Focused support for SME (small to medium enterprises) significantly improves the potential returns for developing economies, especially with effective Internet development 

This article is written by Alan West at Ibis Associates, a partnership specialising in business plan analysis and company development requirements. More detail of Ibis work is available at their web site www.ibisassoc.co.uk

Abstract

Focused support for SMEs (small to medium enterprises)  is essential to economic growth and prosperity in the developing world. This was the main finding of an innovative study of SMEs in the Third World because – perhaps for the first time in international aid programmes - companies were asked about to rank their requirements for support. The study accompanied a  Commonwealth Secretariat funded project to test two business planning, with the object to ensure Third World input in the development of the manuals which would be used by companies throughout the Commonwealth to help them become more profitable and develop export potential more quickly. 

As part of the project 229 companies, employing between 5 and 200 employees in 7 Commonwealth countries were contacted to test the material and gain an understanding of their business support requirements.

The results provide clear guidance for the future direction of trade development support.

* All companies were largely dissatisfied with the current level of support which was seen as too diffuse and not specific enough for their individual needs.

* All companies saw the Internet as the means of gaining access to information and markets, providing them with a vital resource to help them compete more effectively with the industrialised world.

* Business planning and help with marketing and market development were seen overall as the most important support elements for this group of companies.

* Help with finance, premises were far more important in those countries with a lower per capita GDP than those with higher, regardless of the size of the company or stage of development.

* Most companies wanted to have support for key development problems delivered in their premises rather than as a general industry wide programme.

* Only those companies categorised as high growth gave as much importance to employee and management development when compared with those of the developed world.

Background

Because the majority of non-state enterprise employment tends to be concentrated in SMEs, the sector is of vital importance to developing economies. 

The current indication from research suggests that in the Third World, the industrialised nation  model of Stage 0 or start up companies evolving and developing into Stage 3 operations is uncommon. It appears that for the foreseeable future most developing world companies will remain fixed at Stage 1 and Stage 2 (See Table 1). 

Table 1 Model of the evolution of the firm.

Factor
Stage 0
Stage 1
Stage 2
Stage 3

Description
Start up/ early stage
Developing/ small
Medium
Large

Employees
1-5
c 5 - 25
26 -150
150+

Markets
Local
Regional/ some international
Regional more international
International

Customer base
Limited
Broader, but not well established
Broad, well established
Broad, long standing

Product/ service provision
Limited
Broader
Broad
Broad

Information 
Very limited
Limited
Some structured information management
Moving towards knowledge management

Management
Limited
Limited, but additions necessary
Management team expands
Structured management

Controls
Production orientated
Production, some finance
Finance, production, some marketing
Many systems in place

Note: Like all models, this only provides a general picture of the evolution of the firm and needs to be modified in terms of the sophistication of the product/ service and workforce. Companies with low added value production and low levels of employee skills (typically garment, footwear, food) will pass through stages far more slowly than those with high added value production and high levels of employee skills (software).

This analysis clearly shows that the firm must be able to effectively manage a series of transitions in key areas of the business, coupled with a willingness to grow and take the necessary risks involved. 

There is little evidence that the SME sector in the developing world is less risk averse than their counterparts in rich countries. There is compelling evidence  that the reverse is true: World Bank data on the structure of industrialising economies reveals, for example, that "sole trader" and "micro business" are far more important employment groups than among their First World equivalents. It is however apparent that many owner managed companies in the developing world cease to expand  once they have reached reasonable levels of profitability. The inability of the typical SME to manage the growth "hurdles" which appear to be more easily overcome in the developed world are therefore key areas needing attention so that the SME in the Third World  can exploit any growth   potential.

Key factors in overcoming growth "hurdles"

Growth creates problems which are exacerbated by  the shortcomings in the wider Third World country economies. These barriers to SME growth include  building up and retaining an increasingly broadly skilled employee base, which can provide a diversity of talents and backgrounds to produce effective decision making. Where numbers of employees rise, this will require regular changes in structure, authority and delegation of responsibilities together with more emphasis on skills development and enhancement. Growth will also mean that the SME must be able to service an increasingly wide geographical area and to move from its local base to an international (or supra national) clientele. It now has to both manage new customers and keep the older ones:   moving from a haphazard sales system towards a professional emphasis on selling. 

The growing SME must also manage its product or service ranges to meet the needs of a broader customer base. Demand will also change over time and new customers may well want different types of products or services from the old ones. This could become an insuperable obstacle. The effective SME must prevent quality drift and ensure that the company maintains its competitive advantage.

Information management is another difficulty as the complexity of both the external and internal environment increase. The growing SME must now also effectively manage the greater information load. Unless it does so growth will become more and more difficult.With greater complexity and size management demands also become greater. The SME must be able to change by delegation and broadening the management team, replacing where necessary the initial entrepreneur or family members with skilled managers from either within or outside the company.

The integration of all parts of the growing company requires a far greater emphasis on controls. The typical early stage company has an effective production control system, but areas such as costing, personnel, finances, marketing and new product development are all limited. These must be strengthened as the SME develops in size.

The challenge for support programmes

The challenge for all economies is how best to deliver advice and support to the SME. In the industrialised world a network of agencies exists: some provide free advice and information: others charge close too, or full market prices. With a relatively high level of resources directed to the SME sector in many economies, the system can accept a considerable level of waste by providing support for those companies which will not be able to overcome all the hurdles and will remain stuck, either voluntarily or involuntarily at a lower stage of growth. 

For the newly industrialising economy, the challenges are much more acute. The vast majority of organisations in the SME sector cannot afford fee based advice from trade development organisations (even if it is of the greatest value - which is not always the case). The trade development organisations are often starved of resources, and the impact of their support is often difficult to identify. In large countries their support is further concentrated in an area close to the main offices of the support agency. The political imperative is often to spread what limited assistance is available throughout the economy, which has the impact of providing ineffective support to those organisations which will never be able to overcome the barriers of growth, and not enough for those companies which are capable of sustained growth and export development. 

The reality of the industrialising world is that few companies will ever become major employers and this should influence the pattern of support. For example, over 1000 firms in Sri Lanka are involved in brass manufacture - the vast majority very small firms - producing traditional hand crafted items. Few see much advantage in change, but all will obviously consume scarce resources if they are made available. Perhaps only two per cent of this large group – 20 companies – have the potential to grow and become larger employers and major export earners. The rest will not.

Models of support provision

The problem for those involved in the management of resources directed  towards encouraging the growth of the Third World SME community is to understand in what areas the companies most require support and how it should be delivered.

There has long been an assumption that centralised programmes which involve training or sectorial assistance is the most valuable route to build industrial and service skills, but there appears to be little quantified research data from the SME sector to support this view. This avenue of support spreads resources across the sector often in a random fashion, with considerable levels of waste. 

The other potential route for SME development is obviously a "bottom up" approach with resources targeted at those companies which want to grow - the "industry champion" concept. This means that the individual companies will be assisted to grow at the rate which is acceptable to the management of the company and the environment in which it operates.

The research programme

As part of a Commonwealth Secretariat programme to create business planning manuals for Stage 1 and Stage 2 companies (those companies which are likely to provide the greatest impact on export development), a review was carried out in 7 Commonwealth countries - Ghana, Uganda, Sri Lanka, Papua New Guinea, Cyprus and Malaysia on the types of support required by the SME sector and how it should be delivered. This was completed either in a face to face interview or over the telephone with companies in the relevant countries. In each case the manager of the enterprise was interviewed. In total 229 companies were contacted, as part of the review process involved in the development of business planning manuals.

The sample was not random. 93 of the companies were obtained via the trade development agencies and the remaining 136 from a variety of other sources, primarily banks. The sample inevitably concentrated on those companies which were growing more rapidly – it is those companies which will need greater resources and look for assistance from funding and information providers.

Section 1 Company variables. Each questionnaire identified six company variables:

The country in which the operation was based;

Whether the company was  manufacturing or service based;

The company size by number of employees (divided into three categories - 15 to 25, 25 to 150, and over 150);

The length of time the company had been established (divided into three categories - less than 5 years, 6 to 12 years, more than 12 years);

The volume of turnover outside the immediate location of the company (divided into three categories - less than 25 per cent, 25 per cent to 50, and more than 50);

The volume exported outside the country (divided into three categories - less than 25 per cent, 25 per cent to 50, and more than 50).

From this information two additional data sets could be derived:

The growth index of the company – separated into low growth and high growth (adding more than 10 employees/ year.

Size versus export achievement index – percentage of export sales as a factor of size.

Support requirements. Each questionnaire identified eleven key support criteria and respondents were asked to rank their  importance to the each company on a 1 to 5 basis (1 very relevant, 5 not important).

Employee training

Management training

Computer training

Accounting training

Internet training

Business planning

Marketing and export development assistance

Sales training

Help with finding premises

Help with finance

Help with quality management

Section 2 Centralised versus on-site support. Companies were also asked how they preferred this support to be provided: - would they prefer central delivery (at some location in the country) or at the premises of the organisation. (This was scored either 1 = preferred on-site, or 2= central location).

Section 3 Current levels of trade development support. The penultimate section investigated the existing quality of support from the trade development agencies within the relevant country and how this support was delivered. This was scored on the standard 1 to 5 scale with 1 being a high level of support and 5 being low.

Section 4 Future direction of support. The final section considered how the organisation would prefer to have future support directed. This was again scored on a 1 to 5 scale with 1 being ideal and 5 being unacceptable. 

SECTION 1  COMPANY REQUIREMENT ANALYSIS: – Size, Sector, Geography

The analysis of company requirements by size showed that there were considerable differences between the smaller and larger companies. As companies grew in size, they required less help with finance, finding premises, accounting and computer training. However, they gave  greater importance to employee training and quality management. All companies of whatever size saw the importance of planning and marketing/ market development.

The analysis showed no significant difference between service or manufacturing operations.

There were differences between countries, regardless of size of operation. Research carried out in African countries showed that there were particular problems with premises and finance; finance was a particularly acute problem in Sri Lanka. These issues were not important in Cyprus, Malaysia, Trinidad or Papua New Guinea.
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SECTION 1 COMPANY REQUIREMENT ANALYSIS: – Time established, Geographical reach

There were no significant differences in the companies researched on the length of time that they were established, though rapidly growing companies did show significant differences from those which had grown more slowly – see below.

The geographical scope of the companies was primarily related to size. Larger companies had a wider range of sales both within and outside the national boundaries. This supports the argument that size of operation is one of the most important key drivers in defining support for the SME sector in the developing world. 

Companies with significant export activity did not differ significantly from those with a broad geographical base within the country. With certain exceptions (such as Trinidad) there was a strong relationship between company size and the level of export activity. This supports a model of corporate development in which there is a critical mass which needs to be achieved before effective export volumes can be achieved. 

SECTION 1 COMPANY REQUIREMENT ANALYSIS:  High  Growth Companies 

The research findings further support the concept of the "industry champions". A small proportion of the industry base will have significant growth potential, but they will be more resource demanding than the overall sample of companies within the market.

High growth companies are those which can provide a combination of greater employment in the short to medium term and higher levels of export activity in the medium term. Concentrating resources onto these companies is likely to yield greater levels of return than providing a broad level of support to an industry sector. 
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The survey identified significant differences between low growth and high growth companies. The latter were more aware of the need to train employees and management – they were the only group of companies which identified management training as a  key issue. They had also largely resolved their accounting and computer problems, but saw the Internet as a major opportunity to achieve continued growth. High growth companies saw the advantages of planning and export marketing, and had greater demands on quality management and financing.

SECTION 2 ON SITE VS CENTRALISED SUPPORT
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Companies were consistent in their views about  which types of support could be provided centrally and which should be provided at the company premises. There was a clear distinction between generic training (such as computing, accounting and Web development) and those which were seen as company specific – business planning, marketing and export development.

These findings have significant implications for future provision of support for the SME sector in the developing world (and may have applications elsewhere). They clearly indicate that companies want specific focused advice in key operational areas, and that general sector wide support will be less appropriate. Staff providing the assistance in these areas will therefore ideally need to build up a client base with which they have regular individual contact.

SECTION 3 CURRENT LEVELS OF TRADE DEVELOPMENT SUPPORT

There were wide variations in the level of trade development support in the countries surveyed. The highest level of support was provided in Malaysia; the lowest in Ghana. There was an apparent link between those trade development organisations which were using the Internet to deliver information to their clients and those with limited Internet usage.

Overall, 62 per cent of companies reported "some contact" with trade development organisations, which normally consisted of some form of newsletter. Only 18 per cent reported receiving a range of information from the trade development organisations, which included personal visits, telephone contact and invitations to seminars and information meetings.

Anecdotal comments abounded on the general level of dissatisfaction on trade development organisation support, largely focused on the limited information flow concerning trade opportunities, and data on technical issues. 

SECTION 4 FUTURE TRADE SUPPORT REQUIREMENTS
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The data on the demands of future support were the most impressive in the entire survey. Companies in the sample were strongly convinced of two issues: they wanted a combination of personal visits and information provided via the Internet.

The other two options, those of central support and on-line completion of material on the Internet were regarded as much less satisfactory. On-line completion of material in particular was discounted because of high costs and low security.

Conclusions

The research provides specific information about the importance given to the detailed provision of support  to the SME sector throughout the Commonwealth. It also gives some vital general guidance on the direction of future support. Specific requirements varied according to the size of company first, country second, its percentage of export activity third, and its sector last. .

The development and use of the Internet, as a vital component in the delivery of effective support, was recognized by the target companies as a universal need:  even in those countries where  Internet provision was limited.  Companies clearly saw this as an efficient method of gaining new markets, improving communications, and researching products and competition. Perceptions of current trade development support varied from country to country and to a lesser extent from sector to sector. Levels of support from official programmes were regarded as low in general. Companies felt that the use of the Internet could maximise the impact of support by  improving this contact with government. It would also enable the broad range of companies throughout a particular sector to gain information in a cost effective fashion.

The second finding was not unexpected; that companies wanted specific tailored information delivered individually at the workplace rather than sectorial support. This tends to give credibility to  the view that the industry champion route is likely to provide a greater cost benefit rather than general sectorial support. 

Overall, the most important support elements identified by both Stage 1 and Stage 2 companies in the survey were business planning and marketing/ export development in that order. However, in Ghana and Uganda the importance of assistance with finance and premises were given similar importance, suggesting that economic infrastructure problems in these markets need to be addressed.

High growth companies were an interesting exception to the general rule of placing training – whether it is management, employee or new technology -  low on the ranking scale. As a whole they tended to be the most demanding of support. They also preferred individual on-site attention rather than central assistance. It is a worrying facet of the survey that only high growth companies approached best practice in business creation and development in the emphasis given to skills acquisition among both employees and management. The vast majority of the sample (arguably also containing the more progressive companies) considered that their managers and staff to a lesser extent, were adequately trained for the environment. Given the rapid rate of change in many industrial sectors, this suggests a widening rather than a narrowing performance gap between the industrialised and the industrialising world.

What this research clearly defines is the best route for providing support for the SME sector in the Commonwealth. The supply of broadly based information to the the mass of companies via the Internet will ensure that support is made available on site, in a cost effective fashion across markets, sharing limited resources across sectors and industries throughout the developing world.

Scarce resources can then be tailored for those individual flagship companies, or industry champions to generate growth - expand employment, improve the economy's knowledge base, develop effective international trade, and build foreign exchange earnings. These companies can  be used to drive success in other companies in the same sector.

Future research

There were limitations in this study which could be overcome by better research design. Obviously the sample was significantly biased towards a certain group of companies which were likely to provide a more progressive picture than the SME sector as a whole. Creating a stratified sample in each country would overcome this weakness.

There was also no attempt to define the existing resources within each of the organisations and how important in relative terms each of the potential support areas would be. Data on this base line coupled with an evaluation of each company objectives would have been a valuable addition to the survey.
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