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The aim of this study was to evaluate the export promotion services of Eritrea according
to the theories presented in chapter two and come up with recommendation suitable to
the Eritrean case. It was found that national export promotion policies would not provide
any benefits or lead to increased exports if they are not supported by export promotion
policies and programmes at the industrial and enterprise level. Although the Eritrea’s
national economic policy states ‘it is aimed for export-oriented growth’, nothing has
been done to upgrade the competitiveness of SMEs or increase their exports. The main
reason is the unavailability of the export promotion programmes and policies at the

industrial and enterprise level.

The elements of export promotion services include information provision and export
finance assistance. Export information is crucial to the growth of exports of SMEs.
Export finance is aimed at providing the financial and insurance needs of exporting
firms. The main goals of Export Promotion are to contribute to overall economic
improvement of a country, and the subsequent increase for the standard of living of the

population. This is achieved through increased export of the country’s products.

SMEs in Eritrea are facing many interrelated problems. Given their great contribution to
the economy and the opportunities available in the world market, motivating them
through export promotion and other services could be the best way to make them
competitive. In this regard the following three points are recommended as the best ways

of enhancing the competitiveness of SMEs.

First the Ministry of Trade and Industry (MTI) should have to have a general policy
framework as well as programs specifically designed for SMEs development, which
could serve as a general framework and a reference for policies and development efforts
targeting SMEs. Second the MTI should establish and implement a strategy for SMEs
export promotion aimed at increasing the SMEs export through the provision of
necessary services. Finally firms themselves should also develop more responsive and
proactive management, skilled labour, advanced equipment, and efficient production and

marketing plans in order to withstand competition at home and abroad.
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' CHAPTER ONE: INTRODUCTION

1.1. Introduction

Today, globalisation and the acceleration of technological change and innovation are
creating opportunities for Small and Medium sized Enterprises (SMEs) to enter foreign
markets and to reduce business costs. But there are also transition costs, new
competitive challenges and risks affecting these SMEs. These threats coupled with the

inherent problems of small firms are becoming a challenge to today’s SME:s.

The export potential of SMEs has also been a growing subject of interest. Hence,
Governments export promotion programs have changed their focus on SMEs rather than
on large enterprises. This is mainly because of the increasing role those SMEs are
playing in the economy. Studies on the link between export promotion and economic
growth show that export-promoting policies can lead to an increase in both welfare and

growth rates.

This study focuses on the creation and improvement of Export Promotion Policies for
SME:s in Eritrea. The key elements of the Export Promotion Program such as export
financing, information provision, and networking constitute the body of the study, as
their absence are the stumbling blocks for export oriented SMEs. This research proposal
has identified the background information and statement of the research problem. Due to
lack of previous empirical research in FEritrea, relevant information on the present
situation of Eritrean SMEs is not available. Thus, the research will employ the case
study method in answering the research questions and in providing conclusion and
recommendation on how Eritrean export promotion program could be initiated and
improved so that exports could be boosted. Although more weight is given to qualitative
methods, quantitative research will also be used in order to increase the credibility of the

findings that will be driven from the research.

With all its limitations it is expected that the research will assist the Ministry of Trade &
Industry (MTI) and other public and private organisations to clearly understand the
situation of SMEs and come up with better policy for SME support in the field of
exporting.



1.2. Background Information

Globalisation and the impact of rapid advances in technologies are presenting new
opportunities and new challenges to all countries, regions, societies, citizens and their
business enterprises. Subject to this globalisation effects are small and medium sized
enterprises (SMEs) whose contributions to economic growth in different countries is not
on comparable parameters. There is a growing worldwide recognition that SMEs have
an important role to play in the present context given their greater resource use
efficiency, capacity for employment generation, technological innovation, promoting
inter sectoral linkages, raising exports and developing entrepreneurial skills. However,
the needs of small and medium enterprises (SMEs) are more severe, their problems in
many ways are complex and their potential contribution to the economic development is
far more substantial. The future of SMEs therefore is a major policy concern given their

strategic importance in shaping the industrial sector.

As Wright and Rick (1994) have discussed in their international business studies, the
trend toward economic globalisation offers exporting opportunities not only to large
multinational firms but also to the thousands of small companies that continue to focus
primarily on the domestic market. However, the export process of internationalisation of
SMEs involves several steps that require different degrees of commitment of resources,

which small firms by their nature cannot afford to possess.

Many business researches and government export studies explain that there are several
barriers and difficulties for SMEs in the process of internationalisation. The internal
barriers in small firms such as limited resources, difficulty in acquiring information, lack
of managerial experience with exporting, and weak formal planning systems restrict
their interest in and frustrate their efforts at internationalising (Karagozoglu and Lindell,
1998). Moreover, small firms that lack the depth of resources and experience available
to large multinational corporations see exporting as risky (Burpitt and Rondinelli, 2000).
In addition, tariff and non-tariff barriers are also some of the external barriers hampering
the exports of SMEs. Furthermore, these barriers and difficulties increase as several
other requirements arise in the export process. For instance, technical requirements such
as customs paperwork, contractual agreements with potential counterparts, etc. will

confront the venturing companies.



These and other issues are certainly challenging SMEs in competing globally. Therefore,
either they should adjust and respond to external competitive threats and opportunities or
conduct business as usual in their domestic market and face the inevitability of

diminishing sales and profits.

It is important to mention that the SMEs are a major feature of the economic landscape
of all developing countries today. Many third world countries have recognized the
contribution of these enterprises to the creation of jobs and to the alleviation of poverty.
If these enterprises are left to compete without any support, in this era of fast
technological development and globalisation period, the comprehensive situation of the
country could be jeopardized. Besides, it is clear that without any governmental support
these SMEs will not be able to take advantage of emerging international commercial

opportunities and their general performance will certainly deteriorate.

As a result, most governments in developing countries recognise the role of SMEs to
their economy and are providing different types of assistance and incentives to SMEs
not only for their local but also international development attempts. Thus, many authors
argue that SMEs through their national governments should find an answer for their
internationalisation attempts. This is done in the form of Export Promotion and

Development Programs.

From the above analysis it is evident that there is a need for the provision of business
support services with a special focus on the internationalisation of SMEs. In addition, it
is noteworthy that any type of support must always match with the reality and needs of
SMEs. Thus, the need of coherent and comprehensive support is required. For that
reason, the question of how to create the support for export promotion and how to
improve it arises. This research will therefore focus on providing and improving export
promotion policies for small and medium sized enterprises (SMEs) in Eritrea, the young
African nation. In light of the above discussion the following section will discuss briefly

the situation of SMEs in Eritrea and their contribution to the economy.



1.2.1. SME:s in Eritrea

The industrial sector of Eritrea has passed many stages during the last hundred years.
Modem industrial enterprises in Eritrea flourished during the Italian colonization period
in the forties and fifties. During this period there was considerable investment that
boosted the manufacturing, mining, and agricultural industries, which made the country
industrious at that time. With the advent of the British colonization in the aftermath of

Second World War Eritrea was a major exporter to the east African region.

However, since its annexation by Ethiopia in 1962, the productivity in agriculture,
manufacturing and mining industries declined because of disinvestments, and
nationalization. This was aggravated by the war for independence, recurrent droughts
and famine, negligence of the Ethiopian government’s on Eritrean industries, and lack of
foreign exchange to pay for the import of production equipment. As a result the country

lost its export markets and foreign investment disappeared.

After the country’s total independence in 1991, small to medium sized manufacturing
plants mostly in the capital city Asmara and its surroundings began to thrive producing
beverages, processed foods, leather goods, textiles, construction materials, wood and
metal furniture, salt, paper, and matches. The domestic market is relatively small to
justify the growth of many of the SMEs. Some of the sectors have export opportunities
in the regional and global markets. Hence, as the global competition is increasing
rapidly with fast technological changes these firms should be able to take advantage of
emerging international commercial opportunities in order to survive and prepare for

future development.

Studies on the Eritrean firms show that SMEs are constrained by many internal and
external factors. A survey of national firms (Tesfayohannes, 1995) revealed that micro
small and medium enterprises (MSMESs) in general are faced with financial, marketing,
transportation, personal and other constraints in their order of importance. A similar
study by Hyde (2001) also identifies problems of lack of a vibrant market, followed by
inadequate transportation to maintain a flow of imports and exports, limited access to
appropriate workspaces and/or sites, and insufficient equipment. Moreover, Eritrean

entrepreneurs do not have long-standing business experience, and most lack



management skills and accounting discipline (Internet 1). Another big problem facing
the Eritrean SMEs is the lack of cohesion between the various sectors and sub-sectors.
The connection between agriculture and industry is weak, just as connections between
sub-sectors within industry.

As a result of the above-mentioned problems industrial exports at present are limited to
fish and its products, leather products, textiles and salt. The expectation of the
government and the general public is that the manufacturing industry will exploit the
country’s valuable human and natural resources and contribute dynamically to Eritrea’s
economic developments by strengthening its backward and forward linkages with the
agricultural and the construction sectors as well as diversifying exports and increasing
the country’s export earnings. Given current low labour costs and domestic production
of raw materials, light manufacturing of finished leather goods, cotton clothing and

others have the potential to become a significant sector of the export economy.

In the past Eritrea used to export finished goods to Ethiopia, Sudan, Italy, and Saudi
Arabia and others. Future growth depends on investment to increase volume and quality
maintenance thus ensuring penetration of larger first world markets. Thus export
promotion could be one of the ways to boost exports and raise the awareness level of

entrepreneurs for competing in the global marketplace.

The economy of FEritrea is relatively diversified compared with other developing
countries. In 1992, industrial production accounted for more then 25% of GNP and the
service sector 40%. A study of employment creation of national firms (Yacob, 1996)
showed that SMEs contribute about 45% of the total employment of the private sector
industries. Although 80% of the population lives on cultivation, animal husbandry and

fishing, agricultural production accounted for less than 25% of GNP in 1992.

The world bank in 1999 reported that because of the small size of the Eritrean economy,
significant economic growth and transformation can only take place if Eritrea exploits
all opportunities for export of goods and services, both traditional and new, and is open
to foreign investment. In this effort, Eritrea can take advantage of its strategic location in
the North-Eastern part of Africa, a long history of sea-trade through the two ports of

Massawa and Assab, a past industrial tradition, and the skill, knowledge and wealth of



its expatriate community (Internet 2). Accordingly, the need for export promotion

programmes becomes very understood if Eritrea is to achieve its economic development.

1.3. Literature Review

This section discusses the contribution of SMEs to the economy and their barriers in
entering foreign markets. Although SMEs have a great contribution to the economy of
the country they are considered as weak and unable to compete international markets.

As a result many barriers in their internationalisation process hinder them.
1.3.1. SMEs and the Economy

There is no standard agreement on what constitutes a small or medium sized firm.
Researches conducted in to such firms also display a variety of standards for defining
these firms. Hence, country definitions have come to be useful for any national support
programmes and study purposes (McAuley, 2001, PP.103). These definitions are based
mostly on the number of employees, initial capital outlay and annual gross turnover of

the firm.

Although the contribution of SMEs to the overall economy is an invaluable, it is often
overlooked for so many reasons. The popular myth is that it is difficult for SMEs to
become involved in exporting or international marketing. This usually stems from many
interrelated reasons. First, smaller firms are assumed of having less awareness and
knowledge of foreign markets and so their confidence, competence and ambitions are
limited. The second myth dictates that SMEs can’t achieve the same economies of scale
as larger firms in relation to production, international marketing or administration.
Thirdly, it is thought that SMEs lack the necessary financial and managerial resources
(McAuley, 2001, PP.107). Some of these understandings and the terms ‘small’ and

‘medium’ connotations have profound implications to the firm’s activity in international

market.

Against this backdrop SMEs are now competing in the global market place more

efficiently than before. Many SMEs in the South-east Asia, such as South Korea, are



contributing for a significant and growing share of export activity. In addition, SMEs are
the source of employment and daily income in Africa and other third world countries.

Most SMEs are labour intensive and capable of creating many new jobs at low costs.

Among the important contributions of SMEs to the economy discussed by Thuss (2003)
are the following:

e SME:s increase the competitiveness of a national economy.

o SMEs are a source of innovation on the basis that they are more flexible, more
dynamic and more sensitive to shifts in demand than larger firms.

e SMEs produce the largest part of any GDP. It is also important to mention that
the extra growth over the past several years throughout the industrialised
countries was a result of the growth of SMEs.

e SMEs contribute as "Seed-Beds" from which large companies can grow.

e SMEs as suppliers to larger companies contribute to the competitiveness of these
firms as well.

¢ SMEs also make a positive contribution towards social inclusion.

Throughout the world, one finds the SMEs to be the employee, the customer and the
supplier providing goods and services to the local market. They also provide the
majority of entrepreneurship in any economy. On the other hand, Alfred (2001) argues
that the cumulative contribution of SMEs to pollution on global environmental concerns
can be as significant as those of multinational corporations. It is even suggested that
SMEs cause relatively more pollution than larger companies operating in the same

sector because of their production techniques.
1.3.2. SMEs Barriers to Internationalisation

Efforts to promote the exports of SMEs often involve helping their entrepreneurs to
solve the problems that hinder them from competing in the global market. The most
problems that prevent the growth of SMEs in developing countries lie on three main
area: markets for the products they produce; access to inputs required by these products;
and finance. SMEs face a number of barriers or obstacles in ¢ going global’. These

include psychological barriers (Burpitt and Rondinelli, 2000) — the view that exporting



is too costly, risky and unprofitable for SMEs; lack of trained personnel; lack of export
incentives and coordinated assistance; lack of competitive products; language problems;

(Barker and Kaynack, 1992).

Other problems include operational barriers relating to export paperwork,
documentation, delays in receiving payment, import/export legislation, exchange rate
risk, logistics, etc. There are also organisational barriers including limited resources,
lack of ‘global vision’ and previous international marketing experience and problems in
finding suitable overseas partners (agents/distributors); and product/market barriers
relating to the suitability of the company’s product or service for internationalisation and
choosing the most attractive overseas markets (Internet 3). Thus if SMEs are to be able
to compete in international market these problems should be avoided. This could only be
done through government’s concerted effort in the export promotion and development

programs.

1.4. Value of the Proposed Study

In its simplest form it is hoped that this research will assist the Ministry of Trade &
Industry (MTI) and Chamber of Commerce to understand better the situation of SMEs
and come up with better policy for SME support in the field of exporting. Furthermore it
will help the MTI and the export oriented firms to better understand the forces and

sources of competitiveness in the international marketing area.

In addition, SMEs will benefit from the improved export promotion program if the

recommendation is implemented.

1.5. Motivation For Research

The researcher has gained much information about this particular topic, export
promotion, while working in the Ministry of Trade Industry (MTI) of Eritrea,
Department of Industry (DOI). The researcher has been following documents of the
United Nations Industrial Development Organisation (UNIDO), had many contacts with
SME managers in various occasions, participated in information gathering for SMEs

business data used for research purposes. From the experience in the department of



Industry, it was realized that SMEs in Eritrea have many problems. Primarily they have
no international experience in relation to exporting. They were mainly depending on the
neighboring Ethiopian market because of proximity and cultural similarities. With the
start of the border conflict in 1998, all the companies lost their export market and were

claiming about excess capacity.

It is the expectation of the researcher that in order to answer those questions and the
crucial problems mentioned above, it would be necessary to study the need for the
creation and improvement of Export Promotion Programs (EPPs) with focus on
financing, information provision and creation of network of main actors that could be

applicable to the needs of SMEs in Eritrea.

1.6. Statement of the Research Problem

The main problems to the growth and internationalisation of SMEs are the lack of
information with regard to the markets and finance to support working capital needs
throughout the process. The following sections discuss the problem of the research in

detail.

1.6.1. Problem Analysis & Definition

While the call for globalisation is compelling given the increasing volume of world
trade, SMEs in developing countries are having difficulties competing in the global
arena and are also finding it to be overpowering activity. Hence, as mentioned earlier,
exporting provides a viable way for SMEs to participate in the global business arena as
it enables entry quickly, with relatively little risk, and at lower cost than the other
alternatives, which have higher risk and cost. However, there are scveral steps involved
in the export activity and SMEs require most of the time various types of assistance as
they lack key resources and capabilities. These problems and other changes in the world
economy have forced many countries to take steps to encourage SMEs, as their growth
is crucial to economic development. Therefore, the provision of Export Promotion

Program has become very important policy of many countries.



The absence of enabling environment, access to trade finance, lack of information and
marketing are the most formidable obstacles in developing countries in export success.
Hence, a country’s export promotion strategy should define how best it could help
SMEs to exploit opportunities and overcome major obstacles. One of the basic
assistance given to SMEs is in the form of information and advice better called the
Information Provision Service. Initially this information service raises awareness levels
and decreases risk and uncertainty associated with the export process. As the firm
proceeds through the stages it assists exporters with strategic problems including what
market expansion strategy to adopt, where to introduce new products and how to

evaluate the overall export performance.

Small and Medium-sized enterprises (SMEs) starting to enter the international market
are most of the time hindered by financial problems. Access to finance is still very
difficult for SMEs in most countries and particularly in developing countries. A report
by international trade centre revealed that banks refuse credit to SMEs because they are
perceived as risky and unprofitable. However, experience in the field shows that SME
lending can be profitable and does not necessarily involve more risk for the bank than
lending to large enterprises or the public sector (ITC issue 4/2002: 16). These problems

make the need for export financing more important.

On the other hand, it is worth highlighting that any type of support and assistance is
initiated, processed and provided by an arrangement or network of different export
actors, public and private, which must be aligned in the best possible way. Therefore, as
important as for SMEs to obtain the best possible financing services, information and
advice is the creation and shaping of a competitive network of main actors, which will
canalise this and other types of export services. Considering all the above points, the

main problem of this study will be discussed in the next section.

1.6.2. Research Problem

The problem of the study focuses on the analysis of the various available services of
finance and information provided through the arrangement of the network of main actors
that will give us a crucial and beneficial insights on how the nations export promotion

program should be improved so that Eritrean SMEs can be in a better position to export
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and contribute their role to the economic growth. For that purpose, the main problem of

the research is the following.

How can the management of the Ministry of Trade and Industry create and
improve Export Promotion services towards SMEs in Eritrea, with focus on

financing, Information provision and Network of main actors?

1.6.3. Objective of the Study

The general purpose of the study, as mentioned earlier is to identify whether there are
any possibilities to create and to improve the export promotion towards the SMEs in
Eritrea by identifying the existing theoretical background, analysing the opportunities
and threats that SMEs in Eritrea are facing in the global market, and evaluating the
current export incentive policies in Eritrea. Currently there is no formal export
promotion program in Eritrea. However, there are informal export incentives that
emanate from the nation’s macro-economic policy, which is oriented at creating growth
through boosting export of primary and manufactured products. Hence the basic need
for export promotion program will be given more emphasis with the following main

objectives.

1. To identify the factors contributing for declining export growth and the
challenges and opportunities of SMEs in Eritrea.

2. To evaluate the export incentives that are being