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1. Introduction

In April 2012, the USAID SEADI Project and the Ministry of Trade in Indonesia began work to shed light on factors that can lead to exporting success for small and medium enterprises (SMEs). Their goal was to identify SME exporters in industries with high export growth potential whose stories yielded lessons for other would-be exporters, and then present those stories and lessons in a series of case studies. The study team reviewed information on more than 50 SMEs gathered with the help of the Ministries of Trade, of Cooperatives and Small Business, and others, before settling on enterprises representative of the SME experience and illustrating the opportunities awaiting Indonesian small businesses in a variety of international markets: 
· PT Ikaindo Industri Karbonik Indonesia, based in Medan, North Sumatra, makes high-grade activated carbon and activated carbon products derived from coconut shell charcoal for use in the purification of drinking water and exports it to the United States, Japan, Europe, and China.  

· CV Agro Mina Dewata and UD. Bandar Mina, both operated by Pak Putu Sumardika, are small firms representative of a large number of offshore fish farmers who have begun to produce fish species for export from the Northern Coast of Bali, who produce and export live grouper to and through Hong Kong to the Chinese market. 

· PT Bamboomedia Cipta Persada, another Balinese company and based in Denpasar, produces children´s educational software for the domestic market and for export in foreign language versions to Europe, South America, and Korea.
PT Ikaindo and Bamboomedia have received the Ministry of Trade´s prestigious Primaniyarta Export Award.

In some ways these companies, their products, and their markets could not be more distinct from one another. One exports container loads of fine charcoal powder meticulously processed to exacting international standards for optimal performance in filtering impurities from water and other substances. One makes small air shipments of live fish—of 600 grams each—from Jakarta and Denpasar to Hong Kong. And one distributes educational games for children aged 2 to 12 in countries as diverse as Spain and Korea. Nevertheless, all share certain traits that other Indonesian small businesses wishing to export would do well to emulate. Before comparing these companies, we summarize the major lessons of each with regard to export success.

2. Lessons of Individual Companies
PT Ikaindo Activated Carbon

· Make sure to have the right technology from the start. In a capital-intensive Whatever the industry, evaluate and choose the right technology.  Having to make changes down the road can be very costly, especially in terms of reputation and access to market opportunities.  —and this Technology of course includes human capital. 

· Recruit Search for and utilize all available expertise. Seek, pay for, and apply the best operational and market development expertise available internationally, especially during the early years of company consolidation.  Much such expertise can be obtained at low or no cost from international business partners such as buyers and distributors.
· Control product quality. A company selling into a highly technical and quality-conscious market, such as that for activated carbon products, must run a strict internal quality control program.
· Innovate. Specialty products gradually become commodities as basic technologies become widely available and more companies enter the market. Companies such products must continually invest in new, higher value, and higher margin products in order to maintain an attractive margin and competitive edge. 
· Know your market. Keep up with market developments by having top management participate in international industry events, such as technical and trade fairs, and by carefully maintaining personal and business relationships with input suppliers, equipment manufacturers, brokers, and product buyers.
· Be a good team player. An industry, such as activated carbon, that depends on ample supplies of standard quality raw material (coconut shell charcoal) at a competitive price, must take an industry view to managing fostering growth and development, including fostering aiding in the commercial success of raw material suppliers, as well complementary industries in the same supply chain (e.g., coconut oil, coconut milk).
· Prepare to withstand events beyond your control. Be prepared to defend against macroeconomic events that can harm financial performance, such as interest and foreign exchange rate movements or large increases in global energy and transportation costs. Defensive actions include interest or foreign exchange swaps, taking risk-mitigating futures market positions, or investing in energy-saving equipment.
· Rapid growth can sometimes be dangerous but it can also be a path to achieving important economies of scale and/or of scope, and being able to capitalize on intangible assets of the company, such as a reputation for high-quality and reliability, personal relationships of company personnel, well-positioned product brands, etc.

Bali Mariculture Cluster

· Understand unique financing requirements. The production and marketing characteristics of an industry give rise to specific financing characteristics and needs. Production assets for mariculture (plastic cages and nets, other offshore facilities) are not suitable collateral for conventional bank loans. Fish farming projects require financing for a six-month construction period and a year of working capital financing until harvest-size fish can be collected and sold. Small producers also need to finance their own subsistence for the first 18 months until sales begin to flow, in addition to expenditure on inputs (e.g., fingerlings, feed, fuel, labor). Accelerated development of small-grower mariculture requires credit support, perhaps through cooperative arrangements or government credit guaranties.
· Understand the range of opportunity. In addition to offshore mariculture of live grouper and barramundi, many other species are suitable for domestic and export markets (e.g., oyster, snapper, cobia, abalone, eel, lobster). Joint development of mariculture and local and international tourism has potential, as do cooperative ventures to develop hatcheries, feed processing mills, processing plants, marketing companies and transportation systems. Altogether, offshore mariculture holds promise as a new industry in Indonesia, one that can involve a large number of small growers and provide stable employment for many others.

· Get the right tools and use them wisely. Investing in and using the right technologies and production practices is key to meeting the high standards for product quality essential to business and economic success. 

· Cultivate expertise. Product buyers in the target export market are a source of know-how that must be kept closely connected to the operations of the business from inception. When successful, the exporter-importer relationship is a partnership that sometimes becomes a formal joint venture.  

· Know your suppliers. The condition and capabilities of input suppliers (e.g., of fingerlings, feed, and transportation) are vital to business success.

· Keep a positive attitude. The success of small exporters of cage-raised fish shows that Indonesian SMEs can compete in highly demanding and competitive markets. There are probably no more demanding buyers of any product anywhere than the buyers of live fish and fresh fish products in Hong Kong, China and Japan. The U.S. and European markets are so far less developed in Indonesia and pose their own set of product requirements, but these also are beginning to form part of the global market being served by Indonesian SMEs.
· Even minor government support can be critical. Government encouragement and support—in the form of training, technological development and dissemination, regulation, and credit facilitation of credit—may not require big investments, but could be critical for the rapid but secure development of this new industry and to ensuring widespread participation of small growers.
Bamboomedia Educational Software

· Keep a positive attitude. Bamboomedia´s success in developing a stable and growing export market proves that Indonesian SMEs can compete in global markets. It may not be easy to succeed, but a “can-do” attitude is essential for any Indonesian SME considering a move into an export market. Some will decide that exporting is not for them, but many others will find a world of opportunity. 

· Invest in national education. How quickly an internationally competitive IT industry in Indonesia develops will depend on the state’s investment in a strong human capital base through education. This has been recognized in other countries making their way in the IT industry, like India, Malaysia, and Singapore.
· Invest in industry-oriented education through public-private partnerships. Private industry and private academic and technical education centers can be involved as well in producing a pool of well-educated and creative software developers. Bamboomedia pioneered its own internship program and “Bamboomedia Digital College,” in collaboration with high schools in Bali. Such public-private associations can be expanded to generate a strong IT capability base in Indonesia. 

· Know your market. SMEs should learn all they can about their target markets and participate in trade and technical fairs as much as possible, tapping into financial and logistical supported available through the Ministry of Trade. 

· Ensure the quality of competitively priced products. For educational software just as for industrial and consumer products, export success requires top quality products at competitive prices. SMEs must give quality (broadly understood to include innovative and pleasing design and excellent customer service) top priority and make sure that its quality control systems reflect market requirements and prevent substandard items from ever going out the door.
· Be a good team player . Seek productive collaboration with suppliers, employees, and buyers. Bamboomedia has consistently profited from collaboration with suppliers, employees and buyers, and recognizes, like the other companies in our case studies, that it´s no good being a strong player on a weak team. Each participant in a multilayered industry, with support from government as warranted, should do what it can to make sure that all other industry participants can sustain themselves and keep pace with the needs of the entire industry and its potential markets. In the normal course of market competition, of course, players who are unable to keep up are replaced with others.

3. Three SME Exporters Compared
Structural Differences 

In addition to differences in product characteristics, production technologies, and markets, our three companies embody subtle structural differences that show how a wide a range of potential exporters can find and succeed in a particular niche. In the following pages, we illustrate these differences with the help of charts for each company (Figures 3-1, 3-2, and 3-3). The center column of each figure lists capital, raw material, and labor services input at the top and outputs at the bottom. The outermost columns show the main origins and destinations of each type of input and output, differentiated simply as "Indonesia" and the "Rest of the World." The two outermost columns present the origin and destination of major aggregates (capital goods, raw materials, labor). The major aggregates are then broken into principal components in the middle columns on either side. The relative shares of each origin or destination are indicated by depth of shading in each cell (e.g., the darker the shade the larger the share). The columns flanking the center provide a detailed breakdown of the input and output categories.

PT Ikaindo. PT Ikaindo is a capital-intensive industry (capital services are deeply shaded in the chart, indicating that they absorb the largest share of total input costs), and a large portion of the equipment used in manufacturing activated charcoal is procured from foreign sources. Raw materials and labor inputs make up a smaller share of costs and are primarily from the Indonesian economy, while outputs are entirely for export. Boilers, kilns, and other heavy equipment, plus an assortment of lighter processing, transport, and lab equipment are imported. Some production equipment is procured in Indonesia, but the major capital investment procured from the local economy consists of buildings and other structures.

Material inputs consist of fuel to heat the rotary kilns and drive other production equipment, and raw coconut shell charcoal, both of which are bought from the local economy. Smaller amounts of packing and other materials are also used, and these are procured from the national economy and from abroad. As would be expected, most of the labor is from the local economy, but some is imported in the form of technical and marketing consulting services. All sales are in several foreign export markets and most sales are made up of various grades and types of bulk-activated charcoal, with a relatively small but growing amount of value-added activated charcoal products.
Figure 3-1

PT Ikaindo: Origin, Destination, and Composition of Inputs and Outputs for Exported Activated Carbon  
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Mariculture. Fish farming is much less capital intensive and costs are much more concentrated in procurement of raw materials and labor from the local economy. The most important raw material costs consist of fingerlings bought from local hatcheries to stock the production nets, plus fresh and processed feed, both of which are bought from local sources and only lightly supplemented by feed and veterinary products from Japan and elsewhere. Labor is also primarily from the Indonesian economy, though some technical and marketing support is drawn from foreign sources. Finally, the major market for farm-raised fish, live and frozen, is overseas, but some live fish is sold locally, and some fish byproducts derived from the processing plants for frozen fish for export are sold or directly used locally, primarily as feed.

Bamboomedia. Bamboomedia is very different. First, nearly all of its production inputs—capital services, material inputs, and labor services—are from the domestic economy. Second, its products are oriented to the domestic economy, especially its productivity and entertainment software. The company’s educational software has made significant inroads into foreign markets and management considers that segment very promising. But, unlike Ikaindo, which was created to serve export markets, Bamboomedia remains a domestically oriented firm that has developed interesting and profitable export product niches.

Figure 3-2

Bali Mariculture Cluster: Origin, Destination, and Composition of Inputs and Outputs for Export of Cage-raised Grouper and Barramundi
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Figure 3-3

Bamboomedia: Origin, Destination, and Composition of Inputs and Outputs for Educational Software
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Other Differences 

Other differences between these three SMEs are derived from their different structures. For example, as a capital-intensive industry, the production of activated charcoal must be at an economic scale larger than either fish farming or software development, and long-term financing must be available on competitive terms. Of the three industries, activated charcoal is the most capital intensive, followed by fish farming and software development; but all three are of a size that can be reasonably reached by medium-sized companies in Indonesia.

Charcoal production and fish farming use low skill labor in comparison to software development (with the exception of senior management, supervisors, lab technicians, and marketing staff). Nearly everyone involved in software development and production has relatively advanced education and training, and this has implications for the role of government and schools in the future of this industry.

Marketing and logistics are also very different. The live fish and activated carbon markets are very specialized and dominated by a few who must be persuaded to enter into long-term supply relationships with the producer. This is often difficult at the outset, but may provide for more stability in the medium- and long-term if the supply relationships are properly nurtured.

Transporting live fish by air figures very heavily in total landed cost structure of fish exporting. Even transporting frozen fillets is expensive and demanding in management and quality control. Transportation costs for activated charcoal are significant for bulk exports of standard qualities and grades, less so for value-added specialty products. Transportation and distribution costs for software products are relatively trivial.

In looking at the very broad range of differences among our three representative companies, we are led to conclude that SMEs of all types could very well become successful exporters of a huge variety of goods and services to a large number of potential export markets. 

Four Important Similarities 

First, the most important similarity among the three companies is that they are all successful exporters despite their small size and the diversity of their products, tools, and markets. A common lesson applicable to many if not all Indonesian SMEs is that a “Yes We Can!" attitude is essential in achieving export success.

Second, all companies mastered sophisticated technology and follow the highest standards of product quality and value. None operate in "easy" or tolerant markets; indeed, their markets are ferociously competed and unforgiving. Such tough export markets are also large, offer new Indonesian producers good prospects for entry, and offer continued growth for established companies that maintain the highest product quality standards. In these and other markets price competitiveness matters, but, in contrast to low value-added commodity markets, price is not the only or even a primary factor in success. Product quality and consumer satisfaction are.

Third, each company has succeeded in exporting  because it invested time and resources in visiting target markets and understanding the competitive factors  of those markets—product standards, design features, pricing, marketing and distribution arrangements, after-sales service expectations, financing opportunities, and others. With support from the Ministry of Trade and other organizations—and sometimes at their own risk and expense—the top management of each company participated in international trade fairs and personally visited markets to discuss opportunities with prospective buyers. Developing market knowledge and market connections proved to be key in achieving stability over the years. 
Finally, the companies’ leaders were persistent and dedicated in overcoming adversity and achieving their vision, step by step, even when doing so required correcting course. And each continued to push to go farther and do better. This entrepreneurial drive and persistence, which is too often lacking in larger and consolidated businesses, is why SMEs are critical to economic growth and equitable economic development the world over—and why they merit the patient support of government agencies responsible for facilitating economic and social development.

4. Lessons and Recommendations

In addition to the general constraints facing all businesses wishing to enter a particular export market, SMEs face the constraints that come entirely from being small. They can neither produce nor sell in mass quantities.
 Therefore, they must find relatively low-volume market niches that they can serve successfully. And given their low volume production and sales, SMEs cannot benefit from scale economies, either in production or distribution, as easily as large companies.  
To be profitable, therefore, the low-volume niches suitable for SMEs must also offer high unit values and high marketing margins. Generally, buyers in high margin markets are exceptionally conscious of and demanding in regard to product quality and service. SMEs must provide products of consistent quality on a highly predictable and reliable basis, and on terms that differentiate the products from those of other suppliers. 
In response to market preferences and the regulatory requirements of importing countries, buyers are also starting to make other demands—for product safety assurances and certifications and for supply chain security and traceability, from raw material and input supply to product handling, logistics, and final delivery. These demands are increasingly complex and to meet them SMEs may need government support and/or the support of specialized cooperatives or other industry-based organizations. To start, a huge amount of information about these demands is available in Indonesia through the SME and Export Divisions of the Ministry of Trade and from any number of international sources. This information includes guidelines for exporting specific products to specific markets. A great deal of training is also available to develop export marketing managers for SMEs.

Generally, SMEs should seek markets with low barriers to entry, to enter market segments with good prospects for sustained growth, and to come in "at the ground floor" in new product markets in which they can grow in response to future demand.
Barriers to entry come in many shapes and forms. Some have to do with minimum efficient scales of operation and associated capital and financing, which may be far beyond the means of SMEs. Others may be protectionist and official in nature, such as high tariffs or unreasonable technical or other standards imposed by the importing country government, usually at the request of domestic producers, to make it difficult for foreign exporters to gain entry. Others have to do with market structure and the dominant roles of distributors and other "bosses" who may control the local market and who make it impossible for anyone to gain entry without their approval and/or participation.
 Other barriers may simply be cultural or be based in prejudiced misconceptions in the importing country about the exporting country. Some of these prejudices are actively fed by domestic industries to keep foreign competitors out. Whatever the nature of the barrier, most SMEs will not have the resources to overcome them on their own (although some can avail themselves of government assistance) and they must look carefully for situations in which they can be overcome at reasonable cost.

Often, a small company will only begin  to seek export opportunities once it has established itself on the basis of domestic sales. Others, such as PT Ikaindo and UD. Bandar Mina, are established expressly to serve a promising export market. There are many, many other scenarios that can work. The key is to develop products that are appealing and competitive in a specific market consisting of specific buyers and specific consumers whose needs and characteristics are well understood. This is true when a company is developing products for the domestic market; the extra challenge in entering a foreign market is to  understand and connect with a foreign person or persons on the other side of the business relationship. This may be the most formidable barrier to SME exporter success. But, again, in this area active and extensive government support can make a decisive difference in the success or failure of SMEs venturing abroad.

Finally, once an SME has penetrated an export market and established a stable relationship with distributors, buyers, and/or final consumers, it must start thinking about survival and growth over the long term. It must perfect its existing products and add complementary products that will allow it to maintain and strengthen its hard-won competitive position, especially after it “graduates” from SME to large company.

A strong competitor in a foreign market is usually a strong competitor in its domestic market, and will always be better positioned and prepared to withstand the competitive pressures of foreign suppliers than domestic companies that lack the experience of competing internationally. This is the fundamental logic of free and fair trading systems. The better company with the better product, service, and value proposition can survive, succeed, and grow anywhere. As has been demonstrated by the subjects of our case studies, Indonesian SMEs can compete in a wide range of actual and potential export markets and they can succeed anywhere.
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�  This does not mean that they cannot sell through distribution channels that serve mass markets, only that they must be find entry points that are willing and able to accept small quantities.


�  Hong Kong fish importers made it impossible for Indonesian exporters of live fish to gain independent entry to the Shanghai market, which the former also dominated. In any target there are almost always established players who must be dealt with if success is to be achieved.





