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NEW ZEALAND BIZ PROGRAMME :
INCREASING OPPORTUNITIESFOR HRM IN SMES?

ABSTRACT

Like other countries, New Zedand? smal and medium business enterprises have
received support from a variety of sources. This paper andyses centrd governmentd
assstance that has been provided over recent years. The historical evolution of this assstance
is traced and the level of support for the development of human resource management is
discussed.

Traditionaly, and up until 1995, the New Zedand government?  business development
programmes were essentially based on a grants-based focus of assstance. The approach
reflected a hands-on emphasis and the programme was administered by the Ministry of
Commerce. The programme providers were Business Development Boards acting as crown
entities desgned to encourage business development in their region.

During 1998 the dtructure of the business development programme was reviewed.
There seemed to be support for a programme that was more responsive to the needs of
different businesses and of those in different regions. The government was seeking to re-orient
the programme s0 that deivery would come from experienced community providers,
contracted by the government and with a focus on helping to achieve better busness
management. The new progranme, BIZ, launched in April 1999 was designed to provide
services to smdl and medium sized businesses throughout the country with the stated aim of

improving their management cgpability.

Thesmdl busness? wner” often brings a technica background to the business. While
some management experience may be evident, thisis by no means dways the case. Human
resource management skills get even less of a look-in than generd management in this
environment. By way of comparison, the accounting perspectiveis far more vishble in the early
dages and initid growth of the busness. Training initiatives, compliance demands, externdly-
driven deadlines and the financid indtitutions who fund newer enterprises are factors that tend
to drive this emphasis. Thus, for many managers, the dements of best practice in human
resource management are often lacking.

Unfortunately, human resource management did not have a high profile in the earlier
business development programmes. This appears to be a bleak picture for the development of
human resource management in SMEs. In order to address this perceived gap, it was
necessary for those businesses that recognised the need to cover the area through the use of
specific training or by receiving assstance from various mentors or agencies, including the firm
? externa accountant, rather than human resource specidists per se. However, the new
programme, BIZ, does offer increased opportunities for human resource management
initigtives and principles to become more evident in the smaler busness enterprises.  This
paper advances why there are increased opportunities and how these might be further
encouraged.
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INTRODUCTION

During arecent literature review | came across a book entitled The Rise and Decline of
Small Firms. [Boswdl] Admittedly it was written in 1973, but it resulted in some reflection.

There has been a prevaent view that many SMEsfail in their first few years of operation
and that they have a greater failure rate than large businesses. However, evidence suggests that
pure statistics present a harsher picture than actudly exists for these recorded ? eaths’ sgnify
such diverse aspects as, for example, changes in location, ownership, or seasona fluctuations.
[Joint SEEANZ and I1E Conference]

Magor changes publicly trumpeted from the rooftops have heralded the restructuring of
larger enterprises. Large companies are not only downsizing, they are disgppearing. According
to information provided by the US Census and Department of Labor, between 1980 and
1994, 40% of the Fortune 500 companies disappeared through bresk-up, acquisition, or
bankruptcy. However, it has been estimated that for every job lost in the Fortune 500
companies, 2.5 jobs are created by small companies.

Mogt of us are aware that smdl business has become a vitd and vibrant part of the
bus ness environment in the developed countries, and that they have become the job crestors.

APEC reported in 1995 that most members recognise that the primary role of
government in asssting SMESs is to creste a business environment conducive to strengthening
SME competitiveness. [Best Practices for Smdl and Medium Enterprises in APEC, APEC,
1995]

At the April 1999 APEC Smdl and Medium Enterprises Minisers meeting held in
Christchurch, New Zedland an action plan was formed to promote the growth of SMIEsin the
region. In a prepared statement the chairman, Max Bradford, said, ? inigers and busness
representatives acknowledged their joint responsbility to promote the growth and profile of
SMEs, which are emerging as the engine rooms of the knowledge-based APEC economies of
the future” In addition, ministers inter alia advanced a number of projects proposed by
member economies relating to busness networks, e-commerce, enhancing management
performance and improving consumers: informeation.

Like other countries, New Zedand? SMESs have recelved support from a variety of
sources over the years. This paper discusses support that has been provided through one
centrd governmenta assistance programme in particular known as the Business Devel opment
Programme (BDP). The historical evolution of this assstance is traced and the level of support
for, and development of, HRM within that assstanceis andysed.
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SETTING THE SCENE

Before consdering the BDP and its evolution, it would be hdpful to place the
programme in context. This will enable more gppropriate comparisons to be made with other
countries or jurisdictions. A few facts and figures about New Zedand follow to assg in
contextuaising the Stuation:

Physical area- a comparatively smal country by international standards of about 270,500
square kilometres (roughly the size of countries such as Japan or Greet Britain)

Population - the resident population is estimated to be about 3.8 million (31/12/98)

Labour force - 1.875 million with a participation rate of around 65% and unemployment
about 6.5%

Full-time workers - 77% (FT = 30+ hours pw). Over the last decade full-time
employment has grown by 7.9%, while part-time employment grew by 42.8%.

Average working hours - 39pw. This has remained in the range of 38.7-39.4 since 1987.

There is no universdly accepted definition of an SME as these can vary across industry
sectors, and between different countries. Common definitions are based on number of
employees, invested capitd, totd vaue of sdes, sdes volume, and shareholders funds. By
whatever criteria is used, New Zedland is predominantly a country of smaller firms with an
average of five full time equivaent workers in each geographicd unit. (The formulae used in
this caculation regards a geographica unit as one that is economicaly sgnificant which itsdf is
defined as having $30,000+ in GST expenses or sdes or being GST exempt; part-time
workers are cdculated as being hdf-time, and the cdculation excludes farms, property
owners, etc.).

THE EARLY 1990S BUSINESS DEVELOPMENT PROGRAMME

The 1991 Review of Enterprise Assgtance proposed a rationdisation of the
Government's enterprise assstance measures. As a result, the Government made changesin a
number of specific areas including proceeding with the Business Development Boards Act
1991 which established the Boards as independent Crown agencies (entities from 21/12/92).
The day-to-day operating rules and guiddines for the Boards were set down in a sngle Code
for dl Busness Devdopment Boards which, as required, was amended or revoked as
provided for under Section 7 of the Act. By ther very nature these Codes were prescriptive.
For example, the 1993 Code (No. 2) contained 135 pages and included a raft of forms for
each grant type.

The programme was administered by te Ministry of Commerce and the gpproach
reflected a hands-on emphasis. The Ministry was to administer the legidation, gppoint board
members, review the Boards Code and pay the Boards operating costs. The providers of
the programme were to be the Boards acting as individud Crown entities designed to
encourage business development in their region.
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Twenty one Boards were established throughout New Zedland in February 1992 with
responsibility for the ddlivery of the BDP. The Boards operated with 4-7 members, appointed
by the Miniger of Business Development, but they had the authority to co-opt specid
assstance from others on avoluntary bass.

The legidation enabled the devolution of regpongbility for decison-making on grants to
the Boards. Although the Boards were aso empowered to provide business advice and
referrds, and to encourage business development in their region, the focus was on three types
of grant assstance:

Business Development Investigation Grant - to help gpplicants investigate business ideas
new to the region. Paid 50% of approved costs, $20,000 maximum.

Expert Assstance Grant Scheme - to help businesses engage specididts to improve
their management skills. Paid 50% of approved costs, $3,000 maximum.

Enterprise Growth Development Scheme - to hep busnesses improve ther
internationa competitiveness. Paid 50% of approved costs, $20,000 maximum.

The Minigry of Commerce? Business Development Group was to assst the Minister
to consder gppeds againg the Boards decisons on grant gpplications (of which there were
84 in the year ending 30/6/64). The Business Development Group was part of the Minigtry's
Business Policy and Programmes Divison whose purpose was to promote and sustain the
international competitiveness of New Zedland business. Among other things, the group was
as0 to asss the minigter to promote and organise the Business Development Quality Awards
(BDQAS), develop the ExceleNZ programme, produce monthly issues of ? usness
Development News' and promote better co-ordination among government agencies involved
in ddlivering enterprise asssance.

The BDQASs were entry level qudity awards, complementing the premier New Zedand
Nationd Qudity Awards Ddivered nationdly on an annud bass, they were open to dl
organisations and had no entry fee. The ExcelleNZ package comprised three measures. Totd
Quaity Management, World Competitive Manufacturing and World Competitive Service. The
package ?  initigtives were offered by the Minidry in agreement with the Busness
Improvement Branch of the Department of Industry, Science and Technology in Canberra.
The ExcelleNZ initiatives were ddivered by consultants contracted to the Ministry which
organised conaultant training utilisng the authors of the initiatives and monitored the
performance of the contracted consultants.

THE MID-1990S PROGRAMME REVIEW

Up until 1995 the New Zedland government sponsored BDP in the regions was
essentially focused on a grants-based focus of assstance. In September 1994, Cabinet
directed the Secretaries of Commerce and Labour to carry out a ? tocktake’ review of
enterprise assstance measures. In May 1995 a broad drategy for enterprise assistance
measures was agreed and this included refocusing the BDP to a business capability framework
to grow SMEs.
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The revised BDP was introduced with effect from 20 November 1995 athough new
gpplications to the existing grant schemes had been terminated on 13 September. This gap
enabled the Boards to process the applications on hand and to provide training in the
refocused programme. An extensive business information needs survey was undertaken by the
Ministry and the Boards to assis in developing an appropriate strategy for providing timely
and relevant information to businesses.

The refocus had four specific components - information provison, business cagpability
improvement, some grant support and improved inter-agency co-operation. From late 1995
then the Boards new services were:

Information - on New Zedand? overdl economic and regulatory environment, the
regional economy, sources of advice and assistance and techniques to improve business
ills

Prdiminary business gppraisa - an independent assessment of business capabilities.
Provided on a dollar-for-dollar basis, up to $500, and free to individuds going into
business.

Business cgpability improvement programme - atraining and education programme built
on the results of the appraisal. Businesses attend at their own cost.

Grant scheme - alows businesses to test and apply the skills gained in three aress -
drategy, innovation and research & development, and implementation. Reimburses

50% of digible cogts, up to $20,000 in a financid year and to a maximum of $50,000
per business. Restricted to businesses employing up to 50 full time Saff.

Qudlity initigtives - to fogter the application of TQM principles and best practice,

Subsequently, afurther area was added to these services:

Hard business networks - to help a group of companies form a network. This was
provided on adollar-for-dollar bads, up to amaximum of $20,000 annudly to a group.

The BDP continued to include the BDQASs and ExcdleNZ initiatives, to encourage and
support the development of a quaity culture, best business practice and excellence. However,
the then Minister signdled that the refocused programme would involve more rigorous
monitoring and evaluation measures to ensure that existing funds were spent in a way that
provided maximum vaue and benefit to taxpayers and that there would be an increased
emphasis on fostering participation by women, Maori and Pecific Idand people.

GATHERING CLOUDS

In April and May 1997, the Minigtry, as part of its monitoring and evaluation messures,
undertook a review of 473 grant approvals made by the Boards. On 6 August 1997 the
Ministry reported to the Minister of Business Development that ?  large proportion of clients
are recelving grant funding for which they or the project are not digible” The Ministry was
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advised by the Crown Law Office that payments for grants gpproved in breach of the BDP
Code criteria would be contrary to the appropriation provided by Parliament. Consequently,
such payments would be contrary to the Public Finance Act and, therefore, unauthorised and

illegd.

The matter was referred to the Auditor-General whose conclusions in March 1998
inter alia stated:

? eidentified 17 cases of grants gpproved by six Busness Development Boards that
did not comply with the criteria contained in the Code for Business Development Boards
1995. This is a serious matter because of its implications for the Ministry of Commerce in
making yments which are other than in accordance with the appropriation provided by
Parliament, and are therefore unlawful.... The Sx Boards we reviewed were conscious of thelr
responsibility to comply with the Code. We found no instances where they purposay
disregarded the limits of their authority.... The current arrangements that separate who
gpproves grants (Boards) and who pays them out (the Ministry) creste a divison of
responsbility and accountability which is unusud and gives rise to a duplication of effort
because both the Ministry and the Boards must satisfy themselves of the vdidity of the grant
goprovas given. The more usud arrangement for Smilar grant schemes is tha the entity that
has the power to approve agrant is aso funded to pay out the grant.” [Office of the Controller
and Auditor-Generd, p.7]

Parliament had previoudy vaidated the unappropriated expenditure on the bass that the
Ministry was to develop procedures to be in place by 1 September 1997 to assist Boards to
comply with the Code; and to put in place a monitoring and evauation regime. The Minigtry
took this action including the issuing of Guideline Notes for Business Development Board
Members about their respective roles and functions and a booklet entitted Business
Development Boards - A Guide to the Accountability and Relationship Framework for
Crown Entities.

The Minigtry reported to the Cabinet Committee on Industry and Commerce on awide
range of concerns induding the following:

The reporting and accountability requirements placed on Boards through the Public Finance
Act impose heavy demands on the resources of individual Boards

Boads have difficulties complying with the Code for Business Development Boards
1995, which sets out the activities they are to undertake and the criteria for grant assstance

The grant measures are very expensve to run, with consderable overheads, localy and
centraly - in 1996/97 it cost gpproximately $6 million to make payments of gpproximately
$12 million

The awareness of the BDP is low in the busness community. Research indicates that
employer and industry associations are commonly used sources of business assstance
while government agencies, including Boards, are considered to be (the) least vauable
sources of assistance
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The rlevance of the BDP to the needs of target groups (Maori, Women, Pecific Idand
peoples) has been questioned. Boards are generally not considered to be proactive in
delivering services to these groups and accordingly the avareness of the BDP among these
groupsislow

The BDP overlgps with initiatives delivered through other government agencies and the
private sector.

These and other perceived problems led to a review of the policy gpproach at the
microeconomic level in a paper to the Cabinet Committee on Industry and Evironment.
Business devel opment assi stance was regarded as a subset of enterprise assistance which had
been defined previoudy as those measures targeted at addressing problems which congrain
busness, egpecidly amdl to medium-d9zed firms from achieving optima performance.
Busness development assstance had previoudy disinguished itsdf from other forms of
enterprise assstance by aming to improve the performance of small to medium szed firms by
improving manageria potentid, as opposed to employment potentid, trade potential or tourism
potentid.

The Ministry was authorised to undertake consultation on a BDP review and this was
completed by early February 1998. Commerce officials met with representatives from 50
organisations with an interest in business development including the 21 Boards, chambers of
commerce, loca council enterprise agencies, employers and manufacturers organisations. The
Minigry invited 186 organisations to make written submissons, including dl enterprise
agencies and arange of business and sector groups and about 100 submissions were received.
Many points were advanced during this consultation process. Although many of the points do
not relate specificdly to HRM dl the key themes advanced in a paper subsequently presented
to the Cabinet Economic Committee are presented (as Appendix 1) as they provide insght into
the SME sector. A perusd of these is appropriate at this point.

The consultations underteken by officids and written submissons received had
expanded the initia concerns expressed earlier. The key themes are recorded in Appendix |
but further issues identified specificaly related to the BDP and the Boards:.

the BDP grant scheme was important to Boards for attracting clients who then receive
assistance with non-grant elements of the BDP,

it is the enhanced sKills and capabilities that result from business education and upskilling
that are important to SME growth, rather than grants;

there are difficulties in measuring vaue for money and additiondity;
the Code is seen asinflexible to meet the regional needs of business,

the autonomy of the 21 Boards had worked againgt any national co-ordination and
promoation of the BDP, and

in the main centres Boards are consdered by some as not being proactive and not having a
profile in the business community.
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The papers presented to the Cabinet Committee traversed various options for the future
and proposed

“... that cgpability enhancement assstance be ddivered to smdl and medium-szed
enterprises (SMES) by way of alocal autonomy mode under a service contract approach.”

It was argued that this gpproach would dlow for flexible and tailored responses to
varying business needs, including target group needs and would encourage SMES to take
respongbility for enhancing thelr own capabilities. The approach would involve a reverse
contract system whereby interested parties would tender for government funding to design and
ddiver cgpability enhancement and information facilitation assstance (within defined broad
parameters) in aress, and to target groups, throughout New Zedland. Ddliverers would need
to demondtrate an intention and ability to co-ordinate deivery with other enterprise assstance
deliverers in their area of coverage, and would be held accountable for achieving agreed
outcomes.

The Miniger announced that ? he Caodition Government has decided in principle to
terminate the grant e ements of the programme. Thisis because they are not effectively meeting
our business development objectives, and because of the adminigtrative difficulties highlighted
in the recent Controller and Auditor-Generd's report.”

Six of the Boards legdly challenged the suspension but in February 1999 the High Court
refused an order which effectivdy would have lifted it a that stage. Subsequently the
suspension on grant approvals was lifted to enable the gpproximately 900 applications to be
processed, but the Boards were required to give assurances that they would apply procedures
designed to ensure their compliance with the Code.

THE 1999 BDP

The new programme, BIZ, was designed to provide services to smal and medium Szed
busnesses throughout the country with the stated am of improving ther management
cgpability. BIZ with the by-line ? chieving Better Busness Management” is a naion-wide
government funded scheme set up to offer training, advice and mentoring to SMEs. Under the
reshaped programme, government awards a contract for service to business ass stance experts
to desgn and provide sarvices for ther locd region, and in some indances nationdly. As
appropriate, these organisations may then contract themselves with specidist sources of
professond, management or technical skills that the programme will provide to busnesses.
The second eement of the new programme was to set up a naiond business information
sarvice (NBIS) to ddiver user-friendly information.

These moves sgnaled a complete change of focus for the BDP. The government was to
replace the grants-based focus of its assstance and would no longer be a hands-on provider.
The two initiatives were budgeted to receive about $12 million of annua funding from the
government.

The Minigry of Commerce was to manage the ddivery of BIZ, induding qudity
assurance monitoring and auditing of performance againg the contracts. The Minigry, viathe
BIZ programme funds a variety of training and advisory workshops and courses giving access
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to training and advice amed a upskilling ownerdmanagers of SMIEs. Effectively there are to
be no price barriers to a person gaining knowledge that will assst in the successful running of
the business.

The 21 Boards who were the providers of the existing BDP, were to cease to operate
as crown entities by the end of 1998 but they were digible to participate in the tender process,
if they wished to operate as new business entities. On 30 September 1998, the Minisiry
sought expressions of interest on an open tender basis in the government?  reshaped BDP,
BlIZ and the NBIS. Applications closed on 13 November and were evauated by four people
from the private sector and two from the Minigtry.

The preferred providers were sdlected from over 400 who tendered and the Ministry
worked towards finalising the contracts for an officid launch in April. Services provided by the
46 providers contracted under BIZ include business needs assessment, financial forecasting
and HRM training, drategic planning, 1T, accounting and cashflow training, mentoring and
networking, lega compliance training. These providers represented a mix of nationa and
regiond providers to ensure nationd coverage and to cater for loca needs. Some of the
providers under the previous BDP were successful in gaining contracts.

The Ministry aso received 10 proposals from parties interested in operating the new
NBIS to provide a Sngle source of information about the assstance available to smdl and
medium szed busnesses. BlZinfo is a free sarvice provided by NBIS Ltd., which was
successful in winning the contract. NBIS Ltd is a partnership of four organisations - the New
Zedand Chambers of Commerce, a combined NZ Employers Federation-NZ
Manufacturers Federation grouping, Poutama Trust and the Pacific Idand Business Trust.

Bl Zinfo was launched on 14 April 1999 by the Prime Minigter to provide businesses
with one-stop access to information and assstance. There are over 30 physica locations
nationdly adthough the mgority of these occupy an area affed by people from associated
enterprises who have access to resources including the NBIS webste. The five sland-aone
metropolitan offices dso act as the cadl centres for a national cdl-free telephone number.
BlZinfo works in conjunction with BIZ, to steer businesses in the right direction for
information, advice and assstance to help them ? urvive and thrive’. It has a comprehensive
database of government agencies, business advisors and education and training providers.

By 23 June BlZinfo had received 3,000 phone cals and recorded amost 60,000
searches for information a its website. The website indexes a wide range of topics and the
subject headings include BIZ programmes (free of charge); business associations and
networking; business kills, financia advice;, grants and funding sources; importing, exporting
and trade; markets and marketing; as well as aweekly update section. Each subject area gives
access to details of relevant organisation publications and businesses, with over 200 sources
indexed in severd of the subject areas. Users can dso search the webdte by location,
sdecting their home region for alisting of available services.

The scheme is pitched at people who have probably been in business for two to five
years and need to improve ther skills. Although there will not be courses for those wanting
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advice on how to start out, the NBIS website does include a ? usiness Start-Ups’ subject
category also to direct searchersto other public and private sources of assistance.

It seems that the new programme may have struck a responsive chord. A weekly New
Zedland business newspaper, The Independent, summed up the new programme with the
banner head-line? 1Z DdiversLists And Lessons, Not Lolly” [Speden, p.19].

At the politicd level with an dection later this year, the mgor oppostion party in the
New Zedand parliament, Labour, re-rdleased its indugtry policy in April 1999 with little
change from last year? draft. It aso proposes contracting out business training programmes
to providers like loca bodies and business groups. It proposes no new nation-wide ddivery
network, which could see something like the BlZinfo survive. Labour's policy specificaly
dlowsfor BIZ training contractsto be ? onoured and woven in” to its own scheme.

SMEsSAND HRM

The role of HRM is under scrutiny. Recently, | read a couple of brief articles about the
outsourcing of HR. [Cedlen; Fidd] They described the benefits and problems associated with
organisations wanting to outsource non-core business activity. Such protagonists believe that
there are surplus activities within organisations and that HRM may be one of them.

Re-engineering and estructuring are, as the terms imply, ? ngineering” reponses to
organisational challenges. The restructuring in New Zedland, as e sewhere, has been based on
wha might betermed an ? conomic rationalism” modd which, as far as employee motivation
is concerned, largely dismisses the optimistic iew of human nature held by the mainstream
writers on motivetion.

And what about the sKkills required by the future organisation? We are al aware of the
impact of the pace of technologica change. Burstein and Kline (p.2) expressit asfollows:

? he next few decades will witness profound dterations not only in the way we live,
work, entertain, and inform oursaves, but dso in the Strategies of businesses, the dynamics of
the marketplace, the competition between companies and between countries, the process of
wedth cregtion, and even the role of government.”

Computer literacy is arecognised skill. Computer fluency is another skill dtogether asiit
involves being able to access and process information without thinking about technicd abilities.
A study conducted by the US Bureau of Labor Statistics of 54 jobs identified as having the
highest growth between now and the year 2005, found that only eight do not require computer
fluency. This reinforces again that we need the ability to congantly acquire new knowledge
and skills and will have to be lifdong learners. The response to thisis a chalenge for us dl as
well asfor HRM.

Likewise, as the number of busnessesisincreasng and the average Sze of busnessesis
ghrinking, the specidis HRM role becomes more problematic. Perhaps the changed
environment demands a different response from those who espouse HRM?  importance?
Reference to some recent studies provides some clues.
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A forthcoming publication (due September 1999) is based on a sudy of New Zedand
manufacturers business practices and compares the results internationaly. An initid stage of
this comprehensive study by the Ministry of Commerce and Statistics New Zedand was
based on the results of a questionnaire distributed to 1,400 manufacturers with more than 10
employees. There was a high 84% response rate and participating firms were sent a score-
card of their results dlowing them to compare themsealves with the average firm in their sector
and to benchmark. This study followed a 1994 joint study Leading the Way carried out in
Audrdia and New Zedand by the Audradian Manufacturing Council and the New Zedland
Manufacturing Advisory Group.

Although as yet unpublished, initid results found New Zedland manufacturers have a
high degree of customer focus. They dso have well developed supplier rdations, qudity and
operations practices but need to focus on improving their leadership and staff development
practice if they are to achieve world-class performance. Manufacturers should aso look at
taking a more draegic approach to innovation, rether than letting technology drive their
business.

The sudy found that many manufacturers gill have reatively week leadership and
planning practices. Although the mgority of firms have well developed planning processes, the
extent of consultation with stakeholders, especialy employees, appears to be limited. This
suggedts that there is scope for developing effective employee practices. Many businesses do
not seem to recognise that their performance depends not only on their ability to attract and
retain the best people, but on empowering them to reach their full potentid and providing them
with incentives to commit themselves to the firm's objectives.

The second view emanates from the strategist Professor Michael Porter who asserted in
an address to business people and government representatives in Wellington on 10 November
1998 that New Zedand has to fundamentaly change the character of its economic reform
process. This was a follow-up visit seven years dter he wrote a study of New Zealand's
competitive advantage, the so-cdled ? orter Project”, based on an analysis of the country?
top 20 export indugtries.

Professor Porter described the areas where New Zealand had to change - ininnovation,
human resources (people), the New Zealand worker, university research, equity capitd,
investment, producer boards, customers, and clusters. These may not have been specificaly
ranked but the firgt three of these (and possbly the fourth) are fertile ground for ? RM”. If
one uses the term ? human response’ rather than HRM then the opportunities are even
wider.

The Cabinet papers referred to earlier identified the Sx mgor barriers restraining growth
of New Zedand SMEs as access to appropriate information; access to capita; technology
development and innovation; developing linkages, management skills, and motivationd factors.
Again thislooks like a strong demand for a? uman response’ to the perceived issues.

We must be conscious of the wariness expressed by SMES to seek assistance as
referred to earlier. But perhaps there is a perception problem aso. Traditionaly, a common
image of HRM has been the person (or face) who hdps (or hinders) in various people-
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oriented processes. Consider an SME seeking to increase the leve of gaffing by a massve
20% ? his year”. In numerical terms that he/she may be talking about one person and that
person may be part-time. HRM terminology such as training needs andysis, job andysis,
position and person specification, recruitment policies, interviewing skills, assessment testing,
selection, ability-job fit and the like is altogether too much for such people.

Tway in her book People, Common Sense and Small Business describes these in
terms such as how to find the right people; hire the right people; train ....; motivate ...; develop
the right people. Thistype of terminology is probably more SVIE-friendly.

In a sense, HRM needs a different paradigm package to present what it has to offer in
assgting SMEs.

Ulrich presents a more radical conceptudisation using a three-domain framework. He
and his fellow researchers have spent a number of years studying the reative competencies for
HR professonds as business partners. In his recent book Ulrich (p.251ff) has andysed data
from 12,689 associates which would suggest that HR people have four different roles to play
and have to play dl of them, dl of the time. The relative weightings of the three key aress of
knowledge and skills needed for effective performance in HRM are described by Ulrich as
being:

1. Management of change (creating meaning, problem solving, innovation and transformation,
relationship influence, role influence) - 41.2%

2. Knowledge of HR practices (dtaffing, development appraisd, rewards, organizationd
planning, communication) - 23.3%

3. Knowledge of business (financia capability, srategic cgpability, technologica capability) -
18.8%

An interpretation offered by Ulrich is that knowing the business lets an HR professiona
join the management team; knowing HR practices helps the professond contribute; and
managing change helps the HR professionals make things happen. Significantly, less than a
quarter of this framework involves the functiond and technicd areas which have traditiondly
been the maingtay of HRM or personnd managemen.

Moreover, the pictureis not complete without the fourth dimension of
4. Persond credibility - 16.7%

The researchers interviews with HR professonds have yidded ingghts into what HR
professonas can do to acquire this ? ersond credibility”. The behaviours that enhance
credibility indude the following:

Accuracy: being accurate in dl HR work.
Conggtency: being predictable.

Mesting commitments: doing what you say you will do on time and within budget.
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Chemigry: being persondly comfortable with peers, subordinates, and supervisors.

This may be a missing link between the technicd and professond sills of many HR
practitioners and their ability to practice their craft effectively and successfully. Thisis likely to
be compounded within the SME sSituations where there isno specidist HRM dement.

Where can those SME ownersmanagers who seek to manage more effectively go for
HRM assstance? Here is an interesting exercise. Take avidt to atypica public library. Not a
specidigt library that you may have access to through ether an academic inditution or alarge
corporate enterprise. In doing so | have found that there is ared dearth of information about
how to manage people more effectively in a smaler enterprise. There are occasondly earlier
editions of the text-books used in locd tertiary indtitutions. In my experience of both manua
and computer searches, | have found more resources to guide a business on purchasing a
computer than on how to manage its people better. There are far more resources on how to
prepare a busness plan (with a financid emphasis) than on the management of the people in
that busness HRM is the poor relation of accounting and information technology in that
environmen.

Within the BDP, HRM has not had a high profile to date. The earlier emphasis had been
on establishment grants. The 1993 Code, for example, did have provison for HRM as one of
nine types of projects digible for funding under the Expert Assstance Grant Scheme where it
was described as:

? RM assgs the gpplicants to be a good employer and ensure productivity through the
development of drategies and programmes that will:

- employ theright people
- pay them appropriately
- train and develop them
- ensure productivity.

Assgance will not be provided for ? ne-off” activities such as daff training,
recruitment, or negotiating pay rates.”

Asin many other countries, the SMIE owner often brings a technica background to the
business. While some management experience may be evident, this is by no means dways the
case. HRM skills get even less of alook-in than general management. By way of comparison,
the accounting perspective is far more visble at least in the early stages of the business. The
training initiatives and the financid inditutions who fund newer enterprises tend to drive this
emphasis. Compliance codts, externdly-driven deadlines and the like mean that for many
managers the elements of best practice in HRM are lacking and often perceived as secondary.

This appears to be a blesk picture for the development of HRM in SMEs. In order to
address this perceived gap, it is necessary for those businesses that recognise the need, to
cover the area through the use of specific traning or by receiving assstance from various
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mentors or agencies, including thefirn®?  external accountant, rather than HRM ass stance per
*.

SMEs share mutua chdlenges, such as redtrictions on time, space, money and Staff.
However, there are options available that might be consdered and some of these are
advanced now.

Effectivdly HRM has never been ? nsourced” in many SME business Stuations. There
ae ome padlds then with the mandreaming or even outsourcing of HRM in larger
businesses. Here a common scenario now is for an HR Adviser to asss the line manager or
team |leader as and when required. Thisis the sort of mode that is more gppropriate to smaller
enterprises where the whole business is the team.

Mentoring is an oft-quoted example of assgtance. This is an option in New Zedand
under the BDP aswéll as outside of it.

Another option avallable now is to tender for the specific provison of HRM advice
and/or training within the contestable environment of the BDP.

Training or education opportunities dlow people from smdler businesses to leverage
these opportunities by attending classes or taking distance-learning options in conjunction with
other busnesses. Even if such training opportunities are not available ? reg’” under the BDP or
gmilar programme, the cogts that may be incurred will be shared. Together small companies
have more buying power and more options for ng needed training.

The shared resource gpproach is dso fruitful if the accountants that work with SMEs
are aware of the benefits of usng HRM sKills gppropriately. The accountant is often the most
commonly used information source and should be able to access easily the skills required.
Perhaps the red access to asssting SMEs with their people issues is through networking via
accountants that specialisein SMIES' business.

Katherine Curtis, former director of human resources a the American Society for
Training and Development, suggests that one way to supplement a smdl (training) saff is to
use volunteers from loca colleges and high schools. They can provide vauable skills (training)
where the business lacks specidised skills and could be obtained at low or no cost.

Likewise, there are many seasoned managers and others including those who are Killed
in HRM who are looking for part-time working opportunities. They will have some of the
credibility thet Ulrich refers to and they may not be seeking permanent employ that involves set
hours. The growth in the number of those who seek ? ortfolio” type of work Stuations for
economic and/or life-style reasons has added to a pool of those who have appropriate people
kills. Such people can peform a role that differs from the consulting image to which some
small businesses may be averse.
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CONCLUSION

Smdl and medium sSzed busnesses or enterprises conditute the mgority of dl
enterprisesin New Zedand:

85% of enterprises employ the equivaent of five or less Saff
93% employ 19 or less staff
96% of business can be described as SMEs

Enterprises with 100 or more staff make up less than one percent of al businessesin New
Zedand.

Like many developed countries, New Zedand? SME sector has been growing. The
owner/manager needs to be multi-skilled, rather than be a specidist, and adso have expertisein
adiverse range of areas. The ownersmanagers are dso constrained by the amount of time and
money that they can nvest in searching for information and assstance. It is these different
needs which the BDP has been designed to mest.

A vita topic to be addressed is ways of developing workplaces which are suited to
future ways of working. Modern enterprises increasingly require motivated, highly skilled,
innovative, committed employees who ae capable of making decisons and taking
responsbility.

The 1999 World Compsetitiveness Y earbook, released recently by the Switzerland-
based IMD (Indtitute for Management Development), ranked New Zedland 39 out of 47
countriesin the ? rain Drain” lig - saying that nearly sx in ten well educated people I€ft the
country for other shores.

Opening the Bl Zinfo office in Wdlington on 14 April, the Prime Minister advanced that
the difference between a successful and mediocre busness in today? environment was its
people and their attitude. ? hey need to have the right information. BIZ is a network of fresh
idess and information, providing hands-on experience and practical advice. It shows
businesses how to improve management, especialy within smal and medium sized enterprises
which are the red workshop of New Zedand business.”

Improving the qudity of management is seen by the government as the best and most
cost-effective way of heping New Zedand? businesses to grow and succeed. Under the old
grants-based programme, less than one percent of SMES benefited and perhaps dependency
may have become a problem for some of those. However, to be far, some of those
businesses owe their subsequent surviva or growth to the grants and associated assistance that
they recaived.

It isto be hoped that the changed focus on BDP will play a postive part in the upskilling
of people and business practice. The Sgns appear poditive so far and there are opportunities
for HRM to play apart.
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APPENDIX |
Results of consultation process

The following are the key themes to come out of the meetings that were held and written
submissons received during this review:

The main bariers to SME growth are limited access to information and lack of
management cgpability within firms;

Motivationa factors can dso inhibit SVIE growth. Factors such as owners desire to grow,
and their confidence to do so, are extremely important;

SMEs do not have dl the skills they need in-house (typicaly owner/managers are technical
experts, not necessarily skilled in business management, marketing etc);

Businesses recelving assstance should be required to make some sort of reinvestment in
the future growth of the business community once they redlise the benefits of the assstance
received,

Some SMEs are rductant to utilise consultants and other professond advisors because of
their high cost, uncertainty over their value, alack of trust, and because SME managers do
not dway's recognise the type of assistance they require;

While a large number of consultants exist, some are not suitably qualified or experienced
business advisors, and are primarily concerned with ensuring the profitability of their own
business. This may affect their ability to provide honest and independent advice to clients;

Regions vary consderably in the availability of business assstance services. Regions dso
vary in terms of the types of businesses that operate and the nature of problems faced;

In the main centres, rationdisation of delivery is favoured by many. The large number of
exiging assstance sourcesis seen as confusing and detrimentd to achieving enhanced SME
performance;

Outsde the main centres, a? ne-stop” or ? irs-stop” approach was favoured whereby al
regiond delivery agencies would be co-located and coordinated;

Flexible, tailored responses to meet the needs of individua businesses, and account for
local variaionsin these needs, isimportart;

It is extremely difficult to measure the success of an assstance programme. Assessment
relies agreat ded on quditative measures. Communication and face-to-face follow-up with
firms may be the most effective method of determining additiondity from assistance.”

Source: Cabinet Economic Committee paper entitled Review of the Business Devel opment
Programme, March/April 1998(?), p.3
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HRM PRACTICESAND STRATEGIESOF SMESIN THAILAND TO FIGHT
WITH ASIAN ECONOMIC CRISIS

ABSTRACT

Many Asan countries such as Thalland, South Korea, Mdaysia, Indonesa, and
Japan, etc. have been facing the economic crigs. It causes various problems to most the Smdl
and Medium Enterprises (SMES) in this region in running business such as the lack of financiad
liquidity, changing behavior of the the target customers, out of date technology and the lack of
potentia employees. Aside from these, there is a problem of lack of good information for
making business decison, €tc.

To survive in the current economic condition, the Tha SMEs must be sncerdy
supported by the government. Thelr must be productivity and qudity improvement with low
cost ; it can be done by usng resources in ther firms or organizations with mogt efficiency.
This is because the more we decrease waste, the more we decrease capitd ; that is, the cause
of wagte within the firms or organization is from the daff mods. Therefore, the way the
entrepreneurs can do immediatdy and easly is productivity improvement of the employeesin
the firms or organizations. This means that the employees must have potentid to match with
their organizationd vison and misson. Also, they must suit to the &sk given in order to
manufacture products or perform services that meet the customer needs.

Asdde from the productivity of the employees, the entrepreneurs themsaves must
improve their potentid particularly their knowledge of efficient management. The entrepreneurs
of the SMEs must know the human resource management drategies in order to get the
potentid employees. If the entrepreneurs can establish and maintain the human resource
management system, they will finaly get the potentid employees who can help the SMIEEs
entrepreneurs to have a competitive advantage. That can make their organization survive in the
competition and succeed in the future.
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I. AN OVERVIEW OF AS A ECONOMIC CRISIS

On July 1997, The Bank of Thailand admitted defeast and floated the baht. Other
Asdan currencies, such as the Mdaysian ringgit, Indonesian rupiah and Philippine peso, soon
followed downward. That financid cridgs hit Thalland first, moved on to Indonesia, Maaysia,
the Philippines, South Korea and is coughing away a Hong Kong and the Chinese mainland.
This led Thailand, Indonesia and South Korea to sgn up for International Monetary Fund
(IMF) loans and programs, and other countries to adopt smilar tight-money and auderity
policies. One year later, currencies remain under pressure and foreign investors were dill
saying away. Arup Raha, an economist with Citibank in Singapore, said “The Adan crisswas
and remains a debt crisis, first and foremost”.! A stumbling block has been the way Asid's
problem debts were spread across thousands of companies, unlike the 1995 Mexican crisis
that was centered on government debt. That makes any initiative harder to implement.” With
devauation, high interest rates and a spending crunch, domestic banks and companies wilted,
further undermining the financid heelth of criss-hit economies.

The economic crisis which happened to the Asian region resulted in many aspects such
as fdl in currency versus USS, decline in stock-market index, percent decline in imports, by
vaue, rise in unemployment rate (see Table 1), decline in GDP growth, rise in inflation rate
(see Table 2). Asde from this, it effected the 1998 competitive ranks of ASan countries ; that
was, they could not maintain their ranks compared to the year 1997 (except Ching) while most
countries outsde Asia could gtill maintain their ranks as there were in 1997 (see Table 3)

7DERD : KDAHEDABDED/I URKIKW

Countries Currencies | Stock Index Imports Unemployment
1997
Indonesia -83.2% -35.0% -33.4% 16.8% 14.2%
Thailand -40.2% -48.0% -39.5% 8.8% 3.0%
Mdaysa -39.4% -56.0% -22.4% 5.0% 2.7%
Philippines -36.1% -33.8% -7.5% 13.3% 10.4%
South Korea -34.1% -58.7% -36.1% 6.9% 2.6%
Singapore -16.5% -43.5% -19.5% 2.2% 1.7%
Hong Kong nl -43.2% -4.0% 4.2% 2.5%

Note: *Fdl in currency vs. US$, June 30 1997-July 3,1998 ; percent decline in stock-
market index ; unemployment (1997 initdics) ; percent decline in imports, by vaue

Source: Adapted from Ricardo Sdudo and Assf Shameen, “How Much Longer?”
Asiaweek, July 17, 1998, p.41.

!Ricardo Saludo and Assif Shameen, “How Much Longer?’, Asiaweek. (July 17,1998), p. 38.
A nonymous, “Indiscriminate Slaughter”, Asiaweek. (January 16,1998), p. 15

7DE00 * URZ WIDQG, Q) OMRQITS VIDQRRXQAHY
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Countries Growth Inflation

1996 | 1997 | 1998 | 1999* | 1996 | 1997 | 1998 | 1999*
Indonesia 7.6 4.6 -13.4 -2.0 6.5 6.6 65.4 28.5
Thailand 6.7 -0.3 -6.4 -0.2 5.8 5.6 10.5 7.0
Mdaysa 8.2 7.8 -1.7 0.5 35 2.7 7.0 54
Philippines 5.7 51 19 35 8.4 51 10.7 7.5
South Korea 6.9 55 -3.8 1.4 4.6 45 9.3 5.7
Singapore 6.6 7.8 12 2.0 14 2.0 15 19
Hong Kong 46 5.3 -1.3 1.0 7.0 5.7 3.3 3.3

Note : *Predicted Vdue
Source: Adapted from Ricardo Sdudo and Assf Shameen, “How Much Longer?”
Asiaweek, July 17, 1998, pp.52-55.

7DED 5 DONQIL&RP SHMYH HA

Countries Overall Score Rank
1998* 1997 1998
United States 100 1 1
Singapore 84.3 2 2
Hong Kong 69.3 3 3
Netherlands 67.6 6 4
FAnland 66.1 4 5
Norway 64.5 5 6
Switzerland 63.6 7 7
Denmark 63.5 8 8
Luxembourg 63.2 12 9
Canada 62.6 10 10
New Zedand 57.2 13 13
Chinese Taipe 54.6 23 16
Japan 53.7 9 18
Mdaysa 48.7 17 20
China 44.0 27 24
Philippines 27.8 31 32
South Korea 25.5 30 35
Thailand 22.9 29 39
Indonesia 21.8 39 40
India 19.6 41 41

Note : *The Inditute for Management Development (IMD), a Swiss business schoal, issues
aWorld Compstitiveness Y earbook. Using 259 criteria, the IMD ranks “ ability of a
nation to provide an environment which sustains the competitiveness of enterprises.”

**Index : U.S. =100

Sour ce : Adapted from Anonymous, “ Ranking Competitiveness,” Asiaweek, May 1, 1998, p.

8.
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Asdde from the economic crigs, it effects the Smal and Medium Enterprises (SMES) in
this region to run their busness. These enterprises are facing various problems such as low
financid liquidity due to redriction on loan condderation of financid inditutes ; decline in
purchasing power of target groups ; close their offices or minimize the size of the offices and
lay-off their employees. These problems cause and increase unemployment condition which
the entrepreneurs must find the solution ; especidly the problem of Human Resource
Management (HRM). This is because the number of employees is limited, so the employers
must find an effective way to ultimately develop their employees potentid. If the entrepreneurs
succeed in developing their employees potentia, good quaity product can be made to meet
the requirements of their target groups. In addition, the entrepreneurs must offer attractive
fringe benefits as an incentive of indudtry. It will lead to make their employees have sense of
belonging and roydty to their firms. It could be believed that these enterprises would be able
to survive and compete with other enterprises efficiently.

In this gudy of mine, | would like to discuss only on how HRM could have
contribution to the survivd of the SMEs in Thailand when they are facing the current economic
criss.

[I. THE ROLE OF SMESIN THE ECONOMIC DEVELOPMENT IN THAILAND

Due to the decline in economic of Thailand at present, Most Large Enterprises (LES),
are not able to increase their productive circulaion. Thisis because they are facing inadegquate
capitd to run their business. Therefore, it is essentid to develop Smadl and Medium Enterprises
(SMEs) to have adequate potential to help support Large Enterprises. If this incident is
applicable, Tha’sindustry and its economic will be expanded again.

According to the study of World Bank, it is found that the SMES generdly has the rate
of increase in efficiency more than that of the LES® At present, there are approximately almost
400,000 the SMEs in Thailand or 80 percent of al enterprises? In fact, there are around
127,400 industrial plants for the SMEs or 98 percent of dl Sizes of industrid plants? It is aso
found that most szes of indudtry are the SMIEs in terms of the classfication of ther industria
production line. (see Table 4)

3Prusanee, “5 Stepsto the SMEs Development,” The Interest Journal. Val. 17, n. 213 (March 1999), p. 57.

“Narut Terdsatheerasak, “The Roles of the Government in the SMEs Development,” Thailand’'s
Investment Promotion Journal. Val. 10, n. 2 (February 1999), p.28.

*Danai Tianput, “Entrepreneur and SMEs : Survival of Thai Economic,” HR Magazine, Val. 20, n.
1(January — March 1999), pp. 42-43.
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Table4: Sizeof Industry on the Basisof Line of Production

Unit : Percentage
Line of Production Sze

Large M edium Small
Food and Drink 3.3 5.7 91.0
Textile and Clothes 10.5 30.6 58.9
Shoes and Leather Accessory 11.6 19.6 68.9
Electronic and Electricd Appliances 9.3 16.6 74.1
Jewelry 7.0 23.0 70.0
Timber and Furniture 18 8.3 89.9
Motor Vehicle and Its Assembly 3.8 8.8 87.5
Plastic Products 35 11.2 85.3
Para Rubber Products 5.8 17.6 76.6

Note : Large Industry refersto as any indudtrid firm that hire more than 200 employees.
Medium Industry refersto as any indudtrid firm that hire 50 - 200 employees.
Smadl Indudtry refersto as any indudtria firm that hire not more than 50 employees.
Sour ce :Adapted from Chanin  Meephokee, “The SMES Stuation in Thailand,” Economic
Monitor Journal, Val. 7, n. 1 (January — February 1999), p. 21

As a result, the SMEs plays an important role to Thalland’s economic devel opment
process and its society in many aspects as follows °

1.The SMEsis the large source of production thet is adle to hire alarge number of employees
in Thaland. It is believed that the SMEs in Thalland employs 4.5 million people which can
be consdered as 74 percent of industriad employment.

2.The SMEs is conddered as an important part of Thalland’s economic system since it
dominates dmogt dl kinds of indudtrid production : manufacturing, wholesaling, retailing,
and services. Indeed, the export vaue which is 50 percent of the total export value of the
industria sector belongs to the SMES' products. Besides, the SMEs produce products and
services which can subgtitute imported products and services.

3.The SMEsi s the source for enriching working experience, especidly for new entrepreneurs
that need not use alarge sum of money for investmen.

4.The SMEs supports large indudtries in case of producing raw materid and intermediate
goods by system of subcontracting between large indudtrid firm and the SMEs, it will make
the manufacturing process complete.

5. Add vaue to domestic raw materias because it is an industry that domestic resources are
mainly used.

6. This will lead to concerning manufacturing such as agriculture sector and there is a way for
income distribution and progressto other rurd arearegions.

®Danai Tianput, op. cit., ; Narut Terdsatheerasak, op. cit., ; Anynomous, “The Policy and Determination
of Small Industrial Promotion,” Industrial Journal, 40(February — March 1998), p. 32.
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[11. DEFINITION OF THE SMES

At present, there has no same standard fixed definition of the SMES ; each firm unit
has their own criterion in defining ther SMEs. However, classfication of sze is degpending on
criterion of employment and fixed ass=t (see Table 5). Meanwhile, another definition is defined
on the basis of types (lines) of production : Production Sector, Service Sector and Trading

Sector (see Table 6)
Table5 : Classfication of Thailand’s SMEs on the Basis of Fixed Asset and Labor
Force
Medium Small
Organization Fixed Asset L abor Fixed Asset L abor
(million Force (million Force
baht) (person) baht) (person)
The Smdl Industrid Finance - - Not over 50
Corporation of Thailand, SIFC
The Smdl Industrid Credit - - Not over 50
Guarantee Corporation
The Industriad Promotion 20 - 100 50-200 Not over 20 | Not over 50
Department, DIP
The Industrial Council of 20-100 50-200 Not over 20 | Not over 50
Thailand
The Indudtrid Finance 100 — 500 - Not over
Corporation of Thailand, IFCT 100
Bank of Thailand Not over - Not over 50
500*

Note : *Only Loans through the Finance Corporation
Sources : Adgpted from Somcha Tuntithanawett, “The SMEs Stuation in Thaland.”

Thailand’s

Investment Promotion Journal. Vol. 10, n. 2 (February 1999), p.

26 ; IFCT, “The SMEs Support,” Report presented to Ministry of Finance,

December 1998, p. 51
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Table6: Classfication of Thailand’s SMEs on the Basis of BusinessLine (Type)

Line (Type) Medium and Small Small
1. Production Not over 200 million baht Not over 50 million baht
2. Trading
- Whaoleding Not over 100 million baht Not over 50 million baht
- Realling Not over 50 million baht Not over 30 million baht
3. Savice Not over 200 million baht Not over 50 million baht

Source : Adapted from Pornsarun Rungcharoenkittkul, “Risk Reduction and Be Ready
Before Giving Loan to the SMES” The Money and Banking Journal. Vol. 18, n.
204 (April 1999), p. 122.

It is obvious that there is a redriction to study this issue because there are different
criteriain defining definition. This is because database collected by each organization may not
be the fix ones ; it may change alittle bit. Mot definitions depend on the number of employees
and fixed asst as criteriain classfying the SMEs

IV.THE STRUCTURE OF THAILAND'S SMEs

Mogt SMEs in Thailand are run by the Thai whereas there are few SMEs of which
investment and new technology are shared by foreign enterprises. The SMES entrepreneurs
are expertise in a particular fild and they have an average working experience about 15 years.
Most of them graduated not over secondary school level and the rest are Bachelor's Degree
holders or above. It is found that the SMES entrepreneurs in Bangkok and its periphery have
more working experience and higher education background than those of other regions (see
Table7)

Table7: Working Experience and Education Background of the Entrepreneurs

Regions Working Education Background (%)
Experience | Bachelor | Cert./ Secondary |Primary | Others
(years) Dip School

Bangkok

and its periphery 18 46 12 15 20 7
North 15 39 11 20 29 1
Northeast 13 21 15 19 39 6
South 13 14 18 27 39 2
East 11 29 10 7 50 4
Centra 16 12 13 20 50 5
Average 15 28 13 18 36 5

Source : Adapted from IFCT, “The SMEs Support,” Report presented to Ministry of
Finance, December 1998, p. 55
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The SMES organization has been registered in the form of sole and limited partnership of
57 percent ; especialy 39 percent for the sole. This shows that the adminigtration style of the

SMEsislike “One Man Show and Family Business’ (see Table 8)

Table 8 : Format of SMEs Registration in Terms of Regions

Registration Format

Regions Sole Limited Partnership | Company Limited
Number | % Number % Numbe %
r
Bangkok and its periphery 21 5.6 76 20.1 281 74.3
North 53 40.5 34 26.0 44 33.6
Northeast 64 55.2 25 21.6 27 23.3
South 72 75.1 16 16.7 8 8.3
East 41 39.8 11 10.7 51 49.5
Centrad 142 78.5 21 11.6 18 9.9
Total 393 39.1 183 18.2 429 42.7

Source : Adapted from IFCT, “The SMEs Support,” Report presented to Ministry of

Finance, December 1998, p. 57

The business performance of the SMEs is supported by 2 capitd sources : interna
source capital and external source capitd. The former is own capitd and profit from the
business which both can be estimated as 32 percent of the overdl capita. The latter is mostly
from commercia banks (45 percent) and the rest is from state-owned bank (9 percent). Asde
from this, the SMEs ron-systematic source of capitad such as loan from reatives or from
private sources of loan where itsinterest is very high (10 percent) (see Table 9)

Table9: The SMES Sources of Capital

Sour ces of Capital Capital Ratio(%)

1. Commercia Banks 44.6
2. Own Capital and Profit from Business 32.3
3. State-Owned Banks 89
4, SateFinancid Inditute for Specid Purpose 15
5. Foregn Invesment 14
6. Financesand Trusts 14
7. Specid Credit in the Government Project 0.3
8. Non-Systematic Financid Sources 9.6

Total 100

Source : Adapted from IFCT, “The SMEs Support,” Report presented to Ministry of

Finance, December 1998, p. 60
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V.POLICY AND PLAN OF THE STATE SECTION FOR SUPPORTING THE

THAILAND'SSMEs

The Government has focused on the importance of the SMESs towards the economic

recovery of Thailand. The SVIEs has been supported to meet the production factors within the
rurd areas which will lead to the poverty eradication a the moment. In addition, these will
result income digtribution, rurd development and equdity in basic standard of living. The Sate
sector plays important roles in supporting SMEs as follows 3’

1. The government has st the policy to promote the SMEEs in the Nationd Economic and
Society Development Plan, Verson 8 (1997 — 2001). It is briefly described as :

11.

1.2

13.

14.

15.

To develop the potentid of the Tha people to have managerid adminigtration and
information technology skills ; especidly for those who are entrepreneurs, busness
leaders in communities, members of woman groups and cooperative groups.

To support cottage industry, agro-industry and processed agriculturd-items or
industry in communities thet are in line to the communities' resources. Also, it focuses
on change in trend of thoughts : from not only invesment for profit but dso to
investment for socia development.

To support human development and to improve qudity of human life. This means to
promote the communities to initiste busness run and owned by each community
which coordinated by private sector, private development organizations and
community adminidrative organizations. The target busnesses are agricultura
business, handicraft business and business that needs local employment.

To promote the SMEs distribution to the regions. It can be done by improving the
local entrepreneurs abilities and skills. Agde from this, moving bad's of manufacture
in Bangkok to its nearby areas and increase the roles of private and norn-government
development organizations.

To establish provide a permanent organization to systematically develop the SVIEs.
This is to cement the job planning policy, dlotment, and distribution of resources to
be in the same direction.

2. Trendsfor the SMEs Promoation in the Industry Master Plan, Version 1 (1997 — 2001) of
the Minidry for Industrid Affairs (Smal and Medium Industries)

2.1

Genegrd Trends - long term plan is provided. It focuses on decreasng capitd,
increasng products value, improving adminigrative system, and cresting network
among smdl and medium indudtries. The government must arrange aworking sysem
of the state sector efficiently to meet trends mentioned above.

7 FCT, “The SMEs Support,” Report presented to Ministry of Finance, December 1998, pp. 66-77.

2.2.

Trends for Medium Industry Development — provide budget for saff of the SVIEs
development organization and nationd productivity inditute. Support provincid
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2.3.

Industry Council and Provincid Chamber of Commerce unification in order to
determine the trends and direction of the SMEs development and aso to establish
the “one stop service” center.

Trends for Moving of Domestic Manufecturing Base — support budget for
infrastructure at least 50 percent in order to establish industrial estates in various
regions rather than only in Bangkok. Also, support budget and gaff to develop
industry in communities and rurd aress project.

3. In the Pan of Indugrid Structure Adjusment (1998 — 2002) which determines
development mechanism for the SVIEs asfollows:

3.1

3.2.

3.3.

3.4.

3.5.

3.6.

Develop coordination between the sate and public organizations to be the
coordination center for industrid development policy advice.

Provide motivation for unification within SMES group as an associaion to maintain
their rights and represent their group in business negotiation.

Create linkage between the SMEs and large business for the benefits of technologica
transfer and necessary supports.

Support unification in the form of co-operative to be the gppropriate Size in running
their busness

Support loan from both financid indtitution of the state and the private sectors

There must be “Venture Capital” between state and private sectors

4. Mgor firmsor organizations concerning with the promotion and development of SMIES :

4.1 Firms or organizations that support capitd are asfollows:

- Commercid Bank, Finance Company, and Financial and Securities Company
- ThelIndustrid Finance Corporation of Thailand

- The Smal Industries Finance Corporation

- The Smdl Industry Credit Guarantee Corporation

- The Export - Import Bank

- The Bank for Agriculture and Agriculturd Cooperative

- The Government Housing Projects Bank

- The Government Savings Bank

- TheBank of Thaland
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Department of Industrid Promotion

4.2 Mgor firms or organizations concerning with marketing support :

Department of Exporting Promotion

Department of Industrial Promotion

4.3 Mgor firms or organizations supporting the development of staff, technology, and
management

Department of Industrid Promotion

Department of Skill Devel opment

Nationd Science and Technology Development Agency

Thailand Indtitute of Science and Technological Research

The Thai Indudtrid Standards Indtitute

The Industrid Textile Development Indtitute, Food Indtitute, Thai- German Inditute
Department of Science Services

The Nationd Indtitute for Productivity

The Thai-Japan Technological Support Foundation

Department of Non-Forma Education

Department of Vocational Education

4.4 Mgor firms or organizations supporting investment and information for investiment :

Office of Board of Investment

The Federation of Thal Indudtries

The Board of Trade of Thalland

The Indudtrid Edtate Authority of Thailand
The Provincid Industry Office

The Office of Commercid Affars
Department of Employment

The Foundation for the Promotion of Supplementary Occupations and Related
Technic of Her Mgesty Queen Sirikit of Thailand
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VI. THE ECONOMIC CRISISINFLUENCING SMEsIN THAILAND

According to the economic criss mentioned above, it causes the SMEs in Thailand
facing problemsin various aspects :

1. Marketing

The results of the World Bank’s study reved that the most important problem of the
Thai SMEs is the lack of purchasing power of the target group.? When the economic crisis
happens, the country’s economic dow down. The lower the purchasing power of the target
group is the demand of products is also lower. In fact, most Tha SVIEs focus on producing
goods or service to meet the needs of domestic market. Also, there are a lot of SMES
producing or offering goods or services to meet the needs of the people living nearby. These
problems affect on the That SMEs alot. Besides, free trade policy causes the That SMEs face
competition not only among themsealves but also with products manufactured by large firms,
and imported products.

2. Capital

The Tha SMEs are facing the lack of financid liquidity resulting from the economic
cridgs The uncertainty of the currency exchange rate causes the Tha SMES reduces the
quantity of production to save cost. The result of the Bank of Thalland's survey (1992-1997)
revedsthat every kind of SMEs has tendency to decrease its production capacity. (see Table
10)

7DD 3URGAVIRQECSOCAWIRIB0 ( MOQWHIHDU

Types of Business Production Capacity (%)

1992 1993 1994 1995 1996 1997
Food 49.1 51.2 52.6 51.0 454 43.8
Beverage 80.6 81.0 79.2 88.9 914 80.7
Tobacco 711 735 79.3 75.2 84.2 79.0
Building 79.9 77.6 79.0 83.0 721 68.6
Transport Equipment 76.2 79.1 79.4 85.4 74.0 49.8
Petroleum Products 100.0 100.0 | 100.0 93.2 85.7 90.1
Others 77.6 72.7 80.1 77.1 71.6 66.8

Source : Adapted from IFCT, “The SMEs Support,” Report presented to Ministry of
Finance, December 1998, p. 59

8Karnjana Noppan, Sanya Aksonmut and Bunsom Sittipong, “ Talking of the SMES Problem Solving with
Somsak Tamesomboonchai,” Thailand’'s Investment Promotion Journal. Val. 10, n. 2 (February 1999), p.
36

Asde from this it is found thet in the last quarter of the 1998s and the first quarter of
the 1999s ; the number of firms closed reaches to 3,391 and 2,544 firms respectively. It is
indicated that the number d firms closed in Bangkok and its periphery is 3,081 and 2,276
respectively (90.8% and 89.5%) out of the whole country. (see Table 11)
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Unit : Amount
Areas Quarter | Quarter | Quarter | Quarter | Quarter
1 2 3 4 1
1997 1997 1997 1997 1998
Bangkok and its periphery 1,193 1,193 1,690 3,081 2,276
Other regions 285 109 121 310 268
7RWD 1,478 1,302 1,811 3,391 2,544

Source : Adapted from IFCT, “The SMEs Support,” Report presented to Ministry of
Finance, December 1998, p. 59

Thanksto the That SVIEs are facing the problem of the lack of financid liquidity dueto
; (1) Finance Indtitutes are important sources of capital which isnow drict in credit much more
than before. This will prevent from non -prafit ligbilities (NPL) because it will &ffect to the
working performance of the finance indtitutes if the NPL is increased. Thus, this can be seen
that only 3 percent of credit is given to the SMEs by the stat€' s finance indtitutes and other
ingtitutes carrying out the policy followed that of the state. However, the rest (97 percent) is
the credit of the indtitute of the private sector whereas the Japanese’ s finance indtitute supports
the Japanese SMEs for 9 percent of the credit given to dl SMEs (see Table 12). (2) Most
SMEs entrepreneurs manage their business either by themselves or together with their families.
This leads to problems in various aspects : the accounting is not systematic, knowledge in
financid adminidration is inadequate, lack of knowledge in plamning accounting and duty tax,
lack of undergtanding in credit acquidtion (3) Lack of collaterd ; it can be seen that credit
guaranty of the government for the That SMEs is much less than that of the Japanese. (see
Table 13) The credit guaranty inditute for the SMEsin Thaland isthe Smdl Industries Finance
Corporation, this private organization shares with the Tha government. There is some
regriction to support the SMEs since cost-benefit of such Finance Corporation is overly
concrened. (4) Finance inditute like commercia banks seldom offer loan to SMES, particularly
for amdl firms in remote areas. This can be summed-up that the problem of the lack of
financid liquidity, unusudly high interest rate of loan and uncertainty of currency exchange rate
are mgor problems of the That SMESs at the present
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70EOD  &RPSDUNRIREHAMIHHAWEBO0 (V
Unit : A million million beht

Japan Thailand
State (Government)* 9 (9%) 0.08 (3%)
Private 91 (91%) 2 (97%)

Note : *Finance inditutes of private sector following the policy of the government are
included

Source: Adapted from Prusanee, “5 Steps to the SVIEs Development,” The Interest
Journal. Vol. 17, n. 213

(March 1999), p. 60

7DEO0 & RPDUMRIREBHAMKODQVIMIBO (V
Unit : A million million baht

Japan Thailand
7KHEO (VRIBEW 100 2
Credit guaranteed by the government 9 0.002

(9%) (0.09%)

Source :Adapted from Prusanee, “5 Steps to the SMEs Development,” The Interest
Journal. Vol. 17, n. 213 (March 1999), p. 60

3. Labor Force

Thanks to the financid problem of the That SMIEs at present, Production have to be
decreased and many are closed. As a result, a lot of entrepreneurs have to lay-off ther
employees and some have to lessen or decrease the employees sdary. The report of the
Minigtry of Finance shows that the first quarter of 1998 has a decreasing employment of 8.7
percent. It mostly happens to household and glass products business (23% decrease) next are
Textile and clothes business (22.5% decrease) and followed by paper products and
publication business (16% decrease).”

The Tha SMEs generdly depends on labor force chiefly ; especidly the SMEs in the
regions. These labor force are not well-educated and most of them do not work as permanent
job, which is consdered as one mgor problem. Since the uncertainty of the number of
employees in each factory, it affects the production process and the quality of products. Thisis
because the potential of the employees is limited. Moreover, the employees have no
motivation to work because there is inadequate fringe benefits and they don't know when to
belad off. Thisis one reason why the labor often gpply for the SMEsjobs and work there not
50 long time before leaving. As a result, the entrepreneurs are not able to arrange seminar and
workshop training continuously. It is dso included, very often, that many skill-labors like to
move to another bigger firm which offers more atractive fringe benefits.

) FCT, op. cit., p. 63.
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4. Management

The Tha SMEs has developed from knowledge and experience of its owners or
inherited from their parents. Therefore, it is not a sysematic administration because the
busness is caried out by the family members or reaives Making decisons of the
entrepreneurs are based on ther knowledge or experience rather than good studying and data
andyss ; paticularly knowledge of marketing information, law, accounting and finance, labor
force relaions, and human resource management. The entrepreneurs also have problemsin the
trends of thought in adminigtration which keeps stick on traditiond system and their accounting
system has no quality as well.

5. Production and Information Technology

The Tha SMEs often use smple technics due to low capitd which causes low
efficiency in production needed to be improved. Meanwhile, the SVIEs dso having a problem
of supporting capital source and it causes redtriction in improving technology to meet the needs
of the markets. In fact, foreign markets need complicated process of production and have
more specific character than before. Lastly, the entrepreneurs and their staff or employees lack
of basc knowledge to achieve new knowledge or renovation. Eventudly, there is no
development in product forms and qudlity.

However, Thaland ill needs more complement on the management of data and
information both international and business aspects. The entrepreneurs aso lack of potentid in
making use of data or information exiging in the world which they can adopt it to thair system
such as Internet and Managerid Information System Literacy.

6. Access of Data Information and Promotion Service of State(Government) Sector
and Other Organizations.

Many of the SMIEs informdly establish ther firms eg. & home or factory in town
houses which no trading registration. This obstructs state sector’s service when contact, or
even they have dready registered, but ill not understand about tax policy of the government.
They sometimes afrad of paying some more tax, or to be tedified about environmental
conservation or safety standard as the law has determined.

Moreover, Private organizations i.e. The Thai Banks Association, The Thai Chamber
of Commerce and Coundils of Tha Industry, etc. have no sgnificant roles in offering services
due to limited staff and budget. Nevertheless, most SMEs entrepreneurs worry that their
trading secret may be reveded to their competitors and the public snce Thailand has no law
concerning about trading secret to protect the SMEs.

VII. TRENDSOF THE THAI SMESDEVELOPMENT IN THE ECONOMIC
CRISIS

As years pass by, Thalland has not focused on the essentids of the SMEs
development. The Thai SMEs is now facing various problems due to the economic criss as
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mentioned. In order to develop the Thaa SMEs to survive in this Stuation, 2 factors are
recommended :

1. Being supported by the government.

2. Managerid efficiency of the entrepreneurs and the quality of the employees devel opment.
1. Being Supported by the Government

The government must support the SMES development in every aspects which will lead
to success. It comprises:

1.1Fnancia support

1.1.1 Credit support — One sgnificant problem is the lack of capitd. Although
there are some particular finance inditutes such as the Smdl Indudrid
Finance Corporation of Thalland (SICF) and the Industria Finance
Corporation of Thailand (IFCT), it is not successful sSince there is a financia
restriction and no branch in the regions. Thus, roles and scope of these
finance indtitutes should be expanded ; especidly the SIFC that should have
roles in promoting credit offering rather than being the competitor of the
commercia banks. The SIFC should not offer lower interest than that of the
commercid banks as well. Otherwise, the borrowers will pay debt when
they have much money enough to the commercid banks which offer higher
interests. The IFCT should raise its roles in offering services to the SMEs
epecidly for Smal and Medium Industries (SMIs). Both the SIFC and
IFCT should raise their rolesin counsdling services and project study for the
borrowers.

Moreover, the government should encourage the commercid banks to
rase their roles because they scatter dmost everywhere in the regions. The
Bank of Thailand should provide loan with low interests to commercia banks
offering this loan to the SMEs. However, there must be adequate motivation
in providing loan to commercia banks ; suggestion to commercia banks to
offer loan with interests as high as interests in the market. This would be
compensations of risk and expenses in project assessment.

Meanwhile, finance inditutes controlled by the government ; the
Export - Import Bank, the Government Saving Bank, the Government
Housing Bank, the Bank for Agriculture and Agricultura Cooperatives for
instance, must expand their roles and scope in supporting loan for the SMES.
Especidly, the Bank for Agriculture and Agriculturd Cooperdtives which
a0 offer loan to activities which exclude from agricultura activities. Also,
they should have rolesin dlocation of loan to the SMEsin rurd areas. It may
be credit for rural development or credit for supporting saving groupsin rura
areas.
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Credit guaranty — Credit guaranty for the SMES is one aspect to encourage
private finance indtitute to support credit for the SMEs. Therefore, the Sl
Industrid Credit Guarantee Corporation, which provides credit guaranty to
the Tha SMEs supported by the government, must have a certain target in
expanding size of providing credit guaranty. To reduce guaranty fee should
aso be included which will be helpful for the SMEs.

1.2 Up-grade of technology and management

Mog of the Tha SMEs have problems in manufacturing ; machines and

technology are out of date, problems of management, administration is not systematic
and lack of business running knowledge. The That SMEs should do asfollows :

121

122

123

124

125

Form a centra organization with a direct responsbility to upgrade the SVIEs
in the aspects of technology and management. It dso acts as the center for
development, recruitment and registration of staff who are resource persons
and staff who are the consultants of the SMEs.

Egtablish organization networks or centers for regiond up-grade throughout
the country. Besides, the educationd ingdtitute' s roles must be expanded to
play important roles as the center of technology. Universties will be the
centers for research, development and seminar. Meanwhile, colleges will
play rolesin technology and management counseling directly to the SMEs,

Support budget and privilege to concerning organizations.

Provide seminar courses to develop potentid of counsding staff and dtaff
within inditutes.

The dructure of the concerning organization can be classfied as nationd
organizetion, regiona organization and local organization. (see Figure 1)
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Figure 1 : Working Performance of the Organizations Concerning Up-
Grade Technology and M anagement of the SMEs

National Organization Regional Organization L ocal
Organization
SMEsUp-Grade [2L.S$| SMEsUpgrade RT.C >
Organizations Regiona Centers
R, T,G
i s by
< | SMEs
R, T,G,C UniVG'S.)ﬂ oS R,T, G CC” EE’ES G

R, T R

Note : R— Research and Development T—Traning G- Guidance

C — Giving certificates to seminar and counsding staff

_— - Direct SMESs up-grade organizations
B— - Indirect SMEs up-grade organizations

Current organizationswhich play rolesin the SMEs

National Organizations Regional Organizations L ocal Organizations
- Department of Industrial - Regional Industrial - Rajabhat Institutes
Promotion Promotion Centers - Rgjamongala | nstitute of
- Department of Skill Development - Skill Development Centers Technology
- National Science and Technology - Universities, etc. - Colleges, etc.

Development Agency

- The Thai Industrial Standards
Institute

- Thai-German Institute

- Department of Science Service

- The Nation Institute of Increase
Product, etc.

Source : Adapted from IFCT, “The SMEs Support,” Report presented to Ministry of
Finance, December 1998, p. 87

1.3 Information center establishment

The government should establish the nationd SMEs information center to
collect, arange and support data and information of technology, manufacturing,
marketing, and management. Sub-centers must be established, both regiond and
provincia centers, to support these data and information to the SMEs. (see  Figure
2)

B5-38




Cross-Cultrual Entrepreneurship in SMEsn (Ill)ﬂ%

Figure 2 : Working Performance of Data and Infor mation Centers

National Organization Regional Organization Local Organization
Nationa Dataand Regional Data and Provincial Dataand SMEs
Information Centers Information Centers Information Centers

Current organizations which play roles in the

SMEs

National Organizations Regional Organizations L ocal Organizations
- Department of Industrial - Regional Industrial - The Provincial Industry

Promotion Promotion Centers Office
- Board of Investment - Regional Economic and - The Office of Provincial
- The Federation of Thai Investment Centers Commercial

Industries - The Provincial Chamber
- Board of Trade of Thailand of Commerce
- The Industrial Estate Authority - The Federation of
of Thailand Provincial Industry
- Department of Employment

Source : Adapted from IFCT, “The SMEs Support,” Report presented to Ministry of
Finance, December 1998, p. 88

1.4 Unification of the SMES

This helps dlocate limited resources efficiently. The government should

support the SVIEs unification as follows:

141

142

143

144

Provide motivation for the unification of the SMEs such as tax and
investment privilege and long-term loan with low interest.

Promote he SMEs unification in the form of a cooperdtive to have more
power in negotiation and to reduce expenses. The entrepreneurs who have
the same business must group themselves as a cooperative in order to have
the “economy of scale’ when carry on various activities such as purchasng,
manufacturing, market planning, product distribution, product development
and loan of the members.

Egtablish saving cooperative of entrepreneurs for financid aid when having
the problem of the lack of financid liquidity. This means to help each other
before asking for help from other financid indtitutes.

Egtablish an organization as the center of policies and trends of operation
Setting for various cooperatives a atime to operate in the same trends. This
organization will ke their representative to contact or coordinate activities
with the government sector in case of need for help.
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1.5 Esablish an office for the SM Es support

The government should establish an office for the SMEs support which will be
the center to submit policies concerning the SMESs to the government sysematicdly
and continuoudy. This office will conduct academic research study of the SVIES
problems.

In conclusion, athough the government sector plays roles as the supporter, clear
directions for development may be set for the two groups of SMEs, one for the SMEsin rurd
aress, and the other for the high-tech SMEs. The former’ s direction must be related to
agricultural development and self-dependent community etc. Meanwhile, the latter’s direction
must be related to policies for admitting foreign investment and receiving technology abroad.

2. Managerial Efficiency of the Entrepreneurs and the Quality of the Employees
Development.

2.1 Managerid Efficiency of the Entrepreneurs Devel opment

211 The entrepreneurs must improve ther entrepreneurship of  which
characteristics are as follows :

- Need for achievement

- Cdculated risk-taking and risk sharing prosperity
- Locusof control

- Persond vaues, integrity

- Need for power

- Needfor afiliation

- Commitment, determination and perseverance
- Assuming persond responsibility

- A griponredity

- Senseof humour

- Tolerance of ambiguity, stress and uncertainty
- Decigve, urgent

- Tolerance of falure™®

10Carson, David., Stanley Cromie, Pauric Mcgowan and Jimmy Hill, “ Marketing and Entrepreneurship
in SMEs: An Innovative Approach,” New Jersey : Prentice Hall Inc., 1995, p. 51
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At present, the entrepreneurs must have broader vison particularly in
complex problem identification and they must be optimists and ready to
confront problems. In fact, the entrepreneurs should avoid running the same
business as other large entrepreneurs are doing. Also, the business they are
going to run should be difficult for the large entrepreneursto carry on or even
they can do it but with no efficiency. The entrepreneurs must be tolerance,
flexible and flar in running their busness.

The entrepreneurs must have knowledge of financid management. They
should plan ther financid adminigtration, have dear objective in spending
money both long-term and short-term. Besides, they must have knowledge
and undergtlanding in the principles of project planning preparation and credit
acquidtion. They must have numerd data showing their financid condition
sysematicdly because it must be congdered when asking for loan from
finance indtitutes.

The entrepreneurs must have knowledge of marketing management. Since
the customer needs nowadays are changing, the entrepreneurs must learn the
condition of market demand. They must change ther trend concept of
thought from product oriented to market oriented ; that is— manufacturing for
thar target cusomers. This will begin with learning their target cusomer

behavior in order to clearly have adequate customers for sdling ther
products. Also, they will be able to place their positions correctly focused on
qudity of their products. The prices of their products must be accepted with
enough profit. The entrepreneurs must focus on the advantage of the SMEs;
quick making decision to meet the need of their cusomersin time. According
to the current economic condition, the entrepreneurs should use the low cost
marketing strategy by decreasing the capital and other expenses within their
organization. Also, they can use marketing tools with low budget to increase
sdes which will leed to make profit eg. if there is clear target group and
sndl maket dze, they should change from Mass Media to Direct
Marketing. Otherwise, the entrepreneurs may use database marketing by
aways finding information concerning with the customers continuoudy. This
method makes the customers fed they are important to the organization.

Rdationship marketing which makes good reationship continuoudy will
ingpire the customers to be loyd to the organizations for along time, etc.

The entrepreneurs must dways adapt themsdaves and improve production
technology focusing on quality control sysems. This will help manufacturing
gandard products focusing on the importance of the internd quality control
section. Manufacturing procedures using labor force needs to be ingpected
during the periods of before and after manufacturing and before leaving from
the factory. For the entrepreneurs who have modern machines or equipment
(which have production efficiency but do not use it much enough), group
themsdlves in manufacturing products is advised. They may share their raw
materids order which enhances them have an advantage in economy of
scae. Moreover, the entrepreneurs ought to study various basic knowledge
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which is usgful for efficdent manufacturing : Tota Productivity Managemernt,
Totd Quality Management, Quality Control Circle, and Materid Registration
Process, for ingtance. However, the SMES having the palicy in joint venture
with foreign firms shoud prepare basic technology and their own gtaff for the
technology transferred from aboard. This includes the study of manufacturing
process leading to the standard system of manufacturing among the countries
such as I1SO and JS. On the other hand, the industry using a lot of labor
force (locd labor) ; usng natura raw materials or local raw materias and
producing products to meet the needs of the customers in their communities
should unify groups of loca labor force and use the machines or equipment
together in order to produce products more efficiently.

2.2 Qudity of Employees Devel opment

The productivity improvement suits to the SMEs in the economic condition
nowadays means to increase efficiency with low cost. This method can be done by
using resources in their firms or organizations with mogt efficiency. This is because
the more we decrease waste, the more we decrease capitd ; that is, the cause of
waste within the firms or organizations is from the saff most. The saff or employees
must have qudity, responsibility and discipline. They are ble to learn from their jobs
or duties and findly perform ther jobs given correctly snce the beginning .
Therefore, human resource management to have good qudity staff or employees is
an important basic aspect of survivad of the SMEs at present. It can be done as
follows:

2.2.1 Promote every daff or employee in thar firms or organizaions to help
improve environment within their firmsby using the5 S

(1) Sari — clearly identity objects need to be used and those need not
to be used

(2) Seiton— placing objectsin order and can be reached easily

(3) Seiso — deaning the areawithin the firm

(4) Selketsu — adways keep clean and tidy by doing like the 3 S
mentioned

(5) Shitsuke — keep following the indruction correctly and
continuoudy.

Ywitoon Simachockdee, “SMEs : A Chief Industrial Pillar for the Nations Recovery,” Bangkok :
Prachachon Co., Ltd., 1999, pp. 80-81

Asyou can see, the 5 Sis easy to do and can be practiced at once if
it get to be in habit, the badic of resource utilization will be worthwhile and
efficient. It creates qudity both of the staff or employees and the firms or
organizetions itsdf.
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2.2.2 There should be public relaions communication within their organizations.
According to employees lay-off, decreesng employees <day, and
reengineering thelr organizations, it causes some employees lack of
confidence on ther current jobs. There must be tenson and it will lead to
have bad attitude towards her organizations. To prevent from this, it is
recommended as follows :*?

(1) Give direct information and open more chances to employees to
discuss with their adminigtrators.

(2) Inform employees by the adminidrators a once when there are
changes within their organizations. Give the employees chances to
discuss or show opinion ; especidly some employees who have
negetive attitude towards changes.

(3) The employees mug receave information continuoudy, including
printed media that must be didributed for certain continuous
periods during changes. Causes and effects of changes must redlly
be informed to make understanding between the employees and
thelir administrators.

2.2.3 Arrange workshop training for the employees in order that they are able to
produce good quality products. The following are advised

(1) On-the-Job-Training for employees by the adminigrators or the
gppointed staff.

(2) Group Training. This method gives the employees chances to
show their opinions and change experience to one another.

(3) Job Rotation. It enhances employees the knowledge skills and
experience to make them able to work more than one given job in
case of someone discharge. The employees will be proud as they
are worthwhile for the organizations and there is high tendency for
promotion.

12Tayat Sriprang, “Look Back for Hope of Advancement,” HM Magazine, Vol. 20, n. 1 (January-March
1999), p. 17

13 Chanin Chunhaphantharuck, “Small Business Management,” Bangkok : Division of Document and
zBook. Rajabhat Institute Suandusit, 1998, p.208

Asde from this, the employees should be encouraged to learn by
themsalves such as reading, watching V.D.O. or listening to tape recorders,
etc. In other words, they may be recruited to attend seminar or workshop
traning or invite some people who succeed in thelr career to trandfer
knowledge and experience to the co-workers.

B5-43



Eﬁ%A PEC Human Resource Management Symposium on SMEs

224

2.2.5

2.2.6

There must be 3 aspects in the workshop training
(1) Toimprove the employees knowledge and working skills.

(2) To create good dttitude towards their organizations, customers
and co-workers.

(3) To educate the employees carry on their way of life with ethic and
modesty.

Set the policies of trends and encourage every section to have gods and
measures (GAMS) and it must be agreed among the employees and the
adminigrators. The policies must be compatible with the goa of the
organizations. Indeed, the GAMs can be changed annualy depending on
agreement of both employees and adminigtrators. Evauation on work
performance must be compared with the GAMs.*> Sdary increment, bonus
and promotion must depend on work performance compared to the GAMSs.

There must be compensation adminidration. Sdary is an important factor for
employees. Therefore, the entrepreneurs must have a clear policy of sdary
by classfying types of job and evaduating work performance following the
GAMs This hdps sdary payment more justly and the paying system will be
more flexible and easer to operate. Besides, the entrepreneurs have to
condder about what fringe benefits should be added to keep potentia
employees say with them for along time.

Cregte rddionships within organization by usng two-way communication.
The entrepreneurs must give their employees chances to show opinions,
suggestions and problems that are happening. It can be done by meeting,
circulation, and informa discusson, etc. Moreover, recregtion activities
should be provided for employees to relax. It enriches unity and friendship
among employees themselves or between employees and entrepreneurs such

as sports day and party.

Meree Wongmontha, “Low Cost Marketing,” Bangkok : A.N. Printing Co., 1997, pp. 137-138

15Anonymous, “Plan of Personnel Resource for the Year 1999, HM Magazine, Vol. 20, n. 1 (January-
March 1999), p. 22

The productivity and the qudity improvement (particularly of the employees)

must be developed to suit their firms or organizations. They have to do this process
continuoudy now that employees who have potentid will dso make the SMEs have

good qudity aswell.
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VIIl. CONCLUSON

As you can see, the economic criss a present makes the Tha entrepreneurs face
various problems such as marketing problems which target customer groups has less purchase
power. Besides, there are behavior changing of the target customer groups, the lack of
financid liquidity which is an important problem now due to finance indtitutes are drict in giving
credit much more than before. Also, there are problems of employee lay-off to decrease their
number. The problems of lack of knowledge and managerid sKill of the entrepreneurs, modern
technology and good information system for making business decison are o included.

Hence, to recover the That SMEs, the government must be sincere to help them. The
entrepreneurs must improve their potentidl and use the drategies of human resource
management in order to develop their employees potentia. As a result, they are adle to
produce good qudity products which are needed by the customers and result in the SMIEs
aurviva and ther growth in the future.
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HUMAN RESOURCESAND SME’sIN MEXICO

The significance of SME’s in the global market has been increasingly recognised.
In the APEC region, SME"s make up 90% of all enterprises and are responsible for an
average of 58% of employment in their respective member economies, contributing also
with an average of 45% of the GDP and about 35% of the regions total exports.

Latin America is not exception to this, where around 20% of the enterprises are
small and medium, and 90% are micro. The micro sector is composed mainly of
selfenterprisers, family business, and economic units of around of 10 to 5 employees.
In Latin America there are more than 50 million of this units, which employ more than
150 million people.

In Mexico aswell, it is clear the great importance of the SME’s. According to the
1994 statistics around 99.8% of the enterprises in México are SME's!, meaning around
2,400,000; out of these 99.8%, 98.8% are micro enterprises, 0.6% are small and 0.4%
are medium. They employ around 78% of the economically active population, and
contribute to 69% of the GDP. Approximately 32% are in the service industry, 12% in
the manufacturing, 55% in commerce, and 1% in the construction.

The roll of the SME’s is crucia to our economy in the actual competitive world
and their contribution to growth and development is essential. It has been proved that
SME’s have a fundamental roll against the unemployment problem. Due to it's
characteristics the SME's employ more people in proportion to the capital investment
than large companies, are more flexible to adapt to the demand variations, innovate in
smaller time gaps, can be located anywhere, and have the ability to integrate their
productive process to those of bigger enterprises.

On one side we have the SME's that are the result of unemployed people, who do
not have an opportunity in the formal economy, and are composed of nonqualified
people, like the self employed people throughout Latin America. These enterprises
have been the right place for a higher generation of employment to the lowest cost,
working as a mechanism of income distribution to the low status of the society. And on
the other side, there are cases in which they are dynamic entities that adopt flexible
forms of specialisation in order to compete in the different markets.

In Mexico the sector of the SME's has grown considerably since the eighties,
contributing in a more important manner to the creation of new employment than the
bigger companies. Even though it has been consider in the last years a sector of geat
priority in the industrial policy, this has to be critically evaluated, due to the fact that
there are still alot of limitants that affect the productive units in this sector.

The diagnosis made here takes into consideration, in a genera manner, the fact
that the entrepreneurial development has been limited by two types of problems: the
internal problems, theoretically within the control of the enterprises, like personnel
administration, technology election, and the capability to use the information And the

1 We consider micro enterprises those with 1-15 employees, we consider small enterprises those with 16-
100 employees, medium enterprises with those from 101-250, and with a higher number they are
considered big enterprises. There is another way of classification according to annual sales.
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external ones, out of the control of the enterprises, like the structure of the market, the
sources of information, the legal and institutional factors, and the official policies.

EXTERNAL PROBLEMS

There are external problems that affect the productivity and efficiency of SME's

and their human resources:

Fiscal problems. high taxes alter the SME's cost structure, affecting their

investment policy in human resources. There is a need to give some kind of fiscal
stimulus or deductibility if SME's invest in training and modernisation of
technology according to their size, activity and maturity.

There are problems due to lack of information: SME's are not aware of the
different existenting programs for their support given by the government and
other ingtitutions. The chambers of the sectors are not accomplishing their roll
of informing the entrepreneurs, due to the lack of sensibility and articulation
between them and the needs of the enterprises.

There is a lack of programs to support the SME's in different areas, like
laboratories to certify quality controls, etc. There are a couple of programs to
support them in the diagnosis of their enterprise, but they do not propose or take
that diagnosis into practice.

Financing problems due to high interest rates, lack of support for new projects,
and lack of competitive instruments to finance SME’s.

Problems related with technological assistance, SME's have problems of access
to technology due to a lack of knowledge and economic resources. The
universities do not offer adequate solutions to technical problems in enterprises,
and the support given for technological development, consultancy and assistance
ismainly designed for big enterprises.

Problems related with the legislation, which instead of supporting the SME's
increase their operational difficulties.

Problems related with the environment of the enterprises. corruption,
bureaucracy, and the great amount of economic and political problems within the
country.

Lack of institutional support for SME’s.
INTERNAL PROBLEMS

The most important internal problems, which need to be solved are: the small

priority assigned to human resources, which results in a low level of efficiency and
make them unable to be competitive in the long run; the lack of qualified labour hand
and managerial culture; the lack of a technological strategy and appropriate quality
control practices; and the high percentage of idle capacity, amongst others.
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A study if NAFIN — INEGI outline the actual problemswithin the SME’s:
Only around 40% of the SME’"s use technical criteriato set product prices.

More than 50% of the SME’s do not use any type of propaganda to promote their
products.

As a consequence more than 40% of the enterprises have excessive capacity.

Around 60% are conscious of the need to expand and renovate their equipment,
but more than 60% find it difficult due to high costs and lack of specialised
people.

Most of these enterprises use their utilities mainly to buy raw material.
Only around 15 % know about the need of training in production.

Around half do not ask for loans, due to high interest rates, paper work, and being
afraid of not having payment capability.

- Generd:
- Lack of interest by the entrepreneur for group work rather than individual

- Lack of negotiation capabilities due to its reduce scale, its lack of organization
and limited management

- A tendency to improvisation

- Restricted participation in the markets

- Lack of input due to small scales

- They have to many products, they are too diversified.
Problems related to education:

- Lack of link between universities and enterprises in order to adapt their needs to
the study plans and research programs of the universities.

- Lack of training and qualify labour hand that can face the challenges of
globalisation, lacking the qualifications and the attitude to understand what is
being competitive al about.

- Lack of manageria culture, capabilities as important as administration,
marketing, financing, and management of human resources.

- The importance of human resources is only in matters d speech, because in

reality there is low investment in recruitment, training, and remuneration of
personnel.
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The average age of the entrepreneurs is 35 years old with an average education
as follows: In the micro enterprises 38.3% have a primary level or under and
18.3% have a professional level; in the small and medium enterprises only 5.2%
and 1.9% respectively are under the primary level, and 55.4% and 63.4% have a
professional level.

There is a lack of interest in entering other markets;, around 8.8% ae not
interested in exporting, 68.8% have not exported, 13.5% do export. Around
56% do have or will have in the short run an export capacity.

In the area of technological capabilities, the SME's have the following

problems:

Most of them define a development strategy, but due to lack of co-ordination
they have alow level of efficiency in the achievement of their objectives.

The use of computers is mainly for administrative uses.

There is not define technological strategy, it has no congruency with the global
objectives.

The use of obsolete machinery and equipment is very common and there is not
much investment in its modernisation.

Only around 40% of them have an established plan for the development of their
suppliers, most of them do not have any kind of communication which would
help them have mutual benefit.

SME’s have a high percentage of idle capacity.

Most of their quality control practices are based on the detection and correction
of problem.

The financing strategies of most of these enterprises is \ery conservative, they
do not use the different instruments of support given by the commercia and
devel opment banks.

Problems related to equipment:

One of the most important problems within the SME’s is the lack of conscience
to expand and renovate their equipment, technology and productive process.
Only 34% of the micro enterprises do consider this, 54% of the small and 62%
of the medium do as well. The main difficulties to achieve this are the high costs
and the lack of qudified people. It is important to consider that 50% of the
enterprises do not have idle machinery, but those who do have this idle
machinery, do not use it productively.

The micro and small enterprises invest most of their utilities in raw materials,
while the medium enterprises invest mainly in machinery.

- Problems with human resources:
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Thereis very low efficiency of direct and indirect labour hand; SME’s face a big
problem of rotation and absenteeism, due to salary aspects and lack of training.
There is a high percentage of absenteeism, which represents around 42% of the
labour problems, followed by high rotation that is in average around 38% and
training problems, which are around 26%.

Around 72% of the medium enterprises have received some kind of training,
64% of the small enterprises and only 19% of the micro enterprises. In their
opinion, training is needed mainly in marketing, administration and production.
It is important to mention that ¥4 of the entrepreneurs do not know where
training is needed. Regarding the technical assistance, they think this type of
training should focus on the production area and quality control, while 41% of
the entrepreneurs ignore which type of technical assistance they need.

Around 48% of the small and medium entrepreneurs believe that the training of
their personnel, the optimisation of the resources and the specialisation of their
activities are the most viable alternatives in order to stay in the market and grow.
In counterpart, only 17.2% of the micro enterprises believe that training of their
human resources is needed for success.

Nine of every 10 enterprises know of the need to improve quality in order to
survive. Around 62% of the micro enterprises know that human resources
contribute to the achievement of the quality objectives, while in the small and
medium enterprises this percentage grows to 93%. In the micro enterprises only
37% of them have develop a process to know if their human resources are satisfy
in their job, while 3 out of 4 small and medium enterprises do have a process.

SME’s in Mexico train their employees in an informa manner, according to their
resources and capabilities. In 1991, there were 138,774 enterprises in the
manufacturing sector, of which 87% where micro, 9% small, 2% medium and 2%
big; employing 15%, 18%, 16% and 51% respectively; and of which the
percentage of enterprises that train their employees represented 7%, 52%, 76%,
90%.

The lack of training in small and medium enterprises reflects the lack of culturein

this sense, and as well the lack of resources. As the size of the enterprise decrease, the
informal training increases. This informal training takes place through an experience
work peer, in labour competencies according to their resources. Statistics also show
that the percentage of training increases as the educational degree increases and as the
responsibility in the job increases, while the lower levels lack training.

Associated with cost factors

Associated with production management

High costs of materials and components

Low efficiency of the direct labour force

Idle capacity

Obsol ete technology

High taxation

Maintenance and repair problems

High transport and communication costs

Low efficiency of the indirect labour force

High interest rates

To many products

SUPPORT
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Regarding to human resources, elevating the productive potential of the labour
force is crucia for the SME's in Mexico. In this sense a strategic instrument of the
industrial policy needs to promote the opportunities for the technical formation and
training of the employees. Even though Mexico has important and successful programs
for these means, we need to recognise that in relation with the actual needs of the
country, these efforts are till limited.

The government intervention in the training programs has been fundamental and
has been justified due to the need of cheap training in public institutions, the lack of
sufficient training by the private enterprises, and due to the need of training to all levels.
The public training needs to focus on the support to employees of low income, and to
increase the labour competencies of their employees.

Mexico's problems regarding labour training are not only quantitative; there are
still many others: there is a lack of co-ordination between the efforts of the public and
the private sector, substantial differences between the training programs offered and the
market needs, lack of knowledge of the actua competence that the productive sector
demands, lack of mechanisms to recognise these competence and abilities which are
acquired informally or on the job. These programs are sometimes too sophisticated or
require too much paperwork, they have low diffusion, co-ordination and evaluation

It has been proved that the rate of return on training is economically profitable,
not only for individuals but as well for the society as a whole. The most profitable
investment in human capital is in work training (21%), trandated into an economical
benefit to the employee, and a productivity benefit to the employer.

In México there are more than 3,600 support private and public programs, but it's
cover, range and resources just satisfy around 3% of the market. Just to give an example
there are 12,000 consultors and we need around 80,000.

Support programs in Mexico:

Institution Program Objectives
Nafin - Rental - For machinery
- Promyp - Loansfor work capital
and investment
Promin - Loansfor technological
development
Prodem - Enforce the managerid

profile of SME’s through
training programs.

Prodeg - Complement the
guarantees required by the
banks.

Pice - Program for the
development of suppliers.

Secofi - Compite - Seminars to analyse their
production line problems

Crece - Specialised consultancy to

elaborate a diagnosis of the
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SIS

PDR

Funtec

enterprises and technical
advisory.

An information system to
establish links between
enterprises.

Program to explore and
exploit the potentialities of
each region.

Funds for research and
devel opment

STPS

CIMO (STPS and
WB)

CONOCER

PMETYC

Supports the personal
development, and the quality,
productivity and
competitively of the
enterprises, through training,
information, specialisation
and process consultancy.

Revalue the importance of
the labour capabilities, and
transform the traditional
process of training and
technical education.

A plan to improve
radically the labour
competencies

Conacyt

Fidetec

FFCCT

Preaem

PAE

RCCT

Fund to foment
innovation investment in the
private enterprises.

Fund to support the
creation of research and
development within SME’s.

Promotes the links
between the academy and the
SME’sin joint projects.

Events that promote the
links between the industry,
organisms, and research
institutes.

Gives access to
specialised information for
the development of
innovative capabilities.

Bancomext

Loans

For imports and exports
Training
Promotion and diffusion

Source: Diverse, 1995.
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Support programs and policies to the SME"s in Mexico:

The different programs established need to be consistent with the needs of the
enterprises, need to be continuous and to focus on a long-term vision. Continuity
gives enterprises security and certainty, and the ability to innovate and adapt to
future challenges.

They aso need to be very specific according to sectors, and by subgroups
divided by areas of economic priority, in order to establish the needed programs.

They need to focus on competitive enterprises that can really take advantage of
them, companies with a global vision capable of transforming threatens into
opportunities, and able to respond to the challenges of globalisation.

These programs need to be elaborated with the direct participation of the
entrepreneurs, in order to identify their problems and needs.

In order to launch successfully these programs we need human and economic
resources, but we need as well the right administrative practices, the
technologica and training instruments, and good operational programs and
practices to achieve them successfully.

We have the need to elevate the effectiveness and efficiency of the programs and
projects for the development of the SME's, in order to solve the problem of
fragmentation of the different institutions in Mexico. In order to achieve this it is
necessary to promote communication and interaction between the public and the private
sector, apart from facilitating the diffusion of organizational know how and the
infrastructure of cooperative interinstitutional networks.

SOLUTIONS

Based on a thorough study of the SME's in México, their importance, their
characteristics, and their problems, | have study and outline a series of solutions
according to our reality, needs, and resources in order to support the SME's and their
human resources.

To start with, the industrial policy in Mexico needs to include a group of activities
related with the macro aspects, or aspects that permit the existence of efficient markets
that allow an adequate resource allocation. And the micro aspects oriented to guarantee
the entrepreneurial and collective capabilities in order to consolidate an industrial
environment.

There is the need to solve the external problems in order to have positive spill
over in the interna structure of these enterprises. Each country needs to develop it's
right support policiesin anational scale, and at the same time, concentrate ajoint effort
to give coherence, integration and expansion to these policies, increase the base of
information and guarantee the regional exchange and the entrepreneurial cooperation
within the country.

Government actionsto improve theindustrial policy:

- Macroeconomic stability and financial devel opment
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Improvement of infrastructure and institutional base
Promotion of productive networks

Improvement of the technological industry development
Economic deregulation

Promotion of exports

International business negotiations

Competitiveness promotion

Mechanisms that reinfor ce the interaction of the enter prises with the gover nment

There is the need to reduce the great amount of bureaucratic procedures in order
to promote the formation of enterprises and allow their efficient operation by
having quick mechanisms to respond to their needs.

Information booths that facilitate the access to database that can facilitate useful
information to the entrepreneurs.

Revison and adaptation of government program, identifying those that are
repeated and launching new programs to fill in the urgent gaps.

The great need to increase the number of supporting industries for the SME’s.

There is an urgent need to establish links between different institutions in order
to provide a complete network of support to these enterprises.

Subcontractors or industrial linkage like the Japanese where 55% of the SME's
are connected with the big enterprises.

The organization of forums and conference where the enterprises can propose
thelr needs to the government.

Establishing instruments that promote synergies within the different institutions
involved in this process.

Instruments to reinfor ce the management capacity

The ideais to identify the real training needs, and then assign resources to satisfy
them. Training in finance, management of human resources, decision making,
use of information.

There is the need to invest more on the youth, the human resource problem in
SME’s is a problem of education and of behaviour, if we invest now in
behavioural changes even thought the results will be shown in the long run, our
new generations will be aware of this problem.
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The need to train the SME's in subjects related to internationalisation and
external expansion of markets, external opportunities and exporting strategies.

Assistance in the elaboration of proposals, negotiation and development
strategies.

Promotion of technology transfer through a technological diagnosis, a systematic
evaluation of the organization to determine their capacity of commitment and
abilities, and the financia support.

Promotion and diffusion of good entrepreneurial practices, by learning from
successful experiences, studying them, and applying them to other enterprises.
Example of this have taken place in Oaxaca and Guanguanto, where the
government has been establishing some training schemes, were a research
ingtitute in joint action with the local government have exchange managers with
Japan, with the idea of learning from the Japanese networks, in order to establish
them in Mexico.

Organization of forums and conferences to teach new methods and concepts, and
administrative practices to the entrepreneurs.

Support Programs of research and development: Financial support for innovation
programs, transfer and adaptation of technology, evaluation of feasible projects
of expansion and diversification, etc. The idea is to give as well technical and
industrial advise with experiences people from universities, research institutions,
and private consulting firms, who help them to get information, define their
needs, establish contacts, formulate projects, and integrate their technology.

Programs that promote the links between universities and industries through
which exchanges of technical and scientific personnel can be done, the formation
of work groups between the university and the industry members, and joint
research programs.

More universities of technical education
Hiring of foreign expertsin order to train their people

Government programs in order to train unemployed professionals so that they
can give consultancy of training needed for SME’s.

Universities that work in co-ordination with the SME's in order to satisfy the
needs required within these enterprises, and the implementation of consultancy
and training programs, at reasonable prices, in order to support the companies. It
is dso very important for universities to teach their aumni of the importance of
the SME's and their human resources in our country, so that they promote and
support their activities once they are part of the work force, either as
entrepreneurs of as enployees.

Entrepreneurs should involved as well in a more direct way; not only by
increasing investment in training their human resources, but also by organizing
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courses in which they participate as instructors, in away that they can share their
knowledge and experience.

Instrumentsto have a greater accessto the markets
Having better information and diffusion sources.

Assistance in the fulfilment of requirements in order to facilitate things for the
entrepreneurs.

Government purchasing with minimum requirements and quick payment
mechanisms.

Training in the adoption of a commercial strategy is needed to have access to
other markets, this strategy should include marketing, distribution and
commercialisation, practices.

The promotion of technology and computers in order to create an electronic
market.

Programs which are focused to develop SME's as government suppliers, by
searching them, giving them the same opportunity to be subcontractors, by
giving them advise of how to negotiate with the government, etc.

I ncrease competitiveness
Create the conditions for the direct and indirect exports

Accelerate the mechanisms for the development of industrial, regional and
sectorial  networks, with high international competitiveness, and highly
integrated relations.

Promote the deveolpment of the internal market, as the base to achieve ther
international insertion.

Information Access: An information center for SME's where they can have an
answer to all their questions related to the beginning of a business, operational
problems, tax information, support programs, etc.

Financing Instrumentsto support them

- Low interest rates and low taxes for those SME’s that are assigning resources for
the development and training of human resources, research activities, technology
modernisation and implementation.

- More economic resources assigned by the government to SME’s and a bigger
budget assigned to the training of the human resources.

- Mexico should benchmark the different fiscal systems and an incentive given to
SME’swithin other countries in order to adapt them to our own. Thereis a need
of more and better incentives to these enterprises so that their cost structure is
reduce and could be assigned to the development of human resources, amongst
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other things. These incentives could be assigned to those enterprises that
somehow use the government programs to train their human resources.

- There should be loans at competitive rates so that SME's can use these loans to
modernise their technology and their human resources.

- Other programs of financia assistance: Creation of investment networks
between public and private ingtitutions that can increase the disposition of
capital to those credit entities that give loansto SME’s.

General training or workshopsto promote the importance of SME’'s
- Giving adiagnosis to the entrepreneurs

- Sensitise government employees, entrepreneurial leaders, and the general public
of the importance of the development of SME’s.

- Make consensus about the necessary alternatives to foster the SME's
- Propose regional and sectorial specific projects.

- The government should give much more economical support and promotion in
order to create conscience of the importance of the training and development of
human resources in SME’s, due that the main problem is alack of awareness and
alack of information within the population.

- Increasing the chambers of commerce important roll as a diffuser of information.
CHALLENGES
Family managed

The SME’s face different challenges. One of the main ones is that these enterprises are
family owned managed, meaning that it is constituted by the confluence of two
complexities: the enterprise and the family. Values, attitudes, and social norms of both
social ingtitutions, which inhibits or difficult the aliances with other enterprises, the
forms of associations, and how professional it's administration can be.

Low value added investment

Another problem of the SME's in Mexico is that the amount of value added of the
investment in Mexico is very low. There is a great amount of loca industries, light
industries with low linkages between enterprises that do not promote innovation and
competitiveness within the market; in contrast with supporting industries or large-scale
industries, with high linkages with the SME’s. There is the need to differentiate the
promotion policies between these two industries in order to achieve a greater
development of the SME’s in Mexico.

Associations or integrative enterprises

Associations have taken place since 1993 through chambers of commerce, credit
unions, cooperatives of producers, and integrative enterprises; through the association
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of SME’s with the idea of increasing productivity, efficiency and competitively,
obtaining common specialised services, and the common realisation of activities such as
purchasing, commercialisation, technological improvements, financing, training and
design activities.

This new model was proposed by the government to the SME’s in order to take a
common front to globalisation. It was evident that in an open market, SME’s needed to
implement quality and quantity changes for their survival, and they needed to get
together according to diverse modalities in order to benefit from the positive changes.
Associations are important for the strengthening and permanency of SME’s, because
they increase their negotiation bargaining power by representing their common
interests, and obtaining certain services which otherwise are out of their reach.

The main objectives of the network can be either economical or social.
Economically, the entrepreneurial networks are a way to reduce transaction costs in the
market, through the acquisition of cheaper products. Socialy, the benefits come form
persona contacts as an instrument to obtain what they want.

In order to construct these integrative enterprises, the government establishes
certain requirements in order to give mainly three types of support: fiscal, having a
preferential tax regime; financial, through better access to loans; and administrative,
through diverse mechanisms to strengthen the managerial activities of the entrepreneurs,
through training and technical assistance.

The association of integrative enterprises can only be adequate to elevate the
competitiveness of the SME's, as long as it exists a long-term development economic
policy that contemplates among other things, the development of the human resources.

In other aspects, even though the SME's in México are represented by different
organizations, their size and heterogeneity generate high asymmetries and unbalances,
in which the most powerful groups have a higher control. The lack of well represented
associations in Mexico, inhibit the SME’s possibility to be represented and express and
demand the needs of the sector.

Subcontracts

During the last decades, subcontracting has started to take place in Mexico, and
the government has established certain programs to support it. This has been useful in
developing the integration of productive networks between enterprises of different
scale. These brings as a consequence advantages to the enterprises by helping them
develop their productive install capacity, allowing them to develop competitive
advantages by specialising and promoting work division, giving them the possibility to
have new investments and increase their human resource efficiency.

Although we have redlise the importance of subcontracting, there are still
difficulties that these enterprises face in order to incorporate to the subcontracting
system: the lack of market knowledge, the low product quality, the lack of financing,
low technical capacity, lack of managerial capabilities, and lack of formality in their
delivering timing.
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Innovation and Link Institutions

The need to introduce changes in the production and the entrepreneurial conduct
in the SME s will bring as a consequence a group of institutional and regional changes,
resulting in the need of new processes and institutions in order to respond to the new
needs of growth and industrial modernisation.

The concept of innovation do not only represent a group of isolated activities
which are oriented to develop new products and process, but it involves a joint group of
incremental  improvements in the different areas involved (organization,
commerciaisation, production and quality), where the link ingtitutions can play an
important role.

Those ingtitutions interested in selling their services and working as
intermediaries to give specialised technological, consultancy, and training services,
amongst others, to other enterprises are called link institutions. The action of the link
ingtitutions contribute to complement the support programs offered by the promotion
institutions, in order to increase the confidence and co-ordination of the activities within
the enterprises.

These ingtitutions work as a fundamental instrument for the nobilisation of
information, science and technology, and all those players that can develop an
intermediary structure of support and control in the innovation process. These
exchanges give the enterprises new expertise of the products, of the market strategies, of
the organizational know-how and of the tacit knowledge, giving as a result the
possibility to expand the learning horizons of the enterprises, and reducing uncertainty
and transaction costs. At the same time these institutions make up the innovative
capabilities of enterprises.

That is the reason why innovation is having greater importance to the policy
makers. Innovation is understood in a wide sense, meaning technologica or
organizational incorporation, the conformation of exchange links, or human resource
capabilities.

In the process of innovation complementary factors, as the qualifications of
human resources and the organization or insertion of technology in socia contexts and
productive process, are of great importance. In this sense, technology cannot be
separated from the environment where it starts, neither from organizational structures.
From there the need to identify new competencies in SME’s, as the capabilities that are
converted in the key factor in the search of competitiveness.

During these last years in Mexico these ingtitutions have acquired much more
importance, athough we still have a long way to go. The important issue here is not
only the existence of these enterprises, but also the creation of technological co-
operation networks that allow the existence of a national system of innovation.

The limitations that the SME's have related with the insufficiency of knowledge,
organizational capabilities, and the training and administration of human resources,
restrict the capability of innovation and the efficiency of these networks. There are as
well other problems, which make difficult the consolidation of more complex relations.
The limits of effective information and diffusion of resources, and the lack of
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transparency, make difficult the consolidation of more complex relations. To this we
can add the lack of communication between the research institutes, the technical
formation and the industrial activities, which develop their strategies with little interest
in knowing the specific problems of the regions and the productive sectors. This lack of
interinstitutional co-operation brings as a consequence isolation, lack of information,
and the multiplication of inefficient programs with weak repercussions.

CONCLUSIONS

In order to achieve the development of SME's and their human resources we need
the joint action of different groups. enterprises with innovative capabilities, government
efforts to develop the micro and macro genera conditions, and the right institutional
environment which allows the flow of information between the different social actors,
and as a consequence contributes to the continuous socia learning. This has to be
strengthened by the development of productive promotion institutions, private and
public, intermediary organisms, specialised service enterprises, and scientific and
technological institutions.

It has been proved that the successful experiences of industridisation of the
SME’s depends directly from the competitive strategies developed, in the way they
behave and are linked with other enterprises, upon the existence of an institutional
frame of support that allows them to have access to the necessary resources for the
constant innovation of products and processes, as well as the training of their human
resources, and to the existence of adequate an specific economic and political policies
for their support. Thisis the road that Mexico needs to follow.
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ENTERPRISE'S SIZE

Scholarship Level Enterprise's Size
Micro [Small Medium
None 3.7 0.2 0.2
Unfinished Elementary School 155 1.0 0.5
Finished Elementary School 19.1 3.9 1.2
Unfinished Secondary 12.6 55 1.8
Finished Secondary 2.3 1.6 1.0
Unfinished Technical Studies 59 6.5 4.1]
Unfinished High School 3.0 12 2.0
Finished High School 6.6 7.8 5.4
Unfinished College 51 8.5 7.9
Finished College 18.3 55.4 63.4
Professional 2.3 6.9 11.6
Difficulties Enterprise's Size
Micro Small [Medium
High cost of purchasing or 82.5 75.5 69.9
repairing
Lack of personnel’s capacitating 34 6.8 7.9
Insufficiency of national supply 2.6 2.3 2.3
Disregard for how to do it 3.4 1.2 2.0
Insecurity 2.6 2.5 1.5
Financia problems 1.0 2.8 2.0
Others 4.5 89 14.4

INVESTMENT ITEMS

Investment Items Enterprise's Size

Micro Small [Medium
Machinery 15.3 41.8 47.3
Raw Material 62.3 49.7 40.8
Installations 14.2 38.7 40.8
Salary 139 29.4 27.5
Out of business 35.3 6.4 4.9
Do not make profits 1.8 3.6 4.3
Others 1.8 1.7 3.8

LABOUR DISPUTES

Problems Enterprise's Size

Micro Small [Medium
Absenteeism 44.5 42.9 41.8
High rotation 22.4 38.3 47.5
Capacitating 24.2 30.8 26.0
Salaries Increase 19.3 23.0 32.8
Selection 18.5 19.9 16.9
Labour Disputes 10.6 16.1 17.5

B5-65



ﬁ%A PEC Human Resource Management Symposium on SMEs

Benefits Increase 3.9 10.7 9.0
Others 2.8 2.9 2.2
CAPACITATING AREAS
Areas Enterprise's Size
Micro Small [Medium
Marketing 27.0 315 31.9
Administration 18.9 21.0 15.3
Production 10.1 13.8 18.6
Finance 7.8 14.3 12.0
Human Resources 3.7 8.3 10.2
Legidation 2.4 3.0 4.9
All of them 0.7 2.4 2.6
Don't Know 25.6 35 18
Others 3.8 2.2 2.7
Areas Enterprise's Size
Micro Smal |Medium
Production, quality control 17.9 34.3 47.8
Marketing 6.8 8.4 6.9
Human Resources 3.2 5.9 5.9
Administration 52 7.1 3.8
Saes 39 5.1 3.6
Finance 1.6 2.9 3.1
Do not require 6.1 4.7 39
Don't know 41.2 17.9 13.9
USE OF THE CREDIT
Use of the credit Enterprise's Size
Micro Small [Medium
Raw Material Purchasing 69.3 65.5 63.5
Acquisition of machinery and 195 30 36.6
equipment
Settlement 2.4 6.2 59
Demodulation 1.4 31 3.1
Site purchasing 3.6 2.2 3.4
Factors that influence the growth Enterprise's Size
and Maintenance on the market [ Micro Smal Medium
Personnel Capacitating 17.2 47.3 49.4
Activities Specialisation 38.8 38.8 33.7
Material Resources Optimisation 18.4 38 50.4
Don't know how to do it 21 2.7 0.8
Getting grouped in order to be 17.9 19 17.5
more productive
Offering a better price 2.3 19 2.1
Other 4 3.3 2.1
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Enterprise's Size Number of Annua Sales
employees
SECOFI's NAFIN's approach
approach
Micro 1 trough 15 $ $
900,000.00 2,100,000.00
Small 16 trough 100 $ $
9,000,000.00 21,000,000.00
Medium 101 trough 250 $ $
20,000,000.00 50,000,000.00
Big More than 250 Minimum Minimum
$20,000,000 $50,000,000

Management Universe in Mexico

Enterprise % Economic Units Occupied % GDP
Personnel
MICRO 97 47 31
SMALL 2.7 20 26
MEDIUM 0.2 11 12
BIG 0.1 22 31
Size Average of the Size Who is managing
Manager's age
Micro 41 64%|87% the manager
Small 39 11%|63% the manager
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Capacitating

50% E Yes
No

0%

Micro Small Medium

What does your enterprise do?

Comerce
28%
Industry
32%

\ Farming

4%

Service
36%

Does your enterprise have the capability to

export?
Yes,ona
Yes in this short-term
moment 22% 25%

Yes, on a long:

term 9%
Definitely no

44%
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Comerce
57.4%

Enterprise's distribution by sector

Manufacturing 1%

Service 31.3%

Construction

Does your enterprise has been
beneficiary by some Government
program?

YES
41%,

NO
59%

Do you hace any kind of
information about Government
programs?

YES
37%

NO
63%

Enterprise's distribution by size
Small
2.7% Medium
0.3%

Micro 97%
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How qualified is the manpower in
México?
40%
30% 1 26-28%
. 0,
20% 15.42% 12.00%
i m
0% T T T T
Too Low Low High Too High
Does your enterprise have any
standard qualification?
Yes
In process
No : : b
0.00% 20.00%  40.00%  60.00%

Lack of manpower's preparation

Affects a lot
Affects

22.64%

Affects alittle

15.72%

Not much

10.06%

Nothing

Don't know

33.96%
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Lack of administrative capability

Affects a lot

30%

Affects

Affects a little 21.25%
Not much

Nothing

Don't know
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