lower cost of production, protected large market, investment incentives) rather
than at home.

3. it- must be in the best interests of the enterprise to transfer its ownership
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advantages across countries within its own organisation, rather than sell the

right to use them to another firm.

Exhibit 2.2: The Eclectic Paradigm of International Production.ﬁ

1. Ownership-specific Adavantages (of 2. Internalisation incentive advantages (i.e.
enterprises of one nationality, or affiliates of to protect against or exploit market failure) | .
same, over those of another) Avoidance of search and negotiation costs

To avoid costs of enforcing property rights
a. Property right and/or intangible advantages Buyer uncertainty (about nature an value
Product innovations, production management, of inputs, e.g. technology, being sold

organisational and marketing systems, Where market does not permit price
innovatory capacity; non-codifiable discrimination
knowledge; "bank” of human capital Need of seller to protect quality of

experience; marketing, finance, know-how, etc | products
To capture economies of interdependent

b. Advantages of common governance activities (see 1/(b) above)

(i) Which those branch plants of established To compensate for absence of future
enterprises may enjoy over de novo firms. markets

Those due mainly to size and established To avoid or exploit govermment

position of enterprise e.g. economies of scope intervention (e.g. quotas, tariffs, price

and specialisation; monopoloy power, better controls, tax differences, etc.).

resource capacity and usage. Exclusive or To control supplies and conditions of sale
favoured access to inputs, e.g. labour, natural of inputs (including technology)
resources, finance, information. Ability to To control market outlets (including those
obtain inputs on favoured terms (due e.g. to which might be used by competitors)

size or monopolistic influence). Exclusive or To able to engage in practices, e.g. cross-

favoured access to product markets. Access to | subsidisation, predatory pricing, etc. as

resources of parent company at marginal cost. competitive (anti-competitive) strategy
Economies of joint supply (not only in

production but in purchasing, marketing, 3. Location-specific variables (these may
finance, etc. arrangements. favour home or host countries).

(ii) Which specifically arise because of Spaual distribution of inputs and markets.
multinationality enhances above advantages by | Input price, quality and productivity, e.g.
offering wider opportunities. Most favoured labour, energy, materials, components,
access to and/or better knowledge about semi-finished goods

international market, e.g. for information, Transport and communication costs.
finance, labour. etc. Ability to take advantage Investment incentives and disincentives
of geographical differences in factor (including performance requirements, etc.)
endowments, markets. Ability to diversify or Artificial barriers to trade in goods. |
reduce risks, e.g. in different currency areas, Infrastructure provisions (commercial,
and/or political scenarios. legal, educational and transportation).

Psychic distance (language, cultural,
business, customs, etc., differences)
Economies of centralisation of R & D,
production and marketing

Source: Dunning, J. (1981), Intemational Production and the Mulitnational Enterprise,
Allen & Unwin, London.
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The paradigm suggests that the greater the ownership advantages a firm has over
foreign firms, the higher the propensity for it to internalise the advantages.
Furthermore, the more beneficial it is for the firm to exploit its advantages by using
foreign country-specific endowments rather than those available locally, the more

likely it is that the firm will invest abroad.

Compared to the internalisation theory (which focuses primarily on transaction costs
but ignores location costs), the eclectic paradigm provides a wider analytical
framework to predict the direction which internalisation may take (Clegg, 1987).

Although the paradigm provides a more comprehensive viewpoint of the determinants
of a firms’ international involvement, there are several unresolved issues. The
relationship between these three elements and their development over time is unclear
and leaves a classification system bereft of a dynamic content. The critics have
suggested that it 1s tautological to include both ownership advantages and

internalisation advantages as necessary conditions for foreign direct investment

because the former already contains the latter (Casson, 1986, 1987; Buckley, 1988;

Itaki, 1989;1991). The corporate strategic 1ssues such as corporate responses to risks

and uncertainties are not seriously taken into account in the paradigm (Mainardi,

1987; Kindleberger, 1988; Macharzina and Englehard, 1991).

The modem international arrangements among firms are too complex to be
satisfactorily explained solely by economic viewpoints. Comparative advantage may
be altered through government intervention and economic ideology of a particular
nation (ISIS, 1986; Mukerjee, 1986; Lall, 1990; Aggarwal and Agmon, 1990; Porter,

1990).

The basic criticism of the contributions from economics is their static nature. An
economic viewpoint stresses rational choice, with emphasis on the costs and benefits
of using internal markets. A firm’s progression into the international markets is

influenced by a host of other factors within and outside the firm.

16



2.2 Behaviourial literature

The behaviourial literature attempts to conceptualise the dynamic forces within and
outside the firm that motivates it to be involved in servicing the international markets.
It departs from the classical arguments that firms are managed by all-knowing
managers driven by the desire to maximise profits (Cyert and March, 1963; Bilkey,
1978; Piercy, 1982; Thomas and Araujo, 1985; Young et al., 1988; Young, 1990).

A number of research streams have emerged in trying to explain firms’ export
behaviour and performance. For the purpose of this study, the researcher will focus

on the literature which addresses the following basic questions:

1. what factors propelled firms to enter export markets?

2. do the characteristics of exporting firms differ from that of non-exporting
firms?

3. what are the factors associated with successful exporting?

In view of the large amount of published literature dealing with firms’ export
behaviour and performance, some of the findings of specific studies may not be
mentioned here but may appear in Chapters 4, 6 and 7, as well as Chapter 8 when
the findings of this study will be compared to the findings from previous research.
The evidence on other streams of export research (for examples export obstacles and
the impact of public policy measures on firms’ export performance) will be

mentioned in Chapter 3 where a comparison between Malaysian exporting firms and

that of exporters from other nations will be attempted.

2.2.1 Firms’ export development process

Firms' export involvement can be attributed to the complex interactions of internal
and external factors to the firms. Simmonds and Smith (1968, pp.92) suggest that
firms’ export involvement is an innovative process:

"entry into an export market is just as much an innovation as the
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adoption of a new production process, for example, so there is every

reason to suspect that many of the findings concerning other types of

innovation will apply to it."

The authors investigated UK exporters who had received their first export orders and
concluded that an international orientation of managers was the prominent innovator
in an exporting context. In addition it was also confirmed that much of the innovation

could be traced to external stimuli, that is an unsolicited order from a foreign

customer.

According to Olson and Weidersheim-Paul (1978), a firm’s motivation to export is

even manifested in its pre-export behaviour and characteristics. The variables that

trigger a firm’s export intention are depicted in Exhibit 2.3 .

A firm’s characteristics (including the goals of the firm, type of product line, history
of the firm); the decision-maker’s value system ( work experience, perception of
uncertainty associated with moving into exporting); and the firm’s environment (such
as the firm’s location, access to information; and exposure to export stimuli) -
interactively propell the firm into export involvement. Reid (1981) in his review of
the export literature, agrees that export entry should be viewed as an adoption of
innovation process. Irrespective of the source of the stimulus, the strategic choice by

the decision maker plays a primary role in a firm’s decision to export or not.

Other researchers suggest that the innovation process is best conceptualised as a
process of incremental involvement (Thomas and Araujo, 1985; Young 1990). The
motivation to explore opportunities in export markets and commitment to service
export markets 1s postulated to occur in stages. The stage models identified in the
literature are those proposed by Johanson and Wiedersheim-Paul (1975) , Bilkey and
Tesar (1977), Cavusgil (1980), and Czinkota (1982). The stages as postulated by

these authors are summarised in Exhibit 2.4 .
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Exhibit 2.3: Factors affecting the pre-export behaviour of a firm.

FIRM CHARACTERISTICS

- Product Characteristics
- Domestic Market

- Optimal Scale of Production
- Location in Domestic Market
Potential Export lfarkets

EXPORT STIMULI

EXPOSED TO THE FIRM

DECISION-MAKER CHARACTERISTICS

- Cognitive Style
= Degree of International Orientation

PERCEIVED EXTERNAL EXPORT STIMULI

Perception of Present or Future
- Fortuitous Order

- Market Opportunity
- Competition

- Government Stimulation
Economic Integration

PERCEIVED INTERNAL EXPORT
STIMULI

Perception of Present or
Future

- Excess Capacity
- Product Characteristics
- Expansion objectives

DECISION ABROUT PRE-EXPORT BEHAVIOUR

, REACTIVATING DOMESTIC
-Discontinuous No deliberate
Export Efforts |preparations

made for
Fxport Sales

ACTIVE

- Actively seeking
Export Debut

PASSIVE

-Passively waiting
for Export Debut

EXPORT SALE NO EXPORT SALE

Source: Olson, H.C., & Wiedersheim-Paul (1978), pp. 283.



Exhibit 2.4 : Comparison of the export development models

Johanson and

Bilkey and Tesar (1977) Cavusgil (1980) Czinkota (1982)

Wiedersheim-Paul
(19735)

Stage 1: Stage 1:
No regular export | Management is not
activities . .| interested in exporting

Stage 1:
Domestic marketing: the
firm sells on to the

home market

The completely
uninterested firm

Stage 2:
Export via
overseas agents

Stage 2:

Management is willing to
fill unsolicited orders, but
makes no effort to
explore the feasibility of
exporting

Stage 2.
Pre-export stage: the
firm searches for
information and
evaluates the feasibility
of undertaking exporting

Stage 2:
The partially
interested firm

Stage 3:
Establishment of
an overseas sales
subsidiary

Stage 3:

Management actively
explores feasibility of
active exporting

Stage 3:
Experimental
involvement:

the firm starts exporting
on a limited basis to
some psychologically-
close countries

Stage 3:
The exploring firm

Stage 4:
Overseas

production
manufacturing

Stage 4:
The firm exports on an
experimental basis to
some psychologically-
close country

Stage 4:
Active involvement:
exporting to more new
countries-direct
exporting - increase in
export volume

Stage 4.
The experimental
exporter

Stage 5
The firm is an
experienced exporter

Stage §:
Comitted involvement:
management constantly
makes choices in
allocating limited
resources between
domestic and foreign
markets

Stage §:
The experienced
small exporter

Stage 6:
Management explores the

Stage 6:
The experience

feasibility to other more
psychologically-distant
country

large exporter

Source:Ford, D. and Leoniduo, L. (1991) pp.16.



Johanson and Wiedersheim-Paul (1975) proposed that a firm’s progression into export
markets can be explained by the four successive stages of institutional and structural

changes. They are:

L. no regular export activitics;

2 export via independent representatives;

3. establishment of an overseas sales subsidiary; and
4 overseas production/manufacturing units.

The above pattern of development is the result of an interplay between the
development of knowledge about foreign markets and operations on the one hand,
and an increasing commitment of resources to foreign markets on the other. Resource
commitments are only initiated when significant experience 1s accumulated. Firms are
therefore hypothesised to enter new markets based on the concept of psychic distance.

This concept, which is a construct of geographic and cultural factors, alleges that
firms will start their export to the physically closest country and gradually expand to

physically more distant markets.

Johanson and Wiedrsheim-Paul’s work has been further developed and refined by

Johanson and Vahlne (1977, 1990). The pace of resource commitments may not
follow the above small steps if the firm has a large reservoir of resources and

experience. The homogeneity and stable market conditions may also dictate the

changes in the pattern of export development.

Bilkey and Tesar (1977), Cavusgil (1980) and Czinkota (1982) characterised firms’
export involvement in terms of managerial awareness, interest/attitudes and

commitment to engage in exporting. They only differ in their description and number

of stages involved.

Inherent in these export development models is the assumption that firms which are
farther along the experience path are likely to have higher capabilities or knowledge

about research, financing and marketing functions; are likely to possess more
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sophisticated manageral skills; and are likely to have a global marketing perspective

compared to the experimentally-exporting or non-exporting firms.

Hierarchically lower-level firms, on the other hand, are likely to have a domestic
market orientation; are not likely to possess research, financing or environmental
analysis skills; are likely to perceive major barriers to exporting; and are likely to

export initially to physically and/or psychologically closer countries.

The empirical evidence on the stage process of firms’ internationalization is mixed.
Johanson and Wiederhseim-Paul (1974); Luostarinen (1979) and Larimo (1985); and
Hans Jansson (1989) support the export stage model but Hedlund and Kvernelund

(1984); Hood and Young (1983); Varaldo (1987); and Tumbull (1987); Czinkota and
Ursic (1987) refute the validity of the model.

With the development of communications systems, firms can increase their
knowledge about a particular market in a more rapid manner. The development of
education may help to widen the entrepreneurs psychological barriers to foreign

markets. A firm need not perform each step in the establishment chain. The short

product life cycle requires simultaneous marketing efforts in many markets. The
speed with which a process of internationalisation takes place is therefore governed

by many other factors such as a firm’s differential advantages and external initiators

(Young et al., 1989).

The inadequacy of the stage model to explain firms’ international involvement have
led other researchers to describe a firms’ internationalisation either as a proactive or
reactive response to situations (Simpson and Kujawa, 1974; Lee and Brasch, 1978;

Piercy, 1982; Johnston and Czinkota, 1982; da Rocha et. al., 1990; Bourantias and
Halikias, 1991).
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Exhibit 2.5: Proactive versus Reactive Exporters

INTERNAL * EXTERNAL

¢ Managenal urge

® Foreign market
opportunities

e Growth and profit
goals

e Change agents
PROACTIVE | ¢ Marketing advantages

e Economies of scale

e Unique product/
technology competence

o Risk diversification e Unsolicited orders

e Extend sales of a e Small home market
REACTIVE seasonal product

e Excess capacity of e Stagnant or
resources declining home

market

Source: Albaum et. al., (1989) pp. 35.

As shown in Exhibit 2.5, two kinds of stimuli influence a firm’s decision to engage
in exporting - the internal factors and the external environment (home or export
markets.) The goals of the firm in exporting or its export motives could be classified
as arising from its aggressive behaviour based on the firm’s interest in exploiting its
competitive advantage. Alternatively, the firm’s export motives could stem from its
reactive behaviour responding to internal and external factors. The classifications of
exporters by their export stage and export motives are not mutually exclusive. They
are called by different names but in reality they overlap and use many common

explanatory variables.

2.2.2 Characteristics of exporters and non-exporters

Firms of similar characteristics and exposed to similar stimuli do not respond or

behave in the same manner. Following this argument, another stream of export

research investigates the profile of exporters versus non-exporters in an effort to

identify the facilitators and inhibitors in a firm’s decision to export.
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Bilkey's (1978) integration of forty three studies on the export behaviour of firms
which have been published since early 60’s noted that firms’ export involvement is
triggered by factors other than profit; that the influence of size on the propensity to
export 1s unclear; and that exporting firms are more likely to have better management
than non-exporting firms. A firm’s decision to export is determined by the
background and traditions of the firm and its managers. The management’s perception

of the firm’s competitive advantage, and adverse home market conditions have also

been cited.

Reid’s (1981) review focused on the relationship between the characteristics of a firm
and its decision-maker in export initiation. The empirical evidence shows strong
linkage between firms’ export behaviour/market expansion and the characteristics and
experience of managers/decision-makers. Exporting firms are managed by decision
makers who are internationally oriented and exhibit a favourable attitude toward
exporting. The decision-maker’s predisposition towards export is, however, subjected
to other intervening factors. His/her ability to extend the firm’s activities across the
national boundary depends to a large extent on the characteristics of the firm itself,
its competitive advantage and a host of market enviromental factors (Meissenbock,
1988; Aaby and Slater, 1589; Ford and Leoniduo, 1991). The list of factors

differentiating exporters and non-exporters is summarised in Exhibit 2.6.

24



Exhibit 2.6: Charactenistics of exporters and non-exporters

Decision-maker’s characteristics:

a. Subjective characteristics
Degree of international orientation
Aspiration toward export

Degree of favourable attitude toward
export

Perception of export risks,costs, an
obstacles |

b. Objective characteristics:
Level of education |
Knowledge of foreign language

Level of experience in livingabroad
Level of work experience

Firm's characteristics:

Existence of excess capacity Low
Existence of unique competence Low
Size of the firm Mixed

Amount of resources committed to
export information search

Extemal factors:

Unsolicited export orders Yes
Influence of other companies export

performance High
Public policy on export promotion MIixed

Source: Adapted from Jatusnpitak, S., (1986), The Exporting Behaviour of
Manufacturing Firms, Research for Business Decisions, No. 87, UMI Research Press,
Ann Arbor, Michigan, pp.14.
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2.2.3 Factors associated with export performance

The discussions so far have highlighted the factors that motivate firms to
internationalise their operation. Another stream of research focuses on the factors that

explain the variations in firms’ export performance.

The literature search revealed that an integrative review of the literature which uses
explicit and quantifiable measures of export performance was undertaken by Madsen
(1987). The author employed the following criteria in selecting the literature:
- be concerned with the traditional export activities (i.e., ongoing
activities where a product is produced in the home country and
marketed abroad);

- include some kind of performance measure (e.g., profitability, sales,

growth) as dependent variable;
- be based on data collected at the firm level; and

- be based on data from more than one firm (i.e., not be a case study).

pp. 179

The author identified 17 studies that met the above criteria.. In reviewing the
literature, the author discovered that no more than 350 variables were operationalised

to explain firms’ export performance. To reduce the variables into some meaningful
classifications, a modified version of the Strategy-Structure-Performance (SSP)
paradigm popularised by Thorelli (1977) was used by Madsen to conceptualise firms’

export performance. The essence of the SSP paradigm is that firms’ export
performance is the outcome of their:

strategy;
organisational structure; and

environmental structure.

The specific study, the vanables classified under each of the three major categories

and the findings are highlighted in Exhibit 2.7. As shown in column 1, the strategy
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variables are comprised of marketing related activities. There is no clear association
between firms’ export performance and formality in marketing research, planning and
existence of an export department. Nevertheless close monitoring of export activities

seems to be important.

On the association between marketing-mix variables and export performance, the
overall results suggest that product strengths, channel support and personal contact
(as an eclement of the promotional-mix) are positively associated with firms’ export
performance. The importance of price-mix and other marketing elements appear

inconclusive.

On the impact of firms’ structure, experience rather than size appear to be the more

powerful explanation of firms® export performance. Firms’ irrespective of size can
compete successfully in export markets. The support of top management and the level
of experience (knowledge) have been determined to positively contribute to firms’

export performance.

The findings on the impact of the market environment tend to concur with the ideas
behind the stage model. The results show that firms which export to markets which
are physically and psychologically/culturally close achieve better export performance.

The impact of domestic market attractiveness is unclear.The inconclusive empirical
evidence on the factors associated with export performance is shared by Kamath et

al (1987) who contend that firms’ export success is situation specific. Nonetheless

Madsen (1987) and Kamath et. al. (1987) differ on a couple of points regarding the

requisites for export success.

Based on their investigation of the success factors associated with firms that won the
Canadian Export Awards in 1983 and 1984, Kamath et. al. (1987, pp. 405-6) consider

only the following four factors as being crucial for export success:
1. the fundamental strength of having good people at both the managerial

and work-force levels;
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2. a clear philosophy and corporate mission;
action skills leading to good implementation of company strategy; and
4, close attention to the specifics of the company’s exporting situation
and activity (a market-by-market, product-by-product, or contract-by-

contract approach to business).

They argued strongly that a firm can be successful irrespective of its demographic

and structural characteristics. The following possibilities were highlighted by the
authors:

- both small and large companies can be successful;

- technology and R & D are not necessary for export success except in

high technology companies;

- export success comes at all stages of firm development;

- a dispersed "shotgun" approach to exporting succeeds as well as a
focused "rifle approach”;

- the international background of company personnel is not crucial for

export success;

- no one marketing mix recipe ensures success;
- government assistance is important for some but not for others;
- a variety of organisational structures work;

- no particular environmental variable (for example, exchange rates) is

tied to success:

a ad hocery succeeds as often as planned approach to exporting;

- both experienced and inexperienced exporters have been rewarded

with success:

- financial clout is not crucial to export success.

In contrast, Madsen (1987) is of the opinion that firms with larger resources (bigger
in size) and high technological intensity are more likely to be successful. While

Kamath et al. (1987) stresses the managenal quality, Madsen’s (1987) prescription
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for export success (refer Exhibit 2.8) points to the need to pay particular attention to

the management of marketing activities.

Exhibit 2.8: Madsen’s four points for export success.

1. Before starting a new export market venture, it seems
advisable to:

- ensure top management support, and
- build up a knowledge base related to export marketing

2. If alternative target markets (countries) exist, then
choose a market with:

- little competition and/or high growth rate,
- small trade barriers,

- a small physical distance, and

- a small psychological/cultural distance

3. Before entering the market, do the following:

- research the market (however, market research and
other planning activities do not appear to be crucial
importance of export performance),

- develop a product with a strong core benefit for the
customers, and

- adapt marketing (and especially product) policy to
local market conditions (weighing, of course, the
costs invovled).

4. In managing an ongoing export market venture, do the
following:

- keep good personal contact with the market,

- ensure continuously good relations with foreign
distributors/dealer based on formalised equality (but
with roles being flexible),

- support and keep close contact with the distributor,and

- establish good control procedures for monitoring the

export activities.

Source: Madsen (1987) pp.195-6.
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As shown in Exhibit 2.8, export involvement should be preceded by a commitment
from top management, market selection, identification of the market needs and

continuous contact with the market. On maintaining contact with the market, the
suggestion echoes the contention by the Industrial Marketing and Purchasing Group
(IMP) which postulates that export performance depends on the effective management
of the exporter-importer relationship (Ford, 1990). On the importance of marketing
for export success, Madsen’s suggestion found support in subsequent reviews by Ford
and Leoniduo (1991) and Gemunden (1991).

Ford and Leoniduo (1991) who reviewed a much wider range of publications on
exporting and international competitiveness (not confined to small- and medium-sized
firms) conclude that firms which allocate resources to export marketing activities,

adopt a marketing orientation in exporting, and are managed by managers who are

cognizant of the influence of culture on business practices, are more likely to be

successful.

Since Madsen’s (1987) integrative review, the number of variables that are

hypothesised to influence export performance appear to have doubled. Gemuden

(1991) stated that more than 700 indicators thought to be associated with firms’
export performance were investigated. Gemunden (1991) performed a meta-analysis

of approximately fifty-five studies and established the following:

a. a substantial number of studies showed that export sales ratio is positively
associated with the size of the firm, export-oriented information activities,
intensity of R & D, and export oriented product adaptations and services; a
lesser number of studies established that other factors such as perceived

product strength, the importance of growth as a goal of the firm, exports’

’

perceived contribution to growth and profit goals, managers’ foreign
orientation, export restraints laid upon foreign-owned firms, existence of an
export department, attractiveness of the export market, and saturation of

domestic market are also associated with export sales ratio; and
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b. export growth and profitability are positively associated with export-oriented
information activities, perceived product strength, expected profit or growth,

contribution of exporting, attractiveness of export market, and saturation of

the home market.

The importance of organisational commitment, in particular marketing and the related
support activities such as R & D and information search, is in agreement with another

body of research which focuses on the role of marketing in internationally

competitive firms.
2.4 Marketing and international competitiveness

The lacklustre performance of the British and American firms in the international
markets compared to the Japanese have led to substantial research interest in the
factors contributing to the success of the Japanese firms which have been described

by Kotler and Fahey (1982) as the "world champion marketers".

Kotler, Fahey, and Jatusripitak (1985) conceptualised the Japanese Success Model

into four major environments - the sociocultural environment, the govermment-
business environment, the competitive environment, and the organisational
environment. According to these authors, Japanese firms’ international
competitiveness could not be attributed to any single factor or even specific business

function but to a whole amalgam of cultural and political factors.

Wong, Saunders and Doyle (1988, pp. 128) however, refuted any explanations that
attributed the Japanese success to factors other than marketing:
"... The differences in marketing effectiveness of the Japanese and
western competitors, in the UK, could not be explained by national
cultures ... The performance differences between the US, Japanese and

British is best attributed to their marketing skills"
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Johansson and Nonaka (1983) asserted that the Japanese managers emphasized the
"marketing concept” and made sure that the foreign markets were supplied with
products they wanted." This is achieved through effective marketing management in

both domestic and international markets; and utilisation of support services provided

by facilitating agencies.

Even though the products have undergone the most important test in the home market
where customers are very discriminating and competition is intense, they are further
adapted to suit the local market conditions. Wong, Saunders and Doyle (1988,
pp.127) attributed the Japanese international success compared to the British and
American firms, to the foundation of their marketing orientation "... not in terms of
spending more on marketing activities or deploying more aggressive pnicing and
marketing tactics, but rather by way of offering good quality products, specifically

targeted at well defined segments in the market, backed by strong customer sales and

service support.”

The emphasis on after-sales service and other forms of support services have enabled
the Japanese to break the British and American stronghold in Saudi Arabia. Yavas,
Tuncalp, and Cavusgil (1987, pp. 222) summarised their findings as follows:

»... careful product design to suit local needs, better value for money,

timely delivery, long term dependability, and the meticulous attention

given to after-sales services. Having local repair facilities, spare parts,

and adequate warranties are extremely important to Saudi customers.

Japanese have been sensitive to this need to the extent that they have

employed travelling clinics with factory-trained technicians in Saudi

Arabia, in addition to permanent facilities.”

Williamson (1991) highlighted the importance of investing in the distribution
networks. The author in comparing the performance of British, German and Japanese

exports in the US noted that the success of the Japanese stem form their commitment

to
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"... maintaining a competitive relative price over a long period, despite
external fluctuations, and constantly investing in control of the U.S.
distribution, sales, and service support networks for their products,

they have continually built market share, customer and dealer loyalty".

pp 62

Responding to the market needs is based on strategic use of information. The
Japanese firms intensively use multiple sources of information and the information
gathered is varied in nature (Johansson and Nonaka, 1987). Amr Kheir (1990, pp. 41)
associated the success of Japanese firms in the United Kingdom to their information
search activities, especially to new product ideas and development, when it was

established that "... contrary to popular opinion, that the Japanese pay a lot attention
to market research. Particularly in NPD (new product development), market research

was ranked high by Japanese subsidiaries in our sample as a trigger to introduce new

products ...".

The popular notion amongst researchers, and academics alike, is that exporting firms

from other nations have a lot to learn from the Japanese (Baker, 1987; Ughanwa and

Baker, 1989). There appears to be no better approach than to emulate the Japanese
strategies when Tuncalp (1990) also suggests that the British exporters should "do as
the Japanese do" - the Bnitish exporters need to study the macroenvironment and

market environment carefully; conduct market research; and adapt product to local

requirements.

However, Doyle, Saunders and Wong (1992) contend that being Japanese is not
synonymous with success. Successful companies, whether American, British or
Japanese, have a clear mission to be a leader in the market and they effectively
implement their marketing plan. This confirms the findings by Kamath et al. (1987)
and other studies involving excellent companies from America (for example Peters

and Waterman, 1982) and United Kingdom (for example Hooley and Lynch 1985).
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Peters and Waterman (1982) established that the traits of successful companies
include 1. a drive to provide a superior service and quality to customers; ii. a drive

to innovate - to develop new products and services; and iii. staying close to their

Customers.

Similarly excellent companies in the UK, place emphasis on providing customer
satisfaction through product quality and service. Hooley and Lynch (1985) in their
study of 1,504 British companies, found that the more successful ones, called the
"high-fliers", shared three common characteristics:

1. a genuine market orientation;

2. a strategic sensitivity and responsiveness; and

3. particular emphasis on product quality and design to a larger extent than

on price.

Saunders and Wong (1985) and McBurnie and Clutterbuck (1987) noted that
successful companies are those that have made marketing the foundation of their
business. Baker and Hart (1989) found that successful British companies have greater
commitment to strategic planning, add value to their products and were more actively

involved in market research and information gathering, market segmentation and

promotion.

The key to successful export marketing is to be marketing oriented. Successful
exporting requires planning, commitment and allocation of resources in understanding
the markets and establishing relationships with various parties involved in the process

of international transactions (Darling, 1985; Rosenberg et al., 1986; Turnbull, 1987,
Baker, 1987; Madsen, 1987; Young et al., 1989; Sethi et al., 1990).
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2.5 Summary

This chapter traces the theoretical foundations of firms’ export involvement and
performance. Both economic and behaviourial literature is reviewed. The former
assume that firms make decisions on a rational basis while the latter seeks to explain
that firms’ export involvement and performance are influenced by both internal and

external factors other than cost considerations alone.

The integrative review of behavioural literature published during the last three
decades revealed that a firm’s characteristics, its managerial competencies and market
environmental factors are associated with the degree of its export involvement and
performance. As regards to managerial competencies, a firm’s international
competitiveness has been established to be a function of its marketing orientation.
The effectiveness in planning and implementing the marketing function so that the

firm is touch with the development in the marketplace separates the successful from

the less successful exporters.

Kamath et. al. (1987) suggest that there is a need to explore situational contexts and

overall business strategy factors more closely. Madsen (1987;88) also highlighted the
need to examine the relationship between organizational characteristics, strategy, and

environment more closely. Thomas and Araujo (1985) and Ford and Leoniduo (1991)

suggest that a study involving firms from developing nations should be included.

This study hopes to bridge the gap and extend the knowledge of export marketing
behaviour and performance of manufacturing firms in Malaysia. In the next chapter,
the characteristics of manufacturing firms in Malaysia (the country which this study
will be based on) will be discussed. As Malaysia is a developing nation, it would be

appropriate to discuss evidence from studies involving firms from developing nations

in Chapter 3.
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CHAPTER 3
THE MALAYSIAN MANUFACTURING SECTOR

Introduction

The objective of this chapter is to highlight the characteristics of manufacturing firms
in Malaysia. The export behaviour of Malaysian firms will be compared to that of

firms in other nations. The chapter is divided into 2 parts.

Part 1 - This part covers the macro environment.

Section 3.1 - The focus of the discussion is on the structuralr changes and the
I transformation of the Malaysian economy.
Section 3.2 - Highlights the'importance of the manufacturing sector in Malaysia’s
industrialisation programme;
Section 3.3 - Presents the challenges facing the Malaysian economy and the

manufacturing sector.

Part 2 - This part focuses at the firm level.

Section 3.4 - The characteristics of firms in the manufacturing sector are discussed.
Issues pertinent to the state of Malaysian firms’ export involvement,
export marketing management and performance are highlighted.

Section 3.5 - The factors impinging upon Malaysian firm’s export competitiveness
and performance are discussed. The findings from studies on the

profile of manufacturing firms operating in Malaysia are highlighted

and compared to evidence from other nations.

37



Part 1. The macro level.
3.1 Structural features of the Malaysian economy

Malaysia is comprised of Peninsular Malaysia, Sabah, and Sarawak and covers a land
area of 330,000 square kilometers. Endowed with a rich natural resource base,
Malaysia has always been trade oriented. Since Independence, Malaysia has
successfully diversified its export base. In addition to being the world’s leading
producer of both natural rubber and tin, Malaysia has emerged as the world’s
producer of palm oil and its by- products, timber, cocoa beans and a net-exporter of
oll as well as manufactured products. Malaysia’s experience has often been
considered by many, including the World Bank and the International Monetary Fund,

as a showcase of successful economic development.

3.1.1 Economic growth

Malaysia’s economic development over the last three decades has generally been

characterised by rapid economic growth. As shown in Table 3.1, the pace of growth

as measured by the real growth rates of Gross Domestic Product (GDP) steadily
accelerated from an average annual rate of 5.0 percent in the first half of the 1960s
to 7.3 percent in the first half of the 1970s and to 8.5 percent during the period 1976-
80. The rate of growth, however, slowed down to 5.2 percent during the first half of

the 1980s due to world wide recession. The economy bounced back to recover

impressively during the 1988 to 1990.
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Table 3.1: Annual growth rates (%) of gross domestic product (GDP) at constant
prices.

Yas |12 03 405 | Avewse

1961-65 14 69 55 358 5.6

62 10 42 104 5.0

1966-70

100 94 11.7 83 08

1971-75

116 78 6.7 93 74

1976-80

1981-85 69 60 62 178 -1.1

12 54 89 838 100

1986-90

Note: 1965=100 for 1965-1970; 1970=100 for 1971-1980; and
1978=100 for 1981-1990.
Source: Malaysian Economic Report - various issues.

3.1.2 Gross Domestic Product by sector

Malaysia is basically an agricultural country. Nevertheless, the share of agriculture

had declined substantially, while manufacturing rose in importance to account for a
share almost equal to that of agriculture by the early 1980s. This is equivalent to
nearly 20 percent of the country’s gross domestic products. The sectoral contributions
to Malaysia’s GDP in the 1970s and 1980s are presented in Table 3.2.

In the first half of the 70s, agriculture was a major contributor to growth comprising
28.8 percent of GDP. The manufacturing sector was the next most important
contributor with 15.5 percent. The agricultural secto<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>