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2008 INTERNATIONAL TRADE REPORT

SONOMA COUNTY INTERNATIONAL TRADE REPORT

June 2008

The International Trade Report is an initiative of the Sonoma County Economic Development Board
(EDB) to provide an overview of the county’s international economic ties.

This survey is part of an active effort to create a unique informational resource for Sonoma County re-
garding the international activities of Sonoma County-based businesses. Due to an unprecedented
period of world trade growth, it is of great interest to evaluate how companies are dealing with the
opportunities offered through international trade and its impact on the regional economy.

This study aims to generate a basic inventory of insights regarding a broad spectrum of aspects relat-
ing to international trade. While global trends determine the evolution of international trade, it is also
of interest to analyze factors such as the structure and demographics of the local businesses involved
with trade, their HR resources and strategies, as well as obstacles and opportunities perceived by local
businesses.

The EDB encourages interested readers to recommend any ways in which we may improve this report.
As always, if you have any questions, please feel free to contact us at (707) 565-7170.

Sincerely,

Ben Stone

Executive Director

© 2008 Sonoma County Economic Development Board.
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OVERVIEW

International trade has existed for numerous millennia and impacted mankind’s development in vari-
ous ways. The Silk Road as one of the best examples in human history displays how trade can signifi-
cantly affect cultures as well as create wealth. Furthermore, trade is always a based on an interdepen-
dent relationship between the traders on a micro-level and, in today’s globalized world, between
countries on a macro-level. This report analyzes trade activities of Sonoma County businesses with the
rest of the world and points out the most significant trends and determinants of international trade.
The first part of the report focuses on general trends and outlines their impact on the evolution and
future of trade. The second part presents the results of the 2008 International Trade Survey and de-
rives the most important insights and trends for Sonoma County businesses.

The summarized key findings of this report are:'

° Manufacturing and food/wine/agriculture businesses are strongly involved in trade, and ex-
ports are the predominant form of international trade for Sonoma County businesses.

. Europe, China, and Canada are broadly perceived as current and future top trade re-
gions/nations, and the internet plays an important role for marketing and communications.

. Most businesses have experienced growing international trade sales within the past two years
and also expect them to grow for the next two years, but few businesses are going to hire new
staff for international sales.

° Financial and monetary stability, potential market share, and potential business partners play
for most businesses a crucial role for establishing new trade relations.

. Logistics, cultural and language barriers, and international competition are the most cited ob-

stacles for establishing new trade relations.

1
Note. All conclusions drawn from responses provided. No representative evaluations made.
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TREND [ - GLOBALIZATION

Globalization plays an enormously important role in the evolution and development of international
trade and is clearly one of the most dominant trends in today’s world. Globalization, understood as
the phenomenon of merging social, political, economic, business or technological networks around
the globe, significantly influences international trade. This fact becomes evident as trade is exposed to
virtually all aspects that globalization impacts such as political decisions, economic and legal context,
innovation, or migration issues.

Globally integrated markets, global competition, global means of communica-
tion as well as the ongoing globalization of supply chains make international
trade an issue to be found at the very core of globalization. In fact, international
trade was probably one of the very first areas to be shaped predominantly by
the process of globalization. Globalization offers businesses numerous oppor-
tunities for new business models as well as a seemingly endless range of prod-
uct and process innovations.

Many of these opportunities are often tied to developing countries that put market- and investment-
friendly reform into place and therefore attract the relocation of labor-intensive production. Yet, it also
threatens traditional business models and puts substantial pressure on local businesses to keep up
with continuously changing environments and profound changes of unprecedented dimensions in
areas such as innovations in communications technology, financial markets and their stability as well
as the political context.

Hence, the question arises how Sonoma County is dealing with the opportunities and threats of glo-
balization and whether effective use is made of strengths to offset weaknesses, such as the off-shoring
of some manufacturing jobs in the early 21* century. Globalization is a process that cannot be halted
within Sonoma County, but businesses can adapt to the new environment and thus take advantage of
some of the effects of globalization.

TREND II - INTERNATIONAL FINANCIAL SYSTEM & EXCHANGE RATES

The role of the international financial system as well as the impact of exchange rates on international
trade activities cannot be understated. Even small value fluctuations — up or down - may divert the flow
of billions of dollars to be allocated in different ways. In recent decades, world trade grew enormously
and so did the trade with foreign currencies, resulting in trillions of dollars traded every day.

While most industrial countries’ currencies are floating in the exchange rate market, there are still other
currencies such as the Chinese Yuan that are fixed through government policy and not through the mar-
ket mechanism of demand and supply. This influence by governments on the exchange rate may cause a
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currency to be valued at a different rate than it would be traded at exchange rate markets. Therefore,
the exchange rate is a useful means to impact a country’s trade activities and specifically it is sometimes
used to boost exporting a country’s goods and services to foreign countries by keeping the exchange
rates at export-favorable levels.

At the same time, exchange rate markets are some of the most liberalized, unregulated and globally in-
tegrated markets that are fully exposed to market mechanisms. This results
in 24-hour trading of foreign currencies, the permanent availability of many
countries’ currencies, and in ever-changing and adjusting exchange rates to
market conditions and expectations. On the other hand, the rapid develop-
ment of financial hedging instruments over the last two decades offers ways
to off-set the risks from permanently volatile markets.

Furthermore, the evolution of multinational companies operating on a global scale has made those
companies more involved in foreign currency trading, but also made them less vulnerable on an overall
level since they absorbed volatility more easily.

The volatility of exchange rates may not have a substantial impact on trade when
observed over a longer period of time. Yet, exchange rate crises caused by sud-
den changes of expectations or judgments of current market conditions have
nevertheless a severe impact on a country’s trading activities. The example of the

Asian financial crises in 1997 clearly depicts the impact of exchange rate volatility
on international trade, but also on economies in general.

It is obvious that foreign currency markets are essential to international trade since they allow the free
flow of capital. The increasing integration of countries within the global net of trade — and therefore also
their integration into the foreign exchange markets — has led to substantial growth rates in international
trade and to growing and wealth-creating economies.

TREND III - FREE TRADE AGREEMENTS

The impact of free trade agreements (FTAs) on the evolution of international trade is significant in so
far as they correlate negatively with a substantial decrease in regulatory density as well as an increase
in accessible markets. Thus, FTAs unleash additional market and trade activities and expand business
as well as trade opportunities in a broad range of sectors and products.

The creation of bilateral free trade agreements as well as the establishment of the World Trade Organ-
ization (WTO) in 1994, an institutional body designed to promote, negotiate and implement trade
agreements on a global scale, are two ways currently used to enhance international trade. The current
Doha round of the WTO negotiations tries to achieve yet another step of deregulation and liberaliza-
tion of a wide range of markets, and in particular the reduction of agricultural subsidies and tariffs.

7 | www.sonomaedb.org
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Under the Trade Act of 2002, “fast track” negotiation was made possible and the President as well as
the Trade Promotion Authority were given wide ranging rights to negotiate bilateral trade agree-
ments with various nations. Until July 1, 2007 when the legislation expired, a number of bilateral trea-
ties with countries such as Australia, Singapore, Morocco, or Oman were approved by Congress. Fur-
thermore, CAFTA, a multilateral treaty with Central American countries was negotiated and approved.

As the federal government negotiated numerous FTAs over the past twenty years, there are great op-
portunities in expanding into new markets and taking advantage of the deregulation of those mar-
kets. Thus, the question arises: Are Sonoma County businesses taking sufficient advantage of FTAs?
With the US economy currently slowing down and the dollar reaching record lows, this may be an op-
portunity for many local businesses to take advantage of the recently implemented FTAs in order to
offset domestic market cycles.

TREND IV - GLOBAL COMMUNICATION AND TECHNOLOGY

Throughout the last three decades, global communication technology has evolved with unprece-
dented speed and changed communication patterns of businesses as well as individuals entirely. Not
only have marginal costs in communication technology decreased substantially and virtually reached
zero, but also the means of communicating and the way of spreading information has changed entire-
ly. Viral marketing, social and professional online networks, VOIP technology and the spread of ever
more advanced cell phone technology are only some of the latest developments.

Furthermore, there are a few languages that have emerged to become of great importance for com-
munication around the world. While English is still the predominant language for technological and
scientific developments and also seems to become the most widely spoken second language in Asia,
Spanish becomes increasingly important due to the emerging economies in Latin America, population
growth, and migration patterns.

These developments are linked with the first trend described above: globalization. Yet, the relations
between the evolution of globalization and the development of communications technology are re-
cursive and dynamic, both significantly enhancing each other. Combining these trends with the finan-
cial markets, epitomized by the free flow of capital around the globe, and the establishment of a wide
range of bilateral as well as multilateral trade agreements, international trade becomes a highly dy-
namic issue that needs close observation and that offers a great range of opportunities and risks at the
same time.
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TYPES OF INTERNATIONAL TRADE & REGIONAL IMPORTANCE

TYPES OF INTERNATIONAL BUSINESS
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Analyzing the responses to the questionnaire
regarding the orientation of Sonoma County
businesses in international trade, it clearly
emerges that most of the respondents are ac-
tive in export as well as overseas sales. It is im-
portant to note that those concepts are not
entirely separate. While exports relate to
goods, overseas sales are understood to be the
sale of services abroad.

Furthermore, imports play a decidedly smaller
role for Sonoma County businesses and even
fewer respondents are involved in joint ven-
tures as well as foreign direct investments
(FDI). This makes sense in so far as both, joint
ventures as well as FDI are of more complex
nature and also require a higher intensity of
capital investment, which is usually more suit-
able for larger corporations.

Looking at projections of the respondents re-
garding future growth regions, Europe and
China clearly dominate among Sonoma Coun-
ty businesses. While for Europe the integration
of the Eastern bloc states has triggered impres-
sive economic development, China continues
to be an attractive country, which benefits
from low labor costs due to an extensive labor
supply and its economic reform agenda. Still
widely considered important are Southeast
Asia as well as Canada. It is of particular interest
to note that the two neighboring countries -
Mexico and Canada - seem to play a less sub-
stantial role when it comes to growth expecta-
tions.
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REVENUES FROM TRADE & TRADE SALES DEVELOPMENT

More than 50% of the respondents indicated
that a maximum of 20% of their revenues are
derived from international trade. The rest of
60% the revenue blocks shown in the top graph

REVENUES FROM TRADE

0% - show all an approximate value of 10%. This
means for example, that 10% of the respond-
2 40% - ing companies earn approximately 80-100% of
% 30% - their revenues through international trade.
X
20% - The graph shows that it is a relatively uneven
10% - distribution with companies with little trade
0% sales dominating the responses. Yet, approx-
0-20%  20-40%  40-60%  60-80%  80-100% imately 20% of the respondents earn more

Percentage of revenues generated through international trade than half of their revenues through interna-
tional trade which is quite a substantial num-
ber. This finding points towards a local econo-
my that generally benefits from trade margi-
nally with a few “champion players” that are
highly dependent on international sales

TRADE SALES DEVELOPMENT .
Furthermore, a large majority of Sonoma

County firms indicated that their international

9
) 1280//: sales have increased during the past two years
E 60% and an overwhelming majority expects their
2 40?’ international sales to increase over the next
282 two years. Significantly fewer companies have
Increase No Change Decrease experienced decreasing or non changing sales

and similarly very few companies expect their

= Past Two Years ¥ Next Two Years international sales to stagnate or even fall over

the next two years.
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STAFF STATISTICS, HIRING & TRAINING

POSITIONS TIED TO TRADE A glance at the staff statistics and hiring poli-
cies reveal that for a large majority of nearly

86% of all respondents, 33% of all positions are

100% . ;
. 80% tied to trade. For a very small number of firms,
-E 60% the positions tied to international trade are
< gg;‘: P beyond 33%. This reflects the findings on the
0% previous pages regarding the share of interna-

0-33% 33-66% 66-100% tional sales to total sales figures.

Positions tied to trade

For the next year, very few companies res-
ponding intend to hire new staff for their in-
ternational sales. This stagnation is probably
caused mainly by two factors: first, the current
economic cycle does not allow companies to
60% expand their business despite expecting conti-

HIRING OF TRADE STAFF FOR NEXT
YEAR

E 40% nuous growth of the international trade sales.
:\g 0% Secondly,' as:. seen on the previous pag'e, for a
large majority of Sonoma County businesses,

0% sales from international trade make only a
None  Fenerg ST M small share of their total revenues and, there-

fore, it does not make sense for them to in-

STAFF TRAINING FOR TRADE crease their international sales staff.

Most responding companies rely on internal
training for their international sales staff, fol-
lowed by hiring experienced as well as interna-
tional staff. Fewer respondents rely on educa-
tional institutions or contract with outside

60%

40%

% of firms

20%

sources.

0%
& These results show that international sales play
S a role in Sonoma County, but are only of mar-
ginal importance to most companies, that re-
s sponded to this survey.
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IMPORTANCE OF INTERNET FOR

INTERNATIONAL BUSINESS
a0% V*
5
L 20% o
0%
X X Q X X
0(@(\ o(@Q 6)0'6’ 04@0 oé',b'\\
(\\&Q & & &
N & \\Q«‘\
INTERNET FOR INTERNATIONAL
TRADE
80%
60%
£
£ 40%
K3
20%
0%
& <l <
7}\@\0 \5{’.00(\ «@&\00 @@é& é&&
) e® &‘;\\ \éo -c(‘° o‘\'&
55’{\ s o & &
N &ée 0‘254 @e&
1N O
<€ &

IMPORTANCE OF THE WEB AND ITS USE

With the evolution of communications tech-
nology, the internet has become an inevitable
source for various purposes in many business-
es. This fact is also reflected in the upper graph
showing how the respondents value the inter-
net to do international business. More than
60% consider it to be important or even very
important for their international business,
while only slightly less than 10% find the inter-
net to be of smaller importance to their inter-
national trade activities. Roughly a quarter of
all respondents found it to be of medium im-
portance. The results show well how important
communications technology has become and
what pivotal role it plays in today’s world of
trade.

Of particular interest is also the purpose for
which the internet is used. Clearly, marketing
and other communications are the most domi-
nant reasons as can be seen from the lower
graph where more than 70% of the respon-
dents indicated these types of use for trade.
Moreover, close to 60% indicated that the in-
ternet is widely used to spread product news
and information.

Electronic commerce as well as employment
announcements play a role for fewer business-
es involved in international trade. Particularly,
the fact that electronic commerce does not
play a bigger role is relatively surprising since
this would be an excellent way of selling prod-
ucts on a global scale
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OPPORTUNITIES & OBSTACLES FOR TRADE

COUNTRY SPECIFIC DECISIONS FOR So what makes Sonoma County businesses
TRADE decide with which region they will start trade
relations, and what are the reasons to initiate
50% (© international trade activities? Some answers for
these two questions can be found in the two

40% graphs on the left hand side of this page.
§ 30% An analysis of the most-sought qualities of a
8 region or country shows that financial and
20% monetary stability as well as potential market
share and potential business partners play an
10% essential role for initiating trade relations. As
described in the section on trends, the financial
& system including exchange rates is obviously a

N .

strong determinant for the development of
international trade relations. Stability of the
financial framework increases the reliability for
firms to plan ahead and target their markets
abroad.

OBSTACLES FOR TRADE RELATIONS

Analyzing the obstacles for trade, logistics,

40% strong international competition as well as cul-
3506 tural and language differences seem to cause
2 the most problems. By far, logistics was rated
S 30% by more than 37% as a difficulty. This is surpris-
2 ing in so far as that logistics is a highly devel-
25% oped and global business. Astonishingly, only
for a relatively small share of companies, ex-
20% pertise and financing are a problem when it

B I comes to trading with foreign partners.

\,o°3 6{1@@ y é\Q& ¥ OQ»\\(@Q s @..FQQ'

Q@@@ &@@ z\\»&\“ & For future research, it would therefore be in-
& \¢ \Q@‘@ OLQ@“" teresting to find out what logistics problems
S Sonoma companies face and how the EDB or

other institutions could help to ease them.
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METHODOLOGY

The Economic Development Board (EDB) believes all data contained within this report to be accurate
and the most current available, but the EDB does not guarantee that this report is accurate or com-
plete. Use of data from a source does not represent an endorsement of any product or service by the
EDB, its members, or affiliates.

The Economic Development Board (EDB) conducted the 2008 International Trade Report to obtain a
general “snapshot” of current conditions in Sonoma County. Surveys were mailed to 500 local compa-
nies representing a broad range of sectors of the local economy, 12 percent of which responded. From
these responses, it was possible to discern general trends, and these have been outlined in this report.
A response rate of 12 percent is relatively high for a written survey. Furthermore, the respondents are
largely small and medium size companies in Sonoma County. The response rate for larger companies
is relatively small because their sales headquarters are often not in Sonoma County. Also, no list expor-
ters exists and questionnaires were sent to companies seeming to be active in sectors that are strongly
involved with trade such as the food, agriculture and wine sector as well as the high tech sector.

Please note that all data contained in this study are based on information self-reported by survey res-
pondents, which was not factually verified by the EDB. The responses were then gathered into a data-
base for analysis. Due to the fact that survey respondents may provide no responses to some ques-
tions, the category percentages indicated in the graphs for those questions may not come to 100 per-
cent.

Where replies are mutually exclusive, percentages may be slightly off due to rounding. Where replies
are not mutually exclusive, percentages may total more than 100 percent. We intended to obtain av-
erages that provide a general “snapshot” of current conditions of international trade in Sonoma Coun-
ty. Accordingly, the averages have not been weighted by any factor or interest. The data presented is
as accurate as the polling technology permits.

In addition to the 2008 International Trade Survey itself, this report also drew on information gathered
from various sources from the internet such as publications by the Council on Foreign Relations as
well as the International Monetary Fund.
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