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THE ROLE OF SMESIN THE CURRENT SS TUATION & PROBLEMSOF
ASEAN CORPORATE MANAGEMENT

INTRODUCTION

It is true that our region is facing great challenges because of the financia crigs that
darted in Thaland. The bubble economy of Thaland burst on July 2, 1997 and quickly
spread to other Asean countries.

In effort to solve the present economic crisgs and to enter the next century with a
promising future, Asian countries need to tackle severe structura problemsin the red sector as
well as the financid one. Lack of competitiveness and sustainability are identified as the key
problems of the red sector, the solution to both of which requires innovation as the key
variable. Innovation, including both restructuring and upgrading of production and exchange,
dlows the red sector to emerge from stagnant, unproductive and incompetitive activities,
which no longer serve the interests of Asan countriesin the globa economy. Three key policy
indruments are identified continuing education and retraining in order to increase the human
and socid capitd, and dlowing the innovation which is needed in two other key policy
indruments, namely technology development and management development. Application of
these indruments to production, exchange and environmenta conservation will lead to both
technologica and economic efficiency, in turn leading to competitiveness and sustainability.

At present, there are four countries in the East Ada to face with economic crigs,
namely Thailand, Indonesia, South Korea, and Maaysa However, Thaland, Indonesia, and
Maaysa are the member of the ASEAN. They have the same economic structure especialy
in manufacturing sector, while South Korea is the NICS.  Therefore, this paper would like to
emphasis on the ASEAN’s country and with the same economic sructure, Thailand will be
more emphasis.

Context of crigs

The economic crigs is Thailand is a complex phenomenon with many causes. There
are two key and interrelated factors. The first is excessve private sector borrowing. The
second is panic and the subsequent calapse of investor confidence.

Private sector borrowing took place in the context of an economic boom that started
in the second haf of the 1980s. Much of this borrowing went into red estate and stock
markets, ending in a“bubble’ economy that has burst. Companies borrowed foreign currency
on short-term loans and banks increased their lending too essly and rapidly for use in
unproductive investments. Lending was based not on feashility of the projects, but on
persond relations. Many Tha companies and banks has borrowed offshore in foreign
currencies short-term a lower internationd interest rate, and used the money for long-term
investment. With the opening of Bangkok Internationa Banking Facilities (BIBF) in 1993 and
with an interest rate differentia of several percentage points, companies and banks took
advantage of this option and believed that the exchange rate regime would be maintained,
large, unhedged pogdtions. At the same time, governments had liberlised their financia markets
without strengthening their loose financid and banking regulatory and supervisory systems.
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They ds0 did not change their inflexible exchange rate system that tied their currencies to the
US dollar during a period when the US dollar was growing stronger againgt dl currencies snce
1995.

These widen current account deficit to 8 percent of Gross Domestic Product(GDP),
On 2™ July 1997, the Thai government decided to float the Thai baht. Now, companies and
banks which had borrowed US dollar with the rate of 25 bahts per US dollar will need 52
bahts to buy one US dallar to repay. The tota externa debt is us dollar 93 hillion, or about
97 percent of GDP at current exchange rate.

Thaland's experience highlights that high rates of invesment are not sufficient to
sugtain a large current account deficit and growing domestic credit. While most of the new
funds went to investment and not consumption, the investment was often in the “wrong capita
gock”. Few investments were in activities that would earn foreign exchange; rather they went
into updating facilities geared for domestic production or into non-productive assets. With the
relative price of non-tradables rising, this was a rationd response, but it has consequences for
the ability of firms to increase exports now that the asset bubble and the baht has depreciated
S0 dradticdly.

Once logt confidence in Thailand, fund managers n foreign countries sold out their
asts. Their sdling brought down the stock market. By converting baht into US dollar, they
caused afurther fdl in the exchangerate. Thiscrissisacrigsof confidence.

THE EFFECT ON SMALL AND MEDIUM ENTERPRISES (SMES)

One of the current impacts of the economic crigs on manufactures is finance crigs.
Certainly regarding the financid dructure of SMESs there is a heavy reliance on short term
borrowing. The average bank debt-to-equity ratio is about 150 percent with dmogt dl of the
debt short term. Now, banks are increasingly refusing to roll over credit. Entrepreneurs fear
that the criss may lead to the prolonged weak macroeconomic policies and persistent cost-
push inflation and managing the uncertainity of the red devauation. Faced with three mgor
problems for doing businesses, Tha entrepreneurs have suffered badly in the hodile
environment. It urgently needs to be solved in order to gain clear solutions and advices to
busnesses. Thethree mgor problems are asfollows:

1. Financial liquidity management

The financid liquidity problems is the most important problem foe doing business
nowsdays. There are severa kinds of financid liquidity problems such as (1) insufficient cash
for clearing checks; (2) reduced credit term from production firm to distributors; (3) suppliers
have liquidity problems in purchasing rawv materids, bringing problems to production firms
which cannot produce goods; (4) reduced credit lines from financid inditutions; (5) lack of
liquidity Ssemming from the suspension of 58 financid companies operation; (6) insufficient
cash for the monthly payroll of the workers and staffs, (7) reduced sdary; (8) cut fringe
benefits and bonuses; (9) lay off workers and gtaffs, and (10) terminate the services of the
workers and staff.

2. Managing cost-push inflation and baht devaluation

B6-36



The Integration and Cooperation of HRM for SMEsin Asia-Pacific Region (I1) %

According to financid liquidity problems, firms currently face management problems
due the baht deva ution which has o affected the cost of funds, production and managemen.
The cost of raw and supporting materids quite high forced management to increase prices,
while purchasing power of people is decreesng. Tha entrepreneurs lack confidence in
managing the operations including decison regarding appropriated product pricing levels.

3. Regaining consumer confidence

After baht float on July 2, 1997 both entrepreneurs and consumers a al leves
receives widdy affect by economic recesson, while the government did not provide clear
measurment and strategies to tackle these problems. These have generated more confusion
and lack of confidence in investment including consumers dday of consumption. Many of
them are shifting their consumption pattern tertiary or secondary into primary or basic needs.

4. Market capabilities

The export sectors growth rate had aready showed down. This was due to the fierce
competition poised by South Asian, Chinese and Vietnamese companies. The show down in
the indudtrid sector combined with the current financial cridis has resulted in either a tempory
cutback or cease of operation, including reduction or bermination workers. Why did Thailand
lose in the fierce competition? The answer is Smple. The competitiveness of the industrid
sector itself has weskened.

Frgly, enterprises are dill usng outdated technologies thet resulted in low productivity
and low product quality. Product development was lacking particularly in coming out with
high vaue added items.

Secondly, entrepreneurs lack management and marketing knowledge.
Thirdly, the basic kills of the labor forceis low.

Fourthly, many export items have high import contents, particularly the raw materid.
In addition, most export items are destined for the middle and low-end market brackets.

Ladtly, Thai exporters have limited access to markets.

There is not much choice left for most of the country’'s smadl and medium
entrepreneurs (SMEs). Eighter they downsize, freeze or even worse, close their business.

STRUCTURE OF SMALL AND MEDIUM ENTERPRISESIN THAILAND

Smadl and medium enterprises have varied in Thalland. The Ministry of Industry uses
employment and equity to define smdl and medium indudtries (SMI) and refers to legdly
registered factories. The employment criterion to define smdl scale industries (SSI) places a
ceiling of 50 employees, and between 50-200 workers for medium scade industries (MS)). In
terms of equity, SSIs have an invested capitd not exceeding 10 million baht (about
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USD355,000), and MSIs from over 10 million baht to 100 million baht (about USD3.55
million)

The bank of Thailand, the Smal Industry Finance Corporation (SIFC), and the
Industrid Finance Corporation of Thailand (IFCT) adopt a common definition for SSIs by
using net fixed assats, that is, not more than 20 million baht (about USD710,000).

The member of enterprises throughout the country was estimated at 239,678 in 1993
of which 69,856 or 29 percent beong to the manufacturing sector. The manufacturing
enterprises registered a growth rate of 4.9 percent over the 1992 figure of 66,566. Out of the
tota number of establishments, 224,695 or 93.7 percent are consdered smdl enterprises
employing between 149 employees. Totd number of employees in the smdl enterprises
sector was 1,478,000 or 30 percent of total enterprise employment of 4,911,787. Totd
manufacturing enterprises accounted for 58 percent (2,576,000) of tota enterprise
employment.

The number of indugtries (excluding rice mills) throughout the country as of 1991, was
64,107 of which 63,230 (98.6 percent) were considered SMIs, broken down into 51,232
SSlIs (90.7percent) and 4,322 MSIs (7.6 percent). In terms of geographica distribution, it is
estimated that about 45 percent of the indudtries are located in the Bangkok Metropolitan
Area and the surrounding provinces (Samut Prakan, Samut Sakhon, Pathum Thani,
Nonthaburi, and Nakon Pathom). SMIs share of employment in the industrid sector was
estimated at a high of 73.8 percent, 47.4 percent of value added, and 50.5 percent of export
vaue.

Theroleof SMEs

The socio-economic contributions of SMEs encompass employment, vaue added,
cepita  formation, foreign exchange eanings and savings, income generation, rurd
indugtridization, savings mobilization, and human resource development. Small enterprises,
therefore, perform avital role in our economy a sides from being the seedbed of entrepreneur
ship. The SMESs concept, extending out to the people in the rurd area. And that is the one of
the very effective methods to stop domestic migration. And that is one way to stop the people
from the upcountry from trying to come down to the centrd plain, looking for jobs. SMEsis
the answer to that problem.

SMEs play an important role in this conventiond view of the engines of asan growth.
Although evidence is alittle dim, SMEs gppears to contribute in the following ways.

- 40% to 60% of Capita investment comes from SMES,
- About half of productivity growth comes from SMEs,
- SMEs employ about haf the workforce,

- About 35% or more of exports are generated by SMEs.
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However there is some reason to believe that SMEs play a much more important role
than is conventionally thought. SMEs are responsible for 70% or more of net job creation and
economic growth (Chris Hall).

SME support agencies need to address these issues systematicaly. Programmes of
assgance should be amed a providing the entrepreneurs with more information and
knowledge so as to simulate change and innovation and incresse the attractiveness of various
growth options. Emphads shoud adso be placed on enhancing the competitiveness,
productivity and profitability of the enterprises, thereby increasing the prospects for long-term
aurviva and growth, and in the process improving employment security for those engaged in
the SME sector. Agencies can dso promote international enterprise aliances, between
SMES, batween SMEs and large-scde enterprises, in the form of joint ventures, sub-
contracting arrangements, technology and skills transfer, and various trading partnerships. Itis
important that entrepreneurs have access to best practices, improved and modernised
technologies, and useable market information. Support agencies have have a key role to play
in fostering and facilitating these devel opments.

In order to facilitate and enhance the process of trade liberdization, governments, in
dynamic partnership with the private sector, hope to formulate guidelines, incentives and
support so as to create an environment even more conducive to enterprise. We know that
amdl and medium scde enterprises or SMIEs play a very important role in the production and
trade of goods and services in most economies, including APEC's. We know tha by
equipping entrepreneurs and their saff with advanced knowledge of production techniques,
good business practices and management, these SMEs can ggnificantly improve ther
comptitiveness, productivity, and profitability in a much wider globaizes market.

GUIDELINESTO SOLVE PROBLEMS
1. Liquidity management and restoring the domestic credit system

* Entrepreneurs have to increase their own efficient in managing liquidity by the
following measures:

(1)Reduce investment in inefficient projects and projects with no future market;

(2)Reduce production to match demand for products and reduce inventory as low as possible;
(3)Implement efficient inventory and accounts receivable management systems,

(4)Be drict when grant the credit to clients and increase the credit lines of good clients;
(5)Increase the channdls of digtributions to retailers directly;

(6)Edtablish an gppropriate debt dructure by using long term debt to finance long term
projects; and

(7)Extend credit term from oversea suppliers.
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® 7Promoting the collabouration among trading partners indluding financid indtitutions by the
following measures

(D) Manufacturers extend credit termsto prime customers; and

(2)Commercid banks increase credit lines and extend payment term for their clients who need
money foe their main business by introducing the Domestic Letter of Credit (DLC).

2. Managing cost-push inflation and the baht devaluation

* Entrepreneurs mugt try to lower costs as much as possible without decrease quality
and/or human resources development by using the following measures:

(D)Implementing production processes efficiently and effectively as well as deminating waste
and non-vaue-added activities as much as possible;

(2)Producing high qudity products to meet consumer needs,

(3)Replacing imported assembly parts, import products, and raw materids with loca content;
(4)Upgrading standardized products and industrial equipments such as pallet etc.;
(5)Modifying sdary and wage structures to gppropriate levels.

* Usgng technology and new conceptsto lower costs and increase productivity.

® Busness must promote and encourage financia management in this uncertain environment as
the following measures:

(1)Managing foreign exchange exposure gradudly by taking short-term or fixed postions,

(2)Usng one fixed exchange rate throughout the company to set product costing and for
management, revisng periodicaly when appropriate;

()Redtructuring debt such as using long-term debt to finance assets and loans should be
hedged.

® Redtructuring the organization to increase management efficiently
(1)Reducing the workforce and flattening the organization dructure;

(2Mogt entrepreneurs should try keeping employment as much as possible together with
having plans to recruits the workers.

3. Regaining consumer’s confidence

* Entrepreneurs must have good faith and position attitudes toward the Stuation in
Thaland. Eventhough the current economic dtuation gill crestes uncertainty and
troubles in the future, they must have firm belief in their existing markets as well as
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potentid markets. It is important to be aware that the economic recesson at
present is only anorma business cycle,

* Entrepreneurs should concentrate in the business that they are keen for and produce
what consumers want. Selling good qudity product with fait price seems to be the
best solution at the moment.

® Entrepreneurs must improve the adminidrative sysem in their organizetions The
focus should be placed on the operationd efficiency in dl business functions as well
as the improvement of the business discipline in their organizations. Those internd
operation which should be nore connected in terms of efficiency and effectiveness
are accounting, finance, productions, selling, marketing, personned management,
etc, . All of these busness functions must integrate a good system of information
flow interndly and externdly to establish a better coordination and better integration
and within organization. However, it is very crucid that Entrepreneurs must
consider to keep the long-term competence of their companies, though they have to
reduce some costs if acompany needs to downsize, this must be done with a good
plan and good measurement which must be development in order to mantain
morde and mativation of their employees.

® Entrepreneurs must build up the new economy value system within their business
organizations. Thisvalue must sart at the top executives.

POLICY DIRECTIONSFOR SME DEVELOPMENT IN THAILAND

The policies of the Tha government for SMIE development are embodied and
aticulated in various forms. These include Acts of Parliament, National Economic and Socid
Development Plan, and Cabinet resolutions. These, in turn, are trandated into objectives,
targets, drategies and action plans by the various minigtries. The various ingrumentalities of
the government operationdise these plans, drategies and action plans into programmes,
projects and activities.

In terms of busness survivd and growth, various specidised government agencies
provide technica, technologica, financid, managerid and marketing assgtance to SMEs
through training, congtancy, extenson sarvice, information dissemination, study missons, trade
fairs and exhibits, and research. These sarvices are either free or subsidised. As aresult of
the baht flotation, severd indudtries particularly the export-oriented industries with low import
content, are benefiting, while others are unfortunately adversdly affected. However, the
government has taken steps and has come up with measures to cushion the impact of the baht
flotation. These include, among others, a review of the targets of the Eighth Nationa Plan,
formulation of long-term plans to strengthen Thailland’'s competitiveness and restore investor
confidence, including measures to generate savings in the public and private sector,
restructuring of the country’s agriculture and indudtry, retraining programme on new skills
including technicad and busness management <Kkills for retrenched workers, duty free
importation of capitd machinery, reduction in time for collecting tax rebate for exporters from
3-6 months to 45 days, as well as the setting aside of 20 hillion baht for low interest-loans to
drategic busness that have been hurt by the flotation.
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DEPARTMENT OF INDUSTRIAL PROMOTION

The Department of Industria Promotion (DIP) under the Ministry of Industry acts as
the lead agency of government for SME promotion and development and follows the
guiddines st by the Minigiry of Industry and the National Plan in daborating its own policies
to support the sector. These paliciesinclude:

1). Encouraging the dispersal of urban industriesto rural areas by:
- preparing industrid feasbility sudies
- dimulating, guiding and providing advice to investors
- providing indugtria informeation and incubator service for new entrepreneurs
2). Encouraging investment in SMEs by:
- trandferring knowledge to rura entrepreneurs
- providing advice and incubator service to both existing and new entrepreneurs
- promoation the use of the Consultancy Fund for developing SVIEsin the rurd areas
- carrying out career training on cottage and handicraft indudtries for local people
- providing investment loans for cottage and handicraft industries
3). Egablishing industrial networks by:
- promoating rurd indudtries in the form of community industries
- promoting linkages between large industries and SMis
- coordinating with government financia inditutions on loan policies
- promoting rurd development

4).Promoting investments in highly potential industrial sectors and enhance the
competitiveness of Thai industries by:

- encouraging investment in and developing technologica capabilities of SVIE supporting
industries

- undertaking activities according to the master plan for the development of supporting
industries

5). Enhancing the competitiveness of export-oriented industries by:
- developing skilled workers for the gem and jewery industry

- promoting textile industry by modernigng its manufacturing technologies
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- developing the skill of entrepreneurs in business negatiation and joint venture

A study report on Industria Sector Development of Supporting Industriesin Thailand
(March 1995) prepared by UNICO Internationa Corporation for DIP and the Japan
International Cooperation Agency (JCA) included a proposed mester plan for the
development of supporting indudtries but which dso affect SMIs in generd. The proposal
covers Sx dements, viz.:

*  Policy and Legidation

*  Market Development

*  Technology Upgrading

*  Financia Support

*  Upgrading of Management
* Investment Promotion

For many years now, there have been persstent recommendaions from many
quarters-from donor agencies to development practitioners and industry associations, for a
basc lav on SMEs which would provide comprehensve and clear guideines for the
promotion and development of SMEs. A draft has long been prepared by DIP, but the
proposa did not take off the ground as some key government officids did not perceive the
need for such alaw, considered it premature or even redundant to existing laws.

The proposed law on subcontracting promotion would have the objectives of
providing measures for the efficient promotion of subcontracting arrangements between SMEs
and large indudries, induding internationd sub-contracting, as well as of upgrading and
strengthening the ingtitutions promoting subcontracting.

EXISTING INSTITUTIONAL INFRASTRUCTURE MANDATED BY
GOVERNMENT POLICY

Beddes the Depatment of Industrial Promotion and the Ministry which were dedt
with separately earlier, there are several Acts of Parliaments which directly relate to SME
development. These refer to the setting up of the following indtitutions and regulations.

® Small Industry Finance Corporation (SIFC)

The Smadl Industry Finance Corporation (SIFC) was established by Act of Parliament
in 1991 in order to increase the capacity of small industries in playing an important role in the
economic and socid development of the country through extension of long-term credit for the
edtablishment of new business, expangon of existing business and for business improvement.
It currently operates 2 provincia branches.

® Small Industry Credit Guarantee Corporation (SICGC)
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The Smal Industry Credit Guarantee Corporation Act of 1991 established the
corporation to enable collateral-short but viable smdl indudtries to obtain more loans from
finendd inditutions, to increase credit extensons from financid indtitutions to smdl-scale
indudries (SSs), drengthen the confidence of financid inditutions in providing to small
indugtries, and to accelerate the dispersa of loansto SSIs.

® Industrial Finance Cor poration of Thailand (IFCT)

The Industrial Finance Corporation of Thalland (IFCT) was established in 1959 as a
development financing inditution with shares from government and the private sector who
control the mgority shares. IFCT’'s man objectives are to promote and finance the
development of private sector industrid enterprises and the domestic capital market. It
maintains branchesin 4 regions and 10 provinces.

*® Indudtrial Estate Authority of Thailand (IEAT)

The Industrid Estate Authority of Thalland (IEAT) was established in 1979 by virtue
of Act of Parliament as a date enterprise attached to the Ministry of Industry with and
managing indudtrid estates throughout the the main purpose of planning, developing country.
The Act was amended to cover private industria zones so that owners of factories located in
private indudtrial zones may be given far protection. Th IEAT has two types of zones which
require specific privileges. the Genera Industrid Zone and the Export Processng Zone.
Altogether, there are about 45 industrid estatesin the country.

® Board of Investment (BOI)

The Boad of Invesment is an agency under the Office of the Prime Miniger
established in 1977 under the Investment promotion Act as atool to help promote foreign and
domedtic investment in Thaland and to provide assstance in such as areas as guarantees,
taxes and monetary incentives. The BOI divides the country into three economic promaotion
zones with varying investment privileges. The BOI cooperates with DIP and privates sector
business groups as well as speciaised government agencies in developing supporting industries
through the Nationa Supplier Development Programme with the objective of developing SMI
parts manufacturers.  The BOI has st up a unit for ndudrid linkage development caled
BUILD to implement its subcontracting devel opment programme.

* Factory Act

Three Factory Acts have been enacted ( 1969, 1975 and 1979 ). Among the sdlient
features are the requirement of a permit from the Ministry of Industry before a factory can be
operated or before afactory can be expanded or altered.

Other laws dso apply for specific industries such as the Foods Acts, Drugs Act,
Poisonous Substances Act, etc. Other rdevant laws are the Machinery Regidtration Act, the
Industrid Product Standards Act , Labour Protection Law , Tax Rebate for Export Goods
Produced in Thalland Law , Building Construction Control Act, etc. These laws are enforced
to safeguard the hedlth and safety of the workers and the community, protect the environment,
and to ensure a conducive working environment.
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* |ngtitute For Sme Development (Ismed)

More than 400,000 small-and medium-sized enterprises (SMES) nationwide have
been adversdy affected by the impacts of the current economic criss. To hdp them
overcome these difficulties and to equip them for chalenges of the third millennium, the
Minigtry of Industry, through the Department of Industrial Promotion, Thammasat Universty,
and seven leading Tha universties establish the Indiitute for SMES Development (ISVIED).
The indtitute funded under the Government’ s economic stimulus package intends to strengthen
the competitiveness of That SMEs. The indtitute will introduce busness opportunities foe new
entrepreneurs and offer training programs for current entrepreneurs to help them improve their
business ills.

TRENDSIN POLICY FORMULATION

As dready aticulated in the past Nationa Plan, the following directions affecting
SMEs and SMiIs will become digtinctly more transparent and gain momentum in the years
ahead. Theseinclude:

1.L ess Gover nment

Due to the budgetary discipline imposed by the government, the number of
government officers will decrease s0 that eventudly there will be a leaner but more efficient
government daff. There is an ongoing pilot efficiency enhancement programme in selected
government agencies which will be expanded to cover the entire public sector. With less
government personnd there will be a corresponding move to limit government service to
fedlitation in the ddivery of service, to ingtitution building and network development to support
and strengthen a network of SMI service providers, to coordination of the network so that in
the end government personnd will no longer provide direct assstance to SMEs.

2.Private Sector Empower ment

Corollary to the trend towards less government will be the naturd devolution to
empower the private sector to take over some functions of the dtate, to be source of
specidised and to regulate its own rank. Prime Minister Chavalit stated thet:

“ Private individuds would be encouraged to establish organizations to control
themsalves so state supervison could be done away with. The role of the public sector should
be limited to only servicing and fadilitating. Such things as congtruction and building control
should be handled by professiona organizations from the private sector.”

The Seventh Nationd Plan had aready advocated the following:
- support for private sector role to relieve some public responshilities, such as

examination of indugtrid plant, machinery and equipment, as well as examinaion of
|aboratories to promote a greater speed and convince.

B6-45



%Human Resource Management Symposium on SMEs

- budgetary support to private non-profit organizations to encourage training
programmes and support activities for SMs.

- encouraging the private sector to expend joint venture agreements in  foreign
countries.

The Department of Industrial Promotion (DIP) has supported this policy in various ways
through:

- gponsoring the establishment of the Productivity Ingtitute as a private body with
government support to provide consultancy service to private indudtry in the aress
of productivity and quality management. This meant turning over the consultancy
function of DIP sformer Indudtria Productivity Divison to the new inditute.

- sponsoring the establishment of the Textile Indtitute as a private body Smilar to the
above. This meant turning over some respongbilities of DIP's Textile Industry
Dividon to the new inditute.

- stting up of a Consultancy Fund so that SMI dients can access private and norr
DIP consultants through government subsidy.

- subcontracting studies and surveysto private sector ingtitutions.

- sourcing outside DIP for resource persons of training programmes and projects such
as the Begian Government-assisted Off-Farm Job Creation Project which is
subcontracted to CARE.

- gponsoring the formation of industry associations such as the Thai Mold and Die
Asociation and the Textile Industry Association so that they can conduct seminars
and other activities on their own.

Asanatura consegquence of the twin factors above- less government and more private
sector involvement, there will be a more dynamic public-private sector partnership insofar as
gharing of decison making and responghility for planning, implementing, monitoring and
evauating programmes and activities affecting SMEs as part of a work sharing, cost sharing
concert.

More active involvement could be expected from the private sector as an advocacy
body, as a consultative advisory group, asjoint sponsor and as member of joint public-private
sector body such as the Joint Private and Private Sector Consultative Committee (JPPCC)
which isthe highest public- private sector joint body chaired by the Prime Minister and having
its equivaent setup in the provinces. The Thai Chambers of Commerce, the Federation of
Tha Indudtries and the Thai Bankers Association are represented in this body. The various
committees of the Board of Trade are actively involved in government consultation. Industry
and trade associations are dso active as a lobby group, in regulating their own ranks and in
providing service to their members in terms of training, information, consultancy, business
matching, joint marketing, trandfer of technology and organising trade fairs, exhibitions and
study missions abroad.
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3. Passage of Laws and Regulations3.

Due to the ever growing importance of SMEs as an economic and political force and
the real need to strengthen the competitiveness of the sector, there will be increasing pressure
in Thalland to emulate the example of the United States, Jgpan, Korea, Philippines and

Chinese Tape in formulating specific laws that directly affect SMEs. These new laws could
revolve around:

A basc law on SME promotion (as previoudy mentioned) containing such
provisons as.

- creation of a centralised policymaking or coordinating body responsible for
SMI development and to be composed of relevant ministries and specidised
agencies with strong private sector representation.

- egtablishment of a SMIE enterprise agency which evolve from arevamped DIP
- incentives for efficient and priority industries aswdl asindustry clusters
- comprehensive package of measure to promote the sector

* subcontracting promotion

* modernisation promotion

* rurd indudtridisation promation

* bankruptcy

* gructurd adjustments and stabilisation measures

* innovative financing schemes

* technology promotion

* private sector promotion and participation

It would dso mean that private organizations would become more involve in SME
promotion and economic development in generd. With the passage of a proposed basic law
on SMEs, it is expected that there will be mushrooming of non-governmenta organizations,
private organizations and even small enterprise associations, foundations or ingditutes which will
be attached to leading universities, large companies and non-profit organizations. These will
cater to the needs of SMEs in terms of training, research, consultancy, ec. This would mean
an enhanced role for existing private organizations such as the FTI, Chambers of Commerce,
Board of Trade, Inditute for Management Education of Thailand (IMET), Population and
Community Deveopment Association (PDA), and the Thaland Development Research
Ingtitute (TDRI), industry and trade associations, anong others. This would also mean more
autonomy on the part of government corporations whose operations directly affect SMEs,
such as the Smadll Industry Finance Corporation (SIFC), Industrid Finance Corporation of
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Thaland (IFCT), Smdl Industry Credit Guarantee Corporation (SICGC), including the
Indudtrial Estate Authority of Thaland (IEAT), among others.

4.Standardization and Smplification

As part of the basic law, there will be a uniform definition of cottage, smdl, medium
and large indudries using the following criterion or a combination of the following factors
employment, total assets, fixed assets, and equity. At present, the ministry of Industry defines
agndl-scde indudtry as having employment not exceeding 50 workers and having invested
capita (equity) not exceeding 10 million baht. A medium-scde indudry is defined as having
employment ranging from 50 to 200 workers and invested capitd from more than 10 million
baht but not exceeding 100 million baht. The Bank of Thailand, the Board of Investment, the
Statistics Office, aswell as SIFC and IFCT adopt different definitions.

There will be dandardisation and smplification of regulations, forms training,
operating systems, etc. so that these will be become more customer oriented and user friendly
and can readily be replicated on a mass scale for greater access by the people without
sacrificing qudity. These moves will definitey benefit SMIIs especidly intherura aress.

5.Massive Use of I nformation Technology

Recognising the benefits and advances in information technology, Thailand redlised that
knowledge is power, but that proper use and mastery of technology are dso important. Office
and factory automation and communication equipment have revolutiondised the manner of
doing busness both locdly and internationdly — faxes, cdlular phones, Internet, E-mall,
Intranet, etc. The gpplication and accessibility of modern information technology in Thailand
will be widespread and will be less costly as economies of scale are achieved. Investment by
both public and private sectors in Thailand in information technology both software and
hardware will expand ggnificantly as the country joins the information cyberspace mania
prevailing in other parts of the world. 1t is expected that a comprehensive, clear-cut policy on
this subject will be formulated by the government soon. This trend will force SMIs to apply
modern information technology to maintain their competitiveness and enhance thar efficiency.

6.Resear ch and Development (R& D)

Thalland's current investment in R&D on science and technology (S&T) is rdatively
low compared to the newly industrialisng countries in Aia and developed countries. However,
there is now a growing consciousness to increase R&D in S&T as a result of mass media
exposure and the fruits of the dynamic efforts of various speciaised government agencies. We
will see dramatic increase in R&D investment by both public and private sectors to reach one
percent of GDP by the year 2005. Equaly important is the successful commerciaisation and
protection of R&D results s0 that attractive returns on their investment canbe achieved as an
incentive for further invesment. This would mean that S& T agencies of the government and
the private sector will become increasingly more important and prominent. Comprehensve
policies in simulaing invesment in R&D are expected to be announced soon. This trend
should benefit SMIs.

7.Environment consciousness
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As even now dready pronounced, environmenta consciousness by government and
society with ggnificantly increase to protect the country from the adverse effects of
environmental degradation. More locd and internationa pressure groups will make their
presence fet in the way the ecological environment in Thailand should be managed insofar as
renewable, non-renewable sources of energy, forest, marine and land resources, polluting and
hazardous industries are concerned. Stricter measures on ecologica conservation and gtrict
compliance of exiding regulaions would be imposed by the government, while more
cooperation among government, private sector and norgovernmenta, organizations would be
expected. As part of thar socid responghbility and under externa pressure, SMIs will be
bound to invest in environmenta protection measures, however, this should be seen as a
necessary socid overhead for the common good.

8.Internationalisation of Business Facilities
There will be agtrong trend towards the establishment of strategic aliances by

both government and private sector in different countries and towards internationd
subcontracting to take advantage of each country’s comparative advantage. Already vishle
are the agreement under the Asean Free Trade Agreement (AFTA), Asa-Pacific Economic
Cooperation (APEC), the Asean Industrid Complementation Scheme (AICO), under the
Indonesia-Madaysa-Thalland Growth Triangle (ITM-GT), Mekong River Project, and
recently the partnership in economic cooperation between Thailand and Singapore in jointly
developing an indudtrid park in the Eastern Seaeboard of Thailland. These strategic moves
would facilitate the movement of goods and services and their production within the agreeing
countries.  This trend highlights a dichotomy of countries competing in some aspects and
complementing in other agpects S0 that the net result would be postive synergies for dl. The
implication for SMIs is that they have to enhance their competitiveness to reach out to
international market niches and at the same time protect their domestic turf’s through more
efficient operations.

The ultimate god of the incluson of SMIEs isto promote efficient, productive and sdf-
reliant SVIEs that would further contribute to the growth and development of the region and
enhance the growing economic interlinkages of the regiond economy.

Although SMEs are important in terms of numbers and domestic employment crestion,
currently they play a minor role in terms of regiond trade investment. The Ada Pacific
region’s export markets and foreign investment flows are dominated by large companies.
Hence, there need to be explicit to promote and asssts SMEs as regiona players.

SMEs face a number of condraints in the regiond market, including limited access to
market intelligence relating to business opportunities; limited access to production inputs, such
as finance; difficulty in meeting product standard specifications, inadequate track records and
experience; and the socid and cultural mores which discourage the participation of certain
groups, for example women, in business activities.

Responghility in asssting SMEs is could be undertaken both by the public and
business/private sectors. In particular, the large enterprises can, through subcontracts and
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procurements, assist SMES to upgrade their technological and manageria capabilities, such as
sandards quality control.

With their vast marketing, large enterprises can dso be of vauable assstance to SMEs
in their search for new business opportunities. Strategic dliance including franchisng and new
forms of dedlerships benefic both large enterprises and SVIEs dlike.

One area where SMEs development is clearly beneficid is the development of a
thriving local supporting industry.  From the economy’s point of view, it serves to attract
foreign direct investment; reduce imports of intermediate goods, conserve foreign exchange
and hence improve the baance of payments, and assst in employment creation and generd
economic devel opmen.

Despite meticulous forecasting and careful planning, no country can completely escape
from the vagaries of economics, socid and political uncertainties both from within and outsde
the country. Thailand is currently facing an economic crigs. But with gtrong fath in the
reslience of SMIEs againgt dl odds, in the leadership of our government to handle their crigs,
and in the common resolve of our people to improve their economic lot, we are certain we will
westher this economic prosperity for al Thai people.

Big Business Linkages Business- SMEs

- Forging win-win symbiatic reaions through: franchisng, subcontracting, new form
of dederships, and usng SME on an “as-needed” basis

- Strategic Alliances within and across nationa boundaries
- Budiness networking and information exchange
CONCLUSION

In Thalland, dynamic changes are occurring due to various internad and externd
factors. Those changes are affecting both public and private sectors. Among the interna
factors include the flotation of the batt last July 2,1997 the current economic downturn,
government budgetary cuts as part of fiscd discipline, therise in inflation and labour cogt, lack
of liquidity in the banking system, etc. Among the externa factors are trade liberdisation,
competition with other developing countries for foreign capita and markets, negative publicity
abroad, etc. All these developments are affecting Thailand's economic progress, hence there
is a need to review our targets and drategies. This is now being done by al government
instrumentalities headed by the Nationd Economic and Socid Development Board (NESDB).

Despite these difficulties. Thailand's economy grow in 1997 — lower than the annud
growth in the past decade but <till commanding a respectable accomplishment. Thailand's
economy has strong fundamentas and its prospects for growth are very bright, hence we
expect a short-term economic discomfort. During thistime of criss, we have learned to redise
our interdependence and our need to put our act together as demonstrated by the backlash
that the baht flotation has impinged on the economies of the Philippines, Indonesa, Mdaysa
and Singapore.

B6-50



The Integration and Cooperation of HRM for SMEsin Asia-Pacific Region (I1) %

We have established in this paper some irreversible trends that have to be consdered
in formulaing policy directions for SMEs and SMIs. In fact, many of them would be trested
as urgent under this economic dtuation to put our economy back on course. The policy
implications resulting from these dynamic changes both postive and negetive, are manifold and
they have to be studied carefully.

Thailand's ability to retain its SME. Advantages or creste new ones will depend onits
ability to formulate a vison and create development plan designed to raise That SME to globd
standard excellence.
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