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Abstract:

The purpose of this article is to provide better understanding of the export behaviour of
Czech small and medium sized enterprises in certain aspects and to follow the development
in this area.

The intention of this paper is to provide the topical overview of the patterns and barriers
faced by SMEs in their path to internationalization, and to discuss changes in SMEs’
perception of international business doing over time.

This article is based on an original research among 500 SMEs active in international
business. For comparison, the article uses also the previous studies. Some of the interesting
findings were appreciated export support tools and the inessential ones, as well as the
changes in obstacles perceived in export.

The main contribution of this article is in providing exploitable overview of export patterns
of SMEs and in their systematic monitoring based on annual export surveys.
Keywords: Export, SME (small and medium sized enterprises), export obstacles, export

support.
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1. Introduction

Czech Republic is an open economy with strong relations with foreign countries.
The share of exports reached almost 36% of GDP in 2016. Compared to the year
2004, when the Czech Republic was admitted to the European Union and started to
benefit from the single internal market and common commercial policy, its openness
increased by more than 10 percentage points (MIT, 2017a). In 2017, foreign trade
benefits from solid growth in Europe and from favourable foreign demand, and it
contributed to the dynamic growth of the domestic economy as a whole.
International trade yet has not been a domain of multinational companies for several
decades, and although the current economic model (free market) in the Czech
Republic has a handicap in the form of a disruption of tradition over the period of
real socialism, it can be stated that the Czech export companies, in most factors, do
not differ from the foreign ones.

Havli¢ek et al. (2015) have stated that foreign trade becomes not only an
extraordinary opportunity for small and medium-sized enterprises to strengthen their
positions but that it is undoubtedly also a big risk, which needs to be managed in
advance. The form of international activities can take many forms, which have long
been the subject of academic interest. However, the aim of this article is not to
follow internationalisation levels or precisely defined forms of involvement of
enterprises in international activities.

The aim is to present the results of the survey focused on mapping foreign trade
activities (export in any form) among small and medium-sized enterprises in the
Czech Republic, tracking export destinations, barriers faced by SMEs, and what they
consider supportive and helpful. The article is intended to provide an up-to-date
picture of the situation of SMEs active in foreign trade. At the same time, it
compares and discusses the results with the results obtained in the previous years'
surveys.

2. Literature Review

Over the past decades, the exporting activities of SMEs have been extensively
analysed in international business studies. Various contributions have explored
barriers and stimuli for exporting activities (Leonidou, 2004; Leonidou et al., 2007),
as well as the main determinants, the underlying processes and the effects on
performance of firms’ decisions to set up international activities (Jones and
Coviello, 2005; Pangarkar, 2008).

In the Czech environment, however, there was a lack of a practically useful
overview of what export markets are preferred by small and medium-sized
enterprises and how these preferences evolved over time (year-on-year). Also, the
barriers to international trade perceived by enterprises of the SME category and their
development over time have not been sufficiently mapped, so the author of this
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article actively participates in annual surveys on this subject. Information and
support for export in the SME segment, and the perception of some of the
instruments of this support by the enterprises themselves are the least studied areas.
Although this area is only a part of this article, it still produces interesting findings,
which are verified year-on-year.

Information generally seem to play more and more important role in business.
Today, however, it seems that the problem is not the lack of information, but rather
its excess, and the problem arises with its classification and relevance. Similarly, the
survey showed that enterprises in international trade do not really lack information
much (80%) and the value of contact with the market is the most appreciated. Some
academic sources believe that Compared with larger firms, the information
generation possibilities of export managers in SMEs are more limited, and the use of
personal contacts is relatively more important (Ried, 1984; Samiee and Walters,
1990). Technology changed dramatically since eighties and brought large changes
also in information flows. Still, it cannot be said that they lose importance, rather
vice versa, while it is not just the case of small and medium-sized enterprises.
Personal contacts, or relevant information from these contacts, are the biggest
driving force of business.

Export support (and support effectiveness) is a topic that research has not yet been
dedicated to so extensively compared to other export aspects. As can be seen from
various Government documents and assessment reports from ministries, state
institutions and politicians believe that informative websites with general
macroeconomic information or, for example, business missions (such as an
accompaniment of a politician to a foreign country) are the best export support
instruments.

However, the results of the survey of SMEs presented here show the opposite. This
is also proved by this study (Haddoud et al., 2017). The study finds that whilst both
informational and experiential export promotion programmes improved all forms of
SMEs’ relationships, only experiential forms had an indirect effect on export
performance. Further, only relationships with foreign buyers had a positive impact
on export performance. The findings also illustrate that while informational GEPPs
(government export promotion programmes) have a stronger effect on relationships
quality with local businesses, experiential GEPPs have a stronger impact on
relationships quality with foreign buyers. These findings add to the current literature
by highlighting the different roles informational and experiential programmes have
on SMEs’ activities.

Export barriers have been studied academically over a long period of time from
different perspectives. For example, the classification of export barriers among
SMEs, according to Leonidou (2004), who divided the barriers into internal and
external with other subcategories, is a familiar model. Interestingly, like the Czech
SMEs, the scientist ranks the procedural (bureaucratic) and governmental
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(institutional) barriers as essential external barriers. The results of the survey also
intersect with the typology of SME export barriers created by Arteaga-Ortiz and
Fernandez-Ortiz (2010). These count Knowledge barriers, Resource barriers
followed by Procedure and Exogenous barriers to be the most important barriers to
the export of SME enterprises. The Czech SMEs survey revealed the need for
information on export territories, which is not the same as knowledge of the
environment, but it is a necessary prerequisite leading to the knowledge. However,
they require specific, relevant information, i.e. not general or macroeconomic. Other
authors dealing with barriers to the export of small and medium-sized enterprises
include, for example, Arndt et al. (2012), who investigated German enterprises, or
Kneller et al. (2011) in the UK business environment. He defines "trade cost" as a
major export barrier, which is again confirmed by the up-to-date survey presented in
this article.

3. Material and Methods

In the Czech Republic, there was a total of 262,908 enterprises (legal entities) in the
SME category (0-249 employees) of the total number of 1,144,417 registered
entrepreneurs in 2016 (the latest available statistical data). In total, for legal entities
and natural persons (self-employed) with a number of 0-249 employees, there was a
growth of 3,717 enterprises compared to 2015, naturally with a higher rate of natural
persons (self-employed) (MIT, 2017b). The same source also states the share of
small and medium-sized enterprises in the total number of active business entities in
2016, which was 99.8%.

The share of value added of SMEs in 2016 was 56.2% and the share of SME
employees in the total number of employees of the business sector in the Czech
Republic in 2016 was 59.1%. As far as foreign trade is concerned, the share of
SMEs in total export was 30.0%. However, in terms of the nature of SME’s
production, they often act as subcontractors of large enterprises, so if large
enterprises export, subcontracts of SMEs enter foreign trade statistics as exports of
large enterprises. The information capacity of available foreign trade statistics data
on SME export share is therefore partly limited by the fact that part of the export
(indirect trade) cannot be assigned to a particular exporter (MIT, 2017b).

The presented survey was carried out on a sample of 500 small and medium-sized
enterprises operating in the Czech Republic that are active in foreign trade.
Respondents were specifically small and medium-sized enterprises (5-250
employees) which export at least part of the production/services. The data collection
took place in May 2017 and telephone interviewing of enterprises (computer assisted
telephone interview) was the main method of the survey. Respondents responded to
the questions contained in the 15-minute structured questionnaire. The data
collection was carried out by the reputable Ipsos Agency, the results were verified
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by the Czech Statistical Office. Full questions and survey results? including graphics
are available on the website of® the Association of Small and Medium-sized
Enterprises of the Czech Republic.

The areas studied were mainly in the area of preferred export destinations of the
Czech SMEs and their changes over time, as well as barriers in foreign trade and
perceived competitive advantage in these markets. Last but not least, the survey
focused on the support for SMEs in foreign trade, especially on the part of the state.

4, Results and Discussion

Czech Republic economy ranked among the fastest growing economy of the
European Union in 2016 (MIT, 2017a). This was reflected in the success of the
foreign trade of small and medium-sized enterprises. The interconnection of the
Czech Republic with the economies of the European Union countries has
traditionally been very considerable, so within these countries, the largest volume of
Czech export and import has traditionally been achieved. Mutual trade turnover is
76% of total trade in goods (MIT, 2017a).

4.1 Preferred Export Destinations of Czech SMEs

The survey has repeatedly shown that the EU countries (99% of the Czech SME
exporters) are traditionally by far the most preferred markets. This is due to the
geographic proximity of these markets as well as due to the membership of the
Czech Republic in the European Union (EU). In addition to the EU, Czech exporters
most often export to the CIS (Commonwealth of Independent States)?, North
America, the Middle East, and other Asian countries. It seems that the CIS markets
are reviving, with the workhorse being Russia once again, which, after several years
of drop and the period of EU sanctions, is growing by 21% year-on-year according
to the latest statistics for the first four months. 5% more companies export to the CIS
and the Middle East when compared to last year, in other countries the share is
similar to 2016.

2AMSP CR survey with the title “Export of SMEs” available at
http://amsp.cz/uploads/dokumenty_2017/eNL/Ipsos_pro_AMSP_Exporteri_06_2017_.pdf.
The author of this article was directly involved in this research.

3SAMSP CR (Association of Small and Medium Sized Enterprises and Crafts of the Czech
Republic), www.amsp.cz, an influential non-profit non-governmental representative of this
segment of companies, mapping regularly the business environment, making analyses and
consulting the new legislation with an impact on small and medium sized businesses. The
author of this article has been involved in the Board of Directors of AMSP CR since 2008
and actively participates in the market surveys.

“The Commonwealth of Independent States (CIS) is an organisation comprising 9 of the 15
former Soviet Union republics: Armenia, Azerbaijan, Belarus, Kazakhstan, Kyrgyzstan,
Moldova, Russia, Tajikistan and Uzbekistan.
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The survey has further revealed that a half of the enterprises exports to 6 or more
countries. A quarter of the enterprises exports to a maximum of 3 countries. Not
uninteresting is the fact that the entire 15% of the exporting enterprises surveyed
exports to more than 21 countries. The share of companies exporting to at least 11
countries increased by 7% compared to last year. The intention to expand exports is
dominated by Germany, where 6% of the enterprises plan to expand their export.
Germany has long been not only the largest export territory, but it is also very stable
from the point of view of exports. In the last year-on-year comparison for the first
four months of the year, exports to China are very good, and in the USA, high added
value is achieved. SMEs increasingly diversify risk by spreading the overall turnover
to more countries.

4.2 Obstacles in International Business Perceived by SME and their
Competitive Advantage

The survey conducted on SMEs has shown that enterprises consider regulation and
bureaucracy (13%) and rising costs associated with it to be the biggest problem of
export. Regulation/bureaucracy and the need to comply with regulations or local
customs were major export issues in the last year's survey (2016).

In contrast to last year, the topic of exchange rate and exchange rate risks appeared
more and more frequently, probably in connection with the events related to the
Czech crown. In view of the major media discussions regarding the termination of
the intervention system, a large proportion of exporters started to be secured in
recent months, which has reflected in increased costs and the increased rate of
uncertainty. Foreign exchange interventions were initiated by the Czech National
Bank due to fears of deflation in order to weaken the Czech crown and keep its
exchange rate close to CZK 27/EUR at the beginning of November 2013.

From the viewpoint of the open assessment of export barriers, the survey showed
that the companies perceived fragmentation of information to be the problem rather
than its shortage, they lack consistency of information about the market and location
Enterprises also lack the response from the Czech Embassies in some countries,
pointing to the long-term problem of the fluctuating quality of economic diplomacy
services in our country. As a significant assistance and export support, enterprises
would for example appreciate a website where it would be clearly and coherently
outlined what export documentation is needed for a particular country. However, an
interesting result of the survey was that the vast majority (80%) of enterprises do not
lack any information to export.

Competition was also the often stated "barrier" of export between companies (7%).
On the other hand, they consider the quality of their products/services and their
special character to be the biggest competitive advantage of the enterprise on foreign
markets. Supply flexibility is considered to be equally important and appreciated by
foreign customers. An example of respondents' open answer was, for example: "The
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production in the Czech Republic is an advantage now — people have already had
enough of China, it is a question of quality and service". We can say that enterprises
are self-confident, they bet on the quality of their products and do not rely on the fact
that low prices would be the main competitive advantage. The fact that entrepreneurs
incline to a move towards higher value-added, based on special services, is an
important fact.

4.3 SME Support in Foreign Trade

While state support may always be a matter of controversy, certain support
instruments exist in the Czech Republic. The survey showed that more than one third
(34%) of exporters know the instruments of export support, whereas most often
these are official participations of the Czech Republic in exhibitions and fairs.
Compared to the previous year, knowledge of state support instruments increased
slightly (30% in 2016). Other instruments that enterprises are familiar with include
"Single Contact Points" or "Anti-dumping Investigations". Compared to the previous
year, the knowledge of anti-dumping investigations fell by 10%, while Market
Access Database knowledge rose by 11% and the knowledge of the customs
suspension increased by 9%. We may observe that enterprises are increasingly
focusing on specific products of government departments, yet services on the basis
of the support of business presentations abroad are still a priority to them.

Support for presentations abroad (43%), information service (38%) and export
insurance (33%) showed to be the most important state supportive service for export.
This was closely followed by the perceived importance of the assistance service
abroad (32%). It is clearly shown that, unlike often even persistent pushing of
business missions by the state administration, for SMEs, business missions are not
the most important support instrument. They were marked as "absolutely
unimportant" by 39% of respondents.

On the contrary, small and medium-sized enterprises require information and
marketing services, personal support at the export destination, and financial export
instruments. In the presence of foreign representatives in the enterprise’s territories,
knowledge of the environment and know-how are the most appreciated. Linguistic
skills and business contacts were also significantly perceived advantages of these
representatives. This concerns, in particular, Czech Trade, the state agency, which,
with regard to the institutional sphere, is the most natural partner for SMEs in the
long-term (30%). Entrepreneurs consider it as proven and independent state support.
Support for participation in exhibitions and fairs (71%) is the most frequently used
service of this agency, followed by export consultations (46%) and finding a
business partner (45%).

In general, however, enterprises assess the government's export support services
rather as average, the biggest problem being the relevance of services for a particular
business. The survey also shows that commercial banks still maintain a strong
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position (22%). By far the most often, however, enterprises rely on themselves:
information on the activity of foreign trade and all their activities are solved by their
own people (63%).

5. Conclusion

The survey conducted in 2017 on a sample of 500 small and medium-sized
enterprises active in foreign trade has produced some interesting findings. The trade
of small and medium-sized enterprises with Russia seems to revive, which, after
several years of drop and the period of sanctions, is now growing at a double-digit
pace. Compared to last year five percent more enterprises export to the Middle East,
which indicates that small and medium-sized enterprises are eager to trade even with
geographically more remote territories. Half of SMEs export to 6 foreign markets.

Regulation/bureaucracy and the need for compliance with regulations or local
customs proved to be the strongest perceived barriers to foreign trade also year-on-
year. It can be argued that high bureaucracy is generally the main barrier of domestic
SMEs, which may be reflected in their lower performance.

Implications for state institutions include, in particular, a strong appreciation of
business missions as a totally ineffective instrument of export support for SME
segment. On the contrary, it would be appropriate to strengthen the area of
assistance with marketing and promotion and search for suitable business
partners/distributors, as well as providing easier access to contacts in the export
territory. Smaller enterprises do not have marketing specialists for all territories and
they expect from the state (or rather from the export agency of the Ministry of
Industry and Trade, called Czech Trade, mentioned earlier in the survey) good local
knowledge and an assistance with finding business partners.
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