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Confederation of Indian Industry

Ministry of Micro, Small and Medium

Government of India Enterprises

India Global Summit on MSMEs 2009

20 - 21 November 2009
Crystal Ball Room, The Lalit, Barakhamba Avenue, New Delhi

Programme Structure

20 November 2009 (Friday)

0900 hrs Registration

1000 — 1100 hrs : Inaugural Session: “Building the Next Generation MSMEs”

Welcome Remarks Salil Singhal
Chairman, Cll National MSME Council &
Chairman, Secure Meters Limited

Keynote Address Dinesh Rai , ILA.S.
Secretary
Ministry of MSME, Government of India

Inaugural Address by Arun Maira

the Chief Guest Member
Planning Commission
Government of India

Concluding Remarks Salil Singhal
Chairman, Cll National MSME Council &
Chairman, Secure Meters Limited

1100 — 1115 hrs Tea/Coffee break

1115 — 1245 hrs : Plenary 2 : Dealing with Economic Cycles : How to Adapt ?

MSMEs have borne the brunt of the current global economic slowdown, especially with the
contraction of the external markets. Unlike the larger businesses, they lack the resources to take
corrective action for every economic cycle. While every economic cycle is shaped by unique
domestic and global developments, the session will how best the entrepreneurs could observe a high
degree of financial discipline as well as adopt specific marketing strategies to tide over difficult times.

Opening Remarks by Rakesh Rewari

Session Chairman Deputy Managing Director
Small Industries Development Bank of India
(SIDBI)
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Confederation of Indian Industry

Ministry of Micro, Small and Medium

Government of India Enterprises

India Global Summit on MSMEs 2009

20 - 21 November 2009
Crystal Ball Room, The Lalit, Barakhamba Avenue, New Delhi

Presentations Rana Hasan
Principal Economist
Economic Research Department
Asian Development Bank
Uma Reddy
President, CLIK &
Chief Executive Officer
Hitech Magnetics

K Nandakumar

Chairman, Cll (WR) MSME Subcommittee
and Chairman & Managing Director
Chemtrols Engineering Limited

Archana Bhatnagar
Chairperson
Haylide Chemicals

Panel Discussion
Question & Answers
Concluding Remarks Rakesh Rewari
Deputy Managing Director

Small Industries Development Bank of India
(SIDBI)

1245 — 1400 hrs Lunch

1400 — 1545 hrs : Plenary 3 : Capital Requirements : Financing Options/Innovations ?

There are several cobwebs and apprehensions in the minds of the entrepreneurs in relation to this
route of attracting capital and the real benefits or risks that it offers. As a result, several companies in
the SME sector, who have all the ingredients to move to higher levels, shy away from exploring this
avenue completely. This session will try to highlight what the lenders look for in a company and what
they can offer to the companyand at the same time answer some deep routed questions that exist in
the minds of entrepreneurs in the SME sector on what are the benefits, challenges, processes and
criteria to achieve this big step.
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Confederation of Indian Industry

Ministry of Micro, Small and Medium

Government of India Enterprises

India Global Summit on MSMEs 2009

20 - 21 November 2009

Crystal Ball Room, The Lalit, Barakhamba Avenue, New Delhi
Opening Remarks by H P Kumar
Session Chairman Chairman and Managing Director
The National Small Industries Corporation Ltd.
(NSIC)

Presentations Rakesh Singh
Head SMEs
Standard Chartered Bank
K Hari
Assistant Vice President
National Stock Exchange

K G Alai

Chief General Manager

Small Industries Development Bank of India
(SIDBI)

Praveen Toshniwal
Past Chairman
Cll (WR) MSME Sub-Committee and
Chairman & Managing Director
Nivo Controls Pvt Ltd
Panel Discussion

Question & Answers

Concluding Remarks H P Kumar
Chairman and Managing Director
The National Small Industries Corporation Ltd.
(NSIC)

1545 — 1600 hrs Tea/Coffee break

1600 — 1745 hrs : Plenary 4 : Integrating with the Global Value Chain

With the production of goods and services becoming increasingly fragmented across enterprises and
countries, several windows have opened up for Indian MSMEs to participate in the global value
chain. Global outsourcing is one such opportunity. However, the moot question is, are MSMEs
geared to understand the structure and dynamics of global value chains and benefit from the
resultant synergies.

Opening Remarks by Arvind Kapur
Session Chairman Co-Chairman, CIlI (Northern Region) MSME
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Confederation of Indian Industry

Ministry of Micro, Small and Medium

Government of India Enterprises

India Global Summit on MSMEs 2009

20 - 21 November 2009

Crystal Ball Room, The Lalit, Barakhamba Avenue, New Delhi
Subcommittee & Managing Director
Rico Auto Industries Limited

Presentations Chua Tiam Wee
National President
SMI Association of Malaysia

Keith Regan
Associate Director
Camco Global

Lakshmi V Venkatesan

Founding Trustee &

Executive Vice President

Bharatiya Yuva Shakti Trust (BYST)

Panel Discussion
Question & Answers
Concluding Remarks Arvind Kapur
Co-Chairman, Cll (Northern Region) MSME

Subcommittee & Managing Director
Rico Auto Industries Limited

End of Day 1

| 21 November 2009 (Saturday)

1000 — 1200 hrs : Closing Plenary:
Investing in Technology Upgradation, ICT Adoption & Research and Development

In the absence of a robust eco-system and limited access to financing options, a very large nhumber
of MSMEs cutting across business sectors are faced with technological obsolescence that seriously
undermine their competitiveness in the domestic and global markets. Government has introduced
dedicated funds and schemes to help these enterprises to undertake technological upgradations. The
session will discuss how the entrepreneurs can leverage the investments in ICT, R & D and
innovations, to enhance their efficiency and become globally competitive.

Opening Remarks by Salil Singhal
Session Chairman Chairman, Cll National MSME Council &
Chairman, Secure Meters Limited
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Confederation of Indian Industry

Ministry of Micro, Small and Medium

Government of India Enterprises

India Global Summit on MSMEs 2009

20 - 21 November 2009
Crystal Ball Room, The Lalit, Barakhamba Avenue, New Delhi

Presentations Keh-Jang Liu
SMEA Information Technology Division
Small and Medium Enterprises Administration
Ministry of Economic Affairs, Taiwan

Pius Prakattil
Head — Open Innovations India
Procter & Gamble
Sanjiva Dubey
Asia Pacific Service Delivery Executive
IBM Global
Special Address Pravir Kumar LA.S.
Joint Secretary
Ministry of MSME
Panel Discussion

Question & Answers
Concluding Remarks Salil Singhal

Chairman, Cll National MSME Council &
Chairman, Secure Meters Limited

1200 — 1400 hrs Buyer — Seller Meet

1400 — 1500 hrs Lunch & Conclude



i 2+ i
Dear Mr. Liu,

India Global Summit on MSMEs 2009

I am writing to thank you for the time that you took out of your busy schedule to be
with us and speak at the India Global Summit on MSMEs held on 20- 21 November
2009 in New Delhi.

Your views and perspective has contributed tremendously to the success of the
Summit and well accepted by participants.

The feedback that| have received from the speakers and participants at the
Summit is extremely positive.

I look forward to your continued involvement and support to bring fresh and newer
perspectives which contribute towards the growth and development of MSME
sector in India.

Kind regards,

Marut

Marut Sen Gupta
Senior Director

Confederation of Indian Industry
The Mantosh Sondhi Centre

23 Institutional Area, Lodi Road
New Delhi - 110 003

Tel :011-24601437

Fax : 011 - 24626149 / 24615693

The information contained in this electronic message and any attachments to this
message are intended for the exclusive use of the addressee(s) and may contain
proprietary, confidential or privileged information. If you are not the intended

recipient, you should not disseminate, distribute or copy this e-mail. Please
notify the sender immediately and destroy all copies of this message and any
attachments contained in it.
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Talwan SME Policies and Strategies
to Promote SMES” Growth

Mr. Keh-Jang, Liu
Small and Medium Enterprise Administration

Ministry of Economic Affairs
21 November 2009
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Outline
I. Foreword

Il. Overview of Taiwan’s Economic and
SME Development

I11. Globalization and SMEs

IV. Strategies and Measures to Promote
SMEs’ Growth

V. Conclusions




. Foreword

MI

1. Characteristics of SMEs

1) High importance towards the development
of society.

2) Large in number, high diversity, dynamic
structure.

3) High contrast of being transferred in/out

4) Employees face larger challenges and
increasing pressure.

5) Relatively weak in comparison with large
enterprises.

INOMIC AFFAIRS
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2. SMEs’ Contribution to Economic Society

1) Playing a key role in industry structure to link
up- and down-stream industries.

2) Developing foreign trade, creating foreign
exchange and employment opportunities.

3) Providing remarkable contributions to building
up a middle-class in society.

4) Continuously supporting economic
development and stabilizing society.
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3. Problems faced by SMEs

Globalization, Technology Revolution, Fierce Competition

« Difficulty in obtaining ™

» The small scale of the individual

financing businesses makes them relatively weak;

» Lack of R&D energy

« Difficulty in upgrade
and transformation

* Insufficient marketing
abilities ~

therefore, they need assistance to
upgrade the standard of management

‘ and competitiveness.
> » Promote formation of a labor-division
system to link with large corporations

and develop towards a high value-
added supply chain.

» New generation business - Foster new SMEs to fill in the gap

startup needs motivation.

created by industrial migration

Positive Recycle of Economic Development
Entrepreneurship (transformation, upgrade and New start-up) based on Innovation

+ Localized enterprises - Balance regional development, and
need revitalized minimize the gap in urban-rural
development. development 5
2
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4. The Relationship of Entrepreneurship and Economic Growth
— Transformation and e D
— Existing Upgrade
Enterprises Straits and E__'Moved CI‘(‘)‘S‘(‘ad
— Predicament out . ot
- ‘-" """" =
Enterprises e e et Development
and 7 Qe Qe oy aoos And
jes| 0 REV L ey W2 &S
Industries |~ TR ‘@s\")‘ob\)s\“% B
“““““““““““““ (\%\N
" Emergence of new SMEs with
—Start-Ups—stechnology-oriented and high ——
added value L




IErW 1. Overview of Taiwan’s Economic |
and SME Development

1. Economic Development of Taiwan

A. About Taiwan
Area: 36,000 sg. km i
Population: 23.04 million ﬁ i
Per Capita Income: US$17,294
Foreign Trade (goods) :

World’s 18t largest trading nation*
Number of Enterprises: 1.27 million
Number of SMEs: 1.24million

Ratio of SMEs to All Enterprises: 97.6%

*Statistics in 2008

MINISTRY OF ECONOMIC AFFAIRS

B. An Outline of Taiwan’s Economic Growth

YEAR 1952 2008
Population 8.13 million 23.0 million
GNP US$1,674 million US$401.8 billion
Per Capita GNP US$196 US$17,542
Agri. Output/GDP 32.2% 1.7%
Industrial Output
IGDP 19.7% 25.0%
Exports US$116 million US$255.6 billion
Imports US$187 million US$240.4 billion
Foreign Exchange Less than US$100 o
Reserves million US$291.7 billion

Sources: Statistics Indicators of Major Countries, Statistic Department, MOEA, 2009
Directorate General of Budget, Accounting and Statistics, 2009
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C. Structure of Production (% of GDP by

Unit: %

Sector)
Year | Agriculture | Industry - Services
Manufacturing
1952 32.2 19.7 12.9 48.1
1960 28.5 26.9 19.1 44.6
1970 155 36.8 29.2 47.7
1980 1.7 45.7 36.0 46.6
1990 4.2 41.2 33.3 54.6
2005 17 25.9 22.3 72.4
2008 1.7 25.0 217 73.3

Sources: 1. Taiwan Statistical Data Book 2005, CEPD, June 2009
2. Statistics Indicators of Major Countries, Statistic Department, MOEA, May 2009

3. Directorate General of Budget, Accounting and Statistics, 2009

MINISTRY OF ECONOMIC AFFAIRS

D. Policies and Strategies in Different Stages of

Taiwan’s Economic Development

1) Import-Substitution / Labor-Intensive
Industry : 1953-1962

2) Export-Expansion / Light Industry :

1963-1972

3) Import-Substitution / Heavy Industry : 1973-

1980

4) Industry Upgrade / Strategy Industry : 1981-

1990

5) Hi-Tech Industry : 1991-2000
6) Creative R&D Industry : after 2001

10
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E. Economic Developing Process of Taiwan jined wro

1. Economic Development Stages Jan 2002
1950 1960 1970 1980 1090 2000 , 2010
| | | | | | |
| | | | | | |
Labor Creative
Intensive  Light Heavy  Strategic Hi-Tech R&D
Industry  Industry Industry Industry Industry Industry
1) 1950-2000 Economic Growth Rate (GDP%): 8.1 % (Average)
2 2001 Economic Growth Rate (GDP%): -2.17%
2002 Economic Growth Rate (GDP%): 4.64%
2003 Economic Growth Rate (GDP%): 3.50%
2004 Economic Growth Rate (GDP%): 6.15%
2005 Economic Growth Rate (GDP%): 4.16%
2006 Economic Growth Rate (GDP%): 4.80%
2007 Economic Growth Rate (GDP%): 5.70%
2008 Economic Growth Rate (GDP%): 0.06%
2009 Economic Growth Rate (GDP%, forecast) -4.25%
3) 2008 GDP structure :  Service Sector 73.3%
Industrial Sector 25.0%
Agriculture Sector 1.7%
Source: Directorate-General of Budget, Accounting and Statistics, Executive Yuan, R.O.C. 11
MINISTRY OF ECONOMIC AFFAIRS
7
2. Role of SME’s Development
A. Criteria for Identifying SMEs
SMEs i i
SECTORS : : Micro Business
Basic Exception
Manufacturing, Capital Employees Employees
Construction, Mining, |<US$2.3 <200 persons < 5 persons
Quarrying Million
Commerce, Preceding Employees Employees
Service year revenue | < 100persons < 5 persons
< US$2.9
Million

12
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B. Current Status of SMEs in Taiwan

[0)

All enterprises SMEs Sﬁlcl)zfs
No. of enterprises 1,266,664 1,236,586 | 97.63
Total employments
(thousand persons) L LEs 7712
No. of employees
(thousand persons) e St 69.60
Total Sales (NT$ million) 35,886,186 10,171,750 28.34
Domestic Sales (NT$ million) 26,277,826 8,536,591 32 49
Export Sales (NT$ million) 9,608,324 1,635,150 17.02

Source: White Paper on SMEs in Taiwan, 2008.

13
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C. Enterprise Ages in Taiwan

units: no. of enterprises

2007
Age 2003 2004 2005 2006 o — T
enterprises SMEs
Les;et:f” ! 112154 | 108,610 | 125667 108,320 93,233 92,957 | 752
1-2years 104,183 | 110,649 | 108,989 120,530 106,945 | 106,082 | 858
2-3years 82,234 87612 | 96,365 91,400 101,216 | 100,057 | 8.0
3- 4 years 69,545 70895 | 79,583 83,272 79,252 78070 | 6.1
4-5 years 64,843 61,321 | 65055 70,133 73,889 72,474 | 586
5-10 years 248300 | 245280 | 249,414 247,247 255435 | 248543 | 20.10
10-20years | 283225| 287,444 | 298,662 290,121 306246 | 296,163 | 23.95
Ox;rio 207,296 | 218365 | 229,959 233,076 250,448 | 242,240 | 1959
Total 1,171,780 | 1,190,176 | 1,253,694 | 1,244,000 | 1,266,664 | 1236586 | 100

Source: Collected from Ministry of Finance Tax Data Center Business Tax statistics.

14
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D. Policies for Fostering SMEs and Start-ups

Philosophy — Service, Minding, Esteem, Awareness

Top SMES, Award Strategy

Incorporation 1. National Award
Con 1-3% /\ 4 2. Rising Star Award

3. R&D Award

mechanism for supporting Middle ;

entrepreneurial activity & / Layer of SMEs, GUIdance Strategy

innovation Limited Co., &= 11 Guidance Systems
27~34%

Grouping Strategy

1. Mutual Cooperation
2. Industry Cluster

Foundation of SMEs 4. Financing Programs
65~70%

sasiidiaiug
SIS dn-uels

3. Local Featured Industry

15
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Eleven Guidance Programs to Assist SMEs

Finance and Credit

Management

Production Technology

Research & Development

Information Management

16
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 Industrial Safety

Pollution Control

Marketing

Mutual Support & Cooperation

Quality Enhancement

Business Startup & Incubation

17
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Developing Strategies and Targets of SMEs

~.

/ / Create Sound \

\

| Developing Environment |

\ of SMEs /

~ A

«.; Enhance the

Application Ability
Entrepreneur Park of Information
for the Growth _ Technology

et up A Platform
of Entrepreneurship
and Incubation
for SMEs

and Development of SMEs
of SMEs ‘
_ \ Strengthen the
Implementation of Guidance Function

. Financing Support | of Management
\I\@chanism for SW for SMEs

T 18
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E. Government Assistance

1) After Getting the Assistance Measures of
Management, Financing & Credit Guarantee,
etc., Many SMEs Become Large Enterprises.

2) Among Them, 226 Enterprises Listed on
Taiwan Stock Exchange Corp. Market, 276
Listed on OTC Market, 141 listed on
Emerging Stock Securities Market.

3)For example, the Acer and the FOXCONN Are
the Benchmark Enterprises.

19

I. Globalization and-SMEs
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1.Characterization of Globalization Era for SMESs
v Knowledge based Economy (KBE)
v E-Age (Networking and String Interaction)
v "Globalized Market

v New Technological Impact, e.g. Nanotechnolgoy (It offers an
opportunity for the “latter comer reshuffle.)

“Dynamic” Characteristic

" and
“Time-based”

Innovation Strategies

20
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2. Knowledge Based Economy

Ky/@& Processing
(Management)

Sneed

o s

Market

Innovation (Platform)

(time-based innovation strategies)
A

In other words, in the globalization era for SMEs are:

Speed, Innovation, and Market

21
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3.Challenge and Strategy under Globalization

Ky/l ed ge Knowledge-base_d Economy $
~__ . Processing

(management)

Speed
Digital Era oPeeg/ o
—1 jztfom ) Globalizatio

S 5 Time-based innovation strategies
v Strate :
gy = —— —— v'Strategy] :
How to achieve - .
clarity earlier? Strategy 3: Shorten the time to
) v Comprehensive methodology for market of new

When opportunity commercialization of Hi-tech should be developed

; bstantial > 0 product and even
remains substantia Identify the core tech’s of the firm

make profit earlier

and attractive Capability to Integrate & Fuse of tech’s P
vKnowledge vBuilt-up a tech’s platform for products fm}cnsﬁltciatlon
Management of information

i)
New service demand/New business model
Skill substitute/Product substitute

New Technological Impact
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IV .Strategies and Measures to
MINISTRY OF ECONOMIC AFFAIRS P romote S M ES b} G rOWt

1. Fostering Entrepreneurship
A. The Three Key Stages of Start-up Guidance

Entrepreneurial Entrepreneurial Entrepreneurial Lab

Consulting Service f
Learning Center -Indivi i

- Entrepreneurial Consulting N 9 Individual guidance for
Service Center -Training courses for entrepreneurs
-Start-up Knowledge Base entrepreneurs -Service and technology
-Start-up Forum / Start-up -Entrepreneurship matching

e-Newsletter lectures -Follow-up services
-Start-up promotional activities -Entrepreneurship

Toll-free consulting service hotline:

0800589.168 conferences

« Entrepreneurial consulting service provided on
Results 44,040 occasions

Achieved « Cultivation of 10,631 start-up managers

(2004 -2008) | , Cultivation of 1,148 new enterprises

« Creation of 6,029 new jobs

« Stimulating NT$4,458 million in new investment

23
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B. Promotional Methods
Start-up Promotion Measures Start-up Knowledge Base

s
ntrepreneurial Consulting Service
0800-589-168
7000 inquiries per year

-A.Q”, and e- newsletters
«Teaching manuals

*On-line learning materials
eLectures on new trends and new.
ideas relating to entrepreneurship
«Start-up consulting case studies
«Consulting database

*Model start-ups

«Start-up management research
communities and periodicals

Databases 0! t!e results ac!leve! in industry-
universitx collaborative R&D gro'lects
Start-up competitions and commercialization
guidance

Regional start-up ana innovation services

information
I ————

Entrepreneurial Learning
Center

900 trainees per year

Start-up Competitions

and Start-up Guidance
(Pre-incubation)

Entrepreneurial Lab
Individual diagnostics and
guidance
500 instances per year

Business Start-up
Award
12 start-ups

24
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Case : Wretch Limited Company

Authorized Capital: NT 20 million

Characteristics

WRETCH was founded in 1999 by 6 university students in

National Chiao Tung University and registered in March 2005,
providing service of immediate photo album on the Internet. It
has offered an exclusive Internet photo album to each user for :
free on campus. In accordance with Google in Stand-ford — Mw
University, WRETCH run a win-win situation between TR

§

Wieteh 0.0

company’s profit, user’s right and interests. There are 2.8

et e

million members in 2006. Now WRETCH has been merged into 1L .
YAHOO with USD 21 million in March 2007. m A [
Government Guidance and assistance wE f,]j
THTHH T L 994
Commend to join and win The 4th Business Start-Up Award BRI HE ;?3

2. Business Innovation and Incubation
A. Function of Incubators
e To reduce risks and expenses of investment and
increase successful rate of start-up enterprises.
» To foster new products, new business-model and new
technology.

* To provide guidance in commercializing R&D
achievements.

* To provide a location for cooperation of academics
and industries.

» To provide testing services and speed up the
development of products.

» To provide training courses, information and consultation.

26
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B. Promotional Methods
Building a professional incubation network

« Stimulating the development of
specialized incubation centers
*Networked incubation centers
»More effective start-up Effective
cultivation integration with
international
supply chains \

-

Forming alliances
and creating
synergy

*Forming

industry-specific

incubation Meeting the needs
networks of business

enterprises « Local Culture 27
Industry

3TERRaRCtihg Business Management Guiding Function
Local Cultural Industry
(1) Definition of “Local Cultural Industries”
The term “local” pertained largely to a village, township, or municipality, while
“cultural industries” refer to some particular local industries of historical,
cultural, distinctive or unique qualities. Industry | Norther

- - - T
Distribution of Local Cultural Industry Cases Sl
Handicraft 6 18 3 3 1 31

Specialties 8 14 9 5 2 38

Central | Southern | Eastern | Island

Northern e
ural
19% 59% zf)gggm 198910 Leisure € i 2 o
- »
s Island
2%
Central g N
24% 42% Y w
e Y : il 5%
o R J/ 2 T
— e . Eastern
- Filkse
Southern o 25% 56%
) 21% k- - Rural Leisure o
58% % Handicraft 19% v
S’ 2% F8

Specialties
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(2) One Town One Product, OTOP

International Guidance OTO P

This Program, through some special sInternational Exhibition
counseling teams, utilizes local resources and ) «Guidance on the Brand Design
allocates manpower in numerous ways to International «Participating in the OTOP International
stimulate creativity and develop new Focal Point Seminar
products and services to increase the added
value of local industries.
Product Marketing and
F;romOt’\'An?( i Channel *Taiwan Local Industry Product Shop
«Common Marketing Channe . . - Tainei
e e Taiwan Local Focal Point . (ex: Taipei 101 Mall store)
P +OTOP Local Industry Website

*OTOP Brand Management

Epharncr:]ng Counselis ) 19 Counseling Program in 2008:
ogra Counseling Local ex ¢ The indigenous handicraft

*Marketing o Cases industry in Sandimen Village, Pintung
Features Building County & Creative Ceramic in Yingge,
*Organizational Operation Taipei County, etc.

L. 29
*Talent Cultivation

MINISTRY OF ECONOMIC AFFAIRS FORMOSA_TAIWAN
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Public Sector =— Private Sector  mmmmm—

Government

an Invisible Hand Lifeplood i
National Economy

@®Budget Offer
®Policy Support

A
m _ Golden Triangle ]E

Pushing Hands

Local SMEs

®Technical Advisor
& Coordinator

Consulting Organization

31
Case Study
The indigenous handicraft industry in
Sandimen Village, Pintung County >

Developmental consulting period: 2005 ~ 2007

A thriving
handicraft
trade

The Paiwan
tribe:
7,000 people

__ Slumping
- Origins agriculture and

industry

Shandinen
————————— Village ] ”{3
A steady outflow Poor
iChallenge of young economic
‘ points population Low value-added

income

handicrafts

32




Case Study
The indigenous handicraft industry in
Sandimen Village, Pintung County
Developmental consulting process (a 3-year, 3-phase program)

33

LLWL  Case Study

The indigenous handicraft industry in
Sandimen Village, Pintung County

34
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4.The Guidance on Upgrade and Transform

Upgrade and Transform

*SME Supply Chain
Management Integration Project
Industry-Specific e-Commerce

*Technology Innovation

Project *Technology Application
«Innovative Operation
*SME e-Business Service
Project
-Knt?wledge Promotion Further _B_uildi_nﬂ +Quiality Benchmark
Project Counse“ng DIStIngUIS. ed .I t t. l L. k
e-Business Enterprises n e_rna 10nal LinkKa
(effectiveness) Quality Manage *Business O
e-Application
*SME e-Enablement (efficiency)
Diagnostic and
Guidance Project
*Bridging the Digital . .
Divide of the SME :‘ Building Enhancing «Quality Management System
Project i «Quality Management Talent
*Cooperation e-Infrastructure Qua“ty « International Know
Operation eNetwork Infrastr
Service Project
35
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D
m : SME Supply Chain Management : Q
Managemen : Integration Project 3
- | e e 1
aR . 1
Online Sales ! Industry-Specific e-Commerce Project ! é
R fommmmmmmmmmmmmm e mmoooo -1
1 1
g ! Knowledge Management |!
Mana n : Promotion Project || ®
O | e ——— NE
. I a g g
= i SME e-Business Service Project | -%
1
e | R L R 8
2 i =:
g- ‘ Bridging the Digital Divide of the SME Project | ! S
D I
1
Communicatio X :
& Network | SME e-Learning Project | | ®
————————————————————————————— S SO O =
. . . . . !
alent Cultivatio | SME e-Enablement Talent Cultivation Project | ! ,3_3.
***************************** | R b c
(2]
| Corporation Operation e-Network Service Project W =
orta T 1 3

(Below 5 employees) (Below 20 employees )  (Below 200 emplovyees )

*The Guidance Service that’s Always By Your Side, Lifting SME e-Dream off the Ground
*Provide e-Business Enabling of Independent Enterprise, Clusters, and Industries. 36
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The Barriers of Digitization for
Taiwan Small Business

For Small Business Owners

® [ ack of knowledge about ICT and e-business
® Minimum skill on ICT

p-or Small Business Companiess

® Incapability of handling the complexity of ICT
® L ack of technical people
® Inefficient Business Flows

For ICT Service Providers

® Beyond reach of city-based service providers
® Offer mean margin from small businesses

37
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Strategies of Deploying ICT to

Small Businesses(1)

@)Select Digital Divide Zones
Classify 3 zones among 369 small administrative districts
according to divide statuses.

&Established e-Communities
Organize e-Communities to facilitate collective learning.

% Foster Leader of e-Communities
Train the leader's cohesiveness, communication and
marketing to guide members of e-Communities.

gLearn to Earn
Promote successful e-business models for small business.
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Strategies of Deploying ICT to
Small Businesses(2)

& Select Deployment Teams
- Select 11 corporate and association teams covers entire Taiwan.

& Source Ready-to-Use Solutions
~ Source for small-business only solutions.

&3 Mobilize Community Involvement
Leverage with associations, universities, and local volunteer
groups.

&3 Engage 42 Web Marketing Consultants

Help the products of SMEs to be exposed, set up brand image
and create the business opportunity.

39
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Executing Achievements

-for Web Marketing Consultant
How to do?

® One-to-one diagnosis and coaching

® Communication and coordination
® Carry out Web marketing

Help SMEs to be

Web Marketing : exposed in the )
S
» Consultant ~NEWORKE==

GQUSIEQEQ YAEHOO!L Increase web

Digital Clusters

traffic and
S f popularity .-
One-to-One -
Local Service Improve the
business

N opportunity of Z
an.««)_m S M ES w/"”/ -
T 40
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Critical Success Factors

e The divide distribution by industry
e Divide distribution by region
» The resource & capability of divide SME

» Effectively provide services covering responsible divide zones

» Provide inexpensive, diversified solutions and sustainable
Services

» Be motivated to achieve the goal and vision of the project

Execution

41

Form Local e-Communities

Case Study

Community Name : Dung Hai Art Street —A Utopian Lifestyle for Art

Members : 15

Location : Taichung County

Product : Accessory design, exotic garments

Story : Not only promote Dung Hai Art Street
,but also connect with scenic spots on
the internet to create a win-win
business profit.

e-Solution : E-Commerce System

Website :

o -
. L BT
: S

Eazig

»
e

<" Numbers of Calls: 300/month

ﬁ Number of visitors : 800/mon#

= T M Z M.

@ 11 Sale increase : 30%//Month ©

42




MINISTRY OF ECONOMIC AFFAIRS

Case Study  Small e-Business

Name : Sun Yui Tein Shop
Location : Tao-Yun County
Product : Roast Monascus Chicken,
Roast Sake kasu Chicken, Red Wine

Story : The shop owner is used to be a housewife

After using the e-Soulutions’ asstissance,

now her roast chicken and red wine has

become a very populour product on the Internet.
e-Solutions : E-Commerce System

Website :
5 \E  CostSaving : 30~40%
E
N
E ..ﬂT Sales Growth : 20,000=80,000NT
| /Month
-

" Customer Increase : 20~30%

MINISTRY OF ECONOMIC AFFAIRS

We will remove ICT barriers from small businesses in
Taiwan, and bring them to a level that they can coexist
with large companies.

&

Social Justice

We will set our steps to every rural villages, to sell the

hard technology with soft touches. By promoting e-

community, small businesses could learn to earn
Heartfelt Moves together.

Turn small business to smart business is our ultimate
goal. We help create more success e-business models to
prove that small business could operate beyond

Ring the Bell geographic boundaries.
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b. Service Network & Volunteer Organization

Northern, Central,
and Southern
Committees

Associations

Subordination

Mediation or Services

SMEA 1MOEA)

SME Enterprise Service
Centers of local government

_| Associatipnsin 22 Counties |
|

| Enterprise Service Volunteers |

B Currently, there are 22 County (City) SME Honorary Adviser (Enterprise Service VVolunteer)
Associations, who regularly conduct meetings to share their experiences, participate in SME events,
and carry out site-visit services. They respond to the specific needs of the local industries and
penetrate deep into the local industrial communities to provide diversified services, assist them to
solve problems, and accompany them in the journey to sustainable growth.

Regional Commiittees

B To effectively consolidate regional resources and promote inter-county interactivity, the northern,
central, and southern Taiwan committees were established, aiming to coagulate the services
energies of the local Enterprise Service VVolunteer Associations for the development of local

industries and economy.

45
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Achievements of Enterprise Service Volunteers

1. Service Modes

Objectives Implementation

Provide one-on-one free business
consultation services

Over-the-counter
Services
Site-visit

Consultation

Solve business problems and
reflect opinions

Assist the enterprises to upgrade
and transform; and help the

Industrial- S

. academic institutions to
Academic . - .

. industrialize their research results
Cooperation

and provide practicum
opportunities.

Local Cultural
Industry

Consolidate the clustering effects
of the local cultural industries

Promote local economic
development and improve the
investment environment

Merchant
Recruitment

Human Resource
Incubation &
Business Startup
Consultation

Foster corporatization of non-
profitable and handicap groups to
uplift their competitiveness

Preliminary interview at the service counter or onsite to
convey the government policies

Visit the enterprise that requested consultation, organize
the problems, and then offer suggestion or referrals

Conduct industrial classes, coop programs, recruitment
activities, industrial technology transfer, integration of
incubation centers, or other programs

Coordinate with the referral programs of the local
government and consultation units and assist in the
marketing of the local cultural industries

Join the local government in the planning projects and
host seminars in the industrial zones to attract
investments and new companies

Share experiences in business administration with the
prospective business starters, non-profitable organizations,
and new business owners

In 2008, enterprise service volunteers dedicated a total 06f 29,035 hours to service over 11,580 persons/times.




AFFAIRS 2 Cases
- Industrial-Academic Cooperation

Enterprise Volunteer Units
— Nantou County Enterprise Service Volunteer Team

« Background of the Case

—  After the 921 Earthquake, Nantou County entered a stage of
redevelopment. The businesses were heavily traumatized and
waiting to be revived. The Small and Medium Enterprise Service
Center joined the Enterprise Service Volunteers to promote the
two-way winning programs of industrial-academic cooperation.

* Contents

— The Nantou County Enterprise Service Volunteer Association
entered a cooperative venture with Nan Kai University of
Technology. The success of the project makes it a good model for
enterprise service volunteer associations nationwide.

- The volunteers brought internship opportunities to the students, and g
with the support of the school’s facilities and teaching staffs, the
Enterprise Service Volunteers and the professors teamed up to
grade the student’s exhibition of internship achievements.
Outstanding students received scholarships for their brilliant
performances.

— The volunteers arranged regular seminars at school to share
experiences with the students for the objective of closing the gap
between academic knowledge and hands-on experiences.

MINISTRY OF ECONOMIC AFFAIRS

7.Business Matching and Promotion

Exhibition Cooperation

tE:har‘QS:.Tc%/ Asdséf/glnog to Accelerating | | Strengthening | | Enhancing more
tecﬁnolo the oro dﬂct technology network successful case
ox osurgey ma?ketin Commercial marketing and much
posure rKeting ization ability amount
opportunity circuit
-~ ol o o e
¢ Demand Side Presentation i
€ Suggly_Slde :
1.VC & Angel New Techniques/Products 1.Enteprises E
2.Enterprises — who own new i
H
who seek to New T 4Eﬁ(h_lbltl(;r; duct techniques H
upgrade cwaliecnnigues/=rociicts 2.Enteprises i
3.Commercial Arrange Business Discussion & B
‘\\ agent Promotion products i
New Product Technomart and Dem:X:t?'ation

and E-commerce

® ®
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V. Conclusions

MINISTRY OF ECONOMIC AFFAIRS

It is necessary to integrate resources among different government
departments to maximize efficiency on promoting SMES’ growth.
The emergence of e-commerce shortens and fastens
communication and strengthens interactions among different
business units, which make a local service and partnership system
able to function.

To develop and implement effective plans of SMES’ growth,
local governments should play an important role, especially
on the assistance of local industry to build service network
and collaborative relationship with local communities and

associations.
19
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Innovation, Speed, Value and Entrepreneurship

Taiwan is a good example to learn the best practices in
business startup, innovation, incubation, capacity-building,
and new approaches for SME policies and instruments

To build a favourable infrastructure for SMEs growh,
governments should assist in improving regulatory
framework, foster human resources, reform education
system, release the R&D energy through deregulation.
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EXECUTIVE SUMMARY |

The current global economic slowdown has
handed out a key message to governments and
industry everywhere that the interests of MSMEs
should be treated as a key priority. In countries
that were hit hard by the economic recession,
strong criticisms have been leveled against
governments and banks for not passing on the
benefits of interest rate cuts to the small
businesses, which in the aggregate contribute
the most to industrial output and employment.
The common refrain is that policy-makers and
lenders should reduce the credit uncertainty for
the MSMEs.

For many of the small enterprises, the current
economic downtrend would have been the first
such experience and hence might not be geared
to employ their physical and financial resources
optimally to ward off the difficult times. So, a
growth stimulus package alone cannot help the
majority of the financially-distressed MSMEs to
stage a recovery. Instead, government and
industry support would be also required in terms
of technology transfer, skills development,
market creation, among other critical areas.
Banks too would be called upon to be less
formulaic in their lending approach while dealing
with MSME clients.

Looking ahead, the challenge lies in building the
next generation of MSMEs that will collectively
function as the powerhouse of the global
economy. To achieve this, governments and
industry around the world would need to make
many collaborative efforts to create conducive
eco-systems for MSMEs within their respective
geographies and across regions.

Theme Paper

An ideal eco-system would be one that facilitates
for the entrepreneurs easy and innovative
financing options, access to appropriate and
affordable technologies, steady supply of trained
manpower, branding, marketing and distribution
support systems, standard quality assessment
tools and efficiency metrics, stable regulatory
norms and socio-political stability. These issues
have been taken up for discussion in the chapter
entitled ‘Building the Next Generation MSMEs’.

It may be said that the long-term sustainability of
the next generation of MSMEs would depend on
the business models they adopt. While, each kind
of business would need a unique model to be
developed, the entrepreneurs may be well
advised to keep in view certain broad objectives,
such as:

* Creation of high value orientation and value
proposition

« Building innovation capacity

« Sustainability and social responsibility

+ Efficient and effective processes (e-business
systems, lean, 6-sigma, etc.)

In the Indian context, the next generation of
MSMEs will emerge from among enterprises that
maintain a keen focus on improving their
competitiveness by investing in state-of-the-art
technologies, systems, human resources and
global best practices.

The current global recession has also sparked off
a debate on how the enterprises would deal with
periodic economic cycles. The chapter on




chi

India Global Summit on MSMEs

‘Dealing with Economic Cycles: How to Adapt’
serves as a mini ready-reckoner for small
enterprises while preparing a plan to deal with
economic cycles.

It is widely known that dealing with an
uncertain economy is never easy,
especially for small
businesses. Unlike their
larger counterparts, small
businesses rarely have

the wherewithal to
monitor and take
corrective action

for every trend.
And even those
who have
weathered
numerous business cycles
cannot say for sure that
they will easily tide over the
next trough as every
business cycles presents a new
set of challenges to be overcome.

While there is no established way to accurately
predict the economic cycles, small business
owners could take certain steps that will help their
enterprises endure the worst of times, and
position them for success when conditions look

up.

Good house-keeping and robust relationship
management will help the MSMEs to manage the
trough and leverage the opportunities in a boom
period, but they cannot be expected to battle the
vagaries of economic cycles on their own.
Government interventions are of crucial
importance in such situations. The chapter
provides an overview of these essential linkages.

Theme Paper

Credit flow is key to any business. However,
MSMEs everywhere are faced with myriad
difficulties while accessing lines of credit or other
financing options. The chapter on ‘Capital
Requirements: Financing Options & Innovations’
is a reiteration of the criticality of this
issue, especially in the event of
many MSMEs losing
their markets to the
recession.
In India, the RBI-
initiated bank rate
cuts had
somewhat
reduced the
Indian MSMEs’
burden of interest
payments, but staying
afloat in business has
remained a major
challenge with little or no
credit coming their way. There is a
need for concentrated efforts on the
part of government and banks to make
available robust traditional and innovative
financing options for MSMEs.

At one time, non-banking finance companies
(NBFCs) were seen as alternative financing
sources for Indian MSMEs. However, with many
of the NBFCs going out of business owing to
stringent lending norms, small businesses find it
difficult to obtain finance for building their working
capital.

Apart from bank credit, MSMEs also need access
to risk capital to finance both start-up and
expansion activities. Also, at the core of MSME
financing is the need for an efficient rating
system.
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In time, with adequate financial and technological
support, a large number of MSMEs would be
robust enough to successfully participate in the
global value chain. The chapter on ‘Integrating
with the Global Value Chain’ underlines the
opportunities and challenges in this regard.

AS such, MSMEs have always been an integral
part of the global production process, as key
suppliers of intermediate goods to the large
enterprises, but their role was restricted to being
in the background with limited opportunities to
move up the global value chain. But, the rapid
fragmentation of the global production chain has
opened up significant opportunities for the
MSMEs located in different parts of the world to
climb up the value chain.

Today, new niches for the supply of products and
services are continuously emerging as a result of
the fragmentation of production. Small firms
could indeed quickly position themselves at
vantage positions in the value chain by exploiting
their flexibility and ability to move fast.

However, such advancements would be possible

only if the enterprises have continually invested in
new technologies, R&D, innovations and ICT

Theme Paper

adoption. The chapter on ‘Investing in
Technology Upgradation, ICT Adoption, R&D &
Innovation’ is an exposition on the opportunities
and threats in this respect.

Current trends indicate that the majority of
MSMEs around the world, and in particular the
developing countries, have to deal with
technological obsolescence that seriously
undermine their competitiveness in the domestic
and global markets. Lack of financial wherewithal
and limited access to information on new
technologies and innovations have limited the
progress of most MSMEs, leaving them at the
bottom of the heap.

The Indian experience is no different. The
majority of the 13 million MSMEs follow archaic
production processes and with little technology
support. The bulk of them are not even connected
with the Internet or have little understanding of
the many benefits that e-commerce could fetch
them.

The India Global Summitis a great opportunity for
all stakeholders in the MSME universe to debate
and discuss the key issues and come up with a
vision for the future.
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BUILDING THE NEXT GENERATION MSMEs |

Micro, small and medium enterprises (MSMEs)
make up nearly 99% of all enterprises globally
and account for the bulk of the
world’s economic output and
private sector employment. So,
the current global economic
recovery, to a great extent, will
be influenced by the
performance of MSMEs in
different parts of the world.

MSMEs by virtue of being small
and nimble have the capacity to
respond quickly to new growth
opportunities. An enabling
policy environment buttressed with easy access
to credit and appropriate technologies could a
long way toward making them function
collectively as the growth engine of the global
economy.

While, the world’s attention is currently focused
upon fertilising the greenshoots of economic
recovery, with several governments extending
economic stimulus packages to industry including
those to the MSME sector, the growth and
sustainability of the global MSME sector would
hinge on the rise of a new generation of MSMEs
that is technologically-advanced and globally

competitive.

For this, governments and industry around the
world would need to make collaborative efforts to
create conducive eco-systems for MSMEs within
countries and across regions. An ideal eco-
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system would be one that facilitates for the
entrepreneurs easy and innovative financing
options, access to appropriate
and affordable technologies,
steady supply of trained
manpower, branding, marketing
and distribution support
systems, standard quality
assessment tools and efficiency
metrics, stable regulatory
norms and socio-political
stability.

Certain initiatives in this
direction are already visible,
such as, the FutureSME project which was
initiated in January 2009 by a trans-European
consortium to develop a manufacturing and
business model for small and medium
enterprises in a four-year period. This project,
supported by the EU and driven by industrial
companies and networks throughout Europe, has
been designed to develop practical strategic and
operational tools to enable small companies
survive and thrive in the evolving competitive
environment. It will develop a total transformation
process for companies, involving a range of new
systems, productivity tools, change management
processes, leadership development,
collaboration and communication processes.

In another part of the world, in Africa, South-
African based company GroFin has partnered
with Shell Foundation to create the “GroFin Africa
Fund” that assists MSMEs in the under-served
sub-Saharan African countries.




(/]

India Global Summit on MSMEs

These firms often struggled to grow because of a
lack of access to capital and business
development assistance, and as a result, Africa
missed out on a significant engine of economic
growth. The GroFin Africa Fund is attempting to
plug the ‘missing middle’ — a gap that exists
between micro-finance, which tends to cater for
informal entrepreneurs needing less than
$50,000, and commercial banks and private
equity, who prefer to finance larger companies
which require over $1 million.

The fund has also encouraged budding
entrepreneurs to enter the fray with innovative
ideas, which form the plank for next generation
MSMEs. It is through an initiative like this that an
eco-system evolves which supports the growth
and development of a whole new generation of
entrepreneurs, some of whom would scale up as
large enterprises, while many others go on to
develop disruptive technologies that contribute to
the welfare of society at the grassroots level.

Innovative ideas notwithstanding, the long-term
sustainability of the next generation of MSMEs
would depend on the business models they
adopt. While, each kind of business would need a
unique model to be developed, the entrepreneurs
may be well advised to keep in view certain broad
objectives, such as:

» Creation of high value orientation and value
proposition

+ Building innovation capacity

» Sustainability and social responsibility

» Efficient and effective processes (e-business
systems, lean, 6-sigma, etc.)
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However, the best of business initiatives may
come off the wheels in the absence of adequate
policy support. So, government support would be
needed in areas like physical infrastructure and
credit flow. The enterprises themselves would
need to focus upon driving in-house leadership,
managerial capacity, and skills and knowledge.

These initiatives would pave the way for young
entrepreneurs to make forays into the traditional
manufacturing sectors as well as new and
emerging fields like life sciences,
nanotechnology, bioinformatics, and so on.

Life sciences, for instance, throw up significant
business opportunities for MSME activities. And,
certain initiatives have been taken globally to
encourage MSME participation in this area. The
‘SMEs go Health’, for instance, is an initiative that
supports the successful participation of research
centers, universities and innovative SMEs in EU-
funded health research projects. Under this
programme, suitable SMEs are able to find
project partners, build or participate in European
R&D projects.

In the Indian context, the next generation of
MSMEs will emerge from among enterprises that
maintain a keen focus on improving their
competitiveness by investing in state-of-the-art
technologies, systems, human resources along
with introducing best global practices. They will
need to concentrate on quality products that
would be internationally competitive at a
comparable price, to face the competition from

within and outside.
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To cope with the rapidly changing market
scenario and intense competition, these MSMEs
need to form strategies to develop capacities and
competencies, an effective method to assess
customer needs and continually re-evaluate their
organisational functions. Moreover, clarity of
vision is needed, which is somewhat a challenge
for MSME players.

At a macro-level, for the Indian MSMEs, the
challenge liesin:

+ ldentifying and finding customers

» Developing effective branding and cost-
effective marketing methods

 Finding and retaining talent, sourcing
specialised skills and training the workforce

* Developing strategic planning tools to
anticipate uncertainties, increase
competitiveness and build a realistic vision for
the business, and achieve operational
efficiency tools and logistics solutions

* Adopting new hardware and software
solutions to improve efficiency and implement
innovative business ideas

* Financial planning and finding solutions to the
age-old problem of credit, like credit ratings,
risk mitigation and new financing avenue
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+ Discovering new avenues like social and
environmental entrepreneurship to work
towards a sustainable future.

Globally, building the next generation of
entrepreneurs will also depend on the quality of
people taking up the initiatives. James
Tuckerman, founder of magazine Australian
Anthill, makes an interesting point on the
evolution of Australia’s SMEs. “10 years ago, you
were talking about the bulk of people launching
and starting new businesses probably being in
their 40s, now they’re in a context where they are
either in their mid-30s or late 50s. In 10 years’
time, you can imagine the 59s will be 69, the 35s
will be 45 and the 23s will be 33. What we're
encountering here is an SME market that's
getting younger, and it’s getting younger rapidly.”

As stated earlier, the global economic recovery
will revolve around the performance of the
MSMEs. The moot point is, have governments
and industry done enough to create an eco-
system that supports the growth of the current
crop of MSMEs as well as encourage the entry of
a new generation of entrepreneurs who will take
the global economy to the pinnacle of growth.
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DEALING WITH ECONOMIC CYCLES: HOW TO ADAPT |

Dealing with an uncertain economy is nevereasy, * Good relations with creditors: Overdue

especially for small businesses. Unlike their bills and inconsistent payment practices will
larger counterparts, small businesses rarely have not help any business. Any flexibility in this
the wherewithal to monitor and take corrective regard will hinge on the entrepreneur being
action for every trend. And even those who have perceive as areliable partner.

weathered numerous business cycles cannot say
for sure that they will easily tide over the next + Close watch on receivables: Entrepreneurs
trough as every business cycles would be well advised to follow up
presents a new set of with whoever owes their firm
challenges to be \ e money and make sure they
overcome. are meeting their terms. It
is good to be firm when
dealing with problem
accounts, but one
should be prepared
to negotiate where
appropriate. It may
take only a matter of
months for a
struggling customer
to become a highly
stable source of

income.

While there is no
established way to
accurately predict the
economic cycles, small
business owners could
take certain steps that
will help their
enterprises endure the
worst of times, and
position them for success
when conditions look up.

At a micro-level, this calls for efficient house- <« Justify every expenditure: Money may be

keeping activities and relationship management. redirected to areas that will enhance the firm’s

Afew suggested measures are: business performance. At the same time, if

there is an inventory of products, constant

+ Consult the bank: Lenders are known to checks would be needed to check the status

have vast experience in doing business and prevent losses. It may also be helpful to

through different economic cycles and can adjust the order amounts with the projected
advise the entrepreneurs on issues specific to sales.

their business and industry. Based on this

advise, a line of credit may also be plannedto + Review operations: The profitability should

tide over an anticipated downtrend. be monitored on a monthly basis in the normal
course, but on a weekly or biweekly basis
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during an economic slowdown. Monthly or
quarterly reviews will make it easier to make
adjustments and keep the business on track.

« Step up marketing efforts: Many
businesses mistakenly see marketing as a
luxury when money is tight. The fact is that a
slowdown is the right time to make the most of
marketing. Along with reassuring the current
customers, marketing can help to establish a
reach in new markets that will sustain the
business for the present and the future.

 Referrals from satisfied customers:
Satisfied customers will not necessarily
promote your business to other people, but
they are usually very helpful when requested
to assist with a few referrals. It does not need
to be acumbersome process.

* Shop forthe bestdeals: Firms should call for
quotes from competitive suppliers to ensure
that the best deal comes through and there is
value in the purchase.

While the house-keeping and relationship
management exercises will help the MSMEs to
manage the trough and leverage the
opportunities in a boom period, they cannot be
expected to battle the vagaries of economic
cycles on their own. Government interventions
are of crucial importance in such situations. So, at
the policy level, the support called for in a difficult
economic period would be:

+ Timely access to finance: SMEs tend to lose
access to liquidity in times of credit crunch. As
credit becomes scarce and expensive,
investments have to be put off, working capital
reserves cut and workers taken off the roster.
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Bankruptcies too rise. To avert such
situations, MSMEs should be given timely
access to sufficient guarantee schemes
including working capital.

No tax increases: Any tax increase in a tight
economy would necessarily lead to more
burden on the small entrepreneurs. Instead,
governments ought to consider intervening
with growth stimulus packages, as has been
donein Indiain the recent months.

Support to keep employment levels
stable: MSMEs are in general reluctant to lay
off workers compared to their larger
counterparts. Small entrepreneurs value their
staff and their competences, which are so
difficult to find in the present labour markets.
However, they need support throughout the
crisis to continue in this responsible behaviour
in terms of flexible working arrangements,
temporary unemployment benefits as well as
measures for staff training and requalification.
Labour market reforms will make it easier for
the small enterprises to optimally use their
manpower resources without infringing the
welfare of the workers.

Contractual labour: Market instruments,
such as, short term employment schemes or
“‘part time work” or other types of partial
unemployment, is crucial to keep workers
employed and avoid redundancies. These
instruments can protect employment for a
limited time span.

Better supportin case of restructuring and
mass redundancies in larger companies,
both for subcontractors and other indirectly
affected small businesses. SME owners and
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their staff should have access to social plans
and all kind of re-skilling and re-qualifying
measures putin place in these cases.

+ Readjusting and making social protection
systems and benefits accessible to all
workers: These “social absorbers” should
notably be open to small business workers.

While the current economic recession has
affected the growth prospects of most economies,
its impact was not uniformly felt in all parts of the
world. This was true of the MSME sectors too.
Hence, different governments have come up with

different kinds of initiatives to bail out the

MSMEs in their geographies.

Take, for instance, the EU region.The European
Council adopted in December 2008 the Small
Business Act, which is a milestone — at least as
regards the promises made — for SME policy in
Europe. Nevertheless, the Small Business Act
was developed in the good times and does not
include all the needs of MSMEs in a crisis
situation. The Act is therefore seen only as a
starting point.

To tackle the current situation, the ECB has
successfully provided the market with liquidity in
order to avoid any collapses of the financial
market. It has reduced three times the interest
rates.

Also, the European Commission has provided a
untii 2010 a framework for state aid (17
December 08) which allows additional support
measures during the crisis. This framework
includes more guarantees (including guarantees
for working capital), allows lower interest rates
(both demanded by UEAPME) and allows €
500.000 aid to any company during the next two
year.

In many EU countries the scope and the volume
of guarantee schemes for SME loans have been
extended. There are now schemes for working
capital and especially countries where SME
financing is dominated by private banks
(Scandinavia, Finland and UK) the volume of
public guarantees has to be up to tripled (FIN,
SWE) respectively introduce for the first time
(UK).

Theme Paper
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In the recent past there was widespread concern
that viable small and medium-sized enterprises in
Ireland were being forced into bankruptcy due to
the twin threat of late payments and the
reluctance of banks to lend. The Irish government
has therefore established a new Credit Supply
Clearing Group to identify specific patterns where
the flow of credit to viable business appears to be
blocked.

In Asia, Vietham government has announced that
it will utilise the recently announced economic
stimulus package to help the country's SMEs to
maintain production and boost exports this year.
But local companies using loans for importing of
non-essential goods or investment in real estate
and securities businesses would not be eligible to
receive the subsidies.

In an inter-regional alliance, the Italian and South
African governments have launched an
exchange programme for officers of small and
medium enterprise (SME) support agencies,
involving a five-week course locally followed by a
visit to successful SME businesses and projects
in Italy.

Meanwhile, in Australia, the Victorian
Government has said it will invest $40 million in a
new programme designed to help small and
medium companies commercialise new
technology. The Boosting Highly Innovative
SMEs (BHIS) program is part of a $300 million
innovation package announced yesterday, which
also includes $145 million to establish the new
Victorian Science Agenda Investment fund for
competitive innovation, science and technology
grants.

The Malaysian government too has said that it will
carry on its efforts to promote SMEs which
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should, as per government estimates, contribute
37% in the gross domestic product (GDP) of
Malaysia by 2010 as compared to 32 percent in
the current financial year.

In the Indian context, the Government has been
pro-active in monitoring the impact of the global
economic slowdown on the MSMEs and due
interventions were made to shore up business
prospects in this sector. Both, Government of
India and the Reserve Bank of India (RBI) have
announced several measures and stimulus
packages to meet the challenges of economic
slowdown and to ensure speedy revival of the
economy. Some of the measures announced by

Gol were:

* Additional plan expenditure, greater thrust on
infrastructure
* Additional allocation

Upgradation Fund (TUF) Scheme

in Technology

* 2% interest subventions for exports and

enhancementin ECGC guarantees.

Directions were also given to the public sector
undertakings (PSUs) for ensuring prompt
payment of bills of MSMEs and the sectoral credit
by PSBs was being closely monitored on a
fortnightly basis.

A monitoring cell for taking up unresolved issues
of MSMEs with banks was also set up jointly by
the Ministry of Finance (MoF) and the Ministry of
MSME. RBI also announced reduction in credit
reserve ratio (CRR), statutory liquidity ratio (SLR)
as alsorepo and reverse repo rates.

10
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Various refinance and term repo facilities were
offered and liquidity was enhanced by nearly Rs 5
lakh crore. Further, banks were advised to
consider restructuring of MSME loans.

Extension was allowed in the period of pre-
shipment and post-shipment rupee export credit.
RBI also permitted second restructuring,
reduction in provisioning requirements and
extended exceptional and concessional
treatment to the CRE exposures. A special
refinance facility of Rs 7,000 crore was extended
to Small Industries Development Bank of India
(Sidbi) for on-lending to MSMEs through banks,
SFCsand also directly.

SIDBI on its part, sanctioned an account of Rs
4,400 crore to public sector banks, with the
condition that they would grant credit to the extent
of double the amount (Rs 8,800 crore) to micro
enterprises with a base date of September 30,
2008.

The injection of liquidity has resulted in adequate
credit being made available to MSMEs and the
lowering benchmark interests by RBI rates has
resulted in reduction in cost of borrowings and
reducing of PLRs by the banks. Further, the
exceptional or concessional treatment for
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restructured cases has helped in reducing the
NPA position of the sector.

With careful monitoring of the credit flow and
repayments, the slippages of MSME accounts
into NPA category during the last fiscal as also
during the first two months of the current fiscal
have been very marginal, said a report referring
to Sidbi’'s activities. Considering the difficult
phase Indian MSMEs have been through, their
resilience and record of debt servicing to the
banks were noted as “exemplary”.

As on March 31, 2009, the outstanding credit to
MSME sector by public sector banks alone was
stated to be around Rs 312,000 crore, a growth of
about 25% over the previous year. Thus, it may
be seen that credit offtake by MSMEs had been
fairly strong which may be due to a continued
growth in the country’s GDP.

At the macro-level, MSMEs dependent on
exports such as textiles, gems and jewellery,
leather, etc. have faced a slowdown due to
decline in exports to the developed markets.
Overall, the performance of the MSMEs, which
are predominantly dependent on the domestic
market, continues to be good.

1
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CAPITAL REQUIREMENTS: FINANCING OPTIONS & INNOVATIONS |

MSMEs contribute a major part of the global
industrial output and employment. The
importance of SMEs in the functioning of the
global economy, as cited in a UNIDO report,
emerges from the fact that they are by nature:

« Labour-intensive, providing more
opportunities for low-skilled workers

* Correlated with lower income distribution
inequality

* Animportant part of the supply chain for large
MNCs

* Necessary for agriculture-dependent nations
transitioning to an industrial- and service-
oriented economy

* Excellent "beta-sites" for innovation and
sustainable initiatives due to their inherent
flexibility and risk-taking ability

* Provide all of these crucial benefits in
developing countries despite their relatively
smaller presence.

When such is the significance of the sector, there
is every reason to wonder why the maijority of the
MSMEs world over face continued financial
exclusion. The current global economic
slowdown has only worsened the situation for
many MSMEs that were dependent on export
earnings for their sustenance. As the world
markets contracted, demand fell and payments
ceased, leaving several MSMEs in financial
distress.

While traditional bank is the preferred financing
options for MSMEs, several new avenues have
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opened up over the years. In well functioning
financial systems, for instance, SMEs are able to
access a range of financing options as their
business grows. For example, a typical SME in
the US will start with a combination of personal
savings, contributions from friends and family,
debt from banks and potentially start up funds
from angel or venture capital investors.

A research report explains that as their needs
change, SMEs can access additional sources of
capital, including trade finance/supplier credit,
factoring, leasing arrangements, commercial
debt, private equity (venture -capital) and
ultimately aim for an initial public offering to
obtain further financing. Each of these options
brings firms into contact with different financial
actors and the sources of capital that are best
suited to different parts of the business cycle. The
ability to graduate from one form of financing to

the nextis critical to the company’s success.

SMEs in developing countries typically operate in
a less supportive environment. Often SMEs are
too small for commercial lenders, and too big for
microfinance institutions. Reasons for this
situation are varied and include an incomplete
financial institutional infrastructure, a lack of
competition among local banks, restrictions on
capital allocations by local investors, or
macroeconomic policies that emphasize
government debt. The lack of familiarity of banks
with business opportunities in the SME sector,

12
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perceived risk, high transaction costs and
asymmetrical information pose additional
difficulties, compounded by lack of credit scoring
mechanisms and experience with relationship
lending — lending based on a close, long-term
bank-borrower relationship. For providers of risk
capital, the historically poor market for exit and
low shareholder protection mechanisms are
impediments to investment in developing
countries.

This combination of factors creates few
incentives for banks and other financiers to
expand their products and services targeted at
SMEs. The situation is particularly difficult in rural
areas and product sectors in which most
sustainable SMEs operate because there are
high sunk costs and unproven markets with which
to contend.

In terms of private equity in the emerging
markets, recent trends suggest that there is
increasing interest among investors, both
domestic and international, to place private
equity investments in emerging markets. The
foreign capital flows are driven by a number of
factors, including the increasing allocations to
alternative assets generally, greater
understanding of the opportunities that emerging
market firms present for investors, the existence
of local co-investors which creates greater
opportunities for exit or trade sale, and
government policies that create improved
financial stability.

In addition to increased international flows, in
many emerging markets, there is also a growing
pool of local capital that is seeking out alternative
asset classes, including private equity. With
changes to macroeconomic policy making
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government bonds less attractive and growing
pools of local savings through shifts to pension
policies, local institutional investors are looking
for ways to maintain returns and diversify their
portfolios. There is also growing awareness of the
virtuous cycle that is created for economic
development through well-functioning financial
markets and the need to harness local savings to
contribute to facilitate market development.

In India, many large Indian companies, which are
among the most important customers for
MSMEs, began to delay or default on payments.
The RBl-initiated bank rate cuts somewhat
reduced the Indian MSMESs’ burden of interest
payments, but staying afloat in business has
remained a major challenge with little or no credit
coming their way.

13
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Hence, there is need for concentrated efforts to
make available robust traditional and innovative
financing options for MSMEs.

At one time, non-banking finance companies
(NBFCs) were seen as alternative financing
sources for Indian MSMEs. However, with many
of the NBFCs going out of business owing to
stringent lending norms, small businesses find it
difficult to obtain finance for building their working
capital.

Apart from bank credit, MSMEs also need access
to risk capital to finance both start-up and
expansion activities. Also, at the core of MSME
financing is the need for an efficient rating
system.

Form the bankers’ perspective, with the
introduction of Basel Il norms stipulating that
funding of firms by banks must be linked to ratings
by independent agencies, banks can now
justifiably claim to have a well-researched rule of
thumb for initial filtering of SME loan-seekers.

confidence of the entrepreneur since a high score
essentially confirms the soundness of the firm’s
internal systems and processes. But, the past
trends have shown that a good rating by itself
does not ensure investment, because rating is
not a recommendation to invest. Actual
investment decision depends upon the
combination of various factors including credit
history, pricing, innovation, market volatility, etc.,
and both the creditor and the borrower must
come to an agreement regarding structuring,
monitoring or enforcing the exchange.

Venture capital is another option for the small
entrepreneur, especially in the new and emerging
business sectors. However, current trends
indicate that the majority of venture funds go
towards existing companies and barely anything
for new ventures. As a result, a new entrepreneur
has very few financing options to work with.

Many bankers even insist that those small
enterprises that do not necessarily come under the
purview of Basel-Il must also get their ratings.
Considering the fact that credit accessibility is the
sore point of the SME sector, the impact of
compulsory rating on credit deserves careful

scrutiny.

Industry experts say risk capital flow to new
MSME: s is restricted due to (i) a high perceived
risk, (ii) lack of understanding of MSME sector,
(iii) lack of a defined exit route, and (iv) the
absence of an MSME trading platform in many

countries (cost of listing on national exchanges is

prohibitive).

Further, SMEs mostly operate under hard budget
constraints, whereas the credit rating imposes
additional costs. In the normal course, a high
credit score should improve the chances of
securing external finance and boost the
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Reserve Bank of India (RBI) has taken certain
steps to augment the bank credit flow of Indian
MSMEs. As a result, credit flow to the domestic
MSMEs doubled from Rs 1,27,000 crore in 2006-
07 to Rs 2,57,000 crore in 2008-09. In 2007-08,
credit flow to the sectorwas Rs 2,13,000 crore.

Even as the financing options are gradually
opening up for the MSMEs, for the entrepreneurs

14
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the real challenge would be come up with
bankable proposals that attract and embolden
banks to lend to them. Governments and industry
could consider initiating training programmes and
counseling for MSMEs in this respect on the lines
proposed by Manila-based Association of
Development Financing Institutions in Asia and
Pacific (ADFIAP), a group composed of 108
development financing institution (DFl) members
and Geneva-based International Trade Center
(ITC).

ADFIAP is creating the first Asian regional SME
Finance and Knowledge in Manila for training and
financing SMEs. The SME regional hub is
expected to stimulate economic growth and
provide opportunities for training and credit for
the sector.

The regional hub aims to build the capacity of
trade support institutions and SMEs, which would
result to easier access to finance. The centre is
expected to produce country-based trainers that
would train and coach SME managers on sound
financial management practices.

MSME units that have set up better accounting/
financial reporting systems are well positioned to
take advantage of available opportunities in the
financial markets. In addition, a sound business
plan and well-articulated strategy would go along
way in convincing the lenders and other stake-
holders to take a positive view of the enterprise.

While the subject of finance availability for
MSMEs is often discussed keeping in view the
bottlenecks in the credit flow, it is also equally
important to examine the inherent weaknesses in
the MSME sector that hinder the flow of credit.
Three key constraints that may be highlighted in
thisregard are the:
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« Existence of marked informational
asymmetries between small businesses and
lenders, or outside investors

* Intrinsic higher risk associated with small-
scale activities

» Existence of sizeable transactions costs in
handling SME financing.

Informational asymmetries are always present in
enterprise financing transactions as the
entrepreneurs typically possess privileged
information on their businesses that cannot be
easily accessed by prospective lenders or
outside investors. This leads to two problems.
First, the lender/investor may not be able to
differentiate adequately between ‘high quality’
and ‘low quality’ companies and projects. In that
case, price variables (i.e. interest rates) may not
work well as a screening device, because high
interests may lead to an excessively risky
portfolio (the ‘adverse selection’ problem).
Second, once the lenders/investors have
supplied the funding, they may not be able to
assess whether the enterprise is utilising the
funds in an appropriate way (the ‘moral hazard’
problem). To mitigate these problems, bankers
and outside investors may adopt precautionary
measures, such as requiring that financing be
collateralised. To avert this risk, they often turn
down the request for financing.

This problem is often aggravated by the low level
of education of small entrepreneurs, who may not
be in the position to adequately articulate their
case. This problem is particularly acute in
developing countries. The information supplied to
bankers and outside investors by family-owned
SME is often not fully accurate and realistic, and
opaque behavior may prevail. Under these
conditions, outside financiers tend to adopt a very

15
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cautious attitude towards SME, and either reduce
the amount of financing sought or refuse it
altogether.

Also, suppliers of external funds regard SME as
riskier enterprises for a number of reasons. First,
SME face a more uncertain competitive
environment than larger companies—they
experience more variable rates of return and
higher rates of failure. Second, SME are
comparatively less equipped in terms of both
human and capital resources to withstand
economic adversities. Third, there is the problem
of inadequate accounting systems, which
undermines the accessibility and reliability of
information concerning profitability and
repayment capacity.

Further, regardless of risk profile considerations,
the handling of SME financing is an expensive
business. The cost of appraising a loan
application—or of conducting a due diligence
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exercise in view of a possible equity
investment—is largely independent from the size
of the financing under consideration.

Here again, the problem is more severe in
developing countries for the following reasons: (i)
the lack of adequate management information
systems in financial institutions; (ii) the
undeveloped state of the economic information
industry; and (iii) the poor state of certain public
services, such as the registration of property titles
and collaterals.

Looking ahead, the growth and development of
MSMEs will continue to depend on the
availability of quality financing options — debt and
equity. However, while evaluating the parameters
for enhancing the fund flow, it would be important
to assess both the demand and supply side of credit
for MSMEs.

16
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INTEGRATING WITH THE GLOBAL VALUE CHAIN |

MSMEs have always been an integral part of the
global production process, as key suppliers of
intermediate goods to the large enterprises, but
their role was restricted to being in the

background with limited opportunities to move up
rapid

the global value chain. But, the
fragmentation of the global
production chain has opened
up significant opportunities for
the MSMEs located in different
parts of the world to climb up

the value chain.

Today, new niches for the
supply of products and services
are continuously emerging as a
result of the fragmentation of production. Small
firms could indeed quickly position themselves at
vantage positions in the value chain by exploiting
their flexibility and ability to move fast.

Moving up the global value chain presents
unprecedented opportunities for the MSMEs,
such as:

* Internationalisation of operations: SME
suppliers will be able to access global markets
at lower costs. Firms that have successfully
integrated with one or more value chains
would be able to expand their business and
gain stability.

* Specialisation: Small firms that focus on
multipurpose technologies could secure their
position in the market by becoming
specialised suppliers serving different global
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value chains. Specialised and niche market
SMEs could also leverage key assets from
their lead partner, namely reputation. SMEs
increasingly choose to outsource, even
offshore, non-core activities when this allows
them to gain competitiveness from
rationalisation of production
and optimisation of
resources allocation.

 Upstream / downstream
integration: Co-operation

with partners upstream and
downstream improves the
small firm’s efficiency. This

is due to the substantial

in terms of information flow,
and learning

benefits
technology transfer
opportunities.

+ Adoption of new technologies: To operate
successfully in the global value chain,
MSMEs would be called upon to adopt new
and appropriate technologies that strengthen
their global competitiveness.

While the opportunity to participate in the global
value chain necessarily brings rich dividends,
there are many obstacles to be overcome in the
process. A cursory look at the main obstacles
suggests the following:

* Lack of awareness and understanding of
the structure and dynamics of global value
chains: MSMEs in general are not sufficiently
informed about the functioning of the global
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value chain. As the MSMEs serve very
different industries, each with its unique value
chain, there is limited knowledge sharing
about the structure and dynamics of the
overall global value chain and the best
practices. Reports say the majority of MSMEs
across different industries are not able to
identify their own competitive strengths within
the value chain, nor do they fully understand
that this identification is important to optimise
their participation in global value chains.

+ Limited wherewithal to upgrade, protect
in-house technology, and to innovate:
Most MSMEs do not have the critical
resources necessary to support adequate
R&D costs, training of personnel, etc.. Lack of
working capital is also indicated as an
obstacle, in particular when faced with
delayed payments from international
partners.

* Limited capabilities to meet strict product
and service standards for participation in
global value chain: MSMEs in general also
find it difficult to meet the stringent product
and service standards followed in the global
value chain.

Reports have also cited that to move up the global
value chain, MSMEs would need to take-up larger
and more complex set of tasks, which may range
from contributing to product development and
organising and monitoring the network of sub-
suppliers (as in the automotive industry) to
introducing organisational or marketing
innovations (especially in the tourism and cinema

industries).
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The lack of managerial capacity to deal with the
complexity of the issues at stake plays against
their possibility of responding in a timely and
effective manner to the challenges of
globalisation.

From the MSME perspective, their positioning in
the global value chain would depend on the
support extended by their respective
governments. The policy support is sought in the
following ways:

+ Awareness building: Many MSMEs that are
used to serving local markets may find it
difficult to gain a good understanding of the
advantages and potential of subcontracting
for foreign customers. Although the diffusion
of ICT has made market intelligence easier for
SMEs, their limited resources and lack of
managerial capacities still hamper accurate
information and analysis on the opportunities
inherent in foreign markets. Governments
could play a key role in introducing awareness
building programmes for the small
entrepreneurs to understand the dynamics of
the global value chain.

+ Supplier financing: Gainful participation in
value chains often requires substantial
investments to acquire or develop superior
production technologies and logistics
systems, invest in human capital, or certify
newly required standards. Moreover,
suppliers normally receive incoming
payments from their customers several
weeks or even months after the delivery of
orders, and contract enforcement and
collection of payments may be a significant
challenge for an SME. Policies aimed at
ensuring confidence in SMEs accounts
receivables and facilitating SME financing
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can help small subcontractors overcoming
liquidity problems.

Technology upgradation: Adoption of new
technologies is critical for MSMEs to capture
more value added from participation in global
value chains. Policies in this area should aim
to support training and capacity building via
skill development programmes; to promote
partnerships between MSMEs and
organisations overseas that can develop or
transfer technology, products, processes or
management practices; and to facilitate the
technological upgrading through various
financial schemes, such as credit lines for
upgrading.

IP protection: The insufficient protection of
intellectual property rights of MSMEs in
international markets has harmful effects on
those small subcontractors that experience
unfair behaviour by their customers. The
negative impact is twofold. In addition to the
direct damage created by deceptive business
practices, small firms’ incentives to innovate
may be reduced if appropriation of economic
benefits is threatened. Governments should
consider including provisions for technology
transfer from small subcontractors to MNCs
within the context of the OECD Guidelines for
Multinational Enterprises (MNESs).

. Facilitation of compliance procedures:
The adoption of product and process
standards has several well-known benéefits for
firms. It enables them to introduce new
technologies and integrate business
practices that ameliorate their overall
performance. However, different and
concurrent standards can become barriers to
transmission of information and to trade. Also,

the costs of compliance to required standards
are proportionally too high for small firms.
Governments should ensure that national
certification systems do not impose an
excessive burden on small firms and
encourage SME participation in the standard-
setting process.

*  Promotion of skills development: MSMEs
are often constrained by lack of adequate
trained manpower, which blunts their effort to
compete globally. Government-initiated
certified skills development programmes
could help these enterprises to find the right
talent.

* Industrial clusters: Cluster initiatives allow
for economies of scale and agglomeration,
and also help develop an experienced local
pool of skilled labour and a network of firms
cooperating in complementary areas of
specialization. By doing so, they strengthen
their comparative advantages in a
sustainable manner and become attractive
sites for quality FDI. In many cases, the
presence of MNCs becomes crucial to
integrate clusters into global value chains,
and to strengthen their export capacity from
the point of view of production and
distribution.

Governments around the world are now
increasingly conscious of the critical role that
MSMEs play in powering their respective
economies. With globalisation, the majority of the
MSMEs would be called upon to successfully
participate in the global value chain. Timely
government interventions and promotional
efforts will go long way to position the MSMEs at
vantage positions in the value chain.
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INVESTING IN TECHNOLOGY UPGRADATION, ICT ADOPTION,
R&D & INNOVATION

The majority of MSMEs around the world, and in
particular the developing countries, have to deal
with technological obsolescence that seriously
undermine their competitiveness in the domestic
and global markets. Lack of financial wherewithal
and limited access to information on new
technologies and innovations have limited the
progress of most MSMEs, leaving them at the
bottom of the heap.

The Indian experience is no different. The
majority of the 13 million MSMEs follow archaic
production processes and with little technology
support. The bulk of them are not even connected
with the Internet or have little understanding of
the many benefits that e-commerce could fetch
them.

But, there are many initiatives both in the public
and private sectors for promoting technologies in
the MSME sector. For instance, the Bangladesh
Institute of ICT in Development (BIID) has
recently launched an online market place for
MSMEs to offer market linkage facility and
provide information and advisory services.
MSMEs will get access to this service by using
telecentres established all over the country,
specially in the rural Bangladesh.

The portal will facilitate rural businesses e.g.
artisans, traditional craftsmen etc. and also
promote MSME business by providing
information and advisory services such as
banking advice, how to set up and operate a
business, how to access finance, sourcing and
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input information, technology information, etc.
Businesses will be able to access this portal
through telecenters or from any internet enabled
access point.

To help MSMEs enhance their competitiveness
using IT in an environment where they are being
attacked by imports, ClI’s national committee on
IT, ITES and e-commerce is working on a
programme to improve ICT penetration in the
MSME segment.

A firm can innovate on different levels — inputs,
processes or market facing. Input level
innovation relates to inputs that are brought into
the firm -- talent, capital, technology, etc. Process
level innovation relates to firms’ internal
processes -- human resources, service delivery,
sales etc. Market facing innovation relates to a
firm’s markets -- new products and services,
customer segments etc.

Innovations along the inputs and process
dimensions are efficiency oriented and replicable
and hence often do not result in sustainable
competitiveness. Achieving high growth rates
consistently will require the SME firms to
relentlessly focus on market facing innovations.
Success along the market facing innovation
dimension requires the most investment and
carries the highest risk, but also delivers the
greatestreturns.

With no off-the-shelf prescriptions available,
each firm will have to define its own innovation
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roadmap and some suggestions which may be
considered are presented below.

Global case studies have shown that even SMEs
can demonstrate tangible benefits of effective ICT
deployment and improvements as high as 32 % in
inventory carrying cost, 20% in order
management cycle time and 12% in procurement,
resulting in double digit percentage

improvements in on-time delivery revenue and

profit.

A CIl study has shown that the present need for
lowering the cost of ownership and initial
investment, by creation of a cluster where
MSMEs can use the resources as per
requirement, pay-as-per-use of subscription and
spend as they growing increasing. The more the
members of the clusters, the better the chance to
break even on the initial investments. In Clls
discussions with the government, the SaaS
model, which is usually centrally hosted and
accessed as per requirement has been
advocated as the best solution to serve the needs
of this large and important sector of the Indian
economy.

Cll has already done significant work in many
regions to develop the concept of cluster and
certain common services including sharing of
best practices in areas ranging from procurement
and distribution processes to quality assurance
have already been put in place for some
homogeneous clusters.
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The approach that has been advocated is to IT-
enable hundred clusters in two phases with the
first part including implementation of four
clusters in identified zones and industries. This
will require almost complete sponsorship by the
government to ensure there is a successful rollout
of clusters and a demonstration of its success in
focused areas. The second part will entail
implementation of the next ninety-six clusters,

which will have similar stakeholders but with

distributed ownership of implementation and

deployment.

The stakeholders in this cluster approach to IT
deployment for SMEs are the Government of
India through the Ministry of Micro, Small and
Medium Enterprises as principal sponsors; Cll as
mentor of this cluster implementation across the
country; the system integrators (Sls) who will be
the consulting organizations, providing
technology service bringing in the necessary
expertise, experience, and consulting; the
software and hardware and communication
equipment providers who should have the
capability and the willingness to adapt their
approach from a single client sell and install
method to a cluster service center host and
support model; and finally the MSMEs who as
users will avail the benefits of the clusters by
making their own share of investment.

The Indian Government has been focused
attention on promoting the technological
upgradation of MSMEs by setting up dedicated
funds and schemes and through assistance for
obtaining quality certifications. However, the
onus lies on the individual enterprises to avail of
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the schemes and benefits and adopt the right
technology.

It is pertinent to note that the Sub-Group of the
Prime Minister's MSME Task Force recently
formed in India has urged the Government to
facilitate, incentivise and support technology
transfer to the MSMEs. Government research
and development (R&D) institutes have also
been invoked to channel appropriate and
affordable technologies to the MSMEs.

The group has been suggested that a cluster
approach would help many MSMEs to manage
the relatively high cost of technology
upgradation. Also, the existing mechanism of
providing training through industrial training
institutes (ITls) and polytechnics needs to be
strengthened. Along side, the MSMEs
themselves are testing technologies that will help
them to move up the value chain.

Recent trends indicate that MSMEs are indeed
warming up to new technologies, especially in the
IT spectrum, to boost business. They are
interested to leverage the Web technologies to
reach people and markets beyond their immediate

circle but quite often they are unaware of how to

go about it.

Yet, a greater number of MSMEs are reportedly
entertaining thoughts of adopting IT tools to
improve their productivity levels and quality
standards. Arecent media report cited that Indian
SMEs are investing in new technologies to
survive, compete and thrive when the economy
improves.
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However, there are many hurdles that MSMEs
have to overcome before transiting to the level of
a tech-driven enterprise. At the outset, these
enterprises are seen to have difficulty in engaging
highly trained manpower. A report says that
though India is regarded as one of the global IT
hubs, few MSMEs can go forth and hire a credible
IT professional.

Atthe same time, since many of the MSMEs have
been set up non-technical people, they often do
not have the background to appreciate the
benefits of adopting affordable and appropriate
technologies.

Government of India has launched a variety of
schemes to assist the MSMEs to adopt new
technologies and to upgrade their production
processes. The Technology Upgradation Fund
(TUF) scheme, for instance, was formed to
encourage the small enterprises to avail of funds
to sponsor their in-house technology upgradation
initiatives But the scheme is limited to only a few
sectors and hence the impact is not apparently
widespread.

At a glance, the key technology schemes that are
underway or in the pipeline are:

+ Technology and Quality Upgradation
Support to MSMEs (TEQUP): The National
Manufacturing Competitiveness Council
(NMCC) developed a National Manufacturing
Competitiveness Programme (NMCP) to
support MSMEs in their endeavour to become
globally competitive. TEQUP has been
conceptualised as a component of NMCP.
The objective of the scheme is to sensitise the
MSMEs in the manufacturing sector to
upgrade their technologies, use energy
efficient technologies to reduce emissions of
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greenhouse gases, improve their quality and
reduce cost of production etc. towards
becoming globally competitive.

Promotion of Information &
Communication Technology (ICT) in
Indian MSME Sector: This programme is
currently under consideration. Under this,
MSME clusters with high quality production
and export potential shall be identified,
encouraged and assisted in adopting ICT
application to achieve competitiveness in the
national and global markets. The broad
activities planned under the scheme include
identifying target clusters for ICT intervention,
setting up of e-readiness infrastructure,
developing web portals for clusters, skill
development of MSME staff in ICT
application, preparation of local software
solution for MSMEs to enhance their
competitiveness, construction of e-catalogue,
e-commerce etc., and networking MSME
cluster portal with a national level portal to
outreach MSMEs into global markets.

Design Clinics Scheme: The main objective
of the Design Clinic would be to bring the
MSME sector and design expertise on a
common platform, to provide expert advice
and solutions on real time design problems,
resulting in continuous improvement and
value addition for existing products. It also
aims at value added cost effective solutions.
The broad activities planned under the
scheme include creation of design clinics
centre along with four regional centres for
intervention on the design needs of the MSME
sector. Further, these centres will have
linkages with engineering, management,
design institutes of the country. The scheme
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will be implemented in a Public Private
Partnership (PPP) Mode. The scheme is
under final stage of approval.

* Marketing Assistance and Technology
Upgradation Scheme for MSMEs: The
broad activities planned under the scheme
include technology upgradation in packaging,
skills upgradation/development for modern
marketing techniques, competition studies of
threatened products, special components for
North Eastern Region (NER), identification of
new markets through state/district level, local
exhibitions/trade fairs, corporate governance
practices, marketing hubs and
reimbursement to 1ISO 18000/22000/27000
certification. The scheme will be implemented
in a Public Private Partnership (PPP) Mode.
The scheme is under final stage of approval.

The MSME sector has a key role cut out in the
current process of economic recovery. The
adoption of appropriate and affordable
technologies will enable the manufacturing
MSMEs to scale up their competitiveness in the
world markets and develop into large industrial
houses.
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CONCLUSION |

It may be said in conclusion that the global
economic recovery will depend to a great extent
on the performance of the MSMEs everywhere
hereon. This is true not just of the developing
countries, but also of the developed world.

While governments have the prime responsibility
of ushering in policies that spur the growth and
development of MSMEs, industry has a key role
cut in providing the essential technical and
financial support and linkages to take the MSMEs
to the next level of growth.

It is out of these partnerships that the next
generation of MSMEs will evolve and take the
vantage positions in the global value chain. This
in turn will call for huge knowledge sharing and
collaborative efforts.
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The increasing globalization will also mean that
the MSMEs will have little choice in regard to
quality of their products and services. Globally
accepted quality norms will necessarily have to
become second nature to these enterprises. To
achieve this, various capacity building initiatives
will need to be conceptualized and designed.

Above all, the MSMEs would need to be quipped
with the management expertise to monitor the
business and economic cycles and be in a high
state of preparedness to manage the vagaries of
adowntrend and leverage the opportunities that a
boom time presents.

24




i

4
Jamy
NS

Bﬁﬁ“‘t . %'A’['n X

Mr. Salil Singhal — CII



F L VAR G

Provterauumble

Mr. Pius Prakattil — P&G




*

AR [ P



LA i P

10



	Programme.pdf
	Lakshmi V Venkatesan

	Theme paper.pdf
	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26




