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Welcome Message

Dear APEC delegates,

It is a great pleasure to welcome you to the 2009 APEC SME Innovation
Seminar. We are delighted to organize this seminar and recognize its important
role in sharing SME Policies and their best practices in the APEC region.

The seminar, under the theme of Innovation in SME Financing and Marketing,
aims to invite SME working group members, government officials, and
researchers to exchange perspectives on SME policies and successful cases
during the global economic crisis. Many participants will bring diverse
experiences and backgrounds, and this will provide an excellent opportunity for
you to see your policies and cases from different angles.

I hope this seminar will be a meaningful and memorable experience for all of
you.

Thank you.

Sincerely,

K Weo Ase.

Ki Woo Lee
President
Small and medium Business Corporation
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Small & Medium Enterprise Administration, Chinese Taipei




A Whole Movement for the Competitiveness of the SME’s in Mexico(I)
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SMEs Survival Strategy
at the Time of Crisis

Prof. Heon Deok Yoon
Soongsil University

« With the international economic outlook
looking grim, nations around the world
are seeking to revitalize the economy
through creating jobs and developing
new growth engines.

* Businesses moved aggressively to raise
cash and reduce costs, slashing or
postponing all manner of operating

expenses, R&D, and capital—-spending
plans.




* The economy plunged into a serious
recession.

* The government policy response to the
crisis has been breathtaking in its scale;
doing too much rather than too little.

But the real question is
what’s next?




Innovation and
Entrepreneurship

« The way out of the doom and gloom of
“70s and the end of 90 in Korea was a
wave of technology innovation that
spurred a generation of company
formation, job creation, productivity
gains, wealth accumulation, and GDP
growth.

« Today’s opportunities are just as big if
not bigger.




« Many recent innovations in technology
have a transforming impact on the
environment for SMEs and
entrepreneurship.

* Technological innovations would
continue to have a major impact in the
next decade and beyond.

* The impact of technological innovation on
SMEs has revolved around increased
capabilities;

— cost of the new capabilities

— effect on productivity

— impact on economies of scale

— cost of access to the new
technologies

— impact on the way firms can operate




* The transcendent technological
innovation over the last decade has
made a major impact on what SMEs

can do, how they do it, and the
efficiency with which they do it, and it
has allowed many small firms to
compete more effectively with larger
businesses.

« Technological innovation generally improves
the flexibility, the capability, and the
opportunity of SMEs to form, serve, and
compete in new and existing markets.

« Technological innovation would be a major
positive influence over the next decade and
beyond and would improve the viability and
competitiveness of SMEs.




Importance of Innovation
« Most competitive business environment

« Amount of innovation is breathtaking

« Diversity of business opportunities

* I[nnovate ahead, not only to prosper but to
SIS

« Vital challenge is to create an environment that
nourishes innovation

New Paradigm for Competition

* Fundamental changes in the structure of
industry, and new industries emerge

« Need for an adjustment of concepts for
action, so that industrial production and
innovation processes may be organized
efficiently.




* To defend or develop market positions,
SMEs must prepare themselves in
particular for the following;

1) Capacity for and

2) Capacity for

3) Conscious structuring of
of the

industrial environment
4) Necessary radical reorganization of

5) Ability on
the basis of information




« The application of all parameters of

competition under growing pressure of
time

* None of the parameters of competition
singled out is new.

« Schumpeter pointed out,

“ What distinguishes dynamic enterprises
from the rest is not only constant
proauct and process innovations, but
equally their efforts to improve traditional

concepts of proaduction and
organization.”




« Growing inadequacy of one—dimensional
competition strategies

« Greater need in the future for the
combined or coordinated use of
numerous parameters of competition,
with the time factor regarded as a
critical dimension

Productive Innovation for Competition

« According to Peter Drucker, the
innovation arises from

* What distinguishes the outstanding
competitors from the rest comes from
two basic principles:

- for their customers and
potential customers.




1. Begin with the Right Mind—Set

« To sharpen an organization's receptivity to
change, several ingredients are essential.

* First and foremost, top management must be
deeply and personally involved in the process.

* Innovative companies are led by innovative
leaders. Innovative leaders aren't necessarily
creative, idea—driven people.

« But they welcome change because they're
convinced that their competitive survival
depends on innovation.

2. Restructuring the Organization

* The structures, processes, and people
can cut off the generation of good ideas
and can block their movement through
the business system.

* Excessive layering kills ideas before
senior managers ever consider them
quickly.

* Need to get around organizational
roadblocks like these




* Most successful innovations require four key
inputs, according to Pearson :

- Champion who believes that the new idea
is really critical and who will keep
pushing ahead.

- Sponsor who is high up enough in the
organization to marshal its resources

- Mix of bright, creative minds and
experienced operators

- Process that moves ideas through the
system

3. Focused Approach

* Once the entire organization is committed to
stepping up the pace of innovation, we have
to decide where to direct our efforts.

« Successful innovators usually have a pretty
clear idea of the kind of competitive edge
they're seeking.




4. Finding Good and Concrete |deas

* Good ideas most often flow from the process
of taking a hard look at customers,
competitors, and business all at once.

* In looking for ways to innovate, we should
consider the following:

- What's already working in the marketplace
that we can improve on as well as expand

- How we can segment markets differently
and gain a competitive advantage in the
process

- How our business system compare with

competitors'

Managing Innovation

« Innovation requires
, by all kinds of
people in the organization.

« To be innovative requires the

« People who lead innovative organizations
encourage processes that




Creating Culture for Innovation

To support innovation, the culture must

encourage, fast approvals, open
communication, cooperation instead of
combat across internal units, folerance for
uncertainty, and faith in people to try new
things.

« Innovation is hard to predict, may occur
anywhere, and

« Organizations should encourage

« Strategy for innovation involves activity at
three levels; at the base, in the middle, at the
peak




« A culture for change does not mean doing
everything ; it means doing everything
quickly, learning from it, then doing it

« Culture creates the stable environment in
which innovation can flourish. But there are
two aspects to culture:

Innovative Leadership

« Technological innovation gradually diffusing
outward and downward

- The massive increase in

made possible over the last
decade, first by telecommunications and then
by computing,
* As people demand of
product, their relationship with their suppliers
becomes more one—to—one than ever before.

« Corporations are already preparing to establish
thousands of




« It becomes imperative to enfranchise
corporate individuals

« Corporations that do not respond to the new
obligation to release power outward will find
themselves rejected in the marketplace.

* The in
the new dynamic business environment

* In this new world of personal empowerment,
the visionary leader acting as rather
than commanders.

« The successful company must innovate ahead,

« That is why today's vital challenge for
companies and leaders is







Korea Policy Support for SME
Financing

Professor Chong Ook Rhee
Seoul Women's University
Department of Economics

(Former President of The Korean Association of Small
Business Studies, member of FKI’'s Financial institution
improvement committee, member of monetary studies in BOK,
member of SMBC’s Management Advise Committe )

*This paper is prepared for APEC SME Innovation Seminar held in Seoul,
August 2009 .

Contents
1. Introduction

2. Share of SMEs in Korean Economy
(1) SMEs’ Classification in Korea
(2) SMEs’ Share in Selected Countries
(3) SMEs’ position in Korean total industry
(4) Korean SMEs' Size distribution and longevity
(5) SMEs’ position in Korean Manufacturing industry
(6)

6) The Contribution of SMEs' Manufacturing Industry to the
Development of Korean Economy

3. SMEs' Constraints for Growth
4. Korea Policy Support System for SME Financing

5. Korean Financial Institutions’ Interest Rate Range and The Need of
Policy Support

6. Policy Support Composition of Korean SMEs' Access to Financing

7. Korea Small and Medium Business Corporation’s Role To SMEs'
Financing
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Terminology

Korea Small and Medium Business Corporation(SMBC)
KODIT(Korea Credit Guarantee Fund)

KIBO (Kibo Technology Fund- Korea Technology
Guarantee Fund)

Korea Regional Credit Guarantee Foundation

(example: Seoul Credit Guarantee Foundation; Kyunggi
Credit Guarantee Foundation)

( Korea Federation of Credit Guarantee Foundations is the
credit re-guarantee organization of 16 regional credit
guarantee foundations)

« small commercial and industrial trader
* small firms

1. Introduction

€ Business growth is the key factor in increasing per
capita GDP.

@ 1t is well known that every business starts with a few
employee. Hence small firms act as a base for the
growth of big firms and national economy

@ Every country has tried to push the entrepreneurship
to establish start-ups and venture firms.

€ However, risky nature of the venture firms makes it
difficult for start-up entrepreneurs to obtain necessary
funding through the market

@ If a policy is to improve the financial stance of SME, it
should correct market failure and expand the market
frontier.




€ SME of both developing and developed countries have
obstacles for SMEs' financing. The obstacles depend on
the degree of development in both financial market and
economy, the industrial structure, culture, politics, etc.

€ Hence every country has to establish their unique
financial support for SMEs to complement her financial
market failure. As part of the support, the institution has
provided screening, consulting and minimal financing to
make successful entrepreneur .

@ The ultimate goal of policy is to expand the potential
economic growth by making successful business.

@ This lecture introduces Korea's SME policy mechanisms
for and why it is necessary for the economic growth and
entrepreneurship.

2. Share of SMEs in Korean Economy

(1) SMEs ‘ Classification in Korea
— Three types of SMEs are classified only by the number of regular employee .

Korea Japan
Small commercial .
Types of and industrial [Small firm [Medium firm [ Types of Small ar}d Medium Small firm
SMEs . firm
Firm SMEs
mining less than 10 leszgha“ 50 to 299 N
employee employee : mployee less
employee Manufacturi than 300 or capital
. ng and other
manufacturing Tdustries less than
300million yen | |egs than 20
transport employee
Employee less
construction Wholesale than 100 or
capital less than
100million yen
R Employee less
Utlities less than 5 | 1SS thanl 140 199 . than 50 or
(electricity, 10 Retail .
employee employee Capital less than
Gas, Water) employee 5 Omilli
muiion yen less than 5
retail, 10 to 299 Employee 1es§ employee
. than 100 or capital
wholesale, 11 employe| Service less than 50
other service e million ven

25
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Korean SMEs’ Criteria before 2008 year

Less than
Less than 300 300 Le;fn ltgaQGBOO Leszsotgan Less than Less than 50
employee employee oy | 100 employee employee
Category employee
Or Or Or Or Or Or
8 billion won |3 billion won| 30 billion won | 20 billion won| 10 billion won| 5 billion won
capital capital sale sale sale sale
8 types of
Mining, industries 12 types of \;htgii;:f the oth
Construction| including Big industries natural scier;ce € others
industr Manufacturin total retail, Hotel,| including R&D 6
y 9 Communication, | electricity, gas, erformin’ art categories
Media, water, on-line pnews u 9 | !
Information sale, etc. otc PPY.
process, etc. '
Three types
in Transport
(2) SMEs ‘s Share in Selected Countries
Cou ntry USA Japan EU Taiwan Korea
(2004) (2004) (2004) (2006) (2006)
Ratio
Of SMEs’ 99.7% 99.2% 99.8% 97.7% 99.9%
Establishments
Ratio of SMES’
50.9% 79.4% 69.7% 76.6% 88%
employee
Number of big
; 17,000 45,600 40,000 28,400 4,266
Irms




Share of SMEs across Nations

Share of SMEs across Countries

i
5 100 _ .
g 90 4 - P
80 i
= 70 _' |> Eﬂ
% 60 : 1 I o
£ 50 : : i
g % * | B SME20
30 -
g T s n:ﬂ B
§ o wenlIENE L PRI
3 & % 8 T & 8 s > '
5 233 Ef¢ETSEEGEEGE§
PEERESS B RS
8
(3) SMEs’ position in Korean total industry
€ SMES’ Number of Establishments in Korean Economy
r » SME | ¥ Big firms
2,936 2,974
2,857 &éﬁ 2,923 2,86 = =
2,708 E- - = '
= 2,650
' E
22
.
G G G s e s
vear 2000 2001 2002 2003 2004 2005 2006 2007
SMEs’ Ratio of 2730 ‘ 2659 ‘ 2862 2.940 ‘ 2927 ‘ 2868 ‘ 2.940 2.977 ‘
establishments 99,2 997 99.8 998 99.8 99.9 99.9 99.9
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€ SMEs’ Employee in Korean Economy

k9 SME g Bigfirms

10,678 . 11,149
10,154 10,309 10,211 10,449 ’
8,681 9,176 l ‘ ‘
2,088
" 1,700 {584 1562 1,613
2 ‘ ‘ 2 1,453 255 1,464
I I Iy T .
Vear 2000 2001 2002 2003 2004 2005 2006 2007
SMEs' Ratio 10,769 ‘ 10,876 ‘ 1,738 ‘ 11,870 ‘ 11,824 ‘ 11,002 ‘ 12,234 ‘ 12,613 ‘
Of employee 80.6 84.4 86.5 86.8 86.4 878 87.3 88.4

(4) Korean SMEs’ Size distribution and longevity

—There are large number of establishments with less than 5 employee.

—Establishments with less than 50 employee occupy above 90% in every
industry.




The Number of establishments by the Number of Employee

Classification | Less than 5 | 658 18N 101 ooc than 50 | 50~99 | 100 ~199 | 200~209 | More than Total
employee 300
Total 2,583 2847.2) 2999.9 13.2) 5.8 1.6] 1515 3022
85.5 94.2 99.3 0.4] 0.2 0.1 0.0
manufacturing 215.7] 277.3 330 5.5 2.3 0.6] 653] 339.1
63.6 81.8 97.4 1.6 0.7 0.2 0.2 11.m22
Construction 50.9 71 87.8 1.3 0.5 0.2 90 860.3
5.9 79.1 97.7 1.4 0.6 0.2 0.2 28.47|
transport 325.2] 332.3 338.7] 1.2 0.85 0.17 73 341
95.4] 97.5 99.4 0.3 0.2 0.1 0.0 11.28]
Wholesale and 777.7 833.2 858.1 1.3 0.6 0.2 90 860.3
retail trade
90.4] 96.9 99.7 0.2 0.1 0.0 0.0 28.47|
Lodging and food 559.7 606.3 616.88 0.4 0.09 0.03 33 617.6
services
90.6 98.2 99.9 0.1 0.0 0.0 0.0 20.44
Finance and 5.91 6.96 8.67 0.24 0.08 0.03 58 9.07
Insurance
64.9 76.8] 95.7 2.6 0.8] 0.3 0.6 0.3
Real ersef:tte and 95.0 100.5 103.8 0.2 0.06 0.02 11 104.2
91.2 96.4 99.6 0.2 0.1 0.0 0.0 3.448
Business service 50.9 70.1 82.9 1.8 0.9 0.3 402 86.3
59.0) 81.2 96.1 2.1 1.0] 0.4 0.5 2.856
Education service 85.5 100.8] 108.6} 0.3 0.06 0.01 3 109.1
78.4 92.4 99.6 0.3 0.1 0.0 0.0 3.61
Amusements,
performing arts, 114.0| 117.9 119.63] 0.23 0.14 0.03 12] 120
and sports
95.0 98.3] 99.8] 0.2 0.1 0.0 0.0] 3.971
Others, public
repairs, personal 2551 266} 272.49 0.3] 0.08] 0.01 5 273
service
93.4 97.5) 99.9 0.1 0.0] 0.0 0.0] 9.033
(note) the unit of employee is 1000 person.
o 10 - less 15 - 20— less 25- less 30 or Average
Cl?gggg:at;on Firm size Total than 15 less than than 25 than 30 more Longevity
= year 20 year year year year (year)
SME 3,017,787 47.4 27.7 12.0 6.3 3.3 1.8 1.5 _
Total
Big firm 4,266 27.4 26.0 12.9 10.2 6.3 4.1 13.1 13.5
SME 338,496 32,5 31.9 16.5 9.5 4.6 2.4 2.6 9.4
Manufacturing
Big firm 653 8.1 16.5 9.6 1.3 12.1 7.2 35.1 23.7
SME 89,697 4.1 33.2 14.6 7.0 2.2 1.1 0.9
construction
Big firm 150 5.3 14.7 18.7 21.3 8.7 10.0 21.3 20.6
SME 340,950 36.9 33.0 13.0 8.8 4.7 2.8 0.9
Transport
Big firm 88 8.0 13.6 8.0 10.2 3.4 8.0 48.9
Wholesale and | SME 859,667 428 27.4 13.3 7.5 4.3 2.4 2.4
retail Big firm 603 27.4 27.7 13.6 10.6 5.1 4.3 11.3 12.9
Lodging and SME 617,210 62.0 24,0 8.4 3.0 1.4 0.7 0.5 5
food service Big firm 356 51.4 26.4 7.3 3.9 45 2.8 3.7 7.3
Finance and SME 8,678 54.1 25.2 8.7 5.0 3.5 1.7 1.9 6.8
insurance Big firm 397 32,5 26.4 1.3 6.8 3.3 2.3 17.4 13.9
Real estate and | SME 103,863 65.0 20.2 6.1 4.1 2.7 1.1 0.9 5.3
rent Big firm 288 42.7 21.5 13.9 10.1 4.2 1.7 5.9 9.3
Business SME 85,602 46.2 30.8 12.2 5.1 2.6 1.6 1.6 _
service Big firm 689 23.7 30.2 16.8 13.8 6.4 3.2 6.0 11.7
Education SME 108,704 61.1 24.4 9.1 3.3 1.3 0.5 0.3 5.1
service Big firm 372 _ 15.6 6.7 3.8 1.9 1.3 8.2
Amusement, SME 119,796 67.2 23.6 6.3 1.7 0.6 0.3 0.2
performing art,
sports Big firm 219 28.8 24.7 11.4 16.4 7.8 5.0 5.9 11.7
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(5) SMEs’ position in Korean Manufacturing industry

The SMEs' share in the Korea’s manufacturing sector (5
employee or more)

=> The job creation capacity per establishment is the
highest in the manufacturing sector.

& The number of manufacturing establishments in Korean Economy(5 employee or n

(Unit: :1000, %)

r v SME g Big firms
117,569 118,508
115,650 E
108,819 110,691 111,759 E :
i 104,406 . B
97,379 E :
/
731
1= 682 870 672 695 871
I s P e e Eod P 627
: = = E = R
0 1
Vear 2000 2001 2002 2003 2004 2005 2006 2007
SMES' Ratloof 98,110 ‘ 105,088 ‘ 109,489 111,363 112,454 116,303 118,240 119,133
establishments  gg 3 99.4 99.4 99.4 99.4 99.4 99,4 99,5




€ The number of manufacturing employee in Korean Economy(5 employee or more)

(Unit: :1000, %)

bk w SME g1 Big firms

2105 2160 2,192 2,200
2,058 2,090 ' 2 ]
b 1,991 ‘ ‘
1,963 )
B
| |
690 698
. 637 617 627 675 677 ‘ 663
Vear 2000 2001 2002 2003 2004 2005 2006 2007
SMEs’ Ratio of 2,653 ‘ 2,627 ‘ 2,675 ‘ 2,717 ‘ 2,780 ‘ 2,846 ‘ 2,890 ‘ 2,863 ‘
employee 74.0 758 76.9 76.9 75.7 76.2 75.9 76.9

& Manufacturing production in Korean Economy(5 employee or more)

(Unit: :100 billion won, %)

r w SME g1 Big firms

4,816 2:4'°

44148580 "5 W

4269 JFW
055 4'188W
ol
3,402
3,190 3,003 wﬁw
2973, mz,gHW

Vear 2000 2001 2002 2003 2004 2005 2006 2007
SMES’ ratio 5,648 ‘ 5,751 ‘ 6,283 ‘ 6,721 ‘ 7,890 8,457 ‘ 9,064 ‘ 9,894 ‘

of production 47,4 49,1 50,8 50,6 48,6 49,5 49.4 487
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& Manufacturing Value—added in Korean Economy(5 employee or more)

(Unit: :100 billion won, %)

r v SME & ! Big firms

1747
1,704
1,659 y
1,600 71,590 W
1518 Tfx1510
1483 W w
" 1,343 W )
’ 1127 ETARLE W 1202
1'1{}}1,093 7/ 1,086 '
Vear 2000 2001 2002 2008 2004 2006 2006 2007
oM e 2194 ‘ 2,183 ‘ 2,408 ‘ 2,544 ‘ 3,001 ‘ 3,110 ‘ 3,249 ‘ 3,451 ‘
of Value—addeq 90.2 51,6 51,7 52,8 494 51.5 51,1 50.6

(6) The Contribution of SMES’ Manufacturing Industry to
the Development of Korean Economy

@ The Contribution of SMEs * manufacturing industry to the employmen}umt::%

v » SME ¥7 Big firms

112.9
819 ™
78.6
61,9
715 1
38.1
18,1 21,4
) -2
-6.8
-93,2
Period 1980 A CH 1970'ACH 1980 ALK 1990 CH 2000'AcH KA
(63~69) (70~79) (80~80) (90~99) (00~~07) (63~07)




& The Contribution of SMES’ manufacturing industry to the value—added

(Unit: : %)

r o SME g1 Big firms

74,3

64,3
523 51.3 50,6
50,5 . .
= 49,5 — 49,4
477 " 48.7 M
-
35.7
25,7
Periog  1960LICH 197014 CH 1980k 199014 CH 2000'AcH Fix
(63~69) (70~79) (80~89) (90~99) (00~07) (63~07)

3. SMEs’ Constraints for Growth

€ Beck(2007) makes following observation from
the World Bank's Enterprise Survey on growth

constraint of SMEs:

crucial contraints are the financial factors such
as cost of finance and access to finance as

shown in the next graph.
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€ Growth constraints reported by small and medium-size enterprises

(Beck, 2007)

& Growth effects of financing obstacles across firms of different sizes
(Beck, Demirguc—Kunt and Maksimovic, 2005)
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Three facts that constrain business are:

(1) financial difficulties have a far greater effect on
the growth rate of the smaller firms than that of
the larger firms

(2) the difference between small and large firms is
bigger for some specific financing obstacles, as
collateral requirements, bank paperwork, interest
rate payments, the need for special connections
and bank’s lack of lending resources.

(3) the lack of access to specific forms of financing
such as export, leasing and long-term finance is
more constraining both for small firms' growth
and for large firms' growth

—These show the need for government's
financial support for SMEs.
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U.S.A. SMES’ Obstacles : SSBF 1998 and 2003

=R
1998 2003
problem 9 or 10— | 1 gg| 100- | 9or 10- | 50- | 100 -
fewer 49 499 fewer 49 99 499
Taxes 7.2 5.5 2.8 4 5.4 6.1 1.5 2.9
Inflation 0.4 0.4 0.3 0.3 1.9 3.7 2.9 2.2
Poor sales 7.6 6.5 7.6 71 20.9 13.7 15.4 12.3
Financing and | ¢ 6.7 4.2 3.2 6.5 3.5 3 1.5
interest rates
Labor cost 3.2 6.2 14.8 9.7 1.2 1.9 41 2.6
Government
regulation and 6.9 6 7.4 8.9 41 4.9 8.2 5
red tape
Competitions
from larger 11 12.6 9.7 15.6 3.3 4.5 5.1 4
firms
Quality of labor
Cost and
availability of 2.3 2.5 0.3 0.1 8.5 14.9 13.7 14.6
insurance
other 443 29.9 27 .4 26.7 43.4 31.5 32.3 39.8

XHZ: Bitler, et al(2001); Mach and Wolken(2006)

Constraints and Determinants for Korean SMEs’ Business By 2000 Survey

constraints to business factors to affect business
financing 24.4
labor shortage 21.6 labor cost 19.0
sales 17.5 exchange rate 16.9
raw materials purchase 12.0 interest rate 12.9
technolgy innovation 10.9 price level 5.7
other 13.6 other 5.0




Survey on the access to external finance

year so good(%) | relatively good(%) | so—so (%) | worse(%) mucl’g%w)orse
1990 15.7 39.8 18.2 13
1995 6.4 24.9 53.2 15.5

2001 1.8 22 35.3 35.7 5.2
2002 2.3 23.9 441 27.4 2.3
2003 0.5 7.8 32.2 47.5 12
2004 0.7 9.1 29.3 49.3 11.6
2005 0.4 12.3 34.8 42 10.4
2006 1.1 11.8 41.2 37.8 8.1

4. Korea Policy Support System for SME Financing

€ SMEs’ policy support financing system in Korea has
been working through SMBC's loan, 3 guarantee
institutions, and BOK's total limited loan.
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| repayment :
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oan i Loan | Agent Loan
E_Process !

€ Korea policy support system for SMEs Financing will be
changed after Sep. 2009

* The Law on Korea Policy Financing Corporation(KPFC) is enacted on June, 2009

- The Korea Development Bank is divided into Commercial
Bank (the name of bank is not decided) and Korea Policy
Financing Corporation(KPFC) through privatization

-> KPFC can play a powerful role under the Financial
Supervision Commission.

- Law allows KPFC to do a wide scope of financing including
SMEs' policy support system.

-> According to the government officials, the main purpose
of KPFC is on-lending.




Korea Policy Support System of SME Financing After Sep. 2009
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5. Korean Financial Institutions’ Interest Rate
Range and The Need of Policy Support

€ Korean financial institution’s interest rate
range highlights the need of government's
financial support.

- The following graph shows the range of
interest rate that SMEs with investment credit
rating face

- Many start-up or venture firms with no or less
than investment credit rating does not have
an access to bank loans.
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€ Supporting financial policy is needed for start—up or
venture SMEs which have no credit rating and hence have
no access to bank loan.

= For how long should financial lifeline be
sustained?

(Case Study from KODIT's Data)

 This data shows how long it takes for
start-up firm (with no credit rating) to
reach an investment rating

= Graph suggests that it takes at least 5
to 7 years for firm to reach the
investment rating but interviews show
that it may take up to 10 years.
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6. Policy Support Composition of Korean
SMEs’ Access to Financing

€ Policy support have two functions to solve
market failure in financial markets:

1. helps firms with credit rating less than the
minimum that is required to access bank loans

2. supplies direct loan to promising firms (by
SMBC standard) that are rejected from other
financial institutions. These firms have a high
chance of going down, but this is a role of
government under market failure.

@ Korean SMEs’ External Financing Composition*

(unit : %)
Policy . .
. Corporate Private Foreign
Bank support Non—-bank equity .
bond bond |borrowing
fund
2000 66.2 24.4 2.6 2.2 0.6 2.5 1.5
2001 69.0 25.0 2.0 1.4 1.0 1.1 0.5
2002 70.7 23.4 3.1 0.3 0.2 1.9 0.4
2003 73.2 19.4 3.4 0.5 0.3 2.1 0.9
2004 72.7 19.8 3.3 0.6 0.3 3.1 0.2
2005 72.2 22.7 2.8 0.0 0.3 1.3 0.8
2006 71.9 24.8 1.5 0.3 0.4 0.9 0.2

* Policy support fund such as Ministry of Knowledge and Economy and Small Business Administration,
including SBC’s direct loan; non—-bank institutions refer to Saving Bank, Community Credit Coopertives

(MG) , Merchant Bank, Insurance, etc.




Banks' loan to SMEs

(unit: trillion won, %)

2000 2001 2002 2003 2004 2005 2006
Nationwide | g 1 89.6 118.2 140.6 138.4 137.8 163.3
commercial
banks | (g15) | (61.8) | (64.0) | (59.1) | (56.8) | (53.7) | (54.1)
(7 banks)
Local 13.2 14.4 17.5 20.2 226 25.0 30.3
banks
(6 banks) | (10.1) | (9.9) (9.5) (8.5) (9.3) ©.7) | (10.0)
Specialized| 37.0 41.0 49.0 76.9 82.7 03.7 108.2
banks
(4) (28.4) | (28.3) (26.5) (32.4) (33.9) (36.5) (35.9)
130.2 | 145.0 184.7 237.7 243.7 256.5 301.8
Total
(100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0)

Note: () denotes the ration of SMEs’ loan to total loan
Source: Financial Supervision

€ Bank’s Industrial and Household Loan

(unit: trillion won)

‘07.0ctober
2002 2003 2004 2005 2006 2007(1~10)
stock
Industrial loan |  46.0 19.8 3.8 15.0 42.2 67.7 385.3
(SMEs) 41.1 28.2 6.9 11.0 43.5 60.5 350.7
(Big Firm) 5.0 -7.8 -3.1 3.9 -1.3 7.2 34.5
Household 63.1 29.8 22.5 29.4 40.9 14.8 360.4
Loan
oldEo8 45.7 21.7 16.4 20.3 27.0 2.9 219.9
guarantee)

Note: loan includes trust account , but Korea Development Bank is not included.
Source: Bank of Korea
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L 2

ratio of Less than 1 year maturity Loan to SMEs’ loan by Bank

(unit : %)

& & 8 8

_q
s
1

2 8 8B 83

19984 20003 20013 2002@ 2003 200493 2005 20063

External Financing Conditions from Financial Institutions
(unit: %)
Real . . .
Credit Deposit Joint and .. |Bank payment
estate Pure Credit
guarantee| collateral | several surety guarantee
collateral
2000 50.9 26.6 8.4 4.7 7.0 2.4
2001 46.9 27.8 8.5 5.6 9.4 1.8
2002 50.9 28.0 7.1 3.9 8.2 1.9
2003 42 .5 30.0 7.5 4.2 13.1 2.7
2004 42.0 30.4 10.0 3.3 11.9 2.4
2005 43.3 30.1 7.6 3.0 11.7 4.3
2006 46.2 22.9 6.3 3.6 17.2 3.8

Source : Korea federation of small and medium business, “Surveys on SMEs’ Financial Use and Obstacles”, each

year




& SMESs’ Policy Support for credit guarantee: stock and guarantee recipient firms

(amount unit : 100 million won)

1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
amount | 214,542 | 196,209 | 202,784 | 232,672 | 256,885 | 283,933 | 305,148 | 291,528 | 285,250
Kodit
gmtr’nesr 122,486 | 196,570 | 259,405 | 272,019 | 267,494 | 270,886 | 252,544 | 223,430 | 203,512
amount | 113,402 | 113,055 | 124,977 | 137,448 | 141,263 | 144,190 | 133,766 | 115,013 | 111,508
Kibo
g'mtr’ne; 55,574 | 65,313 | 74,215 | 80,641 | 89,159 | 100,363 | 80,685 | 67,642 | 51,659
Regional
Credit
G“a;a”te amount| 2,247 | 5,594 | 10,114 | 15,058 | 19,326 | 23,124 | 26,269 | 34,133 | 40,327
Foundati
on
E;‘;ﬂffg 3,050 | 14,376 | 29,867 | 50,076 | 70,023 | 89,347 | 99,688 | 136,228 | 164,386
amount | 330,191 | 314,858 | 337,875 | 385,178 | 417,474 | 451,247 | 465,183 | 440,674 | 437,085
Total
E}E‘Eﬁfg 181,110 | 276,259 | 363,487 | 402,736 | 426,676 | 460,596 | 432,917 | 427,300 | 419,557
¢ SMESs’ policy support: Korea SMBC’s Loan
(amount unit: 100million)
Application Actual Policy support
Number of amount Number of amount
case case
Direct loan 6,697 27,814 3,729 12,173
2006 Agent loan 2,685 20,451 2,471 15,377
total 9,382 48,265 6,200 27,550
Direct loan 5,443 22,689 3,224 11,250
2007 Agent loan 2,947 23,843 2,622 15,963
total 8,390 46,532 5,846 27,213
Direct loan 5,602 22,297 4,600 14,648
2008 Agent loan 2,732 20,557 2,993 17,364
total 8,334 42,854 7,593 32,012
May 2009 Agent loan 4,332 28,693 3,767 21,217
total 13,747 64,932 9,536 36,601
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SMBC's Loan to Small Commercial and Industrial firms

(amount unit: 100million)

2000 2001 2002 2003 2004 2005 2006
Loan supply| 17,787 | 22,197 | 21324 | 26,608 | 26,265 | 31,387 | 28,328
N”gi‘rbnﬁgof 15,197 | 20,204 | 17,877 | 20,011 | 19,458 | 24,775 | 22,069
Small
Commercial
and - = 12,643 | 13,914 | 14,199 | 18,535 | 16,300
Industrial
firms

note: loan supply to Small Commercial and Industrial firms’
Source: Korea SBA(SMBC Data)

establishments and improvements

SMBC’s loan Supply by employee

(Amount unit: 100million)

2006 2007 2008 May 2009

# of
case amount case amount case amount case amount

employee
% % % % % % % %
5orless | 908 15.7 | 2,685 | 11.2 949 16.9 12,830 | 11.4 [ 1,046 | 158 | 3,491 | 13.2 | 1,251 | 16.2 | 2,892 [ 12.1
20 orless| 2,262 | 39.2 | 7,443 | 31.1 (2,159 | 38.5 | 8,211 | 33.1 | 2,387 | 36.0 | 7,967 | 30.2 | 3,250 | 42.0 | 8,488 | 35.4
50orless| 1,633 | 28.3 | 7,479 | 31.2 (1,627 | 27.2 | 7,412 | 29.9 | 1,987 | 29.9 | 8,090 | 30.8 | 2,113 | 27.3 | 7,480 | 31.2
Sub- total| 4,803 | 83.3 |17,607| 73.6 | 4,635 | 82.6 |18,453( 74.4 | 5,420 | 81.7 |19,548( 74.2 | 6,614 | 85.6 [18,860| 78.6

100¢@!
614 10.6 | 3,609 | 15.1 636 11.3 | 3,840 | 15.5 771 11.5 | 4,020 | 15.2 734 9.5 |3,276 | 13.7

0|5t

300¢!
325 5.6 |2477 | 10.3 324 58 |233 | 9.4 430 6.5 |2,635( 10.0 369 48 | 1,783 7.4

0|5}

300¢!
27 0.5 240 1.0 17 0.3 175 0.7 17 0.3 146 0.6 14 0.2 80 0.3

E-Snl3
| 966 16.7 | 6,326 | 26.4 | 977 17.4 16,350 | 25.6 (1,218 | 18.3 | 6,801 | 25.8 [ 1,117 | 144 | 5139 21.4
sHA| 5,769 | 100 |23,933( 100 | 5,612 | 100 |24,803| 100 |6,638| 100 [26,349| 100 |[7,731| 100 [23,999| 100




7. Korea Small and Medium Business
Corporation’s Role in SMEs' Funding

€ SMBC's loan plays crucial role in overcoming
the Korean economic crisis

- Counter-cyclical

- Provides timely policy support for SMEs’
financing

- Complements market failure

¢ Relationship between Business Cycle and Policy Financing Support

Relation with Period 1 Periiod 2 period 4
business cycle Neutral _
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Relationship Between GDP growth rate and SMBC’s loan difference

Relation period 1 period 2

period 3

ith
COF | RSN oot

growth
14.00%
12.00%
10.00% -
8.00% -
6.00% ¢ |
4.00% | H\
2.00% -
ook & !
0
j:gg;:\gt? \q@ \Q;b“ \%@ ’8‘%*’ o )Sgi" o o S @@, W@“ (‘9@'\‘@‘*’7
6.00%
-8.00%

°° -

1500000

- 1000000

500000

-500000

-1000000

SMBC'’s policy support Credit Guarantee

Banks' loan to SMEs

Before
2006

Before 2006 After 2006

increase

increase

bust increase increase

Before 2004 | After
2004

increase

increase




& Timely Support switching and development: History of Policy Support Menu

Modernization(merged after'79~'89 )

Cooperative production complex('79~present)

Traditional craftwork industry fostering (‘80~'93)

Agriculture and factory combined complex('84~present)

Start—up preparation ('84~'94)

Business switching(old)('88~'94)

Facilities oversea transfer('88~'94)

Automation(process improvement)('88~'94)

Information(base creation)('89~'98)

Technology Development('89~'94)

Big firms’ business transfer('89~'94)

Small firms fostering('90~'94)

Management stability(93)('98~'06)

(including specialized management)

Policy support Structural Improvement(Improving facilities)('93~present)
financing Knowledge—based service(merged after '93~'04 )

Specialized cooperation('94~'95)

Technology—combines counseling('94~'95)

small venture establishments('98~present)

Commercialization of Developed Technology('00~present)

Export Financing('01~present)

Business switching(new)('06~present)

Trade adjustment('07~present)

Growth—sharing ('08~present)

Casualties recovery('04~present)

Raw and subsidiary materials('04~present)

capital investment('87~'04)

ABS(asset—backed securities)('00~present)

Start—up incubating center('94~present)

Venture firm certificate('98~present)

Management skill consulting('79~present)

Oversea technician invitation ('01~present)

inter-industry exchange('89~present)

Inter—firm business cooperation('04~present)

Enhancing the structuring Inno—cafe, Net—work Hub('03~present)

and Consulting
RIS('04~present)

Region—specialized leading firms('05~present)

New product development('97~present)

Technology development('01~present)

Study and Training Management—technology study and training('79~present)

International cooperation('82~present)

International Cooperation

and oversea marketing oversea marketing('98~present)

south—north cooperation('00~present)

exhibition('98~'04)

manpower/exhibition ——
manpower('96~'98)

analysis and research('79~present)

Publication('79~present)

Information provision | [T-based management facilities assistance('01~'06)

E-business('93~present)

Lottery business('95~'06)
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| wish you have happy hour in Korea.







APEC SME INNOVATION CENTER &
SME SUPPORT PROGRAMS IN KOREA

Hyun Suk Shim
General Manager of Global Cooperation Department
Small & medium Business Corporation

August 25, Seoul Korea
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ION & ROLE

7% Vision
« Promote economic activities and co-prosperity in the

APEC region by strengthening the innovation capacity
of SMEs

% Role
 Provide workshops and seminars for innovation
capacity building
« Develop and disseminate SME innovation models
- Establish cooperative networks for SME innovation

@ APEC SME
Innovation Center

September 2005 - APEC Ministerial Meeting in
Daegu adopted the proposal to establish the
APEC SME Innovation Center in article 11 of the
Joint Ministerial Statement

February 2006 — APEC SMEIC established at
the Korea Technology and Information
Promotion Agency for SMEs

January 2009 - APEC SMEIC Secretariat
transferred to the Small and medium Business
Corporation

@ APEC SME
Innovation Center




09 ACTIVITIES

Business e-Business
Matchmaking Cooperation

Innovation Innovation SME Innovation
Portal Briefing Seminar

2009 ACTIVITIES O s

% SME Consulting

< Raphael Legacy Design Inc.> <SANYO SEIKI STAINLESS STEEL CORPORATION>

e Dispatch management and technology specialists to SMEs of
APEC member economies

e Provide customized solutions based on on- S|te diagnosis and
consulting utilizing “Comprehensive Dia " of SBC
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2009 ACTIVITIES e P

% SME Business Matchmaking

* Organize face-to-face business meetings
in key fields to generate practical
cooperation benefits among APEC
member economies

2009 ACTIVITIES O

% SME e-Business Cooperation

e Provide a platform for e-business and information sharing
through the linking of relevant APEC member websites




2009 ACTIVITIES e P

% SMEIC Website Innovation
* Provide information on innovation
activities of SMEs in APEC region
through the APEC SMEIC portal
(www.apec-smeic.org)

% APEC SME Innovation Briefing

* Publish semiannual newsletter and
disseminated through webmail to
APEC SMEWG members.

OVERVIEW OF SBC

% Who we are
e Non-profit government agency

% What we do

e Effectively implement government policies and programs
for the sound growth and development of SMEs

e Provide a wide range of services including finance,
consulting, training, marketing and international
cooperation

% Employees : 761

% Budget(2009) : US$ 9.5 Billion
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Revenue

SBC FUNDING & BUDGET

Government Contribution USS$0.44 billion
Bond Issuing USS 6.67 billion
Repayment, Interest and other income USS 2.39 billion

Total USS 9.5 billion

Y2009 Budget: US$ 9.5bi 4

Jan 1979
Sep 1979
Oct 1982

Feb 1985
Jul 1995

Sep 1998

Mar 2005
Jun 2006
Jan 2007
Jan 2009

5%

® Bond Issuing
B Repayment, interest and other income

B Government contribution
2

SBC

BRIEF HISTORY OF SBC

Activities
SBC established
Overseas Office opened in Europe (‘79), Japan (‘83), USA (‘83), China (‘93)

15t Small Business Training Institutes established
(Additional Institutes opened in Honam ('01), Daegu ('03), Busan ('04))

1st Regional office created (as for 2009, 23 offices created)

Subsidiaries established : SBC Registrar (‘95.7), Small Business
Distribution Center Co. Ltd (‘95.12), Korea Venture Investment/ &
(‘00.3) /i

15t Korea Business Development Center opened:
(as for 2009, 17 KBDC opened)

Business Support Center opened in Qingdao

Technology Cooperation Center opened in Novosibirsk

ik

Korea Desk opened : Indonesia (‘07.1), Philippines (‘08.2) | 'iﬁ Hm
rI I ] 2

Management of APEC SMEIC transferred to SBC el




2 Overseas Industry Technology Cooperation Centers
0 2 Korea Desks
o 761 Employees

DRGANIZATION

President

© Planning & o Corporate o Marketing
Coordination Finance Assistance

© Management © Corporate © Global
Innovation Credit Cooperation

© Fund Management Management © e-Business

2 Info System

© Technology o Training © Audit
Cooperation Management

© SME Technology SN REOEErE
Support Center Group

o Enterprise o Training

Restructuring Institutes

o Research &

o Seoul, Pusan, Daegu-Kyeongbuk, Incheon, © Overseas Industry and Technology Cooperation Centers © Ansan
Gwangju-Jeonnam, Daejun- - Novosibirsk Technology Cooperation Center : g::;[:

Chungnam, Ulsan, - Qingdao Business Support Center Kyungbuk
Kyeonggi, Kyeonggi Northern Branch, ° K Desk o Busan-
Chungbuk, Jeonbuk, Kyeongnam, Kangwon, orea Des K ”
Kangwon-Yeongdong Branch, Jeju, etc. - The Philippines in BOI and Indonesia in BKPM, PNM YA

MAJOR PROGRAMS OF SBC

Financial

Programs | Non-Financial

Programs
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FINANCIAL PROGRAMS

%* Long-term, low-interest loans for (Unit : US$1 mil)

o Venture Business Start-ups 1,000
o Commercialization of R&D Results 258
o Promotion of the new growth industries 1,210
o Local Industry Development Program 300
o Mgmt Stabilization 700
o Industrial Structure Adjustment Program 147
o Issuance of ABS 40
o Micro-business Loans 600

Total 4,255

e Loan period : 5 to 9 years S‘EC

¢ Interest rate : 3.84%, -4.74%, subject to loan programs

e Loan limit : up to USS4mil. per year

INANCIAL PROGRAMS

breparation stages of starting a

FY2009 : USS$1,000 Million




INANCIAL PROGRAMS

.

of R&D Results

hcing for eligible SMEs
ommercialize their intellectual
), the R&D results from

cts, and/or industrial-

D institute joint research

FY 2009 : USS258 Million

Global

Consulting Cooperation
‘ Services Program

( Trainin i Marketing |
Servi 8 Assistance ||
' Services p
) rogram /

/

Information
Services
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ON-FINANCIAL PROGRAMS |

© Investment Seminars © Overseas Missions

© Consulting on Laws,
Regulations, and
Contract Negotiation

o I|dentifying Partners /

Match-Making o APEC SME Innovation Center

/’//_‘R 7 = .A.._H,A,,,,,,,,,M__,, -
N-FINANCIAL PROGRAMS

Global Cooperation Program
— .

e Industria flinator Exchange Program
ool
SBCe bes industrial coordinators with
overse Banizations in Italy, Spain, Russia,
Mong¢ buth Africa, and China to develop

o~ and ag Jsiness initiatives, exchange

e TN T infor land more.
' . ) |

e —




ON-FINANCIAL PROGRAMS

Overseas Network

< '\H Industry 4 chnology Cooperation Centers
) Novosi echnology Cooperation Center

Qingda ness Support Center in China

~—+Korea De ‘
» ~ -BOlin lippines, BKPM and PNM in
Indone
Internatic punterparts Organizations
175 or} lions in 50 countries

ON-FINANCIAL PROGRAMS

| ing Assistance Centers
1 29 countries
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ON-FINANCIAL PROGRAMS |

vices Program

ehensive customized support
ess conditions via on-site

igineering Placement Program

inks highly skilled international
th promising Korean SMEs in need
ering skills and experience.

jalization Program

iompanies, SBC provides a complete
sistance in commercializing ideas of
oduct development to marketing

evelopment Assistance Program

| the rapid proto-typing system at
broduct development, all the way
bsign to actual proto-type




ON-FINANCIAL PROGRAMS |

{ n Services

digitalsme.com

brmation, DB of prospective
| Service

lications: Kiopnara / Tech
h and policy studies

roduction-oriented practical,
mgmt training to foster
ss growth based on improved

ing performance : 70,000
 training institutes

o ol
1 ""“1,"-

Photo : Small Business Training Institute (SBTI) in Ansan City
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High flying,
Korean SMEs

DEFINITION OF SMES IN KOREA

Indust Small & Medium-sized Enterprises
ndus
. Employees Paid-in Capital. Revenue

8 million USD or less

Manufacturing Less than 300 .
Transportation, Mining & Con 3 million USD or less
- Less than 300 . .

struction (paid-in capital)

Retail, Hotel, etc. Less than 300 30 million USD or less
(revenue)

Pialarigy P, sl e Less than 200 20 million USD or less
(revenue)

Wholesale, Service, etc. Less than 100 10 million USD or less
(revenue)

Less than 50 5 million USD or less

Others
(revenue)




ECONOMIC IMPORTANCE OF KOREAN SMES

O Total : 12,445,088
© SMEs : 10,884,650 (87.5%)

O Total : 3,022,053
© SMEs : 3,017,787 (99.9%)
m

Unit: USD 1 Million

OVERSEAS INVESTMENT OF KOREAN SMES
- o=
o Total : 10,957(5,145)

%

0 SMEs : 3,369(1,911), 30.7%

o Total : 6,792(4,473)
o SMEs : 2,241(1,648), 33.0%

o Total : 17,115(3,533)
o SMEs : 4

o Total : 20,352(5,540)
0 SMEs : 5,662(2,235), 27.8%
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Unit: USD 1 Million

%

EXPORT PERFORMANCE OF KOREAN SMES

—

o Total : 253,844

-_—

o Total : 284,418
0 SMEs : 92,128(32%)

0 SMEs : 90,384(36%)

o Total : 325,464
0 SMEs : 103,692(32%)

o Total : 371,489
0 SMEs : 1 0

SMES IN THE MANUFACTURING SECTOR
—_No. of Employees
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Thank you

www.apec-smeic.org
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SESSION 11

Financial Support for Innovative SMEs
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. JUAN LADRON DE GUEVARA

HEAD OF INNOVATION POLICY

MINISTRY OF ECONOMY
GOBIERNO DECHILE Seminar: “Innovation in SME Financing and Marketing”
Korea, August 25 - 28, 2009

CHILE

Chile has seen outstanding growth and stability during
the past two decades.

Today’s challenge is to continue the forward
movement so that Chile can reach greater levels of
technological sophistication and development to
contribute to the country's consolidation of its ICT,
mining, aquaculture, forestry, and food industries.

Chile has set the stage for development and innovation
in Latin America.
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A STRONG NATURAL RESOURCE-BASED
EXPORT ECONOMY

+ USS 183 billions GDP (2008) MINING

* 16,8 million population
 USS 64,6 billion exports

Copper FOOD INDUSTRY

FORESTRY
5,3% 3@0 2,4% | o8/, 6770

6/6% Wood, pulp and paper

L
Source: Central Bank of Chile, 2009

MINISTRY OF ECONOMY

In charge of competitiveness-related public policy design and monitoring. Main areas of work are
Innovation, Entrepreneurship, SME, Market Regulation, ICT, Tourism, Fisheries and Aquaculture.

SERCOTEC

MINISTRY OF I {

CORFO

BANCO
ESTADO

SUBSEC.
DE
MINERIA

Economic Promotion
Network




CHILEAN FIRMS STRUCTURE

N° AND % OF FIRMS, YEAR 2007 BY SIZE

& MEDIANA
19.469 H GRANDE

3% 10.171
v 1%

@ PEQUENA
128.043
17%

E MICRO
585.225
79%

2007 FIRMS TOTAL : 742.908

SOURCE: SME DIVISION. MINECON 2009

CHILEAN ECONOMIC DEVELOPMENT AGENCY

CORFO has been the primary organization within the Chilean
Government, responsible for promoting economic growth in
Chile since 1939.

CORFQ’s pioneering spirit has played a significant role in
expanding the country’s economic development by
promoting investment, innovation, business and cluster
development, coupled with a focus on quality and
productivity.

CORFO oversees a variety of programs aimed at generating
the economic development of Chile, through the promotion
of inward investment and the advocacy of competitiveness
for domestic companies.



CORFO’s Guiding Principles

* Improving market flaws
» Enhancing Private-public Collaboration

= Matching Funds: requires beneficiaries to contribute (on
average, companies contribute 50% in Innovation and 48%
in Development)

= Working on a demand-driven basis (one stop shop,
contests, bidding)

= Providing time-bound support

= Evaluating: Program results and impacts are regularly
assessed. Fourteen assessment studies have been
conducted in recent years.

CORFO and its SME support policy

= SMEs represent a high percentage of businesses in
Chile and offer a considerable amount of jobs.
Nonetheless, these businesses do not generate an
equivalent share of profits.

= Diversity at different levels:
- sector
- regional - market size
- positioning in the global market
- age - entrepreneurship
- technological level




CORFO’s Lines of Work

v" Access to Financing

v Investment Promotion

v" Development: SME Support

v" Support for Innovation and Entrepreneurship

CORFO: SME FOCUS

NUMBER AND SHARE OF FIRMS BENEFITED BY CORFO
SUBSIDIES (2008) BY SIZE.

B GRANDE
& MEDIANA 855

1675 4%
8% »

H PEQUENA
5.817
30%

®@ MICRO
11.310
58%

TOTAL (2008): 19.657
(Promotion, Investment and Innovation)
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CORFO: SME FOCUS

AMOUNT OF CORFO SUBISIDIES TRANSFERRED TO FIRMS (MMS$)

P H MICRO
SUBSIDIES TO 17.886
COMPANY 21%

INCUBATORS AND

TECH HUBS THAT & OTRAS
WORK WITH SME 29.649
35%

® NUEVAS /
1.060

1%

@ PEQUENA
17.275
21%

SUBSIDIES FOR NEW u
VENTURES GRANDE & MEDIANA
10.198 8.781
12% 10%

Total amount of subsidies 2008: Ch$84.850 millions

CORFO’s Lines of Work

v Access to Financing
» Financing for SME investments: bank and leasing credits
= Credit guarantees for exporters
= Credits for SME investments

= Microcredits for microenterprises, through non-bank
intermediaries

v Investment Promotion
v' Development: SME Support

v' Support for Innovation and Entrepreneurship

El ano 2008 el nimero de empresas beneficiarias con créditos y coberturas fue de 60.136, por un
total de $105.870 millones. El 28% fue detinado a empresas MIPE y el 69% a empresas MIPYME




CORFO’s Lines of Work

Access to Financing
Investment Promotion

Development: SME Support

= General Programs

- Quality Promotion

- Technical Assistance Fund
SME Network Projects (PROFO)

- Suppliers Development Program (PDP)
= Special Programs

- Local Entrepreneurship Program

- Pre-investment Studies (Irrigation, Artisanal Fishing Management
Areas, Environment, Energy Efficiency)

- Film and Audiovisual Industry Development Program
- Cluster Development Program

Support for Innovation and Entrepreneurship

Development: SME Support

AMOUNT OF CORFO WITHIN PROMOTION AREA
(BY FIRM SIZE)

H GRANDE H OTRAS
779 1.644
3% 7%
& MEDIANA
2.597
11% ‘
® MICRO
10.339
H PEQUENA 43%
8.873
36%

Total resources amount transferred during 2008 was Ch$24.232 millions, leveraging private
resources for Ch$14.437 millions (37,3%)

OTRAS: Spatial-Integrated Program
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CORFO’s Lines of Work

B v Access to Financing

v Investment Promotion

v' Development: SME Support

v Support for Innovation and Entrepreneurship

= Promoting and supporting entrepreneurial innovation is a
priority for Chile and its Government.

= CORFO, as the agency responsible for addressing this task,
provides matching funds through InnovaChile, to meet the
needs of those wishing to undertake innovative initiatives.

=  Main Innovation Areas:

- Public Interest and Pre-Competitive Innovation
- Corporate Innovation

- Technology Transfer

- Innovative Entrepreneurship

CHILE’S INNOVATION MAP

[ Presidenta J

Consejo Nacional

de Innovacion

¥

Gobierno de Chile ] 41

[Ministerio de Educacién] (*) Otros

-
[ CONICYT ]

Ministerio de Economia

FONDECYT }

{ FONDEF




Support for Innovation and Entrepreneurship

NUMBER OF FIRMS SUBSIDIZED BY INNOVA CHILE
(2008, BY SIZE)

UNIVERSITIES, TECHNICAL AND & OTROS
TECHNOLOGICAL INSTITUTES AND 1137
TRAINING INSTITUTIONS 27%

H MICRO
1.073
25%

® GRANDE
S B PEQUENA
13%
W MEDIANA 974
512 23%

12%

Support for Innovation and Entrepreneurship

AMOUNT AND SHARE OF INNOVA CHILE SUBSIDIES
(2008, BY SIZE)

E MICRO
7.424

14%
® PEQUENA
6.128

‘ 12%
U@ ¥ MEDIANA
5.282
10%
B GRANDE
8.916

17%

TOTAL RESOURCE AMOUNT TRANSFERRED DURNIG 2008 WAS Ch$51.748 milllons, LEVERAGING
PRIVATE RESOURCES FOR Ch$47.864 milllons (48%)
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Innovation

SUBSIDY AMOUNT BY PROGRAM IN Ch$ MILLIONS

(2008)
CONSORTIA FIRMS -

[+D INSTITUTIONS mmmmmsssmm===)

> 600

CONSORCIOS

FIRM
INNOVATION INNOVACION
~ EMPRESARIAL

DIFUSION

NODOS

—>

KNOWLEDGE ™ TEcnoLoGICOS| *
AQUISITION MISIONES

———l

CONSULTORIAS >

—

—>

PASANTIAS

PUESTA EN
MARCHA

ENTREPRENEURSHIP

CREAR UNA
EMPRESA ad

INNOVATION SYSTEM AND STEPS IN OUR INNOVATION POLICY

Torres del Paine, Chile




Main weaknesses of Chile’s innovation system

v Low level of R&D and innovation investment (<0.7 % GDP)

v Very low business participation (< 1/3 financed and
executed), rent-seeking behavior

v Focus on basic research carried out by universities (>2/3)
v Low supply of seed and risk capital

v" Underdeveloped infrastructure for knowledge/ technology
diffusion

v Shortage of specialized human resources for innovation
(technical and managerial competences)

v Weak governance, lack of strategic vision and evaluation,
fragmentation.

(1) OECD Review of Chile’s Innovation Policy (OECD(2007))

w1

“E Growing political awareness on the challenge of innovation for
! y the country’s future has resulted in 2 key decisions (2005):

a) The creation of a National Innovation Council for
Competitiveness, with the mission of proposing
guidelines for a long term national innovation
strategy and for improving the performance of the
domestic innovation system.

b) The introduction of a specific mining tax (royalty),
oriented to increase the resources dedicated to
promote innovation, trough a new Innovation Fund
for Competitiveness (FIC) (building dynamic
advantages from static ones).
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+New strategy approach: more selectivity (focus) is
needed --not only good horizontal policies-- around
traditional clusters (mining, food industry,
acuiculture) and emergent ones (off shoring -Chile
ranks 7th by AT Kearney--, tourism).

Set of competitiveness studies on clusters conducted
by BCG, to build road map and priority agendas on
innovation (> USS 2 million).

THE BosTON CONSULTING GROUP

CHILE: Main Challenges to become a
developed country

1. Diversify the export portfolio
2. Improve the quality of our human capital
3. Increase the ability to innovate

Around CLUSTERS opportunities for strategic
collaboration and new business creation .ommm
abound.

Aquaculture
Mining
Special interest tourism

Global services/ Offshoring

A

Food industry




2008-2010 ACTION PLAN

1. NUEVA INSTITUCIONALIDAD PARA LA INNOVACION

2. CLUSTERS DE ALTO POTENCIAL
Prioridad a sectores con ventajascomparativasy alto potencial global

4.CAPACIDADES HDY | | 5. EMPRENDIMIENTO Y
3 ?Pm::.‘:gv&uo PLATAFORMAS TRANSFERENCIA
ARA TRANSVERSALES TECNOLOGICA

6. REGIONALIZACION DE LA INNOVACION
Prioridad innovacion en territorio, discriminacion positiva a rezagados

7. CULTURA PRO INNOVACION Y PRO EMPRENDIMIENTO
Crear contexto favorable e instalar habilidades en actores claves

GROWTH OF PUBLIC INVESTMENT IN INNOVATION

Public investment in innovation grew 74% in 2008 compared to 2005,
and 27% (2009/2008).

& Becas Fondo Bicentenario

& Presupuesto Regular 548
#@FIC 433 27% .
) 405 7% 2 0%
MMUSS$ 314 7% '
26% :
277
21%
39% [
18% —

2005 2006 2007 2008 2009
Fuente: Ley de Presupuestos de cada Afio-DIPRES.

Cifras en millones de ddlares.

Nota: se considera valor medio délar 2008 a $538.
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| PUBLIC EXPENDING TO FOSTER INNOVATION: A
Py SERIUOS STEP

GDP, PUBLIC EXPENDITURE AND PUBLIC EXPENDITURE IN R+D TRENDS
(Base 2005=100)

200

180

160

140

120

100

80

2005 2006 2007 2008

==PIB = GASTO PUBLICO == REGULAR CYT —REGULAR CYT + FIC

SCIENCE AND INNOVATION PROFILE OF CHILE

GERD as % Business Enterprise
of GDP .
) Expenditure on R&D as
Edu attainment as % pop o
aged 25-64 with tertiary % of GDP
degree Iy
’ 4 : i N '
science & ! Triadic patents per
Engineering

degrees as % of { million population

all new degrees

Researchers per | Scientific articles

thousand total B per n[]iltl.ion
employment h N population
\\
3
\\ Ve
% of GERD financed Patents with foreign
by abroad co-inventors
CHILE
Source: OECD Science, Technology and Industry Outlook 2008 === AVERAG E
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TAX TREATMENT OF R&D IN OECD AND NON-MEMBER
COUNTRIES, 2008
(Rate of tax subsidies for USD 1 of R&D, 1 large firms)

M largefirms & SMEs

0,40

LEY I+D
HH -
0,30 i
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i .
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0,10
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JUAN LADRON DE GUEVARA

HEAD OF INNOVATION POLICY
MINISTRY OF ECONOMY

GOBIERNO DE CHILE Seminar: “Innovation in SME Financing and Marketing”
Korea, August 25 - 28, 2009
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Government’s Support to SMEs
During the Global Financial Crisis

Miss Belinda Kwan

Trade and Industry Department
Hong Kong, China

SMEs in Hong Kong

B Manufacturing firms: < 100 employees
B Non-manufacturing firms: < 50 employees
B About 270 000 SMEs in Hong Kong

® 98% of the business establishments

e 47% (1.16 million people) of the private sector
workforce

e Backbone of Hong Kong’s economy
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Problems Faced By SMEs During the Financial Crisis

B [oss of business from major markets as a result of the
global economic downturn

M [iquidity problems arising from
e Dwindling business turnover
e Suppliers’ reluctance to grant credit
e Delay/default in buyers’ repayment

B Difficulties in securing commercial credit facilities
from lending institutions

How Hong Kong Combats the Crisis

51 NSy

B Hong Kong’s economy demonstrates resilience to
withstand the downturn with its
¢ sound fundamentals
e strong regulatory framework
e robust Exchange Fund
¢ sound and reliable banking system

e adaptive entrepreneurship and self-reliant
workforce




Measures Taken by the Government to Keep the
Economy Afloat

e A e R e e T

B To maintain a healthy and stable financial system

e The Hong Kong Monetary Authority injecting substantial
liquidity into interbank market as necessary to ensure a good
supply of liquidity

o Use of Exchange Fund to guarantee repayment of all Hong
Kong-dollar and foreign-currency deposits held with all
authorised institutions in Hong Kong, including branches of
overseas institutions

o Establish a Contingent Bank Capital Facility to make
available additional capital to locally incorporated licensed
banks when necessary

e The measures will remain in force until end 2010.

-emasl T e

How Hong Kong Combats the Crisis

B In Oct 2008, the Task Force on Economic
Challenges, chaired by the Chief Executive, was
set up to

e monitor and assess impact of financial crisis on
Hong Kong’s economy

e propose specific options to address the
challenges
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How Hong Kong Combats the Crisis

o1 =D e

B To turn crisis into opportunities, the Task Force on
Economic Challenges recommended six key areas where
Hong Kong will further pursue development:

- innovation and technology

- cultural and creative industries
- testing and certification

- environmental industry

- medical services

- educational services

Measures Taken by the Government to Assist SMEs

B

SME Funding Schemes

B SME Loan Guarantee Scheme (SGYS)
B Special Loan Guarantee Scheme (SpGS)
B SME Export Marketing Fund (EMF)




SME Loan Guarantee Scheme (SGS)

T e

SME Loan Guarantee Schgr}gg .

e Helps SMEs secure loans from participating
lending institutions (PLIs)

e Amount of guarantee: 50% of the approved loan
e Types of guarantees:

(a) Guarantee for Business Installations and

Equipment (BIE) Loans
(b) Guarantee for Working Capital Loans (WCL)
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Guarantee Ceiling

Before
Mar 2008 Mar 2008 Nov 2008
Business HKD 2 million - HKD 5 million
i USD 0.26 milli USD 0.65 milli

iznstz.lllatlonsL and ( million) ( million) HKD 6 million

(UIPHICHERBOMS (USD 0.78 million)

(for either BIE or WCL
or both)

Working Capital HKD 1 million /
Loans (USD 0.13 million)

* Ifan SME has fully repaid loan(s) backed up by the guarantee, it is eligible for the respective
guarantee amount one more time.

SME Beneficiaries (31 July 2009)

SME beneficiaries: 11,653.
Approved applications: 21,806
Prlntlng & pubIIShlng (13%) Approved loans : HKD 27.2 billion

(USD 3.5 billion)

Textiles & clothing (10%)

Plastics (129%)

Import & export trade (9%)

Wholesale and retail (39%)

Construction (3%)

Others (14%)

Others (36%
Manufacturing Non-manufacturing

(71%) (29%)




Special Loan Guarantee Scheme (SpGS)

Guiding Principles

e Market driven

» Risk of default to be shared between
participating lending institutions and the
Government

e A separate and time-limited scheme
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Special Loan Guarantee Scheme —
Major features

* The Government’s total loan guarantee commitment is
HKD 100 billion (USD 12.9 billion)

* Government’s loan guarantee ratio: 70%—-2>80%

« Maximum amount of loan: HKD 6 million (USD 0.77
million) > HKD 12 million (USD 1.55 million)

» Within this limit, up to 50% (HKD 6 million/USD
0.77 million) can be used as revolving credit line

Special Loan Guarantee Scheme (cont’d)

i

 All companies registered and with substantive
business in Hong Kong (except listed companies)

can apply
» Application period: up to 31 December 2009

» Guarantee period: Maximum 60 months, or up to 31
December 2014 (whichever is the earlier)

» A grace period of 6 months may be allowed, during
which may repay interest only




* Personal guarantee by owner or shareholders

» Companies must have been in operation for at least one year
as at 15 December 2008

» Companies must have no outstanding default in any lending
institutions

» The loan should not be used for repaying, restructuring or
repackaging other loans

Special Loan Guarantee S

cheme (cont’d)
* Asat 31 July 2009, 41 PLIs have signed up

* Guide for SMEs in obtaining business loan from
lending institutions (www.smefund.tid.gov.hk)
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* Number of applications approved : 14,854
» Total amount of loan facilities : HKD 32.1 billion (USD 4.14

billion)
Loan Amounts
Non-revolving
Revolving loan loan
31% 0%
19
= m—w——

SME Export Marketing Fund (EMF)

20




Scope

* Overseas trade fairs/exhibitions and business
missions

 Local trade fairs/exhibitions which are export-
oriented

» Advertisements on printed trade publications
targeting export markets

» Advertisements on eligible trade websites

21

Amount of Grant

50% of approved expenses

Before Mar Mar 2008 Nov 2008
2008
Maximum grant for each HKD 30,000 HKD 30,000 HKD 50,000
application (USD 3,871) (USD 3,871) (USD 6,452)
Maximum cumulative HKD 80,000 HKD 100,000 HKD 150,000

grant per SME (USD 10,323) > (USD 12,903)_(USD 19,355)

22
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SME Beneficiaries (31 July 2009)

Textiles & Clothing (496 ) SME Beneficiaries : 25,134
Toy (4%) Others (2495)

Applications approved : 79,082

Grants approved: >HKD 1.26 billion
(>USD 0.16 billion)

Jewellery (5%)

Electronics (7% )

Others (9% )

Wholesale & Retail (596)

” Information Technology (19)
Non-

Manufacturing
Import & Export Trade (419%) (56%)

Manufacturing
(44%)

23

Distribution of Fund (31 July 2009)

Business ~ Trade
Missions Publications

(1%)  (12%)

Internet
Advertisement
(1%)

(local 56%)

\\(overseas 30%)

Exhibitions
(86%)

24




More Information

B www.smefund.tid.gov.hk

Thank you!
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Current Business Conditions and Forecasts of SMEs and Micro Businesses

Followed by a sharp drop of export caused by the slowdown of the world economy and adverse impact
of the recession in Japanese economy, business conditions of SMEs and micro businesses became
worgg-,;_. Although some statistics currently indicated signs of bottoming out, the economy remains severe
conditions.

_Curretnt manufacturing activities of SMEs are seemed to improve slightly after some adjustment of
inventory.

Trends on the Business Conditions DI on Economic Survey of SMEs in Japan
(Small and Medium Enterprise Agency (SMEA) and Organization of Small & rend of production and inventory indexes for SME manufacturers

Medium Enterprises and Regional Innovation, Japan (SMRJ))

(D 1) (Change from previous quarter; seasonally-adjusted) (2005 = 100) (Seasonally-adjusted index)
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Financial position of SMEs and Micro Businesses

Although financial position of SMEs and micro businesses currently seems to be improved compared with the
January to March 2009 period, DI still remains historically low level. The number of bankruptcy of SMEs and micro
businesses, which had increased so far, become decelerating its speed recently.

Trend in financial position DI of SMEs No. of bankruptcy of SMEs and micro businesses and percentage
and micro businesses change (change from previous year)
“Favorable” minus “Unfavorable” (No. of businesses)
(b1) (Change from previous quarter; seasonally-adjusted), 2,000
l"\
T A I e S e ) /

00 1800 Change from previous /l \\\
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Emergency Measures for SMEs to Respond Financial Crisis

FY 2008

v Comprehensive Immediate Policy Package to Safequard People's Daily Lives established on
August 29

(First supplementary budget of 416.2 billion yen was approved on October 16.)

v' Measures to Support People's Daily Lives established on October 30
(Second supplementary budget of 501.4 billion yen was approved on January 27.)

FY 2009

v" Policy Package to Address Economic Crisis established on April 10
(First supplementary budget of 1,621.3 billion yen was approved on May 29.)

1. Measures for Providing Liquidity to SMEs

FY 2008 First (" FY 2008 Second FY 2009 Supplementary
Supplementary Budget Supplementary Budget Budget (Policy Package to
(Comprehensive Immediate (Measures to Support Address Economic Crisis)
Policy Package) L People's Daily Lives)

@®Emergency Guarantee 6 trillion yen —> 20 trillion yen —> 30 trillion yen

Scheme
@ Safety-net lending 3 trillionyen — 10 trillion yen —> 17 trillion yen

@®Managerial improvement loan for micro busin

(“Marukei” loan)

»Japan Financial Cooperation(JFC, governmental financial institution) provides loans without collaterals or personal guarantees and with
lower lending rate for micro business owners.

»Policy Package to Address Economic Crisis extended maximum lending period from 5 years to 7 years for working capital and from 7 years
to 10 years for capital expenditures.

»In addition, the upper limit of loans is raised to 15 million yen from 10 million yen.

@ Subordinated loan

»JFC provides subordinate loans to SMEs to facilitate private bank’s loan to SMEs.

»In April 2008, JFC began to provide the subordinated loans to SMEs which revitalize their business and launch a new business.

»In February 2009, the subject of subordinated loans is extended to SMEs who endeavor to activate regional economies including
community businesses.

»In June, Policy Package to Address Economic Crisis add SMEs who are subject to safety-net lending.
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2. Tax System for SMEs

The following tax measures for SMEs were implemented effective

on April 1, 2009.

€ Cut of reduced corporate tax rate for SMEs
v'Currently, the corporate tax rate to SMEs (less than 100 million yen of capital) is 22% for the portion
of annual income of below 8 million yen (reduced corporate tax rate) compared with general
corporate tax rate of 30%. This rate would further cut to 18% (temporary measures for two years).

€4 Refund of tax loss carry-back
v'"When SMEs record net loss for the business period ending on and after February 1, 2009, they can

obtain refunds of corporate tax paid if they recorded profit for the previous year so as to pay corporate
tax.

@ Tax system for promoting energy saving measures
v Certain facilities with high energy efficiency (e.g. high efficiency industrial furnace) are authorized to
depreciate immediately in the first year (temporary measures for two years).

Supporting Measures for Innovation of SMEs




1. Supporting Measures for Technology Development

vlt is still critical to enhance technological improvement of SMEs in medium and long-term point of view.
v'The high manufacturing technology is important also for the low carbonization and the energy
conservation for global warming.

a) Promotion of development of key technology in manufacturing Budget in 2009FY: 18.7bil yen

(R&D for strategic key technology)

If R&D plan of manufacturing SMEs is authorized by government as “special R&D plan on 20 strategic technologies of
strategic Manufacturing technology improvement law”, government sponsors for their R&D activities.

®Period : 1year(2 to 3 years as exception) Key Technologies (20sectors)
@ Upper limit of sponsorship: 50mil yen (as commission) | -pie *Powder metallurgy *Positioning
100mil yen(as commission)* *Forging *Thermal Spraying = Cutting
. . = Casting =Power transmission *Dye
SMEs plan to do R,’&D n s.everal sectors. *Metal pressing *Heat treatment *Fermentation
EThe No. of appllcants. 857 *High function chemical composition *Embedded Software

*Welding = Electric parts & device equipment
*Plating *Vacuum keeping * Plastic casting
*Combination of parts

b) Supporting for trial production plan and marketing by manufacturing SMEs Budget in 2009FY: 54.2bil yen

@ Period : 1year @ The rate of subsidy:2/3 € Upper limit of subsidy:100mil yen
B The No. of applicants :7,387

¢) Supporting cost for quality certification of SME’s products by public research center . Budget in 2009FY: 3.1bil yen

@®Period : 1year € The rate of subsidy:Fixed 4 Upper limit of subsidy:5mil yen
B The No. of applicants :478

8
(Example) Supporting for trial production development of manufacturing SMEs
4 '
Development of die for production of high precision optical lens for DVD player, recorder and digital camera.
‘ (Challenge) (Details of development)
/. § ®Die (which is good for high ® Development of high quality material and
temperature state) is needed to grinding/ polishing technology for die which can
produce non-spherical lens for be used in high temperature as 1,300 degrees.
miniaturized and high-quality digital ® Production of die by utilizing these technologies.
camera & etc.
. J
( )
Street light which is made by combination of LED rump and epoch-making lens
(Challenge) (Details of development)
® LED rump is not suitable for street light ® Development of cutting technology of precision
because the irradiate angle of LED glass in order to manage the light of LED efficiently.
rump is narrow. ® Development of street light using this technology .
(Challenge) _ _ (Details of development)
® Color of octopus is lost in by @ Development of mass production machine to
processing in 1_30""19 Wa_tEF- process octopus efficiently by heated vapor with
Octopus with light color is long life and silent power transmission
not valuable in market. technology.
9
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2. Collaboration between agriculture, commerce and industry
| Program to promote utilization of regional oriented resources

Collaboration between agriculture, commerce and industr

*Supporting development of new market and new products and services by enhancing collaboration between
agriculture, forestry and fisheries, which produce regional products utilizing regional natural resources, and commerce
and industry, which have sales channel and processing and preserving technology.

Utilization of regional oriented resources
*Supporting from development of new products and services to development of new market, in order to utilize regional
oriented resources such as regional traditional technologies, agricultural, forestry and fishery products and tourist
attractions.

Supporting for collaboration between agriculture, commerce and industry, and utilization of regional oriented resources

Support Details

Subsidy for starting new business The rate of subsidy:2/3
Upper limit of subsidy: 30mil yen

Consulting service by marketing specialist & etc. Project planning, project assessment, market survey
and market development and etc.

Special treatment in loan and credit guarantee by Financing capital expenditure and working capital
governmental financial institute without collaterals or personal guarantees
Expansion of upper limit of credit guarantee

Special treatment in taxation Tax deduction or special depreciation for acquiring
machinery equipment & etc.
Tax deduction for training of employees

10
Practical Case Approved by the Program to Promote SME
Utilization of Regional Resources 1
p
Product development and market expansion of sake based liqueur made from local blueberries, tomatoes and
strawberries.
\Cooperation name: Tuzyun Brewers Co. Ltd, in Yamato-cho, Kamimashiki-gun, Kumamoto-prefecture >

fOUtline of the business \

* The company has been an established enterprise since 1770 and noted for its use of pure spring water and good
quality rice, which are features of the local area.

* The company has expanded its range of original products of liqueurs based on local fruits and vegetables.

* The company works together with local farmers and the agricultural cooperatives to grow and secure its supplies
of fruits and vegetables at low costs.

Competitiveness Merchantability Marketing Channels

[Blueberry liqueur] J
"




Practical Case Approved by the Program to Promote SME
Utilization of Regional Resources 2

e
Product development and market expansion of Kutani ceramics that combine Kutani-based wares and handmade

blowing glass

Cooperation name: Seihoudo Co., in Nomi-city, Ishikawa-prefecture

ﬁ)utline of the business \

+ The concept of the product, combining Kutani porcelain and handmade Edo-style glass combines the best
of Japanese and Western tastes, and was developed over seven years.

+ This reflects the concept of fusion between Japanese and Western styles that is increasingly taking place
in cuisine.

+ Sales of these products have been increasing both at specialist gift shops and as regular products in
department stores, etc.

Competitiveness

Merchantability

Marketing Channels

117






il
i
b
-

e e

! | u
H | ’
‘ I ln\

/ u

\ Ll r:l.||.u.J|‘.J|Iil|Iiiii|lii|Ii||||i|||||ii|||||‘|]|i|“i“| " Ll i ” |

Index

1. Basic situation of Chinese SMEs

2. SMEs as main force of technology of innovation

3. The innovation of Chinese SMEs confronting
bigger difficulties

4. Measures taken by China’ s administrative
organization to stimulate innovation
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Basic situation of Chinese SMEs

In 2003, Interim Provisions of the Standard of SME
come into effect

Standard of Industry SMEs in China
*SMALL ENTERPRISE:

- the standard of "2-3-4"
. *MEDIUM-SIZED ENTERPRISE:
. the standard of "3-3-4"

Total figure of China SMEs

* Up to June, 2008, the total figure of China SMEs has
exceeded 366 million, occupying 99.8% of all
enterprises nationwide.

* The registration of SMEs in administrative
departments has reached 9 million, individual
businesses have been 27.6 million.

122



| coERST |

About the individual businesses

* The constitution of Chinese individual businesses
commonly points to Micro-Business, self-employed
business, individuals taking all the business
responsibilities

* wholesale and retail industry
* housing and restaurants

non-public sector economy is main stream

‘f | _

SME's contribution to economy

contribution of SMEs to:
. GDP
. TAX

growth rate of SMEs

beyond the average growth rate of national
economy.
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SME's contribution to economy

« SMEs provide 77% employment positions in cities
and towns

 laid-off workers in state-owned enterprises find their
positions in SMEs.

* migrant rural workers mostly work in SMEs.

SMESs as main force of technology of
innovation

* 66% of patent inventions

» 75% of new products in China are proceeded by
SMEs
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leading the upgrading of China’s industrial
structure

« SMEs engaged from dense-labor fields in the
beginning such as processing industry, construction,
transportation, commerce and trade, shifting to high-
tech fields, such as infrastructures, manufacture,
new-type service industry, bio-technology, new
materials, IT, etc.

|

The innovation of Chinese SMEs confronting
bigger difficulties

* (1)Shortage of capital is the biggest constraint for
China SMEs to innovate.

« venture capital of China SMEs originally comes from
self-capital and loans from relatives

* lack of capital causes little loan from financial
institutions and limits the investment of SMEs in
innovation.
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* (1)Shortage of capital is the biggest constraint for
China SMEs to innovate.

« Status in 2009 Private Economy Blue Book, released
by All-China Federation of Industry and Commerce

» the direct beneficiaries are mainly large-sized
enterprises when the country carries out positive
fiscal policies.

* (1)Shortage of capital is the biggest constraint for
China SMEs to innovate.

* the loans from main banking financial institutions to
SMEs only takes 14.7% of the whole loans system

+ Chinese government is conducting various positive
measures and policies, changing this situation in the
financing market




r |
The uniqueness of commercial environment
for SMEs in China

» Imperfection of credit system and underdeveloped
capital market restrict innovation

« accountant materials and system

» avast and broad market, SMEs incapable to build
national brand

International financial crisis

* the shrank of market demand

* banks keep modest attitude to give out loans to
SMEs which are involved in difficulties.

« SMEs are more modest when they expand the scale
of production and introduce new products, which
cools the enthusiasm of SMEs towards innovation.
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Measures taken to stimulate innovation

* (1)Support by establishing SMEs board and
GEM(Growth Enterprises Market) in capital market

e SMEs board
« GEM

* (2)To establish the business bases for small
enterprises, service system offers encouragement
and subsidy, emphasizes the related training for
supporting the small enterprises.

. training work of SMEs
. guidance services
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* (3)More effective supports by the innovation of SMEs
from the Diversified Financing System

« the guarantee institutions

* banks of the villages and small towns, the small
loan companies and the small and medium financial
institutions

|
|
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1. OSMEP ‘s roles how to integrate with
international governmental & private units.

2.How to strengthen innovative SMEs.
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MAIN OBJECTIVES

@ Supporting Industry Development — Prototype Building, Reverse Engineering,
Retro-fit and Testing

@ Machine Modification

System Installation

Machine Replacement — Mainly focusing on productivity

MAIN CONDITIONS

@ OSMEP subsidizes 3% loan interest/yr. for 5 yrs.

@ Thai- German Institute (TGI) is a major agency in technical
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Oil Plant.

P
¥

Mustard
Essential Oil

«Lanna’s main product is Mustard Essential Oil which
production process generates many Mustard Slurry.

« Machine Fund accomplished in supporting new innovation
project that aims to collect more Essential Oil and recycled
water from Mustard Slurry by installing Special Designed
Evaporator Set.

Moreover, the rest slurry from Evaporator will be dried by
Spin Flash Dry and become fuel for Biomass Boiler.

“With this project, all of waste from production will be fully
collected and fully recycled as Energy for production again. 7

Palm oil production plant have a lot of waste water mainly consist of oil and protein,
which are very good resource for-Bib'gas system.

Machine Fund here to support the Biogas Project, changing waste water to energy by
microbial process.

Electricity to Grid Line

Bacteria change organic matter to gas, enrich with Methane, called Biogas.
As the fuel of Engine, Biogas is turned to Electricity and sale to Grid line.

‘Waste Water from Palm Oil Factory

Beyond the Biogas System, this project also install Boiler and Chiller
which use exhausted hot air from Engine to generate steam and cool water,
using in process of the factory.

With the lower organic in waste water after
Biogas system, the problem of water treatment

system are relief.

Exhausted Gas for Boiler & Chiller
2 MW Gas Engine

Biogas System




Imported
Machine
Reduction

Cost
Reduction

MACHINE FUND

Human
Resource
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Capacity Building
for Thai SME

iy b

e

! - MAIN OBJECTIVES

w To support SMEs in developing business in such areas as IP management,
, and marketing

4w To enhance SMEs capabilities and standards to increase opportunities in
'\\] the international market.

To add value to SMEs businesses, products and services.

<
)

6,;
o

a

MAIN CONDITIONS

@ s a financial support given in form of a grant.
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OBJECTIVES

It is a financial support for SMEs consultancy on business system development,
product/service development. Moreover, it supports SMEs that face entrepreneurial problems
in management, accounting, financing and so on.

Stage 1 Business Diagnosis Process
Maximum 25,000 THB.
within Bangkok and vinicity.

Maximum 35,000 THB. in other provinces.

Stage 2 Consulting Process
The subsidy is 50% of the related consulting

expenses and not exceeding 250,000 THB.

Subsidy Process Reimbursement
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Intellectual Property Fund

OBJECTIVES

It is a financial support for SMEs in intellectual property registration both domestically and
internationally as well as in acquiring licenses and buying from local IP owners.

The Maximum Subsidy

ad\\\;
© ?o(\d

The Maximum Subsidy 50 %

The Maximum Amount 500,000 THB.

Subsidy Process Reimbursement

IP Fund

| , 1

Acquiring Licenses IP Registration Buying IP

Domestic ‘ Domestic H ‘International” ml
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OBJECTIVES

and survey.

It is a financial support for SMEs in the internationalization process, which involves
participation in international level for foreign trade fairs, business matching, market research

The Maximum Subsidy 50 %
The Maximum Amount 250,000 THB.
Subsidy Process Reimbursement

Internationalization Fund

!

A 4 l

International
Trade Fairs

Market Research
and Survey

Business Matching
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their products.

related service companies that have banded together
to promote and support the development of the

handicraft industries and assist in the marketing of

An association of small & medium enterprises of

Chiengmai handicraft manufacturers, exporters &

4y

1

Prempracha

1?.) =

$1070 =

!g% A, I 5.
ollection is a leading manufacturer and exporter of ceramic

NOHMEX

MNorthern Handicrafts Manufacturers
And Exporters Association

g

household product such as vase, bowl, plate. Each piece is individually hand
crafted, with quality and elegance being the criteria.

41‘1 W,
2

e Ceramics

. Prempracha’ Collecghl&m -
OSMEP support Value of Value of
s0%ofotalcost | PUrchasin | purchasing

(not exceeding 250, g& sales & sales
Fair Trade/ 000 bakt) during the | after the
Exhibition Fair Fair
(Million (Million
baht) baht)
MACEF
SPRING
FAIR 82,500 2.4 3.6
(Milano,
ITALY)
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SESSION 11

Establishing a Market—-based Economic Environment
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| MOEA €4
APEC 2009 SME Innovation Seminar

Innovation in SME Financing and Marketing

Session Il: Establishing a Market —
based Economic Environment

Su, Wen-Ling

Director
Small and Medium Enterprise Administration, MOEA
Chinese Taipei
August 25~28, 2009 Seoul, Korea

m« =
Contents

. Objectives

Il. Policies to Commercialized SMEs’
Innovation

lll. Policies Result

IV.Conclusion
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| MOEA €4 A
l. Objectives
€ Current Market Challenges to SMEs

Micro - challenges

* Lack of marketability for innovation results
* Lack of channels to explore the new products
* Lack of market information for the innovation

* Worldwide downturn & shrinking
» Shrinking demand and confidence
* Winter is over, Spring is yet to come

Macro - challenges

3

' MOEA /€4 e

€ Objectives of Commercialized Innovation

Enhancing SME’s
ability of
commercialization
L 4.

L 4

L 4

A‘ >

Providing fund Building a business

support for SMEs matchipg
innovation mechanism
A\ d .'
. «
g -
* &
Encouraging SMEs Ral:;nSgMal;(s:e:‘zsvnce
to R&D continually mumn

products
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Il. Policy to Commercialize SMEs’ Innovation

[ Framework on Commercializing Innovation 1

Value
Creation

Innovation D Market

Policy Schemes for SMEs’ Innovation

— 7

1. Business Incubation
Services provided by Business Incubators

Space &
Facilities

Information Support

= ‘ %%" SN
@ Access to Universities' and
e R%D Institutes' Services
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Incubating Process for SMEs R&D
MARKET

Value Created

a

|INNOVATION |
T
Design & Development
* Patent Application
* Technology Transfer d
’ * Recruiting & Training | .-
Spéclflcatlon -

o
.
.
D0

.
oo®
.
....................
..........
. .
----------
.

+ Governmént Support

/| Feasibility Stuc/

-| * Marketing Intelligence
[ Patent Search

E 4

Innovation Process

_voea /< AN———A

2. Financial Support
Small Business Innovative Research (SBIR) Scheme
To evaluate scientific technical feasibility as industrial impact

of an innovative idea
Max:6 months
R&D Alliance: 9 months

To implement R&D upon related technology and product based

on an innovative and precise technical target which has

completed feasibility evaluation
50% of project budget

Max: NTD 10 M.
R&D Alliance: NTD 50 M.

Phase |

Preliminary

50% of project budget
Research

Max: NTD 1 M.
R&D Alliance: NTD 5 M.

Phase Il
R&D

Max:2 years
(3 years for Biotech R&D)

To commercialize R&D results upon related test production,

Phase II+

Value-
added
applications

design and market survey

50% of project budget
Max: NTD 5 M.
R&D Alliance: NTD 25 M.

Max:1 year
(1.5 years for Biotech R&D)
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Industry R&D Loans Scheme
c to encourage SMEs enhancing R&D capability for

Purpose \ promoting SME’s competition ability and increasing

/" the value of products J
- -
Maximum 80% of int ¢ Not higher than 2-
Loan project budget and not nRertes year deposit rate
Amount more than NT$65 M ate +2.25%

" Period of :

Not longer than 7 Period of =3
Loan / years ! project / years
4

S —

Industry 3. Professional, Scientific and Technology Service
4. Culture & Creation

| voea < AN—r

3. Business Matching

sting
aptance of

ew products arketing ability

------------------------------------------------------------------------------------------------------------------------------------------------------
0y »,
o o,

1.VC & Angel New Techniques/Products

1.SMEs who own
2.Marketing Exhibition new techniques

agents New Techniques/Products 2.SMEs who own

3.SMEs who seek

new products
key techniques

One-to-one Discussi & Negotiate

o
o
*
------------------------------------------------------------------------------------------------------------------

New Product
Exhibition

Susiness Technomart

Matching
(™
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4. Awards and Rewards

Idea to R&D

Business Start-up
Award

»Candidates:
SMEs established less
than 3 years
»Number rewarded:
Select 3 from each of
following 4 groups :
* micro-enterprise,
* service industry,
* technology industry,
« traditional industry
»Rewards:
« 1st NT$150,000
* 2nd NT$100,000
* 3rd NT$50,000

R&D to

Commercialization

SMEs Innovation &
Research Award

»Subjects of rewarded:
Product items

»Candidates:
SMEs with R&D
expenses accounts
for more than 2% of
total sales

>Number rewarded:
30 items per year

»Rewards:
NT$300,000 for each
prizewinner

Commercialization
to Markets

Rising Star Award

»Candidates:
SMEs with exports
accounts for more
than 20% of total
sales

»Number rewarded:
Not more than 15
SMEs per year

»>Rewards:
Open
commendation
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lll. Policy Results
1. Business Incubation oo1~2008)

Total SMEs
incubated
3,634

Employment Average
created Survival Rate
83,435 Listed on TWSE 87.53%
Market and OTC
53

| voea < AN—r

2. Financial Support
> SBIR Scheme

2004 2005 2006 2007
No. of applied 518 589 569 609
No. of approved 279 285 319 364

Approved rate 54% 48% 56% 60%

2008

665

313

47%

14
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3. Business Matching

ke

2004 2005 2006 2007 2008
INo.. o-f -matching 4 4 5 15 14
activities
Cases of conferred 261 393 811 5,276 4,060
Cases 9f Successful 74 11 91 435 397
matching
IAmount of Successful
matching 52,000 159,000 64,000 273,000 286,840
(NTS/thousand)

15
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4. Awards and Rewards
» SMEs Innovation & Research Award

2004 2005 2006 2007 2008

No. of candidates 213 200 139 121 112
No. of prizewinner 36 50 22 31 30
Rate 17% 25% 16% 26% 27%

> Rising Star Award

2004 2005 2006 2007 2008

No. of candidates 40 75 42 51 49

No. of prizewinner 17 17 1" 9 1"

Rate 43% 23% 26% 18% 22%
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| MoEA /€4 V. Conclusion A

Innovation policies should provide channels for
SMEs to have access to the supports of financing,
R&D, marketing and commercialization, as well
as should promote technological and human
skills upgrading.

We all have done much. Which is the best
practice? It depends on the development stage,
macro-economic environment, and the real
demand of SMEs.

17

' MOEA /€4 e

Thank you foryour attention
4

{

4
http://w w.m({‘easmea. gov.tw
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A whole Movement for the Competitiveness of the
SME’s in Mexico

“TECHNOLOGY INNOVATION,
ENTREPRENEURSHIP SUPPORT STRATEGY AND
TRAINING TO FACILITATE THE ACCESS OF THE
MEXICAN SMEs IN THE GLOBAL MARKET"

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO =

¥ How to obtain it?

Domestic and International

Market

f 2) T‘:ing Managementr Training

¢ AR
¥y N\
5

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO

Trade Innovation
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APEC INNOVATION IN SME @

FINANCING AND MARKETING _......:: [
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FIVE SEGMENIT S|
FIVE SERVICE!

<

SECRETAR(A
PE ECONOMIA

Tractors @—

Cazels @=—

Microenterprises @—

Entrepreneurs @=—

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO

\“,
2006-12 MINISTRY OF THE @
ECONOMY'S VISION 2005 ... ;

INNOVATION
BASED-ECONOMIC
GROWTH
1982 - 2004 el
OPEN ECONOMY M

+
MACROECONOMIC MAIN FUTURE ACHIEVEMENT:
STABILIZATION HIGH VALUE ADDED
1940 - 1982 MODEL GOODS & SERVICES
DEVELOPED BY SMEs &
PARTICIPATION ON HI-TECH
MARKETS

IMPORT MAIN ACHIEVEMENT:
SUBSTITUTION ECONOMIC STABILITY AND

MODEL TREMENDOUS EXPORT
GROWTH

MAIN ACHIEVEMENT:

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO
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SME'’s investment on IT’s @

Most SME’s don’t count with a technological development"ﬂig:f"gﬁ:, ﬂ

are not sure which proceseses of their production need information
technologies, they are not aware which technologies to use or when to

use them. These are problems that need immediate solutions in order

for mexican enterprises to improve their competitive levels.

Type of solutions that the SME’s need:

Infrastructure (PC’s, servers and operative system software)

* Mobility Technology (wireless LAN)

* Internet Connectivity

* On-line training and consulting

 Collaboration (mails and agendas)

* Entrepreneurial applications

* Security (antivirus, firewalls)

* Market Information Access (business opportunities, markets)
* Promotion

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO
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SECRETARIA DE ECONOMIA

A whole Movement for the Competitiveness of the
SME’s in Mexico

Entrepreneurs’ National
Program

Strategy 2008-2009
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\/, Entrepreneurs’ National Program
Objective

“Becoming Mexico in an entrepreneurs land”

Heriberto Félix Guerra

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 7

v Entrepreneurs' Program

_ sc:w( nﬁ

L5)

&
R

L Entrepreneurs’ National Campaign
[ Regional Routes JL Advertising Campaign J[ Entrepreneurs' Events
_ l “Entrepreneurial Card” l L “Entrepreneurs” Caravan” )
.
Young Entrepreneurs
i Entrepreneurs” Methodologies J [ Printing Promotional Materials
Training Program for Entrepreneur Leaders |

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO
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V Entrepreneurs' Program

—

e ”ws
e . . 2
Entrepreneurs” National Campaign J @

—

Regional Tours J

*Regional events in 10 different states to promote and encourage entrepreneur
activity.

*Exhibition with 50 stands presenting different support options for entrepreneurs,
incubators, academic institutions, financial institutions, entrepreneurial organizations
and successful graduated business from incubators.

*In addition, 3 thematic conferences, 5 panel discussions regarding to financing,
management, innovation, marketing and training.

* Simultaneously, a simulator workshop of traditional and rural businesses.

* This event has the assistance of 1000 entrepreneurs who will receive assistance and
information about the range of programs that the Under Ministry for the SMEs offers
through the platform “Mexico taking on business ventures”.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 9

Y/ Entrepreneurs' Program

B )
L Advertising Campaign J @

Print and electronic media to encourage entrepreneurs’ activity in Mexico.

t Entrepreneurs' Events J

Invitation to academic institutions, entrepreneurial agencies, social agencies,
ecc. to promote entrepreneurial activity through different events.

National event with the participation of more than 10,000 young
entrepreneurs from all over the country who participated in the Training
Program for Entrepreneur Leaders.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 10
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V Entrepreneurs' Program

“Entrepreneurs’ Cards” J

SECRETARIA

* We recognize entrepreneurship through this card, which benefits L

are a free incubation process, a credit pre-approved of capital seed
and the membership to the SME business community.

* The winners in contests and entrepreneurial events, get this card
as an award.

L “Entrepreneurs’ Caravan” J

* The Entrepreneurs' Caravan is a mobile unit (truck trailer)
which will go through all the country offering options and
opportunities for the entrepreneurs.

*The Caravan will have a simulator, personal assistance,
business opportunities, employment opportunities, etc.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO

Y/ Entrepreneurs' Program

L Young Entrepreneurs

L Methodologies for Entrepreneurs J

SECRETAR(A
DE ECONOMIA

* Support for academic institutions that do not have their own entrepreneur methodology

and printing materials for this purpose.

* It is a training program for youths that have received some methodology for
entrepreneurs before, and that present profiles of highly leadership (Enterprising
Elite).

*Through motivational contents and business skills, the entrepreneurs will work
during 10 weeks with multidisciplinary and interinstitutional groups, of 100
youths of each region, will become the source of businesses.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO
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Entrepreneur’s Program
Goals 2008 - 2012

b

e
&

SECRETAR(A
DE ECONOMIA

“The Enterprises' Creation”
Vision 2008

Vision 2012

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 13

\/ SME Fund
Supports 2008

ENTREPRENEURS o

CAMPANAS

Tours and Project Consultancy for | Implementation

NIENEEEE Design and detection, G RETTCHCTE projects and transfer of
campaigns printing recruitment Cards” incubation methodologies
for materials and selection “Entrepreneur and printing
entrepreneurs Brigades Card” materials

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 14
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Business Incubators
Enterprises' Factory

The National Incubators' Network is a tool to foster economic growth, to g’m\s
contribute in the creation of more and better entrepreneurs, more and
better enterprises, more and better employments. “

v'The objective is to create and enhance the incubators' network at
national level ensuring the best incubator practices and programs
and the appropriate customers services.

v'To assist in the creation of innovative enterprises with more added
value and longevity.

500 incubators with the best incubator
practices

Operate the BEST Incubator Policy.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 15

v Classifying the Business Incubators

According with the different kind of the created enterprises, the
business incubators are classified by:

Traditional Business Incubators

SECRETAR(A
DE ECONOMIA

To support the creation of businesses in
traditional sectors with basic requirements of

operation. In this classification, incubators are
oriented in rural sector and alternative tourism.

To support the creation of enterprises with technological and
physical infrastructure requirements, as well as operation
mechanisms and semi-specialized processes.

High Technology Business Incubators

To support the creation of businesses in specialized sectors such as
Information and Communication Technologies (ICT’s), microelectronic
MEM' S systems, biotechnology and pharmaceutical, and others.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 16
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Incubators

Strenghts in Incubator Systems around the World

e
&

United States _

Facilities ‘ , Feesenania
Sharing “know

BRAZIL
Patents
R+D
Investment
Innovation

Management
Financing
Sustainability  EESELHOE

European Union
Virtual Networking

Specialized Services
Entrepreneur Facilities MEXICO
Training ' Coverage
Effectiveness Effectiveness
Efficiency
National Policy

Networking and Specialization

Patents, R&D,

Financing

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME"s IN MEXICO

Business Incubators

V Strategies

Creation and Consolidation of 500 incubators with the best|
incubation services

e Creation of specialized incubators, development of providers.
e Consolidation of weak incubators, helping them to reach international standards.

* Implementing a regional strategy to supervise incubators and report information
in real time. (Independent work for each kind of incubators)

A call for Enterprises for the Incubation Process

e Through a national call at least 30 % of the projects will be selected to receive the

incubation process in 2008.
* National Prize for Entrepreneurs
e Through the “Entrepreneur Card” the citizen will receive direct benefits.

National Incubators Trust

e Creation of a national trust to strengthen incubators and resource management, working as a
leadership body for incubators.
e Creation of 8 regional trusts with the same functions at the national and regional levels.

* The trust will be integrated by members of the community with a great degree of acceptance
amongst the stakeholders.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 18

171



Creation of New Incubators

¢ Through the presentation of feasibility studies according to the particular attributes of the region.

¢ A Special Committee integrated by a representative of the ministry of economy, the local government,
specialists, etc.

 The feasibility study will be evaluated considering the country necessities, the qualities of the project,
its added value and its strengths.

Strengthening Institutional Relations

e Visits to all incubators starting with the top 50 around the country, with the purpose of
strengthening relations and commitments with the authorities.

* The General Director will take part in the tour around the incubators and there will be a register
of each visit.

Strengthening and Standardizing Incubators

e Since this year, incubators receive financial support only if they are complying with the
standards for the creation of enterprises.

e Special support has been established to those incubators complying with the standards.

* The process to design a certification norm for incubators.

* By the end of 2008, the process of certifying the consultancy team of the incubators will start.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 19

National Council for Business Incubators

* Promoting the change of chairman in the Council and extending the
membership, as well as, getting new responsibilities and commitments.
® The Council will work as an operative body analyzing the performance of

the National Incubators 'System.

Entrepreneurial Community

* 60 incubators will integrate 100 enterprises into the community through
the card “SME taking on business venture”.

* |n a strategic alliance with entrepreneurial bodies this community will
grow and consolidate the links to exchange information.

Operating Intermediate Bodies

e Core strategy operating through intermediate bodies working as leaders
of a net responsible for requesting the SME Fund resources, executing
them according to results, following -up incubators and their projects,

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 20
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Incubators
Goals 2008 - 2012

Sl
“The Enterprises’ Factory” @

SECRETAR(A
DE ECONOMIA

Vision 2008

Vision 2012

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO ar

\/ SME Fund
Supports 2008

INCUBATORS

DE ECONBMIA

Consultancy for
strengthening
and

Consultancy for
assessing and

I
Consultancy for
Transference Equipment Infrastructure the creation of follow-up of

consolidating
and certification
of incubators.

enterprises the enterprises

and incubators.
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BusiINEss INCUBATORS' NATIONAL PROGRAM
Website — www.siem.gob.mx/snie

na Nacional de Incubacidn de Empresas - Micrasoft Intarnet Explorer &

&
Ediitn Uer Favortos Heramiertes | Apidal| £
- O B B O] Puwms o | 3-% @D

it v iem, gob. e/ CoberturashiIE. asp T

DE ECONOMIA

2-| puscar |- |2~ I ingresar |- | D Tradur ~ 3 comeawt ~ E mespuestas - F]Juegos - o Entretenimiento - [3)Fotes & Autes ~ (f) Yahoo! Compras SECRETAR(A
- Peuscar ~ #resakar | 4] opoiones | [ Ventanas emergentes aditidas v 2/ Hotmall - 3 Messenger [ MiTimsn
Proyectes purpalabra clave: [N

eonel apoyo de la

Inicio Conceptos Basicos Modelos de Incubacion Red de Incubadoras Oportunidades de Inversion Eventos Sitios de Interés

* Recognized Models

Red de Incubadoras

oo ] ue a’ﬁ *Incubators Network

L M/ L.;;

CON MODELO RECONOCIDO POR LA SECRETARI A DE ECONOMEA
ESTATUS DE PROYECTOS EN INCUBACION CANTIDAD DE PROYECTOS ° Investment
» 1) ELABGRACION DEL PLAN DE NEGOCIOS 3

» 2) DESARROLLO DE PROTOTIROS K oy
oo 53 B CFERACIGN Con TLTORIA O L TELEADORA v Opportunities
LU + 43 EN OPERACION 1
REGIONALES PYME Total de Proyectos: 24

Del 01707 /2006 al

Empleos Generados: 310
30/11/2006

¢ General information

) NEGOCIOS TRADICIONALES &1
» TECNOLOGIA INTERMEDIA 120
» ALTA TECNOLOGIA 10

Total de Incubadoras: 191

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 23

Incubators' National Program
Global vision 2008 - 2012

Year Employments Business @

Incubators

2008 5,000 20,000 450 o tcouanis -

Vision 2008

04-06 10,320 26,019 About 18.9
2007 4,900 16,000 400 About 16.2
Vision 2012 2008 5,000 20,000 450 About 25

2009 9,000 36,000 450 About 34.7
2010 10,000 40,000 500 About 38.5
2011 10,000 40,000 500 About 43.4
2012 10,000 40,000 500 About 48.2

59,220 218,019 500 About
216.6

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 24
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NATIONAL SYSTEM OF BUSINESS (@
INCUBATORS -—

Local Gvnt. Businessmen

Equipment

Successful
Madel

<

INNOVATION CLUSTERS @;’

To create local technology companies

To attract high-tech companies to

generate a trickle down effect in the A
region ‘ O

To develop new technologies for QR '
emerging industries QA’;DFU» . ,
To promote applied research and N

development in local Universities % $
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\
BENEFITS @

]
« Accelerated companies will improve their sales, increasing:
national and/or international market share.

* Businesses will contribute to the production of innovative products
generating new patents.

+ lts strategic location will allow companies to have more contact with
angel and venture capitalists getting the opportunity to expand
through this type of financing.

« Companies will capitalize the opportunities from joint development of
products, processes, materials and/or services of the 25 companies
with Universities, Technological Centers and Businesses in Mexico
and the United States, generating wealth and jobs in both sides of the
border.

* The Ministry of the Economy of Mexico considers TechBA to be the
top of the iceberg of a whole system of innovation and technology

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO

v

THERE IS A WHOLE INSTITUTIONAL @
STRATEGY TO SUPPORT TECHBA ‘

SECRETAR|
DE ECONOMI

Top of the Iceberg

PRIVATE SECTOR . o
PARTICIPATION Business Organizations

Private Companies

INVOLVEMENT
KNOWLEDGE CENTERS IPN, ITESM, UP

STATE AND MUNICIPAL Secretaries of Economic
INCENTIVES Development or Promotional
Councils or Boards

INSTITUTIONAL SUPPORT MECHANISMS .
FROM THE FEDERAL GOVERNMENT Ministry of the Economy
National Council for

Science and Technology
LEGISLATION Development Banks

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO
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SECRETARIA DE ECONOMIA seOUI, Korea.

A whole Movement for the Competitiveness of the
SME’s in Mexico

“TECHNOLOGY INNOVATION,
ENTREPRENEURSHIP SUPPORT STRATEGY AND
TRAINING TO FACILITATE THE ACCESS OF THE
MEXICAN SMEs IN THE GLOBAL MARKET"

2nd chapter
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SECRETARIA DE ECONOMIA

A whole Movement for the Competitiveness of the
SME’s in Mexico

BUSINESS ACCELERATORS

PROGRAM
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V DEFINITIONS

s*““"“"*«i
_ BusiNEss INCUBATORS ) @

BUSINESS INCUBATORS: they are the centers of support to entrepreneurs who facilitate the

creation of companies by means of integral services of joint and enterprise support for the OF ECONGMIA “
development and/or beginning of their business plan, evaluating their technical, financial

and marketing viability oriented in the productive, regional and sectoral vocations, and that

conventionally provide physical spaces, access to equipment, of qualification and

consultant’s office in administrative aspects, of logistic, of market, of access to the

financing. As well as services and technical support

TO CREATE A

IDEA COMPANY

BUSINESS ACCELERATORS

—Q  BUSINESS ACCELERATORS: It is the organization, institution or company specialized in
detecting, attracting, to finance and to develop to basic companies technological in growth
process. This, through accessory and networks of contacts, to improve the processes, products,
image and model of business, of form so, that its access to the international markets of
technology as well as the bottoms of national and international risk capital is facilitated

SUCCESSFUL ] SUCCESSFUL COMPANY IN
COMPANY IN MEXICO THE WORLD

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 3

v BusiINESs ACCELERATORS
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WHAT 15? @
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The Program of Acceleration of Companies was created to support the Mexican
companies basic technology with the suitable consultancy, with the purpose of to
introduce its innovating technology, products and services to the global markets; as
well as to create jobs and to increase sales in the domestic market.

WHY IT SERVES?

In order to push companies
gazels and to penetrate to
the great global markets

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 4
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V BusINESsS ACCELERATOR

BUSINESS ACCELERATORS Eé!

SECRETAR(A
DE ECONOMIA

DOMESTIC INTERNATIONAL
ACCELERATORS ACCELERATORS

Characteristics: Characteristics:

*They take care of companies
gazels whose emphasis is domestic
market

*They take care of companies gazels
with potential to penetrate
international markets.

COMMON

*Each accelerator specializes in
certain type of support (sector OBJ ECTIVE
environment, development of
suppliers, TIC's)

*The value of the company through IP
strategies, alliances and attractiveness
for investors grow quickly

To accelerate the growth of
companies gazels helping
them to penetrate markets,
to generate major added
value, to develop alliances,
and to attract investment

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO

V ProGrRAM DEFINITION:TECHBA

- ' @
| © ¢WHAT IS A TECHNOLOGY BUSINESS ACCELERATOR? s H

The TechBA Program, created by the Ministry of the Econmy and the United
States-Mexico Foundation for Science (FUMEC), has the purpose to support
top-tier Mexican companies in bringing their innovative technology, products
and services to global markets.

ROGRAM .
]

|
Technology Business Accelerators
—O  Objectives:
»  (apitalize their intellectual property and business skills by reorienting their capacity to global markets.

> Interact with high-tech ecosystems in order to reach milestones in terms of sales, alliances and accesss to angel
and venture capital investment.

»  To incorporate Mexican high value added companies as part of integrated, global supply chains.

»  To strengthen business intelligence mechanisms and interactions between organizations and individuals as they
create new business and collaboration opportunities.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 6
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V TEcHNOLOGY BusiNEss AcceLERATOR (TECHBA)

| . e

ol

—© The key element of the TechBA Program: of EconomiA “

The Ministry of Economy of Mexico selects the ecosystems with the highest
innovation drive, such as Silicon Valley in California, Austin in Texas, Montreal in
Quebec and Madrid in Spain.

—© In each region, TechBA partners with recognized organizations that have a
proven track of successful results in accelerating innovative companies.

—Q Strategic partners include:
» The Enterprise Network of Silicon Valley
» 1C2 from the Universitu of Texas at Austin
» Inno-centre in Montreal and

» Parque Cientifico de Madrid in Spain.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 7

V TeEcHNOLOGY BusiNEss AcceLERATOR (TECHBA)

INTERNATIONAL ECOSYSTEM S

. The Enterprise Network = -
of Silicon Volley =

atki

SECRETAR(A
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austin technology incubator

accelerating the growth of carly stage technology companies
<o in the global <.

* *
. - L

Inno -centre

Universidad
Compl
\ PARQUE e
CIENTIFICO
DE MADRID ?hil

| UNIVERSIDAD AUTONOMA |
J O Mo
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2007:220
COMPANIES

\V/ TecHNoLoGY BusiNEss AcceLERATOR (TEcHBA)
4 ACTUAL SITUATION

ROGRAM .. 2006:112
vw
I
Technology Business Accelerators

COMPANIES
. |
TechBA

DE ECONOMIA
-
-

Mexico-Silicon Vall
TECHNG \
BUSINES AT

—
-
— TechBA

Ve co - Madridil
ACELERADORA DE
EMPRESAS TECNOLOGICAS

/

TECHNOLODGY
BUSINESS ACCELERATOR

Mexico - Austin
TECHNOLOGY
BUSINESS ACCELERATOR

P rrraue
CIENTIFICO
DE MADRID

Inno-centre

S T
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ATY

ACCELERATION PROCESS

v

TechBA

2 Basic Office Infrastructure — Participating companies are assigned to a physical space in TechBA

<+ Traning — Annual training program (on site and remote), oriented to hep companies to get
involved with the global business ecosustem, attending subjects such as intellectual property, legal
affairs (regulations and certifications), venture capital processes, etc.
= Specialized Consulting — A consulting group in assigned for advising, coaching and guiding

participating companies to integrate an action plan, to improve their value offer and to stablish

connections within the same consulting group’s local contacts network in the region.
= © Acces to relationships and positioning Networks — Arrangement of activitries and events

intended to allow participating companies to promote their participation in the program, focusing

in promoting their value offer among potential custumers in the region.

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO 10
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V TecHBA: HIGH-TECH SECTORS

l High-tech sectors |

as:

Information and Wireless Technologies.
Biotechnology and Bioinformatics
Life Scieces

Advanced Materials
Robotics

600 0000

Microsystems, including Semiconductors and Mems

Multimedia, Animation and Education Services5

oNomia

TechBA focuses on innovative companies related to high-tech  ......... “
sectors with strog presence in the global technology markets, such

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO L

Technology Business Accelerator (TechBA)
N/ Results

ROGRAM ..
1

Technology Business Accelerators

= TechBA

ECHNOLOGY

SECRETAR(A
DE ECONOMIA

TechBA
Meéxico - Madrid il

ACELERADORA DE

e
—

BUSINESS ACCELERATOR

EMPRESAS TECNOLOGICAS

SMEs: 112 Companies
International Sales: $275,132,448 mx pesos

National Sales: $ 1,749,663,000 mx pesos

A WHOLE MOVEMENT FOR THE COMPETITIVENESS OF THE SME’s IN MEXICO E2
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SESSION IV

Successful Cases of SME Innovation
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Traceability in Agricultural Rural Communities
Organic Aromatic Herbs, Coffee and Brown Sugar
(Panela)

Business Case on SMEs Innovation
PERU

 Open economy: FTA with
USA, China, Malasia, Canada,
Chile, others in process.

« SMEs: 46% of GDP,

70% employment,

95% enterprises,

Low productivity &

competitiveness

GDP growth 7.8% avg 2005
2008
The most successful economy

in the region in 2009: projected
growth 2.3%

Exports increased 30% per
year from 2001 to 2007
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@1 GS1 Peru — CITE Logistica

+ GS1is GLOBAL STANDARS ONE. Standards for logistics and supply
chain

* GSH1is a global organisation with more than 108 members around the
world.

* More than 1 million user companies. Multisectorial.

* Presence in Peru since 1989. Up today with more than 2,500 member
companies.

ez g

Traceability — STRATEGIC for peruvian
1 companies

Competitiveness

Efficient operations

+ Visibility, Control and Integration in the product flows and
information flows > REAL TIME

Regulations
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@1 Projects objectives

Identify and implement logistics best practices and
traceability in peruvian agricultural rural
communities, helping companies to fit the global
regulations regarding product visibility and product
recalls.

Support companies from an innovation, quality and
competitiveness point of view.

« Women producers association
from Puquina, Chiguata, La Joya
and Polobaya, althitude 3000 to
4000 meters (9000 to 12000 fts)
above sea level, 1200 Km far from
Lima, the capital city.

* More than 615 producers with
around 1015 hectares

* 11 different herb varieties
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7

Sugar (Panela)

* Mountains of Piura, Jilili and
Montero, about 1 hour far
from the city.
CEPICAFE, a second floor
organization, in charge of the
export process.

Joins more than 70 SMEs
Agricultural Producers with
more than 3,000 members
CEPICAFE has certifications
on MBP and HACCP.

Brown

y




@1 Activities DI

1. Diagnostic and traceability
process mapping.

2. Traceability templates,
guidelines development
and action plan.

3. Specialized training.

4. Implementation: both
Manual and Automated
record process using
traceability software and

1. Standard traceability processes
implemented .

2. Work with local partners

3. Knowledge & Technology.

4. Strong participants commitment
5

. Successful Business Case on
Aromatic Herbs.

6. Standard Traceability Package
development (Toolbox).

. First Peruvian process certified

197



Traceability, not just a tool or
mandatory requirement for
competitiveness...

.... but a key component of
peruvian development strategy.
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2009 SME Innovation Seminar
“Innovation in SME Financing and Martketing”

Technological Support for
Peruvian SME: The Role of the

Technological Innovation
Centers - CITEs

Luis Rosa-Pérez
Innovation Projects Specialist
Vice Ministry of SMEs and Industry

June 2009

VY eero | o
Peru

Key indicators

Total population (millions), 2007 ......cccoeecveeeeunnee. 28.8
GDP (US$ billions), 2007 109.1
GDP per capita (US$), 2007 .....co..vevevcrrerrerreenes 3,885.9

GDP (PPP) as share (%) of world total, 2007 ....... 0.33

GDP (PPP USS$) per capita, 19802007

10,000 —| =Om Poruy =Om Latin America and Caribbean |—
&

8,000

6,000

4,000

2,000

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006

I/ ey ¥
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Factors that contribute to the

Competitiveness

ASSETS:

*GDP growth 2008

eNatural Resources and Mega biodiversity
eBoom of exports

eGeographic position

eInflation rates (less than 1% month)

M
-
N
(=3
=3
=3

(Millones US$)

33000
30000
27000 —
24000
21000 +
18000 +
15000

9000
6000
3000 +

LIABILITIES:

eUnemployment and poverty
eHighly atomized businesses
eLow Productivity levels

0

2001 2002 2003 2004 2005 2006 2007 2008

r 45%

0%
(%)

PERU | Ministerio
de la Produccidn

Where is Peru in technological procces?

Q
o0
©
]
v
)
c
-]
S
= Capital
S @ S iition Technology
Fol, o cultiire Machines
9 SR
= Land
O
Strategic . _
factor —— . Manufacturing iI\B/IiIc?ti?rf;lcj)lrg;y
Competitive Nanotechnology
advantage

¥




DEFINITION
* Micro: 15 employees

« US$165,000
* Small: 50 employees

» US$465,000

General Information

* 97.65% are SMEs

* SMEs represent 74% of national employment
* Low productivity

* Low added value

PERU | Ministerio
de la Produccion

Peruvian SMEs problems...

Informality
Underqualified l Lack of
Employees /,l ’\\ cooperation
Low managerial Low

Inadequate use

’\\ of technology

Financing

-II problems

productivity

= =

Low competitiveness

capabilities

~
Insufficient
Information ||~

. B
Low profitability

203
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PERU | Ministerio
de la Produccion

The Future:

An Industrial Policy oriented to an Added Value
Export Model

e Competitiveness and innovation culture

e Investment and technology

e Improving quality, management and innovation
capacity for access markets

e Environmental management

e Management skills

-/ ¥

PERU | Ministerio
de la Produccion

Strategic agreements

Acuerdo Nacional

.. para trabafar de acuerdo!

e National Agreement: 31 politics and goals
“National Pact for investment and employment

J National Plan for Competitiveness- National
Council for Competitiveness

www.acuerdonacional.gob.pe

I/ ey ¥




PERU | Ministerio
je la Produccion

Instruments of the
National Competitiveness Plan

» Network of Technological Innovation Centers
(RED CITES)

-/ ¥

IEEIE 1"IDIE

Innovation Technological Centers - CITEs

* Purpose: Access to technology and promote innovation

e Market and demand oriented

* Promote regional development, productive chains and competitive
clusters.

e Agents of Technological Transference between enterprises and R&D
institutions.

e Active presence of the private sector in its conception and
direction.

* Integrated in a NETWORK - RED de CITEs.
e Consolidation of the Network of CITEs Project - PRORED

I/ ey ¥
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Controe dn iynaiaciie Torno

Network of CITEs according to
the descentralization process

Iquitos:

Piura . ) CITEfrutas tropicales
) . - s y plantas medicinales.
CTTEAgroindustrial yeqps CITEforestal( acreditado 27 de
febrero )
Pucallpa:
Lima:

U.T CITEmadera

CITEmadera: Mueble

CITEccal: Cuero-Calzado <
CITE Logistica GS1
CITEsoftware

Ica: crTEvid-

Al‘eq lli])a: CITEconfecciones El Taller,

CITEagrondustrial CEPRORUI - . . .
CITEtextil camélidos IPAC Tacna: cresgroindustria

- iy s——

< [

Innovation Technological Centers - CITEs

* Provide services to SMEs :
—Training
— Technical Assistance
— Information
— Laboratory services
— Design and development of products.
— Pilot Plants

I/ ey ¥
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PERU | Ministerio
je la Produccion

Quality System Implementation (ISO 17025) in 4 CITEs
laboratories

Selected Laboratories

*CITEccal-Lima
CITEvid-Ica
*CITEagroindustry- Piura
*CITEagroindustry- Tacna

-/ ¥

ﬁ’ e a Produccidn
Technical Standars Promotion:

B Wood and furniture (CITEmadera)

B Shoes and leather (CITEccal)

B Pisco, wine and vinegar (CITEvid)

B Alpaca fiber - Textile (CITEtextil de camélidos IPAC)-
Arequipa

B Mangoes(CITEagroindustrial - Piura)

M Algarrobina ( CITEagroindustrial - Piura)

M Olive y olive oil (CITEagroindustrial Tacna)

B Camu camu (CITE frutas tropicales y Plantas medicinales de
Loreto) fruto y pulpa de Camu-camu.

M Pallets y logistic (CITE Logistica GS1 Peru).
B R+D+| standars (OTCITEs).

[ A ¥
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Successful Case: CITEvid

Panamericana Sur Km. 293.30
ICA PERU

Ica Region — First agroindustry exporter

PERU | Ministerio
de la Produccién

CITEvid Products:

Grapes

Pisco — National
Beverage

Wines, beberage,
vinegar, raisins




Pilot Plant for development products and Techncial
Assistance:

Piscos and Wine

-/ | ¥
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Laboratory services

CASE: AGRO

MISTRAL. G.PAYET.
Subcontracting Small
grapes producers

Trained in CITEvid
Learning by doing

Technical assistant for selection and
instaling equipments.
Golden Medal, Londres Beverage Contest
PISCO PURO The International Wine and Spirits Competition-2005

-/ | ¥







APEC SME Innovation Seminar : Innovation in SME Financing and Marketing
25t — 28t 2009
Seoul, Korea

INNOVATION:THE ONLY WAY

MOVING SMEs UP THE VALUE CHAIN

by
Ms. Fadzilah Ahmad Din

Small and Medium Enterprise Corporation (SME Corp.)
Malaysia

SMEcorr '
\-/ MALAYSIA

OUTLINE |

@ SME CORPORATION — INTRODUCTION
SME’S IN MALAYSIA — FACTS & FIGURES

POLICIES

INNOVATION
STRENGHTHENING SME CAPACITY

DEVELOPMENT PROGRAMME

v V @& @

FINANCIAL ASSISSTANCE

215
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FUNCTIONS OF SME CORP. MALAYSIA

To Coordinate Policies Formulation
and Programmes Implementation

*Formulate broad SME policies across all
sectors

*Point of reference for Government
Agencies on SME related issues

* Monitor and evaluate effectiveness of

volicies and programmes /

Secretariat to National SME
Development Council (NSDC)

*Provide support and administrative
services to NSDC

*Ensure decisions from the NSDC are
communicated to all relevant

stakeholders

\ J

- —

To be ‘One-Stop’ Information
and Advisory Services

*Channel to obtain feedback on SME
issues
*‘One Referral Centre’ of reference for
SMEs

A J

To Disseminate Information
and Research

sLiaise with domestic and international
organisations to share best practices and
relevant programmes on SMEs

*Manage National SME Database

*Publish SME related publications and statistics

*Undertake research on SME environment

-

-

N

SMEs FACTS & FIGURES




U
1

™
\ Annual sales turnover |
Manufacturing, Manufacturing \ < RM25 million
Related Services and Agro - OR
based Industry Full time employees
7 \ <150 1
N 4
N Annual sales turnover )
Services, Primary Agricultur,\ < RMS5 million
Information and OR
Communication Technology # =
(ICT) Full time employees
v \ <50 )
N >
5
DEFINITION OF MICRO, ‘
| VIA AWIDE L 1= D V]
CATEGORY MICRO SMALL MEDIUM

Manufacturing, sales turnover

Manufacturing- < RM250,000
related services & OR
Agro-based full time
Industries employees <5

RM250,000 > sales RM10 mil. > sales
turnover < RM10 mil. | turnover < RM25 mil.
OR OR
5 > full time 51 > full time
employees < 50 employees < 150

Services, Primary sales turnover
Agriculture and < RM200,000
Information & OR
Communication full time
Technology (ICT) employees < 5

RM200,000 > sales RM1 mil. > sales
turnover < RM1 mil. | turnover < RM5 mil.
OR OR
5 > full time 20 > full time
employees < 19 employees < 50

217
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4,537 (0.8%)
I —

|
| BY SIZE

» Total establishments = 552,804

A 12,610 (2.3%)

=\
o

100,333 (18.2%)

* No. of SMEs = 548,267 (99.2%) 435,324 (78.7%)

LARGE
MEDIUM
SMALL

MICRO

Source: Census of Establishments & Enterprises 2005 — Profile of SMEs

7

SMEs AND THEIR IMPORTANCE

TO THE MALAYSIAN ECONOMY

SMEs Contribute:

o 32 per cent to GDP
o b56.4 per cent to Employment; and

o 19 per cent to Export;

E

(o]




POLICIES

B

NINTH MALAYSIA PLAN

-1 (9MP) (2006 - 2010)
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} STRATEGIC THRUSTS UNDER 9MP

provide more focused incentives for high
alue-added industries;

development of innovation-driven SMEs
nd technopreneurs;

Strateg ic services support for the manufacturing
ector;
Thrusts
under the enhancing technological capability and
oOMP apacity of SMEs;

(2006 - 2010)

improving access to financing for SMEs;
financing new sources of growth; and

strengthening SMEs in distributive trade

Industrial Master Plan 3

MP3
PELAN INDUK

DEDINNLISTDIAR KETICA

2006-2020

12




‘ STRATEGIC THRUSTS UNDER IMP 3 |

enhancing the competitiveness of SMEs;

capitalising on outward investment

opportunities;

integrating SMEs into the regional and

global supply chains;

Strategic
Thrusts driving the growth of SMEs through
under IMP3 technology, knowledge and innovation;

(2006 — 2020)

instituting a more cohesive policy and

supportive regulatory and institutional
framework; and

enhancing the growth and contribution of
SMEs in the services sector

! NATIONAL INNOVATION AGENDA |

Innovation-Led
Economy

* Funding (risk capital)

N

n

o

N
&9 Knowledge-based
|<» S Critical Success Factor:
@ c
o = * Technology
= * Market

(=]
- N

o

g1

Rewards are rapid and sustainable:

® Wealth creation
® Employment creation
® Societal well being

To
Fulfill

E National Mission:

J

/" o0 ©

N

To move the economy up the
value chain

To raise the country’s capacity for
knowledge, creativity and
innovation and nurture “first class
mentality”

To address persistent socio-
economic inequalities
constructively and productively

To improve the standard and
sustainability of our quality of life

To strengthen the institutional
implementation capacity of the
country

/

A
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Limited access to advisory services;

[}

e Limited marketing & promotion strategies;

¢ Limited access to domestic & global market;

¢ Management and technology capability constraint;
e Low value add and not competitive;

¢ Lack of training;

e Limited capability in R&D and technology; and

e Access to finance.

15

’ KEY INITIATIVES PROMOTING SMES DEVELOPMEN |

Three (3) broad strategic thrusts for the development
of competitive and resilient SMEs :

P
‘ Enabling Building the
M =

capacity &

e

of SMEs

16




INNOVATION

17

| CHARACTERISTICS OF SMES IN THE INNOVATION ECONOMY

Technology (and
knowledge-intensive
labor / human capital)

Funding
(Risk Capital)

\ Market )

. S

‘ ENTREPRENEURS

v' Able to identify and recognise a realisable business
opportunity by anticipating market trends and demands

v Willing to take calculated risks for maximum returns

v'Greater appreciation beyond basic science and
technology

[ INNOVATION SMEs

v'Market and customer focused
v'High percentage of knowledge professionals

v'Use of Technology and innovation for process and
product improvement

v" High risk but also high returns

18
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CRITICAL SUCCESS FACTORS FOR SMEs IN MALAYSIA

Building the
capacity &

Strengthening apab
Enabling of SMEs

infrastructure

Enhancing
access to
financing

NATIONAL INNOVATION ACTION PLAN

STRATEGIC THRUST 4

Shaping National Innovation Led Economy by Developing Market-Driven and
Technology-Driven Innovation for Wealth Creation and Societal Well Being

érovide fiscal incentives and encourage
\greater participation in high risk venture
Q_aunch “Fast-Track Programme” for i—SME)

gEstablish Angel Network )
glnnovation—Enhancement Points )

Human
Capital

Technology

L

SME &
Techno-
preneur

T —

Innovation
Led
Economy

Funding

20




‘ KEY INITIATIVES... ‘

MARKET

BUSINESS
MATCHING /

A J SME-UNIVERSITY \ i-SME
SMIDEX I INTERNSHIP \ I-SME oo
{ SHOWCASE ] ‘ PROGRAMME ; RIS
l CAPITALIST I
{ TRADE
—JM'SS'ONS | l INNOVATION DATABASE ] I RANTS I

l I-SME  ue I

TECHNOLOGY ‘ FUNDING

IL TECHNOPRENEURSHIP

RESEARCH-ERJ TECHNOLOGY y

[ TECHMART l PROFILE ROADMAP

y

21

Building the

22
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! STRENGHTHENING SME CAPACITY

INDUSTRIAL

LINKAGE PROGRAMME

PROGRAMME 9

OUTREACH ) )

-

NATIONAL MARK

OF MALAYSIAN .
BRAND

TECHNOLOGY &
INNOVATION
PROGRAMME

SME-UNIVERSITY
INTERNSHIP PROGRAMME

SKILLS UPGRADING

@ PROGRAMME
SME COMPETITVE
. RATING FOR
ENHANCEMENT
(SCORE)
!

0

ENTREPRENEUR
ENHANCEMENT
PROGRAMME

SME EXPERT
ADVISORY PANEL
23

SME COMPETITIVE RATING FOR
EHANCEMENT (SCORE)

As a tool to evaluate and track SME’s capabilities and performance in
management, operation management, technology adoption, certification
initiatives, financial capability and marketing capability.

. . ify:
SME As a basic to identify.

* Weaknesses of SMEs as more focused
approach and provide integrated,
hand-holding assistance to SMEs;

é * Facilitating linkages of potential SMEs
with large companies/ MNCs /
retailers ; and

I Y
VE}

Visit & SCORE

¢ To facilitate and identify suitable
financial assistance for the
development of SMEs

24




Score - Manufacturing & Manufacturing Related
Services Model

sfaction
P ————
e
/

4

« Corporate Planning

* Practi 3
* Prod N
« Certific
Advance
* Awards

« Product & Process Capacity

| Personnel
« Capability of Proddcts & !

gy Utilised

- Capital Investment |
per Employee (CIPE)
 Fadtory Automation Level

25

EXAMPLE OF 2- STAR FIRM

Business
Performance
5.5

5
45
4
35 Financial Capability

3

Management

N

Innovation Production Capacity

Technical Capability

Quality System

26
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SCORE RATING - Manufacturing

BTSSR,

Very basic Manual Semi-automated

operation, manual process, Minimal process, Basic

process and informal quality management certification/

negative average system compliance, Minimal

growth; in place, negative activities in product and
average growth process

improvement, Minimal

e e ———

Extensive Fully automated, High Have good

automation, Quality potential for branding, packaging, alrea
management system in  export, High dy exporting to other
place, Product and investment in Product countries, Have

Process improvement and Process compliance to exporting
carried, IPR Improvement, With countries certification
registered, Moderately certification for export requirements

ready for export e.g. CE

compliance certification Marking, GMP, HACCP

27

SCORE - DISTRIBUTIVE TRADE MODEL

« Liquidity & Gearing Ratio

* Current AssetsWLiabilities

« Creditor's Aging
/ / Financial ° Profitability

-Qu ty Standards Compliance apability

Nm‘} SM Es

Operati
tock anagement

Management
& Staffing

& Utilisation
erating Procedures

« Stock Polic
« Stock Management
« Sourcing Strategy

. :

«Standard




SCORE RATING- Distributive Trade

NN

Very basic operation Financial record not well Basic financial record and
documented, poor ICT stock policy, basic level of
utilisation, poor stock operation management,
management, low minimal compliance to
management capability requirement, unstructured

marketing activity

A [k

Adequate management Efficient management Visionary leadership,

ladder, good structure, good stock established brand presence,
implementation of SOP, management, positive excellent integrated system,
good stock policy, average business expansion, good high capability in ICT adoption,
utilisation of ICT and good financial management excellent compliance to
customer relation. and performance, requirement, excellent stock

comprehensive marketing management, outstanding

plan, good utilisation of CRM, high business value

ICT proposition, excellent
marketing strategy and very
strong financial capability. 29

NATIONAL MARK OF MALAYSIAN BRAND

The Malaysian Brand was launched on 2"4 March

by the HRH the Crown Prince of Perak, Raja Dr.
Shah.

» The Malaysian Brand mark depicts quality, excellence
and distinction of local SMEs products and services

» The Malaysian Brand mark is aimed to:

- increase the awareness and importance of
branding for SMEs;

- create and build a strong brand presence towards
customer recognition; and

- increase global and regional market penetration.

229
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FINANCIAL ASSISTANCE
PROGRAMMES

31

‘ FINANCIAL ASSISTANCE
PROGRAMMES |

e Low interest rate

SOft Loa n . Longer repayment period

32




USD 141,340

MANUFACTURING

deletls

SECTOR

Matching Grant for Business Start-Up

Matching Grant for Product and Process Improvement

Matching Grant for Certification and Quality Management Systems
Matching Grant for Market Development

Matching Grant for Development and Promotion of Halal Products
Matching Grant for Enhancing Product Packaging

Grant for RosettaNet Standard Implementation

33

/

Improving and Upgrading of
Existing Services and Processes

(USD 141,340)

Business Start-Ups
(USD 28,268)

FINANCIAL
ASSISTANCE
SCHEME FOR SMEs

IN THE SERVICES
SECTOR

Advertisement and Promotion
(USD 14,100)

34
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¢ Interest Rate: 2%
*Max Loan: USD 848,200
* Payment Period: 15 years

-

Soft Loan for

* Interest Rate: 2% * Interest Rate: 2%
«Max Loan: USD 848,200 Factory « Max Loan: USD 141,340
* Payment Period: 15 years Relocation * Payment Period: 5 % years
(SLFR) ("
Soft Loan for
Soft Loan for )
ICT Adoption
SMEs (SLSME) Bl C‘%)
\ - ,’I
Soft
- Loan
“chemes

We believe knowledge and innovation are symbiotic

INNOVATI@
w Knowiedge

Innovation
Through Knowledge
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Industrial Research
Assistance Program

VC Financing & Growth of 2,434 Firms in Canada

Denys Cooper
Guest Worker — IRAP Technology & International

2008 Dec 18 - FPTT Spin Offs & IRAP CASE

With Key Source Data Input from Industry Canada and V.C. Reporter

| bt |
National Research  Conseil national C d
I* I Council Canada de recherches Canada a,na, a

............. yta Analyses

Industrial Research
Assistance Program

VC Financing and Growth of Firms

APEC Conference Seoul Korea

2009 Aug 26
by Dr. Denys G. T. COOPER

Ottawa, Canada

L

1
National Research  Conseil national C 4
I* I Council Canada de recherches Canada ana(:l
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A s Aw
Industrial Research

V Related VC Studies

1. 2005 UBC — Hellman of Sauder School Of Business
- Focus on VC Investors Exit Values
- via IPOs, and Take Overs
- Show Less benefits for Canada vs US

1. 2007 York Univ - Cumming

- Focus on Biotech VC valuations [Can vs US], Exit Values and
LSVCCs / Labour Sponsored Venture Capital

2. 2008 Cooper/ NRC-IRAP [ Ind. Can. - Y. Errounda]

- Focus on company growth for firms with $18 B of VC capital:
- Company Jobs, Sales, Gazelles,
- Company Status, IPOs, Take Overs, and Closures

e 7 Scope of Data Analyses

National Research Council of Canada
Largest research group in Canada with
4,000 staff and $800 M budget

IRAP - Industrial Research Assistance Program
Began in 1962 to assist SMEs with R&D
Provide advice to 9,000 firms and fund 2,200 firms
$1 invested leads to ave of $20 in sales in 1st 3 years
Replicated in Thailand [ITAP], & S. Africa




A s Aw
Industrial Research

Assistance Program V S O u rces Of D ata

« VC Financing of 2,434 Firms for $18.5 B in 1997-2007
- Includes 1,586 Technology Based Firms

- Mary MacDonald / Thompson for VCs 1997 to 2007
409 IRAP firms, with at least $15,000, 44 had advice or Youth $
233 Spin offs from Universities, SBDAs, Prov’l Orgs

Data Assistance from Y. Errounda, Ind. Can.

137 web sites searched including many for sectors, and

- SEDAR [1997+ only], Google, Yahoo, Strategis & federal register.

" "
Industrial Research

i e 7 Scope of Data Analyses

» Spin Offs — Fed / Prov Labs and Universities
- Firm Status
- Gazelles
- Lag Times from date of Incorporation:
- to first VC and to first IRAP
-to IPO, to RTO, to Take Over, to Closure
- Leverage of VC & IRAP input to exit via IPO and Take Overs?

239
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A s Aw
Industrial Research
Assistance Program

Key Inputs &
Output Exits

— VC funds $18.5B in

* Inputs:
2,382 firms [not all had data]
433 of 453 firms

— IRAP $118.5M in

« VC and Angel Exits:

- IPOs: $3.8 B with a further $1 B Est, in 430 firms,
- RTOs/Caps.SPEQs $109 M in 73 of 114 firms
- Takeovers $23B in 174 firms

43 firms had both IPOs or RTOs and were Taken Over. Valuation only
provided for first Take Over, and excludes all Income Trust exits

Jobs and Sales by Sector and Provinces — to come

VC Funded Firms and
3 Exit Modes

" "
Industrial Research
Assistance Program

Input Funds VC Funded EXITS
VvC IRAP Take Over IPOs * RTOs **
All Firms $18.5B $118.5 M $23.2B $3.8B $143 M
Technology Firms | $16.4B $113 M $16.4 B $3.2B $109 M
Spin Offs |$3.2B $241M |$3.2B $0.66 B | $15M
Univ S/O $2.6 B $21.7M $2.6 B $0.6 B $15M
NRC S/O $0.42B $1.6 M $0.07 B $0.1B 0
IRAP $1.9B $118.5M $3.4B $1.18B $45 M
Gazelles $1.6B $38.6 M $5.2B $1.3B $9M
# Cases 2385 & 49* 409 of 429 | 174 of 225 1420f196 | 73 of 114
* IPO = Initial Public Offering on Canadian or US Stock Exchange
** RTO includes firms on stock exchanges via Reverse Takeovers, 8
Cap Stocks, SPECs etc
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Lndsrrriam;samh : Status Of TeChnOIOQy
ISsistance Frogram - .
Firms that have received

VC Funds

Latest Status of 1586 Technology Firms

E Spin Offs %
IRAP %
O Total %

[

Closed/ On Going Taken On Unknown
Inactive Over Exchange

Spin Offs have Highest levels of Taken Overs and on Stock Exchange - at 25% & 13%
9

Industii Researeh "~ Gazelles — High Growth Firms

Assistance Program

Ve g
S 40 ¥ gy =
* Gazelles: within a 5-year Period, Double Employment & /

or . Sales to a minimum of 20 employees or $10 M
sales.

« Stats Can / NRC-IRAP 2006 study of 2 M firms had only
2 - 4% Gazelles.
— Same rate for US study in 1970s / 1980s by D. Birch.
— In both studies, Technology firms did not figure well.

« Cooper 2006 study: 800 Univ Spin Offs showed
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industrialResearch " High Level of Gazelles in

Assistance Program

VC Funded Firms

Gazelles

# # %
2434 Total VC Firms 429 17.6%
1586 Technology Firms 284 18%
233 Spin Offs 60
209 Univ S/O 51

17 NRC S/O 7 3
409 IRAP & VC 108

58% of Gazelles get their first VC funding within 5 years of Inc.

* NRC sample in VC study is only 17 firms. For the full
NRC data set of over 100 firms, there are 22% Gazelles

1

] 7 | s T AT

Review of Lag Times from Incorporation date to:

* First VC **

* First IPO

* First Take Over
* Closure

* First IRAP $s

Significant drops in time over 20 years

* Some cases received VC $s before VC Reporter data period of 1997-

2006, so real lag time would be even shorter than shown. 12
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Industrial Research
Assistance Program

Major shortening of Lag
Time for 1,244 Firms to
access VC Capital

Lag Time Yrs from Inc to VC
20
¢ ¢ . R2=0.50
15 4 b4 . . .
* * *
4 P S S N
S 10 - e o o o o -
* L 4 L 4 L 4 * L 4 *
> * . * * * . .
* * * * *
L J L 4 L J L J *
5 - * : >y ® * : : * *
* * * L * * L 4 *
* * L 4 L 4 < [ 4 L 4
0 * * * * * * e * * *
1990 1992 1994 1996 1998 2000 2002 2004 2006

VC availability — Peaked in 2001-2 at over $3.5 B.

- Very tight in 2005 & 6 at $1.7 B, 2008 at $1.3 B [12 mos]
Excludes: data if Inc’d <1990, and 70 firms that have no firm known incorp date,

and 49 firms that had VC but no $ identified

13
D. Cooper 2008 Dec 15

" "
Industrial Research
Assistance Program

Lag Time from SME
Incorporation to first IRAP

Lag Time Years from Inc to VC for 282 IRAP Firms
20 -

515 e R?=0.54
o $
> 10 -
c
— 5 _

0 ¢

1990 1992 1994 1996 1998 2000 2002 2004 2006

Inc Year

» Decentralized decision making for IRAP funding of larger projects

began in 1989
Graphs cover cases where IRAP is > $25 K

14
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ldsfri;l Bsamh - La g Ti m es fo r S p i n

Assistance Program

Offs from Inc to VC

-
N
L

R R?=0.61
w 9 . .
£ ¢ ¢ o .
@ L ¢
> 6
o L 4
© L 4
.
I

0 -
1990 1992 1994 1996 1998 2000 2002 2004 2006 glrc

« Spin Offs are technology based and usually
have high cash burn rates, so they cannot rely
only on family and friends to grow. 15

lndsfrial Besan:h - La g Ti mes — fro m D ate Of

Assistance Program

Incorporation to IPO

Lag Time in Years for 229 of 240 Firms from Incorp Date to IPO

60

0 A
; 50
(‘}] = .
S>= 40 A A Yy 0?909)( + 1183.8
' A R” = 0.5895
Q 30
£
= 20
g
& 10
0~
1945 1955 1965 1975 1985 1995 2005
Inc Year

Times and $ values extracted from SEDAR NASDAQ, and www, press

releases etc.

Excludes firms on stock exchanges via RTOs, Cap Stock, and SPEQs

DC to 2008 Dec 12 16




Industrial Research
Assistance Program

10%

0%

7' Do Gazelles Survive?

40% -

30% -

20% -

Closed /Inactive

284 Gazelles - Latest Company Status

S Ongoing

Taken Over

X Exchange

@ Spin Offs
B All Gazelles

* 284 Technology Gazelles have Lower Closure rates - at 8%
— i.e. HALF the Closure rate for all Technology Firms at 15%.

« 59 Gazelle Spin Offs have slightly Higher Closure Rates — at 13%,,
— But HALF the Closure rate for all Spin Offs at 26%

Industrial Research
Assistance Program

ore Gazelles if IRAP Supported

Firms All Firms
% IRAP
Group | Sector # Gaz # Gaz # Gaz # % Gaz
Life
Science | Biopharma 26 89 29% 51 244 21%
Medical Devices 4 15 27% 13 63 21%
ICT Communications 14 38 37% 45 185 24%
Electronics / Computer 9 45 20% 27 151 18%
Software / IT Serv 23 75 31% 67 422 16%
Semiconductors 5 14 36% 12 45 27%
Other | Manufacturing 3 30 10% 15 265 6%
Energy / Enviro 5 33 15% 1 110 10%
18
Subtotal 89 339 26% 241 1485 16%
N Conner 2008 Nt
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lndsrrial Besamh -’ Key M e s s a g e s

Assistance Program

The rapid drop in time over the past 20 years to first VC, Take
Over or IPO, means that within first 5 years:
Significant start-up owner dilution early on.

Firms need to have strong external management inputs early on.
Include external directors, science advisory boards

Take Overs: Technology firms that have high growth become
opportunities for take overs or because of high cash burn rates
become prey for takeovers.

VC funded Firms: Higher Gazelle levels, and fewer closures

— VC funded Gazelles are NOT as fragile as some had foreseen.

Spin Offs generally perfom well.

Leverage Levels: It is NOT Reliable to extrapolate:

— VC to Take Over or IPO exits — incomplete data on full VC inputs,
especially from foreign sources. New study by Hellman to come

— IRAP to VC - more cases now where VC comes in earlier than IRAP.
19

" "
Industrial Research
Assistance Program

Denys G. T. Cooper,
Guest Worker, Technology & International
Industrial Research Assistance Program
National Research Council Canada
(613) 235-4021 New

to Dec 18t, 2008
After Dec 31st: denys_cooper@canada.com
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Industrial Research
Assistance Program

\

” High level of Ongoing Activity
includes Take Overs and firms
still on Stock Exchanges

Type Ongoing Firms # ;I:?ences I.C.T.
Total 1935 of 2437 = 79% 81% 81%
Spin Offs 198 of 233 = 85% 85% 83%
Univ Spin Offs (179 of 208 = 86% 85% 85%
IRAP 404 of 444 = 91% 86% 92%

Spin Offs include NRC, CRC, Provincial labs and Universities
Business Registry shows only 53% Ongoing with the same ngme.

" A®
Industrial Research
Assistance Program

Break down for 2 Key

Sectors — VC Study

» Life Sci = Bio, Pharma, and Medical
* ICT = Communications, Electronics, Software, Internef

Life
Type # Firms Sciences LCT. |Other [Note
Large firms in
Total 2437 15% 42% 43% |Resources & Finances
Spin Offs 233 65% 23% 12% |Fed/ Prov/ Univ
Univ Spin Offs |208 72% 22% 6%
IRAP 444 26% 46% 28%
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P —— = - Gazelles occur in All
Assstance Program v Company Sizes and Ages

258 Gazelles by Company Size

75%
50%
25% -
0%
Small [0-99] Medium [100 to 499] Large [1000+]
Employment Size
Gazelles: Assessed for periods 1995 onwards,

Occur in all ages with 10% firms Inc’d before 1990

Many Gazelles have Multiple Leaps
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Promoting Innovation and Growth
for SMEs

APEC 2009 SME Innovation
Seminar

Michael Bird
Ministry of Economic Development
New Zealand

26 August 2009

ministry of ECONOMIC @
Development

Manatia Ohanga

The New Zealand Context

» The New Zealand Government has set a goal
of income parity with Australia and increasing
exports to 40% GDP by 2025.

» This requires many more capable, talented,
innovative enterprises focused on growth.

» Productivity performance has declined relative
to our major trading partners — high labour
utilisation not reflected in labour productivity.

minisry of ECONOMIC @
Development
i Ohanga
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The New Zealand Context (cont’d)

» New Zealand’s economy is based on natural
resources and the primary production sector.

» Most large exporting companies are in the
primary sector with co-operative structures.

» New Zealand, like all economies, has a
preponderance of SMEs.

» SMEs matter for economic development
because they are the focus of entrepreneurial

activity and risk taking.

wminisiry of ECONOMIC @
Development

Manatu Ohanga

The Challenges for SMEs

SMEs in New Zealand face the challenges of:

>

YV V VYV V

The combination of size and distance from
markets.

Having to internationalise early in their existence.
Thin domestic capital markets.
Surviving the recession and the credit crunch.

Business expenditure on R&D is low at 1/3 of the
OECD average.

winistry or ECONOMIC @
Development




The Government’s Growth Agenda
Focused on six key drivers of growth:
regulatory reform

investment in infrastructure

better public services

education and skills

innovation and business assistance

V V V YV V V

a world-class tax system.

wminisiry of ECONOMIC @
Development

Manatu Ohanga

Priorities for Government Policy

> Greater Internationalisation — overcoming
barriers created by distance.

» Fostering Innovation — increasing business
R&D and better linking public investment in
R&D with business needs.

> Leveraging off Areas of Existing or
Emerging Growth Potential — a stronger and
more targeted approach to business
assistance.

» Improving Capital Markets — developing the
size and sophistication of New Zealand’s
capital markets.

winistry or ECONOMIC @
Development
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Structure of Business Support
Programmes

Transformational Initiatives

Targeted and Enterprising Partnerships Fund
Tailored Policies Major Events Devalopment Fund
Revamped Growth Services Fund
TechMZ (Targeted)
Beachheads
Capability Building Improving the
Enterprising Training Business Environment
- Global Expert Venture Investment Fund
Gt?r_lerl_c Mentoring Seed-Co Investment Fund )
Facilitative TechMZ (Capability Building) Incubators Intensity of
Policies BIZ Info Senvice Investment NZ Engagement
Australia™Z Biotechnology Wltg reciplents,
Partnership Fund an
MNZTE Sector activities Degree of
tailoring of
Providing a Stable Providing Key policy required.
Operating Environment Inputs for Firms
- Macroeconomic Palicy Education
Foun_diatlon Regulation Infrastructurs
Policies Property Rights
Tax

ministry of ECONOMIC @
Development

Manatu Ohanga

Improving Access to Finance
Set of initiatives to improve access to finance include:

» Grants and services such as Incubators, Escalator
and Investment Ready training programmes.

» R&D commercialisation services and pre-seed
funding.

» Venture Capital Fund and Seed Co-Investment
Fund equity investment programmes.

minisiry of ECONOMIC @
Development

Manatu Ohanga




Responding to the Recession

»Fiscal Stimulus including infrastructure spend
»Small Business Relief Package

Tax changes costing $480 million

» Expansion of the export credit scheme

» Extended jurisdiction for the Disputes Tribunal
» Expansion of business advice services

» A prompt-payment requirement for government
agencies

wminisiry of ECONOMIC @
Development

Manatu Ohanga

Co-operation Is Essential

> Governments can do a lot to provide a
conducive business environment and help
address market failures.

» Government has to partner with the private
sector to deliver value to SMEs.

» New Zealand’s Small Business Advisory
Group provides an on-the-job perspective on
the issues SMEs face every day.

» Internationally, the Single Economic Market
concept for Australia and New Zealand will
help our SMEs in our closest market.

winistry or ECONOMIC @
Development

Manatu Ohanga
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Overcoming the Declining Competitiveness
through SME Innovation

Totok Hari Wibowo
Deputy Assistant for Technology Policy Assessment

Agency for the Assessment and Application of Technology (BPPT)
JIn. MH. Thamrin No. 8 Jakarta
Indonesia 10340

OUTLINE

_| 1. Rationale & Framework

Q I1. Institutionalizing SME Development
“ 3 Initiatives
N

v“@

II1. Initiatives in SMEs Capacity
Building

@ 1V. SMEIC — Action in FY 2009

>~ V. Modus for Synergy

P

Q. Moving Forward - Technology Based SME

Development
2
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I. Rationale & Framework

Improvement of
Existing Businesses

Knowfedge & Comp¥ence

Innovasion
The Role of ; & Diffusion

SMEIC

Production
Improved s Value Investment for

Competitiveness Chain Innovation in
Investment R&D .
from External 1]\)few l?usmess
System evelopment

Improved ROI

Investment 70
external System

I1. Institutionalizing SME Development Initiatives

| Stages | | Agents & Services ‘

Industry

Later Stage Financing

Early Stage Financing Risk Capital

Business Start Up

Marketing & Commersialization

“Testing the Water”
Business Meeting
Show & Exhibition ENI
Business Plan & Valuation Coordinated
by SMEIC
Development
IPR Application | IP Centre |
Evaluation of Commercial Prospect | ENI, Incubator |
Research
Evaluation of
Technological Feasibility ENI, Incubator
Idea Generation Research Advisor,
| Drafting Research Proposal | etc




I1. Institutionalizing SME Development Initiatives -

Towards Network of Innovations

Role Function

# Business Development

Consultation services on productivity, general management
& financial management

@ Technology
Development

Prototyping, technology licensing (technology transfer)

# Business Incubation

Development of innovative start-ups

@® HRD

Training provider on apprenticeship and entrepreneurship

@ Facility Provider

Provide multipurpose facilities

@ Expertise Provider

Technical assistance on specific expertise

@ Information Provider

Information services: technology, market, financing schema,
IPR, etc

@ Accreditation

Certification and accreditation of product or service

@ Intermediaries

Technology, Market & Financial brokering

@ Networking

Business partnership, R&D Cooperation, Consultative
Forum

I1. Institutionalizing SME Development Initiatives -

Guideline Towards Fusion Networks

@ Ubiquitous Center of Excellences (COEs)
@ Synergy in SME development — no person is alone

» Fusion networks built by proven capability to innovate

= Improved by collaboration evidence (willing to share
for a piece of a bigger pie)

@ Grow using “guided innovation” where networks are
united around common problems. What are the problems?
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I1. Institutionalizing SME Development Initiatives -
Position within National Innovation System

------ Parliement E
| S
——
Coordinating Ministry for
Economic Affairs -
| MOF | | BAPPENAS ‘ | MOST | Ministries:
* MOI
P * Coop and SMEs
State Owned 1 DRN - « Education

(Strategic) lemmmmmmm o ! « State-owned
Enterprises LIPI Enterprises
P * Others
K ] LAPAN |—
Private Industries
and their R&D BPPT * Departmental R&D
Centers —{ Institutions
BATAN lf * Public Universities
Private Research Bakosurtanal —{ State Enterprises

Institutions and

Private Universities BAPETEN lf || Venture Capital and

Financial Inst
BSN

I1. Institutionalizing SME Development Initiatives -
SMEIC - Management

Role:

National Policy Role:
Coordination
Financing ’ Local Policy
Coordination
Financing

Role

* Technology services

* HRD

* Intermediation &
Business Networking

* Facilitating access to
Funding resources
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I1. Institutionalizing SME Development Initiatives -
SMEIC - Management

® Steering Committee
m Chair: Coordinating Minister for Economic Affairs

m Member: State Minister of Cooperatives & SMEs, Minister
of Industry, Minister of Internal Affairs, State Minister of
Research & Technology, Minister of Finance, Minister of
Planning, Chairman of BPPT, etc

® Organizing Committee
m Chair: Deputy Chairman for Technology Policy, BPPT

m Secretary: Director of Center for the Assessment of
Technology Diffusion Policy, BPPT

= Member: Higher level Officials of Departments and related
institutions

I1. Institutionalizing SME Development Initiatives —
SMEIC - Working Definition

Innovation
Research, development and/or engineering activity aiming at
developing of practical value and provision of new scientific
context, or finding new way for the implementation of the
existing Science and Technology into product or production
process.

(Source: Law No. 18 Year 2002 on National Innovation
System)

SME Innovation Centre

An 1institution that facilitates the transfer and diffusion of
innovation to SMEs and promote the development of
innovative SMEs

10
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M A R K E T

- W W

2008 — 2009 2010 - 2015 >2015
Demand pull, Supply push resource Market leader in
primary extractive- based, new market, selected niche:
increased low added higher added value, (genetic) resource and
value MSME based innovation based knowledge based
industries Sustainable | | MSMEs & Innovation- MSMEs high end and
— Green MSMEs based networked- boutique products and
symbiotic industries services

Pilot Project Replication of Best Practises

11

I1. Institutionalizing SME Development Initiatives -
SMEIC - Roadmap

I1. Institutionalizing SME Development Initiatives -

SMEIC — Work Breakdown Structures

WBS 1. Institutional Strengthening
WBS II. Network and Basis data
WBS III. Intermediation

WBS IV. Promotion of Innovation

WBS V. Coordination, Monitoring and
Evaluation

12




I1. Institutionalizing SME Development Initiatives

Interconnectivity of Processes within National
Innovation System (NIS)

S&T

Basic . S&T Business &
Education I_éRll)) mn f&T Development Utilization ‘M Industry
Sub-system ub-system Policy Sub- Policy Sub- Sub-system

system system

The strength of NIS depends on the performance of the
weakest node (or link). Which node (or link) is the weakest?

13

III. Initiatives in SMEs Capacity Building

Type Number
1. Incubator 35
2. IP Center & IP Related Facilities 65
3. Business Technology Center > 200
4. Public & Private R&D Institution > 50

14
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IV. SMEIC — Action in FY 2009

 Pilot Project: Solo Technopark and Batam
Outsourcing Area

* Developing Formal Curriculum on

Technopreneurship for undergraduate and
graduate programmes
* Developing Legal Base for Risk Capital
Schemes

* Building Database Support System

 Intermediation, Promotion and Marketing, etc.

15

V. MODUS OF SYNERGY - TECHNOLOGY
INTERVENTION ALONG VALUE CHAIN

Technology, HR,

Capital, IP, Inf.

syst, Policy, Inst.
Arrangement,
Program, etc.

Technology Technology Technology Technology
Intervention Intervention Intervention Intervention
Input | Production . Trading
Factors “| Sub-system - Sub-system 7| Adfter Sales
A A K A
E g Domestic
=3 Market
> 27
|
25 Export
=12 Market




V. MODUS OF SYNERGY - Commodity Rating Agro-
based Industry

Replicability | Technology vs Risk vs Resource N‘Sl;n,ll;:e::f Szgg:)i:ta :/s
NO COMMODITY Vs ’!‘ime Produc.tion Investment Availability Multi Cultural
Delivery Chain vs Demand Customers | Familiarity
1 Aesthetic Oil 5 5 3 3 3 7 26
2 | Coffee 5 5 3 3 3 7 26
3 Coconut 5 5 2 3 2 6 23
4 | Cacao 5 4 2 3 2 7 23
5 | Rattan 5 3 3 2 3 7 23
6 Seaweed 3 3 3 3 3 7 22
7 | Organic Fertilizer 5 1 3 3 3 7 22
8 | Medicinal plant 3 3 3 3 3 7 22
9 | Soybean 5 5 3 2 3 2 20
10 | Fish Product 5 5 3 3 3 0 19
1 ]Ef;fj’l‘l‘gased 1 1 0 3 1 7 13
12 | Rami Fiber 3 2 0 1 2 2 10
V. MODUS OF SYNERGY - Commodity Rating
Manufacturing
ey | 00 [ e [ e | ot
NO COMMODITY ];Zl};ll lenr; Production | Investment 1::2)11;:;]:3 vs Multi Cultural
Chain Customer | Familiarity
1 Furniture 5 5 3 3 3 7 26
2 B\Z‘;ifig;:;tmem 5 5 3 3 3 6 25
3 Cergmic Technical and 5 5 3 3 3 6 25
Sanitary
4 fdi‘;xe":y“smg 5 4 3 3 3 7 25
5 Latex-based Components 5 4 3 3 3 7 25
6 Bio Fuel 4 5 3 3 2 7 24
7 | Footwear 4 4 3 3 3 6 23
8 Packaging Machinery 4 3 3 2 2 7 21
9 | Automotive Parts 3 4 2 2 3 6 20
10 | Textile and Apparel 3 3 2 2 3 6 19
11 ] Cosmetic 4 5 2 3 2 2 18
12 | Food Product 3 3 2 2 2 6 18
13 | Metal Works 3 1 1 2 3 7 17
14 ig’c‘iir;’:;ssmg 5 3 2 3 2 0 15
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V. MODUS OF SYNERGY - Commodity Rating
Creative Industry

NO COMMODITY }i)‘;sli’\lz‘?:; Production | Investment é:;‘;:::::g Multi Cultural
Chain Customers | Familiarity
1 | Batik 5 3 3 3 3 7 24
2 | Handicraft 5 3 3 3 3 7 24
3 i‘:c‘z;‘;:lf‘s Home 5 3 3 3 3 7 24
4 | Music 5 3 3 3 3 7 24
5 | Ceramic Arts 5 3 3 3 3 7 24
6 |ICT 5 3 3 3 3 6 23
7 | Toys 5 2 3 3 3 6 22
8 Fashion Textile 5 2 2 3 3 6 21
9 | Film and animation 5 4 3 3 3 2 20
10 | Publishing 5 3 2 2 2 6 20
11 | Interior Design 5 2 3 3 3 2 18
12 | Education Material 5 3 3 2 2 2 17
13 | Fashion Accessories 4 2 2 3 3 2 16

VI. MOVING FORWARD - TECHNOLOGY BASED
SME DEVELOPMENT

Start-Up Business
Improved Existing Business

___________________________________________________________________________

i W BPPT :
; 1. Technology 0 |
| . Incubator 3. Business 7 LIPI i
: . Nurturing Innovation Kk |
E New SMls 2. Business Fund i MOI |
g Incubator n i
i Prototyping g SMESCO | !
ISMEIC Centers Capital !
: U Dir.Gen. !
; Higher Educ. | !
i T 4. Extension works I——-—— n e ne :
i ,{Technology : Universities :
: Diffusion 5. Facilitation |-—— t i
i S Other !
E Institutions ;
; Implementing i
ittt Institution_______:




Recipients of SME Innovation Centre Grants FY 2009

No Institution Location
1 | PIBI IKOPIN Bandung
2 | Universitas Hasanudin Makassar
3 | ITS Design Centre Surabaya
4 | Business Innovation Center Jakarta
5 |I- CELLATMI Solo
6 | Young Asgar Foundation Garut
7 | Universitas Islam Indonesia Yogyakarta
8 | Lembaga Pengembangan Inovasi Serpong

Recipients of SME Innovation Centre Grants FY 2009

No Institution Location

9 BDS LPPM UNS Solo
Association for SME Development

10 (PUPUK) Bandung

11 IPB Business Incubator Bogor

12 KADIN Semarang Semarang

13 PPKWU UNS Solo

14 LIPI Innovation Center Jakarta
Regional Development Forum

15 (FPESD) Semarang

16 Universitas Haluo Oleo Kendari
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Thank you

Questions, Comments and Suggestions can be
directed to

totokw@gmail.com
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TRADE & INDUSTRY

J 'Overcoming the Global Economic Crisis
Through SME Innovation:

The Laguna CLEEP Experience

Marilou Quinco-Toledo
Regional Director

Department of Trade and Industry
CALABARZON Region
Republic of the Philippines

Outline of Presentation n
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d'lf Il. The LAGUNA Comprehensive Livelihood
== and Emergency Employment Program

DCPARTMECNT OF
TRADE & INDUSTRY
s
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dtﬁ Il. The LAGUNA Comprehensive Livelihood
= and Emergency Employment Program

DCPARTMECNT OF
TRADE & INDUSTRY
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Il. The LAGUNA Comprehensive Livelihood
= and Emergency Employment Program

Il. The LAGUNA Comprehensive Livelihood
= and Emergency Employment Program
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d-lf Il. The LAGUNA Comprehensive Livelihood n
brrrerr and Emergency Employment Program

Il. The LAGUNA Comprehensive Livelihood n
and Emergency Employment Program -
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d-lf Il. The LAGUNA Comprehensive Livelihood ,
T and Emergency Employment Program

Il. The LAGUNA Comprehensive Livelihood n
and Emergency Employment Program -
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d'lf lll. The LAGUNA CLEEP: Water
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cti 1. The LAGUNA CLEEP: Water i
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€ |II. The LAGUNA CLEEP: Water ’
= Hyacinth Development Program -
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@ |ll. The LAGUNA CLEEP: Water ,
= Hyacinth Development Program =

cHti 1l. The LAGUNA CLEEP: Water i
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€ |Il. The LAGUNA CLEEP: Water ,

€ |II. The LAGUNA CLEEP: Water ’
= Hyacinth Development Program -
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@ |Il. The LAGUNA CLEEP: Water ’
=== Hyacinth Development Program -

@ Ill. The LAGUNA CLEEP: Water ,
== Hyacinth Development Program =
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cti 1l. The LAGUNA CLEEP: Water i
wass  Hyacinth Development Program -
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DCPARTMENT OF
TRADE & INDUSTRY
PHILIPPINES

IV. Program Results

——
DLPARTMENT OF
TRADE & INDUSTRY
PHILIPPINES

IV. Program
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Kaumisan

KALIKASAN

Mapangalagaan ang kalikasan
dahil sa pagtatanim ng likas na
materyales

KATANYAGAN

A Project Component of the “Comprehensive Livelihood and Emergency Employment Program (CLEEP)”
Regionl Offis: 463649 S45-6169 D! Laguma Of: 463649) SS-0254

o
Formoee infomaon o DI Region V-A
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atbp. souvsmn Slmp

7.3. Sec. Favila appreciated products made by the Cavinti weavers while
RD Toledo, Gov. Lazaro and board member Nocon looked on during the
June 12 Independence Day Celebration in Calamba, City.
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dt V. Program Assessment -
it it 1.1 Performance of Laguna CLEEP"
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V. Program Assessment
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@ VI. Recommendations B

nnnnnnnnnn

Incorporation of values formation, work
ethics and entrepreneurial spirit in the
‘training program/ activities.

. Continue the program for the next five years

""Laff and logistical support and
of machinery and equipment,

The Laguna CLEEP: An Innovative MSME Program to address the Global Economic Crisis
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Innovation Through Cooperation
(The Davao Industry Cluster Experience)

Ms. MARIZON S. LORETO
Regional Director
Department of Trade and Industry
REPUBLIC OF THE PHILIPPINES

' Philippine SMEs are....

Heterogeneous segment

-informal and highly sophisticated firms
Possess a wide range of skills
Suppliers or subcontractors to larger firms
Dynamic, innovative, growth-oriented
Others are traditional “lifestyle”
High volatility (new start-ups and closures)
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/® 53% operate consumer-oriented businesses
&~ 24% in extractive businesses

19% in transformative businesses

* 3% in business services

Increase productivity of SMEs (32% to 40%)
SME DEVELOPMENT AGENDA

Achieve a sustainable and competitive SME growth
1. strengthen the support mechanism for
SME development
2. build capacities of SMEs to enhance their
competitiveness
3. focus on growth industries that contribute to
regional development




" IDavao Region Development Goal

Improve quality of life and environment

OBJECTIVES

1. Increase economic growth
2. Provide more livelihood opportunities
3. Reduce the incidence of poverty
4. Focus on regional competitive quartet-
a. Agriculture
b. Mining
c. Eco-tourism
d. ICT

Clustering
Kkey strat
Davao
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Clustering-

-a strategic approach to enhance
regional economic growth and
competitive advantage

-an effective strategy to attain
regional development goals e.g.
poverty alleviation and productivity

enhancement
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-geographic concentration of
interconnected, competing yet
interlinked industries that
create wealth through exports

-combine strengths, collectively
explore opportunities, share/solve
common problems and share
technologies and facilities

Cluster Model
LGSl Markets
Linkage
Support Agency
Linkage
Traders/
distributors Supporting Agencies
-R&D
Processors <:> Processors -Technical Assistance
- HRD
Horizontal Linkage - Credit Access
- Policy Measures
Farmers/ Farmers/
Growers Growers
Backward Input suppliers,
Linkage Transportation
Infrastructure
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Davao Industry
Cluster Framework

Enabling
Environment
(Streamlining
business procedure)
NERBAC

Capacity
Building

(DICCEP)

Product /Market

. Promotion
-strategic networks -OTOP
-strong manpower base _Designers Pool
-innovation, R&d _Export Pathways
-policy interventions

-investments promotion

DAVAO REGION: PRIORITY INDUSTRY
CLUSTERS

®




4 GOAL: BANANA -

Maintain its position as the
leading banana producer a
major supplier and ex
high quality fresh
processed ba
country.

Target: US$4.
2008 Performance: U_

Phil. # 2 exporter o

N _S$13.13 Million exports
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2010 Target: US$816 Milli_ »
2008 Performance: US$77.6 Million " |
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A mutually supportive cluster
that boosts globally

competitive seaweeds
industry for imp

" conL (cT

Enhance the global
competitiveness of the ICT
sector in Region XI

-Customer contact centers
-Medical transcription

-Animation

-Software development
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socially acceptable mi
industry for sustai

IBAMIaIgeL: 31,000 jobs generated

: 4,548 new jobs

! NDUSTRY
ECQ TO-CLUSTER

Davao Region as the
premier tourism
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Cluster Regional Distribution

Banana

Mango

Seaweeds +=—— DN

Wood CvV Mining
Tourism * Banana
Mining Mango

Wood Coconut

Banana Coconut
Mango Seaweeds

Seaweeds
Tourism Mango
Wood

Mango .
Tourism
R = DS Minin
Seaweeds 8
“4 Banana

Coconut

private-public sector partnership
capability and institution building

cluster teams organized
private sector industry champio ' :ﬁ ‘Dang
public sector support FERENBE
anchor provinces/LGUs

| 4 academe as center for excellence
ndustry cluster plans
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Cluster Performance

Clusters accounted for 72% of total
regional exports
Major investments
- banana/mango areas expansion
- banana processing (chips/fries/flour)
- tourism (resorts/property devt, etc.)
- ICT (medical transcription, animation, etc.)
- coco fiber, coco sugar, coco peat, VCO
- allied services: cold storage, KD pallets,
packaging

Cluster Issues

insufficient understanding of the feature
and advantages of industry clustering

cluster activity plans not defined

cluster stakeholders’ roles not specified

responsibility of cluster monitoring

limited areas of convergence
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Recommended Measures

clear understanding of the advantages
and limitations of IC approach

defined cluster priority strategic actions
and consensus among cluster players

stakeholders’ responsibility specified

accountability in cluster performance
monitoring

improvement of organizational set-up

DiIiCCEP

DAVAO INDUSTRY CLUSTER
CAPACITY ENHANCEMENT
PROJECT

Davao Industry Cluster

Capacity Enhancement Project

Government of the Philippines
Japan International Cooperation Agency
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Objectives of the Project

Strengthen the institutional and technical capacities
of cluster teams

Strengthen the partnerships to implement the Davao
Region Industry Cluster Plan

Capacitate the frontline staff involved in SME development

i o
Iy \H !
B

Banana Cluster Workshop Coconut Cluster Workshop

Conceptual Outline : Capacity Enhancement Prog%

Phase I
Business planning & monitoring
Team management (Strategic planning)
Workshops:

1) Review and update of the original (current) Cluster Development Plan
2) Develop plan of actions for immediate undertaking

I |

‘ Approval by the Cluster Team ‘

l Select actions for immediate implementation

Phase 2




.’ DiCCEP

DAVAO INDUSTRY CLUSTER
CAPACITY ENHANCEMENT

oo DICCEP Milestones

< 8 Industry Cluster Teams strengthened

< 8 Industry Cluster Action Plans prepared/updated

< 10 projects/cluster initiatives selected

< 120 Cluster members/frontline staff trained

AGCPCN) 0 UrinAtm ur swwstane
i

of Tk ety Regon |

WDUBTIY CLUBTER
TY EMKARCEMENT
PROJEOT

Wiod Industry Cluster

Wand Industey Cluster -
Prefect Tite o
Estdithami of Malapapays Nuesery R
a Plasision
ocalinng —

rargay Sam Reque ond Sm. Lucle, Dalaginas,
isicipulity of S, Totnas, Dirvsns ded Pt

R T v ity et w18 b the depleting woed
r mesources tawands anining susanable spgly bl

P
To iscreise and iisprove e aueresess
ard accoptabiliy on responzhl

Banana Industry Eluster|
Prooet Tife

Loentioy
S, Taress, Dedo del Novte
Objective
“la-esbiish o sinong tomndaten

i af

R S —

Haasena sy Clisiee 11 b
Thasseo Regiom

Ao Irmagraned Cocont Farmy.
il Prodiacsiify [t canennt

et
M, Chavan Cricrtal

Dhijecive.

Toesmstlish chatermeniged ez
farm ared impros farm prodactivity:
Shreugh s cocusa farm
manpemgn ard sechsokogies

Ty sl skt v ayshesmiced mariin
production schedule for the Divao Reglos. “Tsustaln productiviy competitivees
ard grosith =6 by

_ lae | =i 8 Priority Projects &
m::";:w = Eagh e Cluster Initiatives
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Policy Results

= Integration of the Cluster approach within the
Region’s Mid-term Development Plan
RDC initiative to support the clusters (JOBS FIT)
< DICCEP Replication (NICCEP)

DICCEP National Expansion
]
Food - Mango, Saba,
- Aquamarine, Seaweeds
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SESSION V

Overcoming the Economic Crisis Through SME Innovation
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Malaysia External Trade Development
Corporation (MATRADE)

OUTLINE

e Overview of Malaysian SME'’s

e Current Status of Malaysian
SME’s

e Policies

e MATRADE Assistance to SME’s
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Manufacturing &
agricultural sector

-Having an annual sales

turnover not exceeding
RM 25 million

OR

-Not more than 150
fulltime employees

Trading companies

-Having an annual sales
of between 10 million or

export sales at least 3
million.

-Exporting Made In

Malaysia products
especially those

manufactured by SME
and;

-Not more than 20% of
the company’s annual
sales are derived from

ezl

Services Sector

-Having an annual sales

not exceeding RM 5 million

OR

-Not more than 50 fulltime
employees




Definition of Micro, Small and Medium

MICRO Less than 5 Less than 5 Less than 5
SMALL Between 5 to 50 Between 5 to 19 Between 5 to 19
MEDIUM Between 51 to 150 | Between 20 to 50 | Between 20 to 50

Less than Less than Less than
RM250,000 RM200,000 RM200,000
More than More than More than
RM250,000 but RM200,000 but RM200,000 but

less than RM10 less than RM1 less than RM1
million million million

MEDIUM More than RM10 More than RM1 More than RM1

million but less million but less million but less
than RM25 million | than RM5 million than RM5 million

Source: Census of Establishment & Enterprises 2005

Services

Agfriculiture

SME’s CONTRIBUTION TO

MALAYSIAN ECONOMY

SME'’s has contribute:
e 32 per cent to GDP

e 56.4 per cent to Employment; and

e 19 per cent to Export

Source: National SME Development Blueprint 2007
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s3e
|
SME's by Sector a2
Agriculture
34,188 (6%) Manufacturing
39,373 (7%)
Services
474,706
(87%)
Total No. of SME’s : 548,267
-4+
No. of SME's in Main Manufacturing oo
Sub-sector oo

H Textiles & Clothings

29% )
H Metal & Non-metalic

mineral products

“.‘ 39,373 | Eood products &
everages

® Paper & Recorded
Media

Furniture

companies

L1 Others

Source: Census of Establishments & Enterprises 2005




000
. . o000
No. of SME's In Main Services 134
Sub-sector o°
H Retailers
M Restaurants
474,706 L'Wholesalers
Companies H Transport &
Communications
H Finance
. 9%
\/i M Others
) i . 000
No. of SME’s in Main Agriculture eece
(X X J
Sub-sector oo
1 Growing of
Crops, Market
Gardening and
: Horticulture
N M Fishing and Services
activities related to
34,1 88 fishing
Companies m Live Stock Farming
b . 66%

W Others

Source: Census of Establishment & Enterprises 2005
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CURRENT STATUS OF soee

MALAYSIAN SME’S -

e SME’'s REGISTERED WITH MATRADE

e EFFECT FROM ECONOMIC SLOWDOWN
e ISSUES FACED BY MALAYSIAN SME’s

e SME’'s CONTRIBUTION
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SME’s Registered With 3
( X J
MATRADE °
14,435
16000 - ’
14000 + :
Z 12000 -
g 10000 1 mTOTAL
8 8000 - = SME's
T 6000 - Non-SME's
2 4000 -
2000 -
0 T T 1
TOTAL SME's  Non-SME's

No. of SME’s Registered With
MATRADE by Sector

2,000

= No. of Company
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EFFECT FROM GLOBAL oot

ECONOMIC SLOWDOWN et

e Slowdown in demand

e Increase in logistic cost

e Retrenchment

e Increase in Raw Material cost

ISSUE AND CHALLENGES 8

FACED BY MALAYSIAN SME’s | :::

¢ Limited of working capital;
% Limited marketing & promotion strategies;

$¢ Lack of information about domestic &
international market;

# Management & Technology capability

constraint;
# Low value add to their product;
% Lack of training; and
% Limited capability in R&D and Technology




POLICIES

NINTH MALAYSIA PLAN
(9MP)

2006 - 2010
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3RD INDUSTRIAL MASTER PLAN
(IMP 3)

2006 - 2020




Strategic Thrust Under IMP 3| :::

Enhancing the competitiveness of SME'’s;
capitalising on outward investment opportunities;

Integrating SME'’s into the regional and global supply chain;

\Driving the growth of SME’s through technology, knowledge and
innovation; and

Enhancing the growth and contribution of SME’s in services sector

Source: IMP3 (2006 - 2020) 21

[

VIAI RADL

MAOVIV I ANV L

22
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Sustaining Malaysian SME’s |[K$
Presence in the Global Market
During Challenging Times

Export Promotion | Matching/Reimbursable Grant
Assistance « Export Promotion Activities

« Seminar
» Workshop
« Export Training

Exporters
Development

e

MATRADE
EXPORT PROMOTION
ASSISTANCE
* Matching/Reimbursable E E s o
Grant E:'

* Export Promotion
Activities




OBJECTIVE & ELIGIBILITY FOR coes

GRANT :

OBJECTIVE

To assist Small and Medium Enterprises (SMEs) undertake activities
for the development of export market.

FORM OF GRANT

Companies can obtain up to 50% reimbursable matching grant on
the approved cost of the eligible claims and activities.

ELIGIBLE SMES
-SME Companies (Small & Medium Enterprise companies)
- Incorporated under the Companies Act 1965 (Sdn Bhd
companies)
- At least 60% equity held by Malaysian

25

DEFINITION OF WOMEN | | i

OWNED COMPANY:

- For companies 100% owned by Malaysian:
o A woman/ women own at least 51% of the equity,
or
o The largest shareholder is a woman and she
manages the company, or
o Managing Director/ Chief Executive Officer of

the company is a woman and owns at least
10% of equity.

26
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DEFINITION OF WOMEN | |iit:
OWNED COMPANY: 5

- For companies 60% owned by Malaysian:

a A woman/ women own at least 51% of the local
equity and the company is managed by her/ them
or

o Managing Director/ Chief Executive Officer of

the company is a woman and owns at least
10% of the local equity.

27

EXPORT PROMOTION
ACTIVITIES 3

- INTERNATIONAL TRADE FAIRS

- TRADE INVESTMENT MISSION

- SPECIALISED MARKETING MISSION
- GENERAL MARKETING MISSION

- PROMOTION BOOTH

- TRADE PROMOTION VISIT

- JOINT PROMOTION ACTIVITIES

28
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MATRADE

EXPORT DEVELOPMENT

000
0000
00000
0000
0000
000
o0
29
ooo
o000
eeceo
o000
o000
eoo
oo

OBJECTIVE

To enhance Small and Medium Enterprises (SMEs) knowledge about

export market and also to develop their technical and professional
skill to be a sustainable exporters in international market.

FORM OF DEVELOPMENT PROGRAMME
Seminar, workshop and export training organise by MATRADE.

PARTICIPATION COST

-Minimal
- Eligible to claim under development grant

30
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Export Development Programme| ¢:°

> Seminars on various topics
(e.g. market
opportunities, import
regulations, etc)

> Workshops on enhancing
export skills

» Nationwide reaching-out programmes —
Briefing & Business Consultation (B&C)

31

Trade Advisory Services

Trade Advisory Help Desk )

Exporters Registry (MER)

Business Information Counter
(BIC) at KLIA

Information Counter

32




MATRADE Business Library | 3¢

Reference Services

v

AN NN

Malaysia Trade Statistics;

Malaysia Exporters Registry (MER);

Foreign Importers Database;

Conventions and Trade Events Compilation;
Business Contacts — Malaysian and foreign
trade-related organisations; and

Collection includes trade directories,
periodicals, statistical publications, CD-ROMs
and video titles.

33

MATRADE Business Library cecs

(Continue...) o

NS N N N Y U N N

Online Databases

nexis.com;

Global Market Information Database (GMID);
World Trade Atlas;

Tariff Finder Online;

PalmOilis;

The Public Ledger;

ITC TradeMap; and

UN Development Business (UNDB)

34
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LAALAINAN IUU‘.

Exporters Development Division
10th Floor, East Wing
Menara MATRADE
Jalan Khidmat Usaha,Off Jalan Duta
50480 Kuala Lumpur
www.matrade.gov.my
Tel: 03-6207 7077
Fax: 03-62037252

35







o
‘ Presented by I Wayan Dipta
During 2009 APEC SME Innovation Seminar:
“Innovation in SME Financing and Marketing”
Seoul, August 25-28, 2009

INTRODUCTION

« No countries are immune to the crises. This is unprecedented
crisis affecting all countries, the difference is the magnitude
which depends upon the closeness and the strengthens with
American economy.

« Impact to the Indonesian economy.

0 Macro economy: depreciation of rupiah, capital outflow, credit
crunch, liquidity crises, problems of trust and faith in the
banking sectors, difficulty of financing deficit, export declining,
and unemployment rising;

0 Micro/Corporate: (a) limited access to funds; (b) extremely high
cost of capital; (c) weak stock markets:

very difficult to raise equity from the market,

declining profit margin,

significant balance sheet risks because of asset price drop,
continuous volatility,

global trade restrictions/market protections,

opportunistic mergers and acquisitions/increasing industry
consolidation,

more government intervention/new regulations,
demand is falling as a result of change in consumer behavior
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CoMPOSITE PRICE INDEXES
DROP THE THIRD LOWEST IN THE WORLD

IHSG

NIKKE!
110

100

90

80

70
Indeks (Jan-2008=100)
60

50

40

30

Jan-08
Feb-08
Mar-08
Apr-08
May-08
Jun-08
Jul-08
Aug-08
Sep-08
Oct-08
Nov-08

$US Million

THE IMPACT OF GLOBAL FINANCIAL CRISIS
TO FOREIGN RESERVES

62,000 1 60,563
60,000 -
58,000 |
56,000
54,000
52,000 -
50,000 -
48,000

46,000 -

44,000

Jul. Aug. Sep. Oct

Sources: Central Bank of
Indonesia




INFLATION RATE STILL HIGH

20.0%

18.0% -

16.0% -

14.0%

12.0% -

10.0% -

8.0%

6.0% -

4.0% -

2.0%

0.0% T T T T T T T T T T
5 2 £9 5§53 :£9 5 % E9 5§ 3 EQEZEQ Y EOEQ
58835222 2% %% 355535328888 ¢g3 33

Sources: Central Bank of Indonesia
SECTORAL BASED INFLATION

FooD INFLATION MUCH HIGHER THAN GENERAL INFLATION
Garment 5.38

Education 6.21
Health 7.36

Housing, Water, & Electric 10.09
Food Processing 10.7
Transportation & Communication 10.85
General 10.96
Food Stuff 16.47
0 2 4 6 8 10 12 14 16 18

*January-October

Sources: Agency for Statistics
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LENDING DISTRIBUTION
(IN TRILLION RUPIAH)
Agriculture & Agriculture Facilities 59,21 70,90 74,17 12,18
Mining 27,63 29,08 26,38 -2,02
Manufacturing 225,01 254,39 248,28 5,33
Water, Gas & Electricity 10,01 20,07 21,55 53,94
Construction 49,03 58,85 59,92 10,92
Trade, Restaurants & Hotels 228,59 264,56 269,48 8,80
Transport, Cargo Storage &
Communications 42,74 60,58 61,17 21,36
Business Services 122,39 143,15 141,62 7,95
Social Services 13,09 15,90 15,83 10,51
Others 318,54 380,16 386,96 10,57 0
Source: Bank Indonesia

DECREASING ON PURCHASING POWER

a Poor groups 70-80% of their income for food (non poor
23%)

0 Food inflation (the latest year) 2 times of general inflation

0 Based on Central Agency of Statistics and ADB, poor
groups/rural inflation: 2 times of the national inflation

348



The Growth of Manufacturing Industries

7.20%
5.86% P 5 .
. o
° 5.15% 4.75%
2004 2005 2006 2007 2008*

Competitiveness of local products in domestic market is low:

eTextiles & garments 77% legal/illegal import

eFoot wear 60-70% import

eRetail market 10% owned by foreigners, developed economies max (1-3%)

SUBSECTOR MANUFACTURING INDUSTRY
HIGH DENsITY EMPLOYEES HAVING NEGATIVE GROWTH (2007)

Furniture

Electrical Machines
Apparel
Metal Goods

Wood & Wood Working Products
Rubber, Rubber products
Transportation Tools (not car)
Lather & Lather Products
Mining Goods Not Metal
Foods & Baverages

Total
Tobacco

Textile
Coal, Oil & Gas
Basic Metal
Paper
Automotive
Chamistry
Measurement & Health

Machinery
Communication Tools

r

-40%

Sumber: BPS
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ADDITIONAL EMPLOYMENT BASED ON WORKING
STATUS, FEB 2007 — FEB 2008 (MILLION PEOPLE)

Agriculture, 0.8
Finance, 0.19

Construction, 0.33

Industry, 0.35

Public
Services, 1.82

Transportation,

Warehouse &
Communication, 0.43

Sources: Central Agency of Statistics

GOVERNMENT BUDGET (RP TRILLION)

1200 -
1,037
1000 -

800 -

600 -

trillion (Rp)

400

200 -

2004 2005 2006 2007 2008 2008 2009*

ECONIT Advisory Group




WHY SHOULD SMES?

o Having significant contribution to the national

economy:

« Job creation: 90.89 million (94.42%);

« Contribution to GDP: 52.67%

« Contribution to Exports: 20.17%

« Establishments: 51.26 million (99.66%)

o Having strong resistance to economic shock
(internal & external)

o Becoming social savety nets during economic
down tern.

SME PROFILES IN 2008

Items Micro Small Medium Big
Enterprise | Enterprise | Enterprise | Enterprise

Establishment

-Unit 50,697,659 520,221 39,657
-% 98.58 1.01 0.98
GDP

-US$ (billion) 150.53 47.33 63.08
-% 30.39 9.55 12.73
Job Creation

-People (million) 83.65 3.99 3.26
-% 86.89 4.15 3.38
Export

-US$ (billion) 2.02 4.41 11.94
-% 2.22 4.85 15.13

Note: US$=Rp. 10,000

4,372
0.01

208.71
42.13

2.78
2.88

72.72
79.83

O
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WHY SMES CAN EXIST DURING
EcoNOMIC CRISIS?

o In general SMEs producing consumers’ goods;
o SMEs do not depend on banking financing;

o SMEs having tight product
specialization, producing certain goods/services;

o SMEs having high flexibility in many aspects;
o SMEs having low in barrier to entry and exit;

o SMEs are well developed during economic crisis
as a result of increasing lay-off from big
enterprises and formal sectors.

GOVERNMENT’S SUPPORT TO SMES
FACING GLOBAL FINANCIAL CRISIS

1. Promote Innovative SMEs, through:

* Developing condusive business environment to
promote innovative SMEs by reducing administrative
burdance; promoting infrastructures; and providing
facilitation for IPR protection;

* Increasing quantity and quality of human resources
for innovative SMEs by improving and promoting
training centers/institutes for innovative SME
development;

» Providing award/appreciation to the inventors in
terms of financi and non-financial supports;

* Providing ICT support in order to easier access and

sharing information, technology and market access
for innovative SME products.




GOVERNMENT’S SUPPORT TOo SMES
FACING GLOBAL FINANCIAL CRISIS

2. Providing access to financial sources:

« Increasing capacity of credit guarantee corporation to
guarantee banking credit from Rp. 1.45 trillion (2008)
to Rp. 2.0 trillion (2009). In 2009, total banking credit
allocation for SMEs will be around Rp. 20.0 trillion;

» Increasing capacity of micro finance institutions to
finance micro and small enterprises. Since 2003 to
2008, the government of Indonesia has promoted
9,871 micro finance institutions with total support
Rp. 1.2 trillion;

* Promoting linkage program between bank and micro
finance institutions;

* Promoting banking consulting partners to support

micro and small enterprises access to banking
sectors.

GOVERNMENT’S SUPPORT TO SMES
FACING GLOBAL FINANCIAL CRISIS

3. Providing fiscal stimulus in order to:

* Reduce unemployment rate through tax subsidy for
individual employee in a certain sectors:
agriculture, manufacture, and trade. Total fiscal
stimulus for individual tax subsidy is Rp. 6.5 trillion;

* Improve traditional market to become modern
market for SMEs’ products;

e Promote entrepreneurship development
program, especially for the lay-off employees who
would like to become entrepreneurs.

353



GOVERNMENT’S SUPPORT TOo SMES
FACING GLOBAL FINANCIAL CRISIS

1. Promoting market access for SME products:

o Campaigning local product usage, especially
produced by SMEs;

* Conducting and attending trade promotion/
exhibition both in domestic and foreign countries;

 Trade mission to non-traditional market.

RECOMMENDATION FOR APEC

o Each APEC member economy not to implement
market protection for SME products;

o Promote SME cooperation in order to promote
SME internalization;

o Developed economies may provide trade
financing to promote SME market access from
developing economies.
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Ministry of Planning and Investment (MPI)
Enterprise Development Agency (ASMED)

Policies to Strengthen
Viet Nam’s SME capacity in
the Global Economic Crisis

Pham Thi Hong Trang (MS)
International Cooperation Official

Seoul, 8/2009
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Overview on Viet Nam’s economy

Viet Nam

Viet Nam is located in the Eastern part of the Indochina

peninsula, bordering China to the North, Laos and
Cambodia

to the West with a long land border of 4,550 km, and
facing the

Eastern Sea (South China Sea) and the Pacific to the East
and

the South
Climate: Vietnam lies in the tropics and monsoon

Topography: Three quarters of Vietnam's territory consist
of

mountains and hills
Administrative Units: Vietnam is divided into 63 provinces
and cities.

THAILAND

i
"

\  cAMBODI

o
Population: about 86,5 million people (Density 260 ppl per &,

square kilometer.
Language: Vietnamese. Capital: HA NOI. Currency: DONG




Overview on Vietham economy

Compare to the first quarter 2008

Industrial output increase 2.4%.
Agricultural output increase 0.9%;
Total sale in service sector increase 21.9%;

GDP in 1st quarter 2009 is 3.1%
(compared to 7.4% in 2008)

Overview on Vietham economy
Compare to the first quarter 2008

Export turnover is US $4.7 billion, decrease by
15% compare to the first quarter 2008.
Import turnover is $4.3b, decrease by 45%
compare to 2008;

Total committed ODA capital is US$26.23m;
Total newly FDI registered capital is $1.2m,

equivalent 30% the same period in the previous
year;




SME in Viet Nam

New SME Definition

Decree 56/2009/ND-CP on Supporting for the development of small and
medium-sized enterprise

Super small . . . .
P . Small enterprise Medium-sized enterprise
enterprise

Total

capital Total capital

I. Agriculture,
forestry and
aquaculture

Il. Industry and
Construction

lll. Trade and
Service




Overview on SME in Viet Nam
Total number of registered SME: around
370,000

SME present around 97% of total enterprises

SME create around 3 million jobs, account for
40% GDP and 29% export value with growth
rate of 18%/year

Registration is steadily rising since
simplification of procedures and introduction
of new laws

Number of Enterprise by Legal Form
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Major Problems

Major problems with SME

Lack of recognition of the great impact of
globalization, the international and regional
integration process

Have a small scale, have limited capital, a small
number of employees.

Lack of information on input markets.

Limitation in market access; the quantity of
products manufactured by SME is small in scale,
mainly for domestic use, and even for very small
local areas.




Major problems with SME

Weaknesses in science and technology capacity
and unskilled workers

Constraints in relation to linkages between
business and production units

Unprofessional Internal management of SME
Lack of transparency in financial management

Technology Capability of SME




Most SME use backward technology, 3-4 generation
compared to average level of the world

Most SME use technology in 1980s

Limited capability in technology research and innovation

Only 0.1% annual turnover is used for technology
innovation (GTZ survey on 1200 enterprises

80% SME have no strategy to invest in science and
technology

Apgedes Abojouyosal JINS

R&D activities

There is less than 5% enterprise implement
R&D activities, R&D mainly happen in large
companies;

There is no enterprise in insurance and ICT
sector implement R&D

Technology innovation happen most often in
garment and automobile sector

(VCCT survey in 2006 in 8 sectors: Garment and textile, automotive,
insurance, banking, ICT, sea transportation, fishery, electronic)




Capability in technology research
and innovation

Less than 1% total cost used for R&D and
0.2% for technology innovation in all
sectors

Almost enterprise has no strategy and
budget for this activities

Innovation rates

(SME survey 2007 by CIEM, DOE, ILISSA)

61.8

O Introduce new
product

O Improved existing
product




Technology characteristics

2005

Level of Only hand tools only 10.3
technology

Manually operated machinery only 355
Power driven machinery only
All of the above
Age of technology Under 3 years old
Between 3 and 5 years old
Between 6 to 10 years old
Between 11-20 years old
More than 20 years old

New or second New
hand
Used

Self-constructed

Demand for techno innovation by SME
New investment

% enterprise  has  made % financed by own
investment 2005-2007 capital/retained earnings

2005 2005 2007
All g : 66.9 74.0

Micro 3 ; 67.3 77.9
Small 5 : 69.3 71.8
Medium 8 4 57.1 61.2
Urban 3 . 72.1 70.1

Rural c 5 64.0 76.5




Demand for techno innovation by SME
Investment purpose

Reasons for the inability of SME to access to
technology

Poor financial
situations and
low levels of

R&D
Lack of access Poor

to technological

information and adaptability to

changin
e sy The inability o e
of SME to
access to
technology

Lack of
management Desire to avoid risk
skills
Non
availability of
technical
human
resources
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Government Policies

Short term measures to help
SME over crisis

Credit guarantee program for enterprise:
575 billion VND

4% interest rate subsidy program: 85
banks participate; 178.722 billion VND is
disbursed;

Subsidy interest rate for export lending is
2.9%:;




Short term measures
Tax policies

To issue policies on tax delay, reduction and
exemption (PIT, CIT and VAT);

CIT: To reduce by 30% on CIT for SME.
Reduction of 9,900 billion VND in state budget,
6,800 billion dong delay to 2010;

VAT: 50% reduction in VAT for some goods
(1,050 billion dong), reduction in state revenue

of 1000 billion dong; delay up to 180 days for
import goods;

PIT: Delay in tax revenue is 1,600 billion (1st
quarter 2009)

Long term strategy




GOVERNMENT DECREE
On supporting for the development of SME

30/6/2009, Prime Minister issued and will be
implemented on 20t August, 2009”

New definition of SME

Supportive policies are in more detail

Enhance the role of Enterprise Development Agency (ASMED): ASMED shall
assist the Minister of PIannin? and Investment in performing the function of state
management over SME development.

The State management body in SME development in localities: Department
of Planning and Investment (DPI) to be the focal point in formulating the
development programs and plans for SME.

SME development support plan: must be incorporated into the annual plan and
S-Year plan of Ministries, agencies, localities, national economy plan with budget and
solutions for implementation

Domestic SME policy trends
and initiatives

Facilitating SME's access to finance

SME accounting regime

Human resource training support for SME
Technical and technological assistance
Promoting market expansion




Domestic SME policy trends
and initiatives

Supporting local industry development
Supporting SME’s access to information

Building up SME promotion institutional
infrastructure

Implementation of the SME Development
Plan 2006 -2010

ODA attraction: ODA commit capital for
2009 — 2010 is expected US$8-10 billion

Thank you very much

Contact:

Enterprise Development Agency

Ministry of Planning and Investment

No 6B, Hoang Dieu Street, Hanoi, Viet Nam.
Tel: +84 80 4 3231

Fax: +84 43 734 2189
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I . Introduction

SMEs are considered as the roots of a country's economy as sound
economic development can be achieved on the basis of robust SMEs.
Korean SMEs have played a significant role in aiding the growth of the
Korean economy since the 1960s and are expected to play a bigger role
in bolstering the nation's economic situation.

The role of SMEs is not identical in all countries because of each
nation's unique economic situation, but is manifested in different manners
depending on the economic development stage. When it comes to Korea,
SMEs were stressed as key economic players that promoted production and
employment, and earned foreign currency from export growth in the
1960s. By the 1970s, Korean SMEs had served as a local economic
development facilitator that cooperated with large companies, in addition to
promoting production and employment, and earning foreign currency Since
the 1980s, more roles have been added such as improving the industrial
structure, enhancing the capability to deal with economic cycles, and
promoting technological development. Recently, SMEs are required to be
innovation leaders and players in charge of establishing the country’s
social safety net.

As Korea has achieved high economic growth and joined the OECD in
1996 through its economic development plans, a significant number of
developing countries have shown keen interest in SME policies executed in
the process of the economic development in Korea.

This paper will initiate the discussion by taking a close look at the
development processes of Korean SMEs and major growth factors, sorting
out SME policy processes by Korean economic development stage, and

showing the performance behind SME policies.
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II. Development Processes and Major Growth Factors
of Korean SMEs

1. The current status of SMEs and development processes

(1) The current status of SMEs

On the strength of efforts by SMEs to grow and the government's SME
nurturing policies promoted since the 1960s, SMEs in Korea have

occupied a high proportion of the nation's economy.

< Table 1 > The current status of SMEs in the manufacturing sector(2007)
Unit : number, person, trillion won, %

2007 proportion(%)
SMEs 118,506 99.5
Number
of Large 627 0.5
. companies
enterprises
Total 119,133 100.0
SMEs 2,199,951 76.9
Number .
of aee 662,555 23.1
companies
employees
Total 2,862,506 100.0
SMEs 481.6 48.7
Production Large. 507.8 513
companies
Total 989.4 100.0
SMEs 174.7 50.6
Value Large
i 170.4 49.4
added companies
Total 345.1 100.0
Source: Korea National Statistical Office, 'A Report on Mining and Manufacturing Industries | ,
2008. 12.

Note: The standard to be selected as a SME is the number of employees from 5 to
less than 300.



As of the end of 2007, the number of SMEs in the manufacturing
sector with from 5 to less than 300 employees amounted to 118,506,
which accounted for 99.5% of the entire number of businesses. The
number of employees working in SMEs amounted to 2,199,951, which
accounted for 76.9% of all employees. As of the end of 2007, the
production from SMEs in the manufacturing sector was 481.6 trillion won,
which was 48.7% of the total production amounts of the manufacturing
sector. Added value from SMEs amounted to 174.7 trillion won, which

accounted for 50.6% of the total added value of the manufacturing sector.

(2) Development Processes of SMEs

The development process of Korean SMEs can be classified according
to the pace of growth, transformation of structures, and changes of SME
policies.

The Ist stage was from 1962, when the 1st economic development 5
year plan was initiated, until 1976, when the 3rd economic development 5
year plan was completed. During this period, companies had gotten bigger
and business activities of SMEs had decreased. During this period, SMEs
started manufacturing daily necessities and established their development
foundation in light industries such as textiles, which was in line with
policies that promoted exporting light industry items. However, the
economies of scale for export expansion were the key industrial policies,
companies had to grow, while overall business activities of SMEs
decreased. In effect, the total number of businesses in the manufacturing
sector increased by 1.36 times from 1963 to 1976. Among them, the
number of large companies rose by 4.34 times, while SMEs grew by just
1.32 times. The total number of employees in the manufacturing sector
increased by 4.27 times (1,315,000 people) from 1963 to 1976. Out of
this, the number of employees with large companies rose by 7.11 times
(825,000 people), while that of SMEs grew by just 2.84 times (490,000

people).
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The 2nd stage was from 1977, when the 4th economic development 5
year plan was initiated, until 1991, when the 6th economic development 5
year plan was completed. During this period, SMEs grew rapidly due to
the government's policies aimed at developing heavy and chemical
industries. During this period, large-scale facility investments were made
through with then bigger businesses while being strongly supported by
policies for developing the heavy and chemical industries. SMEs played
their role in providing parts and materials consumed in the heavy and
chemical industries, replacing imported parts and materials. In the process,
the Korean government started actively promoting policies to nurture
SMEs, and on the strength of these policies, SMEs were able to grow
rapidly through active start-ups, facility investment, and improved
structures. From 1977 to 1991, the total number of businesses in the
manufacturing sector increased by 2.89 times (47,256 businesses), and
among them, the number of SMEs rose by 2.97 times (47,177 businesses),
which was quite rapid compared to the growth of large companies (up
1.08 times to 79 businesses). As a result, the total number of employees
in the manufacturing sector grew by 1.7 times (1,201,000 people) from
1977 to 1991. Oof this, the number of employees in large businesses grew
by 1.11 times (105,000 people), while that of SMEs rose by 2.45 times
(1,096,000 people), which contributed significantly to job creation. As a
result, considering the number of employees, production amounts, and
added value in the manufacturing sector in 1976, SMEs accounted for
44.1%, 29.2%, and 30.0% respectively. The numbers rose significantly in
1991, marking 63.5%, 44.6% and 45.8% respectively in terms of the
number of employees, production amount, and added value by SMEs.

The 3rd stage is from 1992, when the 7th economic development 5
year plan was initiated, until 2007. During this period, innovative SMEs
such as professional or independent SMEs and venture businesses emerged,
so the restructuring of and increased innovation by SMEs occurred. SMEs

faced a transitional period with an acceleration in the market opening.



They were forced to adapt to the rapid changes in the market and deal
with several adjustments. In the meantime, policies for SMEs changed
from protecting and supporting SMEs to inducing competition, cooperation
and self-reliance through technology-oriented fields. The total number of
enterprises in the manufacturing sector from 1992 to 2007ufacturing sec
1.65 times (46,920 businesses), which was relatively slow compared to the
period from 1976 to 1991, during which the number grew by tor from 1.
The number of SMEs during the sam period rose by 1.6elatively sl410
businesses), which was also sluggish compared to the period from 1976 to
1991 during which it grew by 2.97 times. Accordingly, the number of
employees in SMEs rose by 1.88 times (347,000 people) from 1992 to
2007, which was quite slow compared to the growth from 1976 to 1991.
In particular, the number of employees working in large companies
decreased by 402,000 people during the same period. Despite the
slow-down in the growth of SMEs since the 1990s, the proportions taken
up by SMEs in terms of the number of employees in manufacturing,
production, and added value grew from 63.5%, 44.6% and 45.8%
respectively in 1991 to 76.9%, 48.7% and 50.6 respectively 2007, which
shows the important of SME:s.

Likewise, Korean SMEs have contributed to Korean economic
development since the mid-1970s, taking up a larger proportion in the
number of businesses, employees, production amount, and added value.
The role of SME is expected to grow in Korea compared to large

companies.
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( Table 2 » Changes of SMEs in the manufacturing sector

(with 5 employees or more)
Unit: number, 1000 persons, 100 million won, %, times

1963 1976 1991 2007 B/A C/B D/C
(A) (B) ©) (D) (times) | (times) | (times)

1 23,92 1,1 11
SMEs | 12073 123,928 1 71105 8306 1135 | 207 | 167
(98.7) | (95.6) | (98.5) | (99.5)

Number
Large 237 1,029 1,108 627
of . 4.34 1.08 | -0.43
. companies | (1.3) 4.4 (1.5) (0.5)
enterprises
18,310 | 24,957 | 72,213 119.133
Total 1.36 | 2.89 1.65
(100.0) | (100.0) | (100.0) (100.0)
237 237 237 237
SMEs (1.3) (1.3) (1.3) (1.3) 2.84 | 245 1.88
267 o7 1,853 2,200
Number (66.4) | (44.1) (63.5) (76.9)
of Large 135 960 1,065 663

7.11 | 1.11 | -0.38
employees companies | (33.6) | (55.9) | (36.5) (23.1)

402 | 1,717 | 2,918 2,863
Total 427 | 170 | -0.02
(100.0)| (100.0) | (100.0) | (100.0)

977 | 22,219 | 917,550 | 4,816,209

SMEs 1 ss5) | 202) | (a46) | (@87

Large 692 | 53,803 |1,139,440 5,077,883

Producti
FOQUETON 1 ompanies | (41.5) | (70.8) | (55.4) | (51.3)
ol | 1669 | 76,022 2,056,990 | 9,894092
(100.0)| (100.0) | (100.0) | (100.0)
325 | 12,222 | 395,630 | 1,746,956
SMES 558 1 30.0) | (100.0) | (50.6)
Value Large | 290 | 28,529 | 468,030 | 1,704,201

added companies | (47.2) | (70.0) (54.2) (49.4)

615 | 40,751 | 863,660 | 3,451,217

Total 1 100.0) | (100.0) | (100.0) | (100.0)

Source: Korea National Statistical Office, "A Report on Mining and Manufacturing Industries ,
each year
Note: 1) The size to be defined as SMEs is from 5 employees to less than 200
employees up to 1973 years and from 5 to less than 300 employees after 1976.
2) () is the proportion(%) out of total.
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2. Major growth factors of Korean SMEs

The quantitative and qualitative growth of Korean SMEs in the
manufacturing sector since the mid-1970s can be attributed to the
following factors.

First, as the heavy and chemical industries have developed since the
mid-1970s, the sub-contract relationship between large companies, which
assembled and produced finished products, and SMEs, which produced
parts and materials, were established, so the strengthened cooperation with
large companies on the backs of policies being promoted using local parts
and materials was one of the major attributing factors. The proportion of
manufacturing SMEs that produced and delivered parts and materials based
on orders placed by other manufacturing companies increased from 20.4%
in 1976, 30.0% in 1980, 41.7% in 1984 to 73.6% in 1991. It has shown
a declining trend since 1991, but still the proportion remained at 59.2% in

2006, which still significantly high.

< Picture 1 > Transition of sub-contractions of SMEs in manufacturing
industries

80

70 1

60

50

40 t

30

20

10

1976 1980 1984 1988 1991 1995 1999 2003 2006

Source: Small and Medium Business Administration, Korea Federation of Small and
Medium Business, 'Reports on Current Status of SME , each year.
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Second, the government has supported SMEs since the 1980s to protect
business areas taken up by SMEs and help them secure business channels
in the domestic market so that SMEs can enjoy a stable business
environment. A business only for SMEs and a collective private contract
system to protect SME business areas and securing business channels have
been in place for more than 25 years since the 1980s.

Third, the significant growth of SMEs since the 1980s has been led
mainly by newly emerged SMEs and the expansion of small companies
accordingly. As shown in Table 2, the number of SMEs in the
manufacturing sector increased by just 5,855 from 1963 to 1976, but went
up by 47,177 from 1977 to 1991, and by 47,401 from 1992 to 2007,
which shows the continuous growth of SMEs. In particular, the Korean
government has systematically supported SME start ups by enacting the

'SME Start-up Support Act, in 1986. After the financial crisis in 1997,
the venture nurturing policy took effect, so a growing number of business
were established, leading the quantitative and qualitative growth of SMEs.

Fourth, as technological innovation has accelerated, demands diversified,
and development progressed, production methods have changed accordingly,
which ultimately accelerated the rise and development of SMEs. As the
life cycle of products and technology is shortened, demand patterns have
also diversified, and globalization progressed, more specified markets have
emerged in which technology and knowledge-oriented and small scale
production methods can be more efficient rather than ways of pursuing
"economies of scale". As a result, new types of SMEs have emerged and

existing SMEs had to deal with such specified markets in a flexible way.



ITI. Policies for Korean SMEs by Economic Development Stage

1. Overview

Korea's SME policy has been deliberately and systematically carried out

with the Ist economic development 5 year plan starting in 1962.
From 1962 to 1971, during which the 1st and 2nd economic development
5 year plans were executed, the focus was on economies of scale that was
possible based on increased exports. Therefore, SME policies were not
fully initiated during this period.

From 1972 to 1981, when the 3rd and 4th economic development 5
year plans, were executed along with the development of the policy for
the heavy and chemical industries policies were designed for SMEs, their
modernization and differentiation between divisions and large companies
that assemble parts and the SMEs that produce them.

From 1982 to 1991, when the 5th and 6th economic development 5
year plan were promoted, the imbalance stemming from the double
structures of large companies and SMEs caused by rapid economic growth
was corrected. The focus then shifted the economic policies to stabilization
including adjustments to the investment in each sector, and improvement
in the industrial structure. As a result, SME policies were diversified and
became more intense during this period.

From 1992 to 1997, when the 7th economic development 5 year plan
was executed, the policies for SMEs were concentrated on laying the
groundwork for "autonomy and competition", which was in line with then
then economic policy stance to strengthen industrial competitiveness in the
middle of opening of the market and promoting the autonomy of the
Korean economy.

After the financial crisis in 1997, SME policy was transformed to
nurture innovative SMEs such as venture businesses, while the overall

restructuring of the Korean economy was underway. SME policies were
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executed to promote mutual cooperation between large companies and

SMEs and to establish a social safety net.

2. Policies for Korean SMEs by economic development stage

Starting from the early 1960s, policies for SMEs were carried out with
a legal system put in place to support them in Korea.

First, the Korean government put in place an "SME division" within the
Ministry of Commerce in July, 1960 as a department dedicated to SME
businesses, established the "Industrial Bank of Korea" in August, 1961 as
a bank dedicated to SMEs, and enacted the SME Cooperative Act and
SME Business Adjustment Act in December, 1961. Finally, an
administrative system was established to nurture SMEs, and systematic
rules were constructed to mediate disputes between SMEs and large
companies and to avoid excessive competition among SMEs, while the
government promoted financial and organizational support for SMEs.

The following is the major content of Korean SME policies by stage,
which were carried out together with the 1st economic development 5 year
plan in 1962.

(1) SME policies during the 1st economic development 5 year plan (1962~1966)

Above all, the government established the Kookmin Bank, dedicated to
people in the mid-and low-income brackets, in 1963, in an effort to
expand financial support for SMEs. In 1965, the government initiated a set
number of mandatory loans extended to SMEs (30% of the total loan
amount) to indicate more loans from commercial banks to SMEs.

Next, local labor unions and a federation for SME were established on
the basis of the "SME Cooperative Act; enacted in 1961. In 1962, the
Korea Federation of Small and Medium Business was founded for the
systematization of SMEs.

When the government launched its policies to promote exports along

_10_



with the 1st economic development plan, it established the Korea Trade-
Investment Promotion Agency (KOTRA) in 1962, which dedicated itself to
exploring overseas markets and supporting the exports activities of SMEs.
Besides, SMEs that were capable,of exporting items were selected and
developed, while businesses that had contributed more to the trade balance
and job creation were designated as "Special industries for SME export"
and supported from 1966.

By utilizing surplus labor in agricultural and rural areas productively,
the government initiated "Household Industry Centers" in 1965 in a bid to
facilitate regional society development. From 1965, a "Measure to Nurture
Special Industries in Regions" was implemented to support collective funds
for businesses by designating specialized items such as sweaters and wigs
and contacting the collectives involved.

In order to systematically support SMEs, the government enacted the

Basic Act on SMEs in Korea; in Dec. 1966. The act set basic
directions of measures stipulated in each decree to nurture SMEs;
moreover, it regulated the size of SMEs that were subject to SME
policies. The "size of the SMEs" stipulated in the "Basic Act on SMEs in
Korea; is 200 or fewer employees or 50 million won or less in total
assets in the case of manufacturing, mining, and transporting industries and
20 or fewer employees or 10 million won or less in total assets in the

case of commercial and other services industries.

(2) SME policies during the 2nd economic development 5 year plan (1967~1971)

The necessity to guarantee the debts of SMEs with insufficient collateral
emerged, so the government enacted the 'SME Credit Insurance Act; in
1967 to support SMEs financially, established a "Committee for SME
Financing" to encourage commercial banks to guide loans extended to
SMEs, and instructed commercial banks to put in place a division
dedicated to SME support. In 1969, a "Commercial Paper Discount

System" was introduced to discount commercial papers that SMEs received

_11_
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from large companies as proceeds.

In an attempt to enhance efficiency in industries and nurture SMEs at
the same time by promoting the business division between large companies
and SMEs, the government announced a facilitating plan as part of a
scheme to develop the machine industry in 1969 and selected businesses
that were to be subject to systematization in 1970, suggesting a standard
by which to designate companies that produced items in selected business
areas.

The 1st objective of the SME modernization policy was to enhance
productivity and overcome the structural gap between large companies and
SMEs during the 5 year period of the 2nd economic development plan.
To this end, the government established an "SME Technology Instructing
Center" in 1967, which trained engineers and gave overall guidelines to
upgrade the technology used by SMEs.

As part of its effort to promote exports, the government supported
miscellaneous businesses. It was relatively easy to move into exporting
markets in these miscellaneous businesses since it was labor-intensive and
required just simple technologies. In particular, the business had excellent
foreign exchange earning capacity because most of the raw materials
needed for that business were found in the domestic market, also, with
respect to increasing jobs, the business was important in that it absorbed
surplus labor from agricultural areas and potential labor in areas
surrounding metropolitan areas.

The government drew up a "Policy to Create a Sideline Business Zone
for Farmers" in 1968 in a bid to increase farmers' income by utilizing
surplus labor and established 26 industrial complexes by designating
"Districts for Regional Industry Development Facilitation" in 1969 mainly
in small-and medium sized regional cities.

Also, the government put in place an "SME Policy Deliberation
Committee" in 1967 based on the "Basic Act on SMEs in Korea; as a

new SME administrative body and the committee served as a central body
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to mediate SME policies in a comprehensive manner with holistic views.
On top of that, an "SME Department" was established in 1968 inside
the Ministry of Commerce to go ahead with SME policies more efficiently

and systematically as administrative duties concerning SMEs increased.

(3) SME policies during the 3rd economic development S year plan (1972~1976)

As financial resources were concentrated with large companies due to
the implementation of policies toward the heavy and chemical industries in
the 1970s, the Bank of Korea took measures to increase available capital
to SMEs such as strengthening the criteria in applying the ratio of loanse

ctended to SMEs and adook ing the mandatory SME loan ratio of regional
banks upward(30%—>40%) avaiaddition, by guaranteeing the debts of SMEs
that suffeea tfrom lack of funds due to insufficient collateral, the
government made it easier for SMEs to mobilize funds based on a "Korea
Credit Guarantee Fund" established in 1976 as a special corporation.

For modernization of SMEs, the government, in 1972, classified SMEs
by original SME type, professional subsidiary type, and large company
type, and drew up SME development guidelines according to each type. In
1975, funds were swiftly provided by the government to support the
replacement of dilapidated facilities of small textile companies. After 1976,
it was determined to target 100 machine factories, which were the original
SME type, every year based on the 5 year economic development plan.

In order to bolster the progress of the heavy and chemical industries in
Korea, parts needed to be supplied smoothly. As a result, appropriateness
and fairness of contract-based businesses as well as systematization were
required. The systematization between companies was facilitated for
long-term and stable contract-based businesses between assembling
companies and parts companies, and order in such contract-based
businesses needed to be established. Finally, the "SME Systematization
Promotion Act; was enacted in 1975 for this purpose.

Efforts were made by the government to increase the ratio of foreign

_13_
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exchange earnings through local product development made from traditional
skills and goods that meeting foreign tastes. In 1972, 188 companies were
designated through the "Guidelines to Designate and Support Indigenous
Item Producing Companies." After 1976, exports of SMEs were further
promoted through the systematization of general trading companies and
SMEs.

The government promoted constructing the "Saemaeul Factory" in
agricultural areas from 1973 to utilize surplus labor, distribute factories,
create a foundation for exporting original industries in regions and increase
the incomes of farmers.

The "Industry Promotion Agency" was inaugurated in 1973 under the
Ministry of Commerce to carry out industry standardization, quality
management of industrial products and facilitation of industry development.
Meanwhile, the government expanded the scope of SMEs in 1976 to catch
up with the growing size of SMEs and to facilitate investment in
modernizing SME facilities. For manufacturing, mining, and transporting
industries, the scope was expanded to 300 or fewer employees or 500
million won or less total assets (it was 200 or less employees or 50
million won or less total assets before). When it comes to the construction
industry, the limit was increased to 50 or fewer employees or 500 million
won or less total assets. In the case of commercial or other service
industries, the ceiling was raised to 20 or fewer employees or 50 million

won or less total assets.

(4) SME policies during the 4th economice 4th economiSiyear plan (1977 ~—1981)

The Bank of Korea raised the mandatory ratio of loans extended to
SMEs in 1980 (commercial banks: 30% — 35%, regional banks: 40% —
55%) as more funds were needed to enhance the productivity of SMEs
and increase exports. Also, SMEs were allowed to tap into funds from the
Korea Credit Guarantee Fund when they borrowed money from secondary

financial institutions (such as insurance companies).
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In order to execute SME modernization policies systematically, the
government enacted the 'SME Promotion Act; in 1978. It was allowed to
establish an "SME Promotion Fund" in 1979 to prepare funds that were
needed to pursue modernization, cooperation, management and technology
guidelines pursuant to the act. The fund was mobilized through
government's contributions and loans. For the efficient promotion of SMEs,
modernization, cooperative businesses, operation management of the SME
promotion fund, management diagnosis, technology guide, information
provision, and training and education, the government founded the "Small
and Medium Business Corporation" in 1979.

In Korea, the SME systematization policy was fully launched in 1976
after the "SME Systematization Promotion Act; was enacted. In 1977,
specific industries and items were designated and announced with the
support of funds.

In an effort to protect SMEs, the government attempted to block the
advancement of large companies into business areas traditionally occupied
by SMEs in 1978. As a result, the entry of large companies into SME
business areas was blocked from 1979 based on designation of "Special
Industries for SMEs" which were judged to be businesses desirable only
for SMEs for equal development of the nation's economy.

In 1981, the stage was set for the government and public organizations
to procure items produced by SMEs based on the enacted 'SME Product
Procurement Promotion Act; . As a result, it was stipulated that from
1981, the government and public organizations sign collective private
agreements first with SME cooperatives to procure items.

To help develop SMEs in specific regions, the government designated
"SMEs dedicated to Crafted Product Production" in 1980. The designated
SMEs were able to benefit from fund support, management and technology
guides. Also, the government worked to develop and commercialize locally

crafted products by holding a national product competition.
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(5) SME Policies during the Sth economic development 5 year plan (1982 ~—1986)

The government increased the mandatory ratio of loans extended to
SMEs from regional banks (55% or more — 80% or more) in 1986 to
expand the loans available to SMEs. In addition, for effective financing of
SMEs through direct financing, the government permitted SMEs in 1984 to
issue corporate bonds with payment guarantees up to 200% of capital.
Along with this, the government established the "Fund for SME
Mutual-aid Projects" in 1982 to prevent bankruptcy and promote mutual
SME businesses. In 1984, the Korea Federation of Small and Medium
Business initiated its support for the SME mutual-aid projects fund.

The "System for Promising SMEs" had been implemented from 1983 in
order to strengthen competitiveness by identifying and supporting promising
SMEs that showed self-sufficiency. In 1982, industries that needed support
were designated as "Priority Industries for SMEs" and received funds for
facility modernizing from the SME promotion fund. The Small and
Medium Business Corporation opened an "SME Training Center" in 1982
in Ansan, Gyounggi province, to train SMEs effectively through various
technologies and management skills.

The 23 "Priority Industries for SMEs" designated in 1979 by the
government to protect the business areas occupied by SMEs were changed
to "Businesses only for SMEs" in 1982. Using this as a turning point, the
government implemented a full scale system of businesses only for SMEs
thus preventing large companies from moving into these areas.

In order to lay the groundwork for autonomous systematization of
industries, the government initiated an "SME Systematization Promotion
Committee" inside the Korea Federation of Small and Medium Business
that loo offor ways that the systematization could be developed further,
outsourcing could be introduced, and disputes could be mediated
autonomously. In be developthey were asked to establish and oed e asa
"Committeeffor Companies of Supply and Demand" in eacducevision of

the mother company so that support could be provided in supplying the
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mother companies. In 1984, asa nfair trbee increased resulted from
or wayed subcontracted businesses, the Act on Fair Trade based on
Subcontracting; was enacted to establish an order in trading through
subcontracts.

In an attempt to support SME start ups, the government enacted the

'SME Starting-up Support Act; in 1986 which included simplified
start-up procedures in addition to financial and tax support available to
starting-up SMEs.

The government promoted its "Industry based Technology Development
Project" to support technology development of SMEs and assisted them in
resolving technological difficulties in different regions by strengthening
their tech support through regional industry testing centers. In order to
improve the industry structure that relied on imports and address the
chronic trade deficit with Japan, the government drew up a 5 year plan to
use local machines, parts and materials in 1986 to provide funding,
technology development, and tax support. Along with this, a "System of
Research Centers under SMEs" was established in 1983 to facilitate
technological development through SMEs.

The government decided to focus on mid-sized companies that had
exported less than 8 million dollars annually, but would be able to
increase the amounts to around 10 million dollars within 3 to 4 years
based on the support from government. From 1985 to 1987, 1,000
mid-sized export companies were identified and supported.

In 1983, the 'Fishing and Agrarian Village Income Development Act,
was enacted to promote the development of regional economies in these
villages. Based on this act, districts to promote industries in fishing and
agrarian villages (agrarian and industrial complexes) were created. Along
with this, the "Folk Handicraft Industry" was targeted in the same year to
promote the exports of these goods, to use surplus labor and to increase
incomes in agricultural villages. In particular, for the development and

commercialization of ties tional handicrafts provided for the then upcoming
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Asian Games in 1986 and 1988 Seoul Olympic Games, the government
designated companies dedicated to producing ties tional handicrafts and
provided them comprehensive support through fund support, design

development, and technology guideance.

(6) SME Policies during the 6th economic development 5 year plan (1987 ~1991)

The government opened an "off-board stock market" in 1987 to give
more opportunities for SMEs to mobilize funds through direct financing.
This off-board market was a so-called unlisted stock market, which was a
prior stage market for listing on the exchange. Furthermore, for active
investment in new technology businesses, the government established a
"Technology Credit Guarantee Fund" in 1989 that guaranteed debt
repayments of companies that developed new technologies or
commercialized new technologies.

In the second half of the 1980s, the management environment of SMEs
deteriorated due to the rapid appreciation of the Korean won, increased
labor disputes, and wage increases of the SMEs, so the government
enacted the TAct to Promote Restructuring and Stability of SMEs, in
1989. This act supported sound business activities of SMEs in the short
term, devising measures to strengthen management and established
systematic policies to improve the structures of SMEs in the mid- and
long term.

In a bid to support the convergence of technologies through active
exchanges between SMEs in different business areas, the government
launched its "Group for Exchanges in Different Businesses" in 1989 and
drew up its "Plans to Advance Technology of the Group for Exchange" in
1990.

With regard to the SME system that had been used since 1983, a
graduation system was introduced in 1988. In other words, promising
SMEs that were judged to be self-sufficient after a certain period of

support would then be “graduated” from the system, and many promising
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SMEs would be identified and supported for their continuous growth and
development.

From 1990, the "Business Transfer Project from Large Companies to
SMEs" was promoted so that those businesses judged to be carried out by
SMEs and not by large companies, could be transferred to SMEs.

For the protection of SME business areas, the government implemented
a system of businesses strictly for SMEs. Since then the number of
designated businesses increased to 237 in 1989. In order to prevent
inefficiency that might be caused by long-term protection, the "System to
Cancel the Designation for SMEs" was adopted.

Sound management and technology development were encouraged further
through the "Public Organizations' Prior Procurement of SME Products"
introduced in 1990 that supported sales channels.

To expand investment in starting-ups, the government introduced
measures to organize and operate a "Cooperative to Invest in Start-ups" in
1987.

From 1990, "SMEs that Advanced Technologies" were selected so that
they obtain technologies which would lead to upgraded technology levels.
For more financial support and financing for SMEs in regional areas, the
government established the Dongnam and Daedong banks in 1989 in

Busan and Daegu respectively, which were dedicated to local SMEs.

(7) SME Policies during the 7th economic development and new
economy 5 year plan (1992~1997)

To expand funds for SMEs, the government raised the ratio of
mandatory loans extended to SMEs from commercial banks in 1992 (35%
—45%). In addition, a "System of Credit with Total Limit" was
introduced by the Bank of Korea in 1994 to increase the amount of loans
to SMEs. Under the total limit system, the Bank of Korea supported
financial institutions that extended loans to SMEs with low interest rates

within on the basis of the institutions' loan performance. Meanwhile, the
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government introduced an "Insurance System for Bills" in 1997 to prevent
increased bankruptcy of insolvency by paper profits of SMEs, which might
be caused by the defaults of other companies.

In an effort to revitalize the stagnant economy in the early 1990s and
to strengthen the competitiveness of SMEs, the government promoted its
"Project to Improve the SME Structure." For the successful implementation
of this project, the government promised to provide 1 trillion won every
year during the new economy 5 year development plan, which was from
1993 to 1997.

For protection from unfair businesses with consigning companies and to
ensure fair business practices on subcontracts, the government put in place
a "Center to Report SMEs' Troubles in Doing Business" in 1996. In
addition, the government examined the status of businesses on subcontracts
and ordered large companies whose unfair business activities were reported
and took corrective actions, raising awareness on fair trade by announcing
the cases.

The government introduced a "Competition System among SMEs" in
1995 to support the sales channels of SMEs and induce proper
competition among SMEs, having limited competition or competition
among designated SMEs when the government or public organizations
procured the same items. In addition, as part of its project to secure areas
to sell products, the government started constructing its "Comprehensive
Distribution Center for SME Products" in 1996.

In the meantime, the government promoted its "Project to Support a
Starting-up Instructing Center" from 1992 to facilitate the establishment of
SMEs. From 1997, a '"lecture on starting-up" and a project to support
start-up groups was carried out.

In 1997, the government enacted the "Special Measures Law on Venture
Company Support; only for 10 years. Those venture companies in the act

n.n

were defined as "companies invested in by venture capitals," "a company

with large amount of investment in R&D as a percentage of sales (5% of
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more of sales invested into R&D)," and "a company with patents or new
technologies."

The government opened the KOSDAQ, a stock market dedicated to
SMEs and venture companies, in 1996 to mobilize funds directly.

In order to assist technology development of SMEs, the government
supported the "Regional Consortium Project for Technology Development
among the Industry, Academia, and Research Centers" from 1993 and
implemented a "Certification System for New Technology Marks (NT
marks)" from May 1993. Also, for technology innovation, an "SME
Technology Innovation Development Project" was carried out from 1997.
To expand credit guarantee support for SMEs that didn't have enough
collateral, but with remarkable technologies, the government introduced and
operated a "Special Support System for Technology Credit Guarantee."

In an effort to relieve the shortage of labor in the “3D” (Dirty,
Difficulty, Dangerous) fields, the government introduced an "Industrial
Technology Training System for Foreigners" in 1993, and "The Elderly
Volunteer Group" was launched to give working opportunities to retired
people with special skills as part of its efforts to support SMEs.

By identifying SMEs that had the potential for exports but suffered
from difficulties due to a weak management foundation, the government
closely supported them for 2 years based on the "Project to Promote
Exports of SMEs" which was initiated and expanded from 1993.

For systematic implementation of regional SME support policies, the
government enacted the TAct for Balanced Regional Development and
Support of Regional SMEs; in 1994. With this act as a turning point,
efforts were made to support SMEs by mobilizing funds to support SMEs
in specific regions, designating and supporting SMEs in special support
zones, putting in placesignarehensive support centers for SMEs in districts
and cities, promoting special industries in regions, and establishing credit
guarantees.

To contribute to the balanced national development through sound
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management and restructuring as well as free production activities of small
companies, the government enacted its "Special Measures to Support Small
Businesses; in 1997. According to the law, small businesses subject to the
law were limited to 50 or fewer employees in the manufacturing industry
(in the manufacturing-related service industry, the number was 30 or
fewer), with the industries being limited to the manufacturing and
manufacturing-related services.

After recognizing the conventional market risks of competition if they
did not adapt themselves, the government provided financial support for
redevelopment of conventional markets in 1996, carrying out its "Small
Store Modernizing Project" at the same time to strengthen support for
small-scale retail businesses.

For practical support for SMEs and implementation of SME policies, the
government launched its "Small and Medium Business Administration" in
Feb. 1996. The establishment of the administration opened a new chapter
in the history of SME support systems, making it possible to support
SMEs quickly and closely through regional organizations (regional SME
administrations).

Meanwhile, the government introduced more qualitative criteria (actual
separation between ownership and management) in 1995 to those SMEs
which had only had quantitative criteria, and expanded the scope of small
companies (50 or fewer employees in manufacturing, 30 or fewer
employees in construction, and 10 or fewer employee in the wholesale,

retail businesses, and other service industries).

(8) SME policies during the '"Govermment of the People" period (1998 ~2002)

Financial support and venture company development policies were key
points promoted during the “Government of the People” era (1998~2002)
to address the financial crisis in 1997.

After the agreement for emergency funds support signed between the

Korean government and the IMF, the financial strain became worse with
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the restructuring of companies and financial institutions, which caused
higher risk of default by SMEs. As the result, the government drew up
emergency measures to ease the financial difficulties of SMEs in 1998.
The main details included extending the loan repayment period for SMEs
by 6 months, expanding the BOK's credit system, implementing a direct
loan system for policy funds for SMEs through the Small and Medium
Business Corporation, establishing and operating a center to handle
financial difficulties, and supporting SMEs' export and import financing (2
billion dollar borrowing for ADB and IBRD). In 1999, considering the
funds needed for SMEs was for operating capital and not facility
investment, after financial crisis, the government established a "fund for
management stabilization" that was used solely for operating capital. In
order to prevent bankruptcy with paper profits of promising SMEs, the
government maximized its fund support to prevent bankruptcies including a
bill insurance system and an SME mutual aid project fund. In addition,
the government contribute 2 billion dollars borrowed from ADB and IBRD
to a credit guarantee institutions to improve the BIS ratios of financial
institutions and to expand the guarantees of credit related to exports by
SMEs.

The government introduced an SME Asset-backed Securities(ABS)
System. The system supported SMEs' issuance of corporate bonds through
the Small and Medium Business Corporation reinforcing the credit of
SMEs. Also, by benchmarking the Asset-backed Securities (ABS) system,
the government introduced a "Venture Company Primary CBO System" in
2001.

Also, the government promoted the 2nd SME structural improvement
project from 1998 to support restructuring of SMEs. Venture companies
and “Inno-Biz” companies were identified and developed from 1998 and
2001 respectively, and in 1998, the "SMEM & A Center" was established
and operated in the Small and Medium Business Corporation.

As it became more difficult for SMEs to manage their companies
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because of the dramatic decrease in sales after the 1997 financial crisis,
the government urged public organizations to buy SME products to expand
sales channels and stabilize management.

In a bid to support sales, the government constructed an SME products
distribution center(SME department store) in December 1999 so that
around 10,000 products made by SMEs could be promoted directly at the
center.

Meanwhile, the government used 400 billion won out of its borrowings
from the IBRD to support SMEs start-ups in 1998. The government
continued to expand its support from 1998. In addition, to enhance the
success of start-ups after the financial crisis, the government expanded its
"Project of Supporting the Establishment of Starting-up Instructing Center,"
to secure additional infrastructure for new companies. Since 1999, the
government promoted its "Professor/Researcher Start-up Support System"
and "Laboratory System Start Up" for universities and research centers.

To promote investment into venture companies, the government opened
an investment mart in 1998 and provided benefits to cooperatives that
invested into venture companies, allowing 20% of the amount invested to
be deducted from general income. To facilitate financing of venture
companies, a "Department for Venture Companies" was established in the
KOSDAQ market in 1998. To facilitate the establishment of venture
companies, the government allowed professors and researchers to have
multiple duties after obtaining approval and participating in the
management of start ups. Also, the number of people who received stock
options was expanded to include professors and researchers. For effective
support of venture companies, the government attracted foreign investment
funds and established a Korea Venture Fund worth 100 billion won.

In an attempt to support technology development in SMEs, the
government implemented the Korea Small Business Innovation Research
Program(KOSBIR) in 1998, where a certain percentage of the R&D budget

of the government and government invested institutions went towards
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SMEs.

In order to support the technology innovation of SMEs, the government
enacted the SME Technology Innovation Promotion Act; in 2001. Also,
the government recognized that supporting technologically innovative SMEs
was an urgent matter, so they set up INNO-BIZ in 2001 and set a goal
of identifying and supporting 5,000 technologically innovative SMEs, 1,000
each year from 2001 to 2005.

For rapid commercialization of new technologies, the government

established a "Korean Techno-mart" in 1998, establishing Techno-Net,
where SME technology-related information was loaded onto an "SME
Technology Exchange" in the Small and Medium Business Corporation.
In 2001, the government constructed a "Technology Innovation Support
Connecting System" where information such as research tools and
professionals employed at universities and research centers could be
searched. Also, the "Technology Development Project on condition of
Procurement" was introduced in 2002 so that SMEs could concentrate on
technology development based on established sales channels.

In 2000, an "SME Information Management System (IMS)" was
introduced to promote the development of SMEs and to ensure efficient
implementation of SME information projects, a "Center for Information
Development of SMEs" was established in 2002.

From 2002, the government started its "Project to resolve Reasons of
Avoiding Duties on the Field of SMEs" to improve the working

"

environment in SMEs. Also, the government established and operated an

"

SME Personnel Information Network," a virtual meeting place for SMEs
and job seekers.

For SMEs that intended to set up local subsidiaries overseas, the
government put in place an "Export Incubator" in major overseas markets.
Since the implementation of a local self-governing system, the government
allowed for a foundation to guarantee local credit, which guaranteed the

debt repayment of local SMEs by enacting the Local Credit Guarantee
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Foundation Act; in 2000.

The government established and operated "Small Businessman Supporting
Centers" to provide counseling and information on how to start up a small
business or how to improve management, and in 2000, enacted the Special
Law on Supporting Small Businesses and Small Businessmen.

The government set up the 'Act on Supporting Women in Businesse
sy in  1999. This act included government support for women
entrepreneurs, equal business opportunities, assistance to women starting up
companies, procurement of products made by female-managed businesses,
preferential  treatment toward female entrepreneurs for  funding,
establishment of the Korean Women Entrepreneurs Association and support
center for female entrepreneurs. In addition, the Korean Women
Entrepreneurs Association was established in July 1999 and has served as
a key center for women's business activities.

In an attempt to strengthen SME policies during the government
structural revision in 1998, the government established a "Presidential
Commission on Small and Medium Enterprises" directly under the
President. This commission has been in charge of mediating and

coordinating SME support policies in which other ministries are involved.

(9) SME policies during the "Participatory Govemment; period (2003 ~2007)

In 2004, the government introduced a Network Loan system to collect
from large companies in a more timely manner. In January 2005, "Korea
Enterprise Data" was established to provide credit information of SMEs to
relevant data companies.

The government passed the TAct to Promote SME Business Conversio
n; in 2006 to support SMEs' business conversion.

Also, the "Cooperation Foundation between Large Companies and
SMEs" was established in December, 2004 to strengthen companies'
competitiveness through cooperation between large companies and SMEs.

In 2006, the "Act to Promote cooperation between large companies and
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SMEs was enacted; to lay the groundwork for growth of these companies
and to enhance their competitiveness.

In January 2007, the government abolished the collective private contract
system and businesses designated only for SMEs, that had been in place
from the early 1980s to protect SME business areas.

In 2004, the government legislated to include a set ratio of products
from SMEs in their procurements be over certain ratios when public
organizations submitted their procurement plans, and from 2005, the
government urged public organizations to establish SME product
procurement targets and requested to have 5% or more of their products
come from SME technologies.

To facilitate establishing venture companies, the government increased
the number of start-up instruction centers and expanded the facilities of
these centers, providing operating cost support depending on the operation
performances of these centers. As of the end of 2007, there were 269
centers.

The government revised the venture company confirmation process, so
that confirmation that had been done by the Small and Medium Business
Administration was transferred to the Kibo Technology Fund, Small and
Medium Business Corporation, and venture capital companies.

As the "Special Measure Law on Venture Company Support; enacted in
1997 expired on December 31, 2007, the government extended the law for
another 10 years.

The government has supported SMEs that intended to establish research
centers affiliated with wuniversities from 2005, and from 2007, by
promoting its "Project to Support the Joint Use of Research Equipment" so
that expensive state-of-the-art equipment owned by universities and research
centers could be shared with SMEs.

In an effort to enhance the competitiveness of SMEs by upgrading the
HR structure and supply of employees, the government enacted the

Special Act on Supporting Employees for SMEs; in 2003 and, in
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response, SMEs have promoted a "Program to Support Customized
Personnel" from 2005 to address the shortage of technicians and engineers.

The government established the "Small and Medium Business Promotion
Agency" in 2006 to promote cooperation with and development of small
and medium businesses. Also, the "Small Business Information System"
was developed in July 2006 to suppose self-employed entrepreneurs.

To support female entrepreneurs, the government constructed female
business centers in 14 regions nationwide from 2003 to provide start up
instruction, education on business areas suited for women, and to support
start-ups by low-income female applicants.

Also, the government enacted a 'Special Law on Supporting
Conventional Markets and Commercial Districts; , which is effective only
from October 2004 to October 2014. The act pursues balanced growth of
the distribution industry.

In 2005, the TAct to Promote Business Activities of the Disabled; was
enacted to raise the economic and social status of the disabled through
facilitated start-up and business activities.

The "SPi-1357" system was set up and operated by the Small and
Medium Business Administration from January 2006 and provides SME
policy information in real time on and off line. The customized policy

information system (SPi: www.spi.go.kr) is a consolidated database which

is categorized into 9 areas including funds, technology, HR, sales channels,
exports, information progress status, SMEs, and venture. Policy information
from 234 institutions such as government ministries and guaranteeing

institutions is also available.
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IV. Performances of Korean SME Policies

1. Overall performances

The development of SMEs in Korea over the past 45 years(1962~2007)

has been closely related to the SME policies of the Korean government.

< Table 3 > SME development and contribution to growth of

the manufacturing sector (1963~2007)
Unit: number, 1,000 persons, 100 million won, %

1963 2007 BA Growth contribution
(A) (B) rate (1963~2007) (%)
SMEs 18,073 118,506 | 100,433 99.6
Number L
of arge 237 627 390 0.4
. Companles
enterprises
Total 18310 | 119,133 | 100,823 100.0
SMEs 266.822 | 2,199.951 | 1,933,129 78.6
Number L
of arge 135,159 | 662,555 | 527.396 21.4
companles
employees
Total 401,981 | 2,862,506 | 2,460,525 100.0
SMEs 977 4,816,209 | 4.815232 48.7
Production Large 692 5.077.883 | 5,077,191 513
companles
Total 1669 | 9,894,092 | 9.892.423 100.0
SMEs 325 1,746,956 | 1,746,631 50.6
Large
Value added | companies 290 1,704261 | 1,703.971 49.4
Total 615 3451217 | 3,450,602 100.0

Source: Korea National Statistical Office, 'A Report on Mining and Manufacturing Industries | ,
each year
Korea Federation of Small and Medium Business, 2009 SME Status Index; , 2009.
Note: 1) The size to be defined as SME is 5~200 in 1963 and 5~300 in 2007
2) Growth contribution rate is a percentage(%) of SMEs(or large companies)

growth out of total growth
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As of result of timely implementation of SME policies by the
government to facilitate development, the number of SMEs in Korea
increased to 100,433, the number of employees to 1,933,129, production
grew to around 481.52 trillion won, and value added increased to around
174.67 trillion from 1963 to 2007. When the development of SMEs is
considered in regards to their contribution to overall growth, the rates in
terms of the number of enterprise is 99.6% (large companies: 0.4%), and
is 78.6% (large companies 21.4%), 48.7% (large companies 51.3%), and
50.6% (large companies 49.4%) in terms of the number of employees,
production, and value added respectively. In conclusion, the percentage of
SME's contribution to growth is much higher than that of large companies.

Hence, Korean SMEs in the manufacturing sector took up a high
proportion of the nation's economy, even becoming stronger as of the end
of 2007 compared to Chinese Taipei and Japan. When the number of SMEs
and the number of employees are compared in absolute terms with Japan,
they are 46.5% and 38.2% of Japan’s respectively(255,016 enterprises and
5,765,000 employees as of 2006 in Japan). However, Korean SME's
proportions in terms of the number of enterprises and employees in the
manufacturing sector are higher than those of Japan(98.7% in terms of the
number of enterprises, and 70.3% in terms of the number of employees).
When compared to the proportions of Chinese Taipei(96.6% and 76.7% in
terms of the number of enterprises and the number of employees
respectively), again Korean SMEs score higher(99.5% and 76.9% in terms

of the number of enterprises and the number of employees respectively).

< Table 4 > Comparison of SMEs in Korea, Japan, and Chinese Taipei

Unit: number, 1,000 persons, %

Number of enterprises Number of employees

SMEs proportion (%) SMEs proportion (%)
Korea  (2007) 118,506 99.5 2,200 76.9
Japan  (2006) 255,016 98.7 5,765 70.3
Chinese Taipei (2006) 133,312 96.6 2,180 76.7

Source: Korea Federation of Small and Medium Business, 'Statistics of Overseas SME ; , 2008. 12.
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Note : The scope of Korean SME is 5~299 employees, and that of Japan is 4~299
employees. In Chinese Taipei, the companies with less than 80 million NT$
paid-in capital are defined as SME.

2. Performances by economic development stage

(1) Performances of SME policies during the 1st ~ the 3rd economic
development 5 year plans

This period can be considered as period of rapid development of SME
policies and period of sluggish SME business activities because of the
business consolidation trends at that time, which was intended to promote
exports. As a result, it was inevitable that SME policies during this period

were not effective.

1) The 1st economic development 5 year plan period(1962~ 1966)

From 1963 to 1966 during which the 1st economic development 5 year
plan was implemented, the number of SMEs increased by 4,266 and the
number of employees rose by 74,000. Production went up by 92.5 billion
won and value added increased by 33.9 billion won. When the
development of SME is examined with regard to the contribution of the
overall growth of the manufacturing industry, SME's contribution rates are
45.1%(large companies: 54.9%), 36.9%(large companies: 63.1%), and
35.8%(large companies: 64.2%) in terms of the number of employees,
production, and value added respectively. Hence, SME's contribution to the
growth of the manufacturing sector was not remarkable compared to that

of large companies during this period.

2) The 2nd economic development 5 year plan period(1967 ~1971)

During this period, the number of SMEs increased by 311, the number of
employees rose by 51,000, production increased by 272.6 billion won, and
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value added increased by 126.8 billion won. When the development of
SME is examined in regard to the contribution to overall growth of
manufacturing industry, SME contribution rates are 18.1%(large companies:
81.9%), 21.7%(large companies: 78.3%), and 23.7%(large companies:
76.3%) in terms of the number of employees, production, and value
added, respectively. Hence, SME's contribution to the growth of the
manufacturing sector was not remarkable compared to that of large
companies during this period.

During this period when the 2nd plan was carried out, the number of
SMEs had gone up by 311, the number of employees had risen by 51,000,
production amount had increased by 272.6 billion won, and added value had
increased by 126.8 billion won. When the development of SME is examined
in regard to the contribution to overall growth of the manufacturing industry,
SMEs' contribution rates are 18.1%(large company: 81.9%), 21.7%(large
company: 78.3%), and 23.7%(large company: 76.3%) in terms of the number
of employees, production amount, and added value respectively. Hence, it
turned out that SME's contribution to the growth of the manufacturing sector

was not remarkable compared to that of large companies during this period.

3) The 3rd economic development 5 year plan period(1972~1976)

During this period, the number of SMEs rose to 1,278, the number of
employees went up by 1,278, the number of employees increased by
365,000, production rose by 1.76 trillion won, and value added increased
by 1.29 trillion won. When the development of SMEs is examined in
regard to the contribution to overall growth of the manufacturing industry,
SMEs' contribution rates are 42.0%(large companies: 58.0%), 29.7% (large
companies: 70.3%), and 30.4% (large companies: 69.6%) in terms of the
number of employees, production, and value-added respectively. Still, SME
contribution to the growth of the manufacturing sector was not remarkable

compared to that of large companies during this period.
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< Table 5 > SME development and contribution to growth

during the 1%, 2" and 3" economic plans

Unit: number, 1,000 persons, 100 million won, %

During the 1st During the 2nd During the 3rd
five year plan five year plan five year plan
(1963~1966) (1967~1971) (1972~1976)
4,266 311 1,278
SMEs
(96.8) (44.8) (82.7)
Number Large 142 383 267
of enterprises | companies (3.2) (55.2) (17.3)
4,408 694 1,545
Total
(100.0) (100.0) (100.0)
74 51 365
SMEs
(45.1) (18.1) (42.0)
Number Large 90 231 504
of employees | companies (54.9) (81.9) (58.0)
164 282 869
Total
(100.0) (100.0) (100.0)
925 2,726 17,591
SMEs
(36.9) (21.7) (29.7)
. Large 1,580 9,827 41,704
Production .
companies (63.1) (78.3) (70.3)
2,505 12,553 59,295
Total
(100.0) (100.0) (100.0)
339 1,268 10,290
SMEs ’ ’
(35.8) (23.7) (30.4)
L 608 4,075 23,556
Value added arge. ’ ’
companies (64.2) (76.3) (69.6)
947 5,343 33,846
Total
(100.0) (100.0) (100.0)

Source: Korea National Statistical Office, "A Statistical Report on the Mining and
Manufacturing Industries; , each year
Korea Federation of Small and Medium Business, 'The Status of SMEs , each year
Note: The above-mentioned statistics is the up and down status during the economic
development 5 year plan period, and the contribution rates in ( ) is up and
down proportion of SMEs(or large companies) out of total up and down of all
businesses.
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(2) performances of SME policies during the 4th ~ the 6th economic

development S year plans

During this period, policies for heavy and chemical industry
development were aggressively promoted with more active SME policies
including promotion projects and the SME business protection system were
carried out to facilitate business with large companies and to modernize
facilities of SMEs. As a result, the number of SMEs grew rapidly. In
conclusion, the effectiveness of SME policies during this period was very

remarkable.

1) The 4th economic development S5 year plan period(1977~ 1981)

During this period, the number of SMEs increased by 8,456 and the
number of employees increased by 288,000. Production rose by 12.88
trillion won and value added grew by 4.14 trillion won. When the
development of SME is examined in regard to the overall growth of the
manufacturing industry, SME's contribution rates are 88.1%(large
companies: 11.9%), 32.9%(large companies: 67.1%), and 36.5%(large
companies: 63.5%) in terms of the number of employees, production, and
value added respectively. In particular, SMEs significantly contributed to
job creation. In terms of production and value added, the contribution rates
were relatively higher than those during the previous economic

development plans.

2) The 5th economic development 5 year plan period(1982~ 1986)

During this period when the 5th economic development 5 year plan was
implemented, the number of SMEs increased by 16,499 and the number of
employees increased by 533,000. Production rose by 19.65 trillion won
and value added rose by 7.47 trillion won. When the development of

SME is examined in regard to the overall growth of the manufacturing
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industry, SMEs' contribution rates are 76.8%(large companies: 23.2%),
43.4%(large companies: 56.6%), and 42.8%(large companies: 57.2%) in
terms of the number of employees, production and value added
respectively. Thus, SME contribution to growth of the manufacturing

industry increased dramatically during this period.
3) The 6th economic development 5 year plan period(1987~1991)

During this period, the number of SMEs increased by 22,222 and the
number of employees rose by 275,000. Production increased by 57.82
trillion won and value added rose by 26.73 trillion won. When the
development of SME is examined in regard to the overall growth of the
manufacturing industry, SME's contribution rates are 152.8%(large
companies: -52.8%), 50.1% (large companies: 49.9%) and 50.0% (large
companies:50.0%) in terms of the number of employees, production, and
value added, respectively. Thus, SMEs' contribution to the growth of the
manufacturing industry was much bigger than that of large companies

during this period.
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< Table 6 > SME development and contribution to growth
during the 4™ 5™ and 6™ economic plans

Unit: number, 1,000 persons, 100 million won, %

During the 4th During the 5th During the 6th
five year plan five year plan five year plan
(1977~1981) (1982~1986) (1987~1991)
8,456 16,499 22,222
SMEs
(99.8) (99.2) (100.3)
Numb
umf °r Large 18 133 =72
0
) companies (0.2) (0.8) (-0.3)
enterprises
8,474 16,632 22,150
Total
(100.0) (100.0) (100.0)
288 533 275
SMEs
(88.1) (76.8) (152.8)
Numb
m:f °r Large 39 161 -95
companies (11.9) (23.2) (-52.8)
employees
Total 327 694 180
(100.0) (100.0) (100.0)
128,788 196,461 570,082
SMEs
(32.9) (43.4) (50.1)
. Large 262,364 255,861 567,412
Production .
companies (67.1) (56.6) (49.9)
391,153 452,321 1,137,494
Total
(100.0) (100.0) (100.0)
41,393 74,683 267,332
SMEs ’ ; ’
(36.5) (42.8) (50.0)
L 71,984 100,008 267,509
Value added arge. . ’ ;
companies (63.5) (57.2) (50.0)
113,377 174,691 534,841
Total
(100.0) (100.0) (100.0)

Source: Korea National Statistical Office, A Statistical Report on the Mining and
Manufacturing Industries ; , each year
Korea Federation of Small and Medium Business, 'The Status of SMEs | , each year
Note: The above-mentioned statistics is the up and down status during the economic
development 5 year plan period, and the contribution rates in ( ) is up and
down proportion of SMEs(or large companies) out of total up and down of all
businesses.
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(3) Performances of SME policies during the 7th economic plan ~ The

participatory govemment

From 1992, when the 7th economic development 5 year plan was
implemented, until the “participatory government” period (2003~2007),
SME restructuring was aggressively promoted. In addition, restructuring
among SMEs and moves to increase their capacity were pursued during

this period.

1) The 7th economic development 5 year plan period(1992~1997)

During this period, the number of SMEs increased by 20,219 with the
number of employees rising by 17,000. Production rose by 109.71 trillion
won and value added grew by 44.58 trillion won. When the development
of SME is examined in regard to the overall growth of the manufacturing
industry, SMEs' contribution rates are 7.7%(large companies: -107.7%),
47.9% (large companies: 52.1%), and 47.1%(large companies: 52.9%) in
terms of the number of employees, production and value added. Therefore,
SME contribution to the growth of the manufacturing industry decreased

compared to their contribution in previous periods.

2) ‘The government of the people’ period(1998 ~2002)

During the period (1998~2002), the number of SMEs increased by
17,495 and the number of employees rose by 188,000. Production grew by
117.5 trillion won and value added increased by 40.45 trillion won. When
the development of SME is examined in regard to the overall growth of
the manufacturing industry, SMEs' contribution rates are 854.5%(large
company -954.5%), 60.8%(large company 39.2%) and 67.7%(large company
32.3%) in terms of the number of employees, production amount and
added value respectively. Hence, it turned out that SMEs' contribution to

the growth of the manufacturing industry was much bigger than that of
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large companies during this period.
According to the analysis, this is attributed to the fact that SME
policies after the financial crisis were promoted in earnest and restructuring

at large companies was much more serious during this period.
3) ‘The participatory government’ period(2003 ~2007)

During the period(2003~2007), the number of SMEs increased by 9,687
and the number of employees rose by 142,000. Production increased by
162.66 trillion won and value added grew by 50.12 trillion won. When
the development of SME is examined in relationship to the overall growth
of the manufacturing industry, SMEs' contribution rates are 75.5%(large
companies: 24.5%), 45.0%(large companies: 55.0%) and 48.1%(large
companies: 51.9%) in terms of the number of employees, production and
value added respectively. In conclusion, in areas other than the job
creation, SME's contribution to the growth of the manufacturing sector

decreased compared to that of large companies.
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< Table 7 > SME development and contribution to growth

during the 7th plan ~ The participatory government
Unit: number, 1,000 persons, 100 million won, %

) During the During the
During the 7th five .
government of the participatory
year plan le overnment
€o
(1992~1997) peop 8
(1998~2002) (2003~2007)
20,219 17,495 9,687
SMEs
(101.5) (100.8) (100.4)
Numb
umf ° Large 2294 144 43
0
. companies (-1.5) (-0.8) (-0.4)
enterprises
19,925 17,351 9,644
Total
(100.0) (100.0) (100.0)
17 188 142
SMEs
(7.7) (854.5) (75.5)
Number Large -238 -210 46
of companies (-107.7) (-954.5) (24.5)
employees 221
-22 188
Total (-100.0) (-100.0) (100.0)
(=100.0) ' '
1,097,094 1,174,975 1,626,590
SMEs
(47.9) (60.8) (45.0)
. Large 1,194,866 758,928 1,984,649
Production )
companies (52.1) (39.2) (55.0)
2,291,960 1,933,903 3,611,239
Total
(100.0) (100.0) (100.0)
445,849 404,283 501,194
SMEs ’ ’ ’
(47.1) (67.7) (48.1)
Value Large 501,344 193,174 541,658
added companies (52.9) (32.3) (51.9)
947,194 597,456 1,042,906
Total
(100.0) (100.0) (100.0)

Source: Korea National Statistical Office, A Statistical Report on the Mining and

Manufacturing Industries ; , each year

Korea Federation of Small and Medium Business, 'The Status of SMEs | , each year
The above-mentioned statistics is the up and down status during the economic
development 5 year plan period, and the contribution rates in ( ) is up and
down proportion of SMEs(or large companies) out of total up and down of all
businesses.

Note:
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Agenda for Today

1. Overview of the Daegu Initiative
— How It Came About
— Purpose

. How the Daegu Initiative Works

. Area by Area Overview

. On Writing Best Practice Examples
. Preparation for the Second Cycle
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Overview of the Daegu
Initiative
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Daegu Initiative

Part of overall SME related work in
APEC

Emphasizes SME’s role in innovation

Endorsed by the SME Ministers in
Daegu, Korea on Sept. 1-2, 2005

= Pie =18 jeanll 0009Presentation03
= THE CATHORLE UNVERIATY GF K085




Objective of the Daegu Initiative

Create economic and policy
environments conducive to SME
innovation in the APEC region

|dentify cooperative measures based on
voluntary reviews

Share policy experiences among
member economies
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How the Daegu Initiative
Works
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Implementation Strategy of the
Daegu Initiative (1)

Daegu Initiative is a long term measure which
will run in five year cycles between 2006 and
2020.

Member economies submit Innovation Action
Plans (IAP) based on a common template
that includes past achievements, current
status and future plans for selected areas
which are important for encouraging
innovation by SMEs.
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Implementation Strategy of the
Daegu Initiative (2)

« Members will implement the |APs and
conduct peer reviews at the SME Working

Group Meetings.

Members will submit a self-assessment
report on the progress of SME IAP at the end
of each five years of the cycle.

At the end of the five year cycle (the end of
the first cycle in 2010) SME Working

Group, based on members’ reports, will
prepare a report on facilitating SME

innovation and submit the report to SME
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Implementation Strategy of the
Daegu Initiative (3)

* This cycle will repeat every five years.
The areas considered by the SME |IAP

may be re—adjusted after each five year
cycle.

The SME Working Group may conduct
the final review on implementation
results of SME innovation policies by
member economies at the end of the
third (the final) cycle in 2020.
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Summary

« Three Five Year Cycles (2006-2020)
* During each cycle
— |APs in selected areas during the cycle
— Self assessment reports at the end of cycle
— End-of-the—Cycle Reports by the Working Group
— Reexamination of areas for the next cycle
« End of third cycle (2020)

— Final report by the working group summarizing
results from all three cycles
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Development of an Assessment
Framework for the Daegu
Initiative SME AP (1)

- Daegu Initiative areas of consideration and
elements within each area act as both “policy
advice” and “evaluation criterion”

 Growing recognition that there needs to be
more detailed guideline and criteria for
assessment of SME |APs
— What do each area and elements mean?

— What type of answers are expected from the
member economies?

— How will the progress be measured?
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Development of an Assessment
Framework for the Daegu
Initiative SME AP (2)

 APEC Innovation Center launched a
project in March 2008 to provide clearer
guidelines for SME |APs
— Provide a clearer idea on what is expected

of member economies when submitting
their IAPS

— What might the final product (best practice
report) may look like?
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Development of an Assessment
Framework for the Daegu
Initiative SME AP (3)

 Two parts of the Project

* First part

— For each of the seven areas, and subordinate
elements in the first cycle of Daegu
Initiative, provide concrete “checklist items” which
the member economies should provide, and which
can be used to measure progress;
* (to be made public)
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Development of an Assessment
Framework for the Daegu
Initiative SME AP (4)

 Second part

— Use these checklist items along with
current |AP submissions to provide a
template for the Working Group report due
in 2010.

* This report is intended to be a “trial test”

* The template trial report will have limited
distribution
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Development of an Assessment
Framework for the Daegu
Initiative SME AP (5)

* This seminar introduces the final
versions of the checklist items for each
area
— Use these checklist items for 2010 self-

assessment reports and for submitting or
revising |APs
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What Should Be in the National
Self-Assessment Reports?

« Ultimately up to each economy
— Economies may choose not to follow the self—
assessment template
« Self—-Assessment Reports should include:
— Self assessment based on the checklist
— Best practices for each area (if applicable)

— Progress made, or any other factors that the
economy wants to emphasize concerning the
areas in question
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What Should Be Included in the
Working Group Report?

Based on |IAP and Self-Assessment
Reports, summarize and write:

— Trends and comparisons between
countries for each area

— Summary for each economy
— Best practices and lessons learned

Test samples for areas A, C, E are
available.
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Terms and Definitions

 Areas

— [ areas defined in the original Ministerial
announcement

Element

— Specific sub—factors dealing with each
area

Checklist item

— What each economy should report within
each element.
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First Cycle
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First Cycle

« Areas

— Included in the Ministerial report
* Elements

— Chosen by Working Group

— Need change and reorganization
» Checklist items

— Chosen by the IAP Innovation Center research
team

— Based on elements chosen by the Working Group
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Seven Areas of the Daegu
Initiative SME IAP (First Cycle)

. Developing human resources and technology
through linkage between industry and educational
and research institutions

. Access to specialist assistance and advice
. Enhancing availability of capital to innovative SMEs
. Networking and clustering for innovative SMEs

. Establishing appropriate legal and regulatory
structures

. Establishing a market consistent economic
environment

. Developing methodologies for effectively measuring
progress in the implementation of innovative
programs for SMEs
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Progress on the Daegu Initiative
(First Cycle)

Early 2006: elements for each area of the
SME |AP selected

2006—-2008: Member economies have
submitted SME |AP reports each year for one
or two areas

2009-2010: Additional submission of SME
|AP reports as well as revisions and additions
to IAPs expected

2010: Submission of first self—assessment
reports, and submission of first best practice
report by the Working Group
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Daegu Initiative  Asof 14 August, 2008
Activities: 2006— | A=

Australia

2008 o

Darussalam

o O O m

Canada

* Participation in Daegu
Initiative on SME IAPs m——

- 14 member economies Indonesia
submitted IAPs for Area A in 2006 Japan

— 13 member economies Korea
submitted Areas E and F in 2007 Malaysia

— 12 member economies Mexico
submitted Areas B & C in 2008 Peru

- Best practices submitted by Philippines
- Hong Kong, Indonesia, Malaysia

Chinese Taipei

O o o o o O »

O O O o oo o oo o
O O O O o oo oo o

©O O OO o o o o o

Singapore
Thailand
15 Viet Nam

O O O O O o O O

@)
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Daegu Initiative: 2009-2010

« Self assessment reports should be
assigned, filled out and returned
— Likely to require experts from various ministries

* |APs should be updated if required
— Should reflect the new checklist and template

* Best practices in seven areas should be
found and reported

— Best practices should be in the seven areas as
defined by the report template
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Checklist Self—Assessment

 Most items require self-reporting whether
policies or measures exist
— 1 = no policy or measure

— 2 = planning to introduce policy or measure; or
policy or measure exist but is not effective

— 3 = no policy or measure required
— 4 = policy or measure exist and is effective
— 5 = policy or measure exist, and is best practice

« Some items have other requirements
— Mostly reporting statistics
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Example of a Checklist ltem:

Establishing an Appropriate Legal and Regulatory
Structure

Element

Checklist
ltem

Evaluation
Criteria

Comments

Providing
Legal
Support for
Innovative
SMEs

E-1-2. Are there
mechanisms to
explain IPR laws
to SMEs, and
help SMEs make
the most of
rights and
protection as
specified in the

national IPR laws?

1 if there are no such
mechanisms:

2 if there is such mechanisms
but it has not been effective,
or if such a mechanism is to
be introduced in the near
future;

3 if there is no such
mechanism, but SMEs already
have effective access to
information concerning rights
and protection under the IPR
laws; or if the member
economy believes that no such
mechanism is necessary:

4 if there is such mechanism,
and it is effective:

5 if there is such mechanism,
and it has been very effective,
and can be considered APEC
best practice.

If an economy submits a 2,
explain if and when the
mechanism is to be introduced:
If an economy submits 3,
explain why the economy feels
that no mechanism is
necessary, or why it believes
SMEs already have effective
access to information:

If an economy submits 4,
explain why the economy
considers the mechanism to
have been effective (i.e. what
are the criteria for
effectiveness?);

If an economy submits 5,
please submit a “best practice”
report.
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Elements and Checklist
ltems for the First Cycle
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Area A:
Developing Human Resources
and Technology through
Linkage between Industry and
Educational and Research
Institutions
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Developing Human Resources and
Technology through Linkage between
Industry and Educational and Research

Institutions

Human resources and technology
development are the raw material for
innovation. Since educational institutions are
responsible for human resource development,
and research institutions are responsible for
research and development of science and
technology, it is important to facilitate
cooperation between industry and

educational and research institutions
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Importance of Human Resources
and Linkages

* Importance of Human Resources for
Innovative SMEs
— Need for entrepreneurial spirit and skills
— Need for science and technology skills

* Linkage between three functions

— Education (universities), Research (institutes) and
Commercial Activities (industry)

— Leads to knowledge diffusion
« Room for collaboration (e.g. R&D)
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Elements

. Joint research and development among
university—industry—institutes

. Patent or technology transfer

. Utilization of human resources and research
facilities in universities and institutes

Incentives to attract young talents to SMEs

. Supply of human resources that meet the
needs of SMEs
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Joint Research and Development
among University—Industry—Institutes

* Are there any targeted research collaboration
programs that involve SMEs as designated
participants of research projects?

2 Basic statistics on R&D investment flows: 1) The
level of R&D investment performed by university that
is financed by industry; 2) The level of R&D
investment performed by university that is financed
by government; 3) The level of R&D investment
performed by government research institutes that is
financed by industry; 4) The level of R&D investment
performed by industry that is financed by government
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Patent or Technology Transfer

 What proportion of issued patents is owned

by SMEs (the patents issued in each member
state’s patent office)?

Does the government provide special
incentives or institutional supports to SMEs
for patent application?

Are there mechanisms to promote technology
transfer from public research organizations to
SMES? Is there any incentive given to public
organizations for licensing publicly own
patents? What proportion of public/university
patents are licensed to SMEs?
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Utilization of Human Resources and
Research Facilities in Universities and
Institutes

* Are there policies that enable SMEs to consult
scientists and engineers in public institutes?
(including. universities)?

» Are there policies that stimulate public
research institutes (including universities) that
open research facilities to private sector?
Does government provide additional
incentives if the users are SMEs?
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Incentives to Attract Young
Talents to SMEs

* Are there policies to promote and teach
students entrepreneurial spirits and
awards young entrepreneurs?

« Are there policies that stimulate SME to
hire postgraduate science/engineering
degree holders to increase
technological competence of SMEs?
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Supply of Human Resources that
Meet the Needs of SMEs

* Are there dedicated education programs
customized to SME requests? Is the program
operated at the level of a separate
department or at the level of additional
courses? Does government play roles in the
modification of curriculum?

* Are there government sponsored training
programs that train employees to upgrade
skills? (If so, are they targeted for SMEs?)
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Area B
Accessing Specialist
Assistance and Advice

= Pi¢ =18 jeianl 0009Presentation03
THE CATHORE UHIVERITY OF KOREA

Accessing Specialist Assistance
and Advice in the Daegu |nitiative

SMEs face barriers in fully exploiting
innovative opportunities due to size and
capability constraints. Allowing them to gain
easy and inexpensive access to specialist
technical and managerial expertise should
help them in getting their innovative products
and services to market more quickly.
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The Importance of Specialist
Assistance and Advice

« SMEs may have little talent pool to draw on
— Lack of human resources
— Lack of capital

« Governments can facilitate and mediate
between specialists and innovative SMEs
— Personnel databases
— Help lines
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The Importance of Specialist
Assistance and Advice

« Policy Imperatives
— Find what innovative SMEs need

— Government should act as matchmakers to find
appropriate experts that innovative SMEs need

— Give access to equipment and digitalization
— Educate potential talent for innovative SMEs
— Government must give good service in general
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Elements

Accessing Technological Problems Faced
by SMEs

Consulting SMESs’ Digitalization

Research equipment and human resources
search system

Expanding public service benefits

Innovation education for SME employees
Others
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Accessing Technical Problems
Faced by SMEs

 Does your government regularly meet
with representatives from innovative
SMEs, and discuss their needs?
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Consulting SMEs’ Digitalization (1)

 Does your economy have broadband
connections widely available to your
businesses? If not, is there a plan on
introduce broadband connections to
businesses?
— UNCTAD ICT Statistics on:

» Proportion of enterprises using a computer
* Proportion of enterprises using Internet
* Proportion of enterprises with a website
* Proportion of enterprises receiving order over Internet
» Proportion of enterprises placing order over Internet

* Proportion of enterprises accessing Internet by
ISDN, fixed line connection under 2 Mbps and over 2
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Consulting SMEs’ Digitalization (2)

* Does your economy offer advice to your
SMEs on how best to digitalize their
businesses? Does your economy also
offer financial and/or fiscal (tax)
assistance for SME digitalization?
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Research Equipment and Human
Resource Search System

« What type of programs does your economy
maintain for making required equipment
available to innovative SMEs?

 Does your economy’s government maintain a
database of expert consultants who would be
useful for innovative SMEs, and can
innovative SMEs access that database to find
experts that they need?
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Expanding Public Service
Benefits

 Does your economy provide consulting
services for SMEs concerning technical,
entrepreneurial, legal or tax issues?
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Innovation Education for SME
Employees

Does your economy encourage high
school and college educational
programs dealing with running
innovative businesses?

Does your economy have programs to
encourage SME employees to get
further education?
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Does your economy have any other
programs to facilitate specialist
assistance and advice to innovative
SMES?
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Area C: Enhancing Availability
of Capital to Innovative SMEsS
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Enhancing Availability of Capital
to Innovative SMEs

Capital is the fuel for SMEs engaged in
innovation. Thus, healthy SME
innovation requires adequate availability
of capital, both debt and equity, for
credit—worthy enterprises.
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Importance of Facilitating Capital

to Innovative SMEs

« SMEs face finance gap

— Banks and investors have been more reluctant to
finance SMEs — especially technology start ups in

their early days
* SMEs are higher risk

* Information asymmetry from SMEs lack of accounting
information

« High administrative / transaction costs
* ISME success is hard to value

* |ISMEs lack tangible assets

» |ISME products have no track record

* Room for government assistance and
intervention exists
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Elements

. Providing financial incentives for innovative
SMEs

. Providing SMEs with Policy loans based on
technological competence or feasibility
evaluation

Establishing an institution dedicated to
providing SMEs with guaranteed loans

. Strengthening support for guarantee
. Streamlining SME financing procedures
. Considering SMEs outside policy support

el 1?009Presentation03
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Providing Financial Incentives for
Innovative SMEsS

« Are there R&D grant programs for innovative
SMEs, and if such programs exist, what are
their amounts and effectiveness?

Are there tax incentive programs for
innovative SMEs, and if such programs
exist, what are their amounts and
effectiveness?

Are there public procurement programs for
innovative SMEs, and and if such programs
exist, what are their amounts and
effectiveness?
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Providing SMEs with Policy Loans Based
on Technological Competence or

Feasibility Evaluation
» Are there policy—loan programs for
innovative SMEs, and if such programs
exist, what are their amounts and
effectiveness?

* Are there evaluation processes of
technological competence and
feasibility in policy loan programs?
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Establishing an Institution Dedicated to
Providing SMEs with Guaranteed Loans

* Are there special SME banks or financial
institutions which are established for
providing policy—loans for SMEs, and if
such banks or institutions exist, what
are their amounts and effectiveness?
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Strengthening Support for
Guarantee

Are there loan guarantee programs for
innovative SMEs, and if such programs
exist, what are their amounts and
effectiveness?

Are there government loan guarantee
institutions which are established for
providing guarantees for SME loans and
If such programs exist, what are their
amounts and effectiveness?
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Streamlining SME Financing
Procedures

Do banks have special programs for
streamlining SMES’ financing
procedures, and if such programs exist,
what are their amounts and
effectiveness?

* Are there governmental promotion
programs for streamlining SMES’

financial procedures?
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Considering SMEs Outside Policy
Support

* Are there government venture capital
programs for innovative SMEs, which can be
either direct equity financing programs or
hybrid—funds with private venture
capital, loans and if such programs
exist, what are their amounts and
effectiveness?

* Are there policy programs for promoting
networks of venture capitalists, which are
often called as business agel networks

-.'-"'_f;. .E -1 fof)
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Area D: Network and Clustering
for Innovative SMEs
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Network and Clustering for
Innovative SMEsS

* Networking and clustering have been
shown to have positive externalities.
Further, networking and clustering
accelerate innovation by gathering
resources, for example, specialists and
experts, and allowing them to share
knowledge
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Importance of Networking and

Clustering

Highly competitive industrial regions attract
academic and business interests

— E.g. science parks
In a cluster, physical resources and

infrastructure can be shared and
collaborations more easily considered

— More knowledge spillovers and knowledge sharing
— Complementary linkages can take place

Vertical and horizontal clusters can be
encouraged

Clusters can also serve as business
incubators
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Elements

Policy for clustering SMEs by region
Policy for clustering SMEs by industry
Policy for promoting clustering SMEs
Strengthening network among clusters
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Policy for Clustering SMEs by
Region

What kinds of policies exist that provide
incentives for the regional clustering of
firms? Are there policies specifically
designed for facilitating regional
networks between public research
institutes and SMEs?

Are there special subsidies / policies for
SMEs prepared by regional
governments?
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Policy for Clustering SMEs by
industry

Does government pay special attention
to the industrial associations comprised
mainly of SMEs?

Does government provide benefits for
SMEs of local supply chain by setting
up industrial districts?
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Policy for Promoting Clustering
SMES

« How many public incubating centers are
operated and how much resources are
invested for its operation? — Please provide
financial support level of government in terms
of the absolute amount and relative share of
funding (public/ private).

Are incubating centers mainly located at
university campuses, private sector
buildings, or government research institutes?
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Strengthening Network Among
Clusters

Are there policies to promote knowledge
sharing between different clusters or between
industrial associations (mainly comprised of
SMEs)?

Are there policies that link the SME clusters
internationally? Does government sponsor
international SME centers to encourage global
operation of SMEs?
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Area E:
Establishing Appropriate Legal
and Regulatory Structure
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Establishing Appropriate Legal
and Regulatory Structure in the

Daegu Initiative

Robust legal and regulatory structures
designed to establish and enforce intellectual
property rights, competition policy, and
facilitate the quick and inexpensive
establishment of firms are vital to all SMEs
and especially important in encouraging
innovation among SMEs. The absence of
such structures can stifle innovation while
undermining the ability of SMEs to compete.
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The Importance of Appropriate
Legal and Regulatory Structure

* Right legal and regulatory structure is
necessary for encouraging innovative
SMEs
— IPR laws
— Ease of entry and exit
— Reduction of red tape
— Fair standards and conformance
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The Importance of Appropriate
Legal and Regulatory Structure

« A comprehensive legal and regulatory
basis to assist innovative SMEs can be

useful

— Transparent and effective legislation and
regulation to assist SMEs
* Minimize negative side—effects and undue
protection
— Encourage customers to seek innovative
SME products
* Including government procurement
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The Importance of Appropriate
Legal and Regulatory Structure

* |t is not enough to make / streamline
laws and regulations
— Increase access of information on laws
and regulations to SMEs

 Reduce compliance costs
» Raise compliance

— Review and reform regulations

* Continually seek to minimize regulatory burdens
on innovative SMEs
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The Importance of Appropriate
Legal and Regulatory Structure

* Policy Imperatives:
- IPR
* Compliance with international treaties
* Make information available to SMEs

— Technical Standards and Conformance
» Consideration to SMEs
* Level playing ground for SMEs and large firms

— Regulatory Reform
* pro—innovation
» Foster a level playing ground
* Reduce regulatory burden on innovative SMEs
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The Importance of Appropriate
Legal and Regulatory Structure

* Policy Imperatives:
— Comprehensive plan (including legislation and
regulation) on assisting innovative SMEs
— Measures to inform potential customers of
innovative SME products
— Market consistent economy (To be considered in
the next area)
+ Competition policy
» Ease of entry and exit
» Market liberalization
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Elements

Providing legal support for innovative
SMESs

Promoting public institutions’
purchases of SME products

Enhancing support for technically
competent SMEs

. Enhancing support for R&D Area
. Others
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Providing Support for Innovative
SMEs (1)

 Does your economy have a legal definition of
an innovative SME? If not, does your
economy have a widely used working
definition of an innovative SME?

Are there mechanisms to explain IPR laws to
SMEs and help SMEs make the most of rights
and protections as specified in the national
(and international) IPR laws?

Are there processes in place to consider
effects of new legislation on SMEs?
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Providing Support for Innovative
SMEs (2)

 How efficiently does your economy
enforce private contracts?
— World Bank Doing Business Indicator
 Does your economy have a
comprehensive plan to assist innovative
SMEs, and are they set in legislation?
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Promoting Public Institutions’
Purchases of SME Products

* Are there official processes or mechanisms to
introduce innovative SME products to public
institutions who may be potential customers

* Are there official rules or guidelines
encouraging public institutions to purchase
from SMEs?

* Are there official rules, guidelines or
programs encouraging public institutions to
purchase from innovative SMEs?
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Enhancing Support for
Technically Competent SMEs (1)

 Does the technical standards and
conformance system contain provisions
which give due consideration to difficulties
faced by SMEs? If so, what are they? Are
there any indicators of effectiveness?

Do the technical standards and conformance
authority or the SME authority offer
assistance to SMEs applying for technical
standards, or conformance certification? |If
SO, what are they? Are there any indicators of
effectiveness?
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Enhancing Support for
Technically Competent SMEs (2)

 What other support does your economy
offer for technically competent SMEs?
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Enhancing Support for R&D Area

« Are there support and incentives for
R&D, and are SMEs eligible? If there
are performance indicators for such
incentives (such as amount disbursed
or number of projects), report or refer
to them in the report.

= Pis =18 janll 0009Presentation03
= THE CATHORLE UNVERIATY GF K085




Others

 Does a regulatory review and reform system
exist, and does it take problems of SMEs into
account?

Does the regulatory review and reform system
give due consideration to the introduction of
new products and processes?

In the area of legal and regulatory
structure, what other relevant measures are in
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Area F:
Establishing a Market
Consistent Environment
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Establishing a Market Consistent
Environment in the Daegu
Initiative

 Under a market consistent economic
environment, innovative, efficient SMEs
will have the greatest opportunities to
access the resources they merit and

require while facilitating firms to freely
enter and exit the market.
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The Importance of Market
Consistent Economy

« Some controversy over whether innovative SMEs
should be protected, or open to competition

« lLatest research seems to show that competition
fosters innovation better than protection
 Daegu Initiative:

— Under a market consistent economic environment, innovative
SMEs will have the greatest opportunities to access the
required resources
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The Importance of Market
Consistent Economy

* How to encourage competition and
innovation: “Creative Destruction”
— Easy to start and grow a business

— Rewards for productive entrepreneurial activity

* Rule of law, property rights, implementation of
contracts, IPR

— Disincentives for unproductive activity
— Incentives to keep firms innovating
— Easy to close a business
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The Importance of Market
Consistent Economy

* Required:
— Stable macroeconomy
— Competition policy to protect SMEs

— Market liberalization for technical diffusion,
competition, and potential export markets

— Easy entry and exit of firms to maintain
competition, and free up resources
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Elements

. Strengthening Cooperation between
Large Companies and SMEs

. Facilitating Digitalization of SMEs

. Supporting SMEs to Make Inroads into
Overseas Markets

. Facilitating SME Restructuring

== Pi¢ =18 jeianl 0009Presentation03
= THE CATHORE UHIVERITY OF KOREA

Strengthening Cooperation

between Large Companies and
SMEs

 Are there programs which promote
partnerships between innovative SMEs
and appropriate large businesses?
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Facilitating Digitalization of
SMES

* Are there programs to facilitate the
digitalization of SMEs?
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Supporting SMEs to Make Inroads
to Overseas Markets (1)

* Are there programs to support innovative
SMEs exporting to foreign markets?

 How easily can innovative SMEs export
their products?
— Doing Business Indicator

» Are there programs to facilitate foreign

investment (inward and outward) by
innovative SMEs?
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Supporting SMEs to Make Inroads
to Overseas Markets (2)

What is the level of your trade barrier? What is
the simple and import—weighted average tariff
rate for your economy? What is the variance
of tariff rates for your economy? What is the
level of non—tariff barriers for your economy?

— Average tariff rates and their variance are available
from APEC Tariff Database and APEC TILF-IAPs

— Doing Business Indicators for Trading Across
Borders (Imports) or IMF Trade Restrictiveness
Indicator
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Supporting SMEs to Make Inroads
to Overseas Markets (3)

 What is the level of barriers for FDI for
your economy?

— UNCTAD FDI Inward FDI Indices (FDI
Performance Index and FDI Potential Index)
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Facilitating SME Restructuring

* How easy is it to establish and close a
business in your economy??

— Doing Business Indicator for starting a
business; and Doing Business Indicator for

closing a business
 Are there programs to facilitate SME
restructuring in your economy??
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 When formulating and implementing
competition policy, does your
economy have processes and
mechanisms which consider the
problems faced by SMEs in general,
and innovative SMEs in particular?
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Others (2)

« Did your economy maintain a relatively
stable macroeconomy?
— Five years’ worth of statistics for
— Annual CPI inflation rates
— Unemployment rates
— Real GDP growth rates
— Government budget deficit
— Prime interest rates and/or 1 year commercial

paper rate for best companies (borrowers)

* |In the area of establishing a market
consistent economy, what other relevant
measures are in place?
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Area G: Developing
Methodology for Effectively
Measuring Progress in the

Implementation of Innovation

Programs for SMEs

= Pis =18 janll 0009Presentation03
THE CATHERE, UNIVERITY GF KOAER,




Developing Methodology for
Effectively Measuring Progress in the
Implementation of Innovation
Programs for SMEs

* The development of statistics and other
methodologies for measuring progress
concerning SMEs and innovation is required if
further and more in—depth analyses of SMEs
and innovation are to be made on a factual
and scientific basis. In order to establish
such statistics and measurements, APEC
member economies may choose to develop
mutually compatible definitions, so that data
can be compared across members
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Importance of Measuring
Progress

 Narrow and broad policy evaluations

— Narrow: measure the effect of policy / program
Implementation

— Broad: evaluate the concepts, implementation
process, structure and governance of the policy /
program

* Four “poles” of evaluation

— Qualitative and quantitative evaluation
— Summative and formative evaluation

 Customer—Qriented Evaluation System
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Elements

. Customer—oriented evaluation system

. SME policy disclosure and evaluation
system

. SME policy comparing system
. SME policy proposal system
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Customer—0Oriented Evaluation
System

* Are there proper channel of consultation and
communication involving key actors from
private SME sector in order to represent SME
interest from the drafting stage of SME
legislation and policy?

* Are Regulatory Impact Assessments, involving
key actors from private SME sector in order to
represent SME interest, applied to monitoring
and assessing the impact of SME support
measures?
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SME Policy Disclosure and
Evaluation System

Are there SME-specific single on-line portal which is
dedicated to disseminating information on SME
policies and allows interaction (request of information
and applications by SMEs) between SME
administration and SMEs?

Are there statistics measuring innovative SMEs’
activities and performances, and for evaluating SME
innovation policies?

Are there policy learning systems for SME innovation
policies based on the cycles of policy
experimentation, evaluations, adaptations and
reviews and how effective are those programs?

Are there SME policy implementation agencies, which
is the main body for SME strategy and policy
proposal, evaluation, implementation and reporting?

Tl 0 009Presentation03
NIRRT OF KGR A

SME Policy Comparing System

« Are there international cooperation and
benchmarking programs for SME
innovation policies, which fosters
learning from good practices, and how
effective are those programs?
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SME Policy Proposal System

« Are there on-line/off-line policy proposal
systems for SMEs, and what are the number
of proposals and adaptations on an annual
basis?

* Are there organized—and-independent SME
associations and craft associations operating
at national level, which have capacity to
conduct constructive and regular policy
proposals on a wide range of SME policy
issues, and what are their activities?
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On Writing Best Practices
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Guide to Writing Best Practice
Reports (1)

Purpose
— Publicize your policies and their results
— Let other economies know

Should include:
. Short introduction on policy
. Why the policy was needed, what its goals were
. Details of the policy
How did they affect people and firms?
. Reults of policy — How did it achieve the goals

Tl 0 009Presentation03
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Guide to Writing Best Practice
Reports (2)

Four Sections of the Report

1. Introduction and Background
Why was the policy needed?

2. Description of Policy and Implementation
3. The results of the policy
Why is this policy considered ‘best practice?’
Should include concrete details without
getting too technical
— How it affected people — not just listing of laws
and regulations
Must be related to the areas and elements of
the Daegu Initiative

il 009Presentation03
OF KOALA




Preparations for the Second
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ltems for Working Group to
Consider for the Second Cycle

Should the project continue?
— Should second and third cycles be pursued?

Should the Areas be changed?

— To reflect changing environment for SME
innovation and latest research results

Should the elements and checklist items
be changed?
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Thank you !
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