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PREFACE

The difficulties of implementing relevant polici#gat can successfully
transform a nation’s economy from a poor develogiagkwater into a
highly industrialized economy are legendary. Oné¢hef essential sectors
responsible for propelling a country’s economy faravis that of the small
businesses. From politics to economic policies, Stete determines the
way how businesses (including small businessesheirgy run. The right
combination of good government policies for bussnesd a spirit of
entrepreneurship among current and aspiring busiogsers can help
develop a healthy entrepreneurial climate, whichmfo the basis for
economic growth.

This book examines in detall, the various typemitiatives undertaken
by the Singaporean government to assist businesses promote
entrepreneurship and would appeal to readers fnenbtisiness community
in general and small businesses in particular, galaith government
officials, business academics, students and thergkepublic. The book
also looks at the policies being taken, during ghebal financial crisis
years (2008-2009) to assist businesses and tHedatigeness. In addition,
the book utilizes a simple business model whicbved| businesses to use
as a checklist, to examine where their firms stamdl also as a personal
leadership ability self-appraisal.

The business leaders could better understand howutsue their
ultimate goal of ensuring business successes witietb personnel
management and leadership training by for exangkéng more business
management and leadership courses and personallopieent.
Government business policy makers could ensure thiegt continue to
implement high quality, pro-business policies teapport the business
community in general and small businesses in pdatic with relevant
industry consultation and at the same time, workiogether with the
employer associations and unions to achieve mytaajieeable industry
and business outcomes.

Public policy makers and others could utilize sacimodel to assess a
firm’'s potential for success so that society cohkhefit in direct and
indirect ways via the allocation of limited resoesc(government aid,
loans and so forth) toward higher-potential firimsa globally competitive
business environment in which a high premium isceda both upon
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entrepreneurship and management effectivenesshébeetical elaboration
and practical application of such knowledge willdeneficial.
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ABSTRACT

This book proposes benchmarks that can be usealmy pnakers to
improve the performance of SMEs in Singapore. Bagsnleaders could
pursue their goal of ensuring business successts heitter personnel
management and leadership training by for exangkéng more business
management and leadership courses and personallopieent.
Government policy makers and others could utilizehsa model to assess
a firm's potential for success so that society doblkenefit via the
allocation of limited resources toward higher-pdi@nfirms. The book
introduces an exploratory business success veagusef prediction model,
modeled after the Lussier (1995) prediction modeding data from
Singapore. Using logistic regression analysiss ifound that the Lussier
Model (p =0.057) and the Exploratory Model (p =(/p4re significant
predictors of business success and failure.

The logistic regression and factor reduction meshae: used to model
the relationship between the success and failureSMEs. Business
success is being defined as an SME having madefi iprthe past three
years. It is found that Model 1 also known as tlpl&atory Model is the
most suitable predictor model. Using logistic regien modeling, this
book finds that: 1) having good quality staff; 2ving good products that
are either very new or established older prodwgs/ices; 3) having good
customer relationships; 4) having good top leadpersine the top four
most important CSFs associated with business ssiccddsing factor
reduction onto Model 1, this book finds that: 1)ving relevant past
industry experience; 2) having a business plaha®jng broad access to
resources; 4) having good government policy; 5)ifgagood business
record keeping; and 6) having good customer relatare important CSFs
for small businesses. The results from the two oulogies and
interviews with the government business promotigareies show that a
list of CSFs does exist in the minds of small besges and the variable
‘good government policy’ is an important CSF.

This book is original whereby the Exploratory Modatcurately
predicted 86.3 percent of the successful (or faifieohs. Using this model,
researchers and interested parties could focusnoientifiable list of
factors, to study the business performance of SMEsyell as understand
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if government policy in general, has been bendficiaSME growth and
development.

The data analysis presented in this book suppbetshypotheses that
(i) good government policy is an important CSF toigathe success of
SMEs, (ii) successful SMEs tend to have a list &€ which they can
identify and adhere to, and (iii) it is possible flrecast the potential
success/failure of a firm using a prediction modelis surprising that
while pursuing their respective business activjttee SMEs surveyed in
this study regarded government policy and the abdity of business
finance though important, amongst other factorslesker importance
compared to the above-mentioned nine broad vasafgeod customer
relationship appeared twice).

It is recommended that policy makers and otherddcase the model
to assess a firm’s potential for success and socat benefit in direct or
indirect ways via the reallocation of limited resoes be it government aid,
loans etc, towards higher-potential firms.



CHAPTERONE

INTRODUCTION

1.1 Background

In the immediate aftermath of World War Il, Singapavas still a
British colony struggling to develop economical§ingapore achieved
self-government in 1959 and full independence anlyL965. Economic
growth in Singapore started to take a foothold anlyhe 1960s, spurred
on by increases in foreign direct investments (Fi) domestic savings.
In the 1960s gross national product (GNP) per aapiis less than
US$320 (EDB 2010).

Since gaining independence, Singapore has suctigssansformed
its economy from a small regional entrepot intaghly international and
industrialized economy. From 1965 till the 1997 &sfinancial crisis, the
Singaporean economy grew at an annual averag®fater 8.5% (Hew
2004). In spite of its constraints such as its taald size (just about 700
square kilometers) and lack of natural resourcésyapore has become
one of the world’s most open and competitive ecaremToday with a
per capita GNP of US$34,760, Singapore has onkeohighest per capita
incomes in the world (World Bank 2010).

One of the main economic players responsible fong&iore’s
economic success is its small and medium-sizedriges or SMESs.
Their overall success has helped propel the coamtdyits people forward.
From economic policies to politics, Singapore iplanned and regulated
economy. Singapore’s economic success story isal@ctthe result of a
form of capitalism carefully calibrated and conliedl by the government.
The Singapore government’s interventions and tmities have largely
been successful as far as the Singapore econooonéerned. This is an
anomaly which many other countries have been unableeplicate
successfully.
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The policies underlying Singapore’'s economic suecae partially
illustrated in the way many businesses (includintals businesses) are
being run. Singapore displays many of the featwesociated with a
healthy entrepreneurial and pro-business climatgrred on by deliberate
government policy. This book aims to examine andeustand the main
factors that make small businesses successfulrigafore. This study
uses a non-theoretical approach to explore vasafde critical success
factors) from past literature, to find the undentyifactors small businesses
in Singapore believe to be critical to their susces

1.2 Necessity, Value & Aim of Research

Why are SMEs so important to Singapore? Despitelithgations
associated with their size, SMEs produce not onbremobs, but also
more innovations than large companies. Empiricataech has revealed
that small firms in the United States spend alntagte as much of their
research and development (R & D) dollars in fundataderesearch as do
large firms. This finding provides an alternative the conventional
perception of SMEs being dependent on large filBesng small enables
SMEs to be potentially more flexible and nimblenraking changes and
exploiting new opportunities compared to largemfr (Yeung & Chew
2001).

Singapore has a large and vibrant community of sdA8000 SMEs
in 2007. Together they make up 99 percent of attrpnises, employ six
out of every 10 workers and account for 48 peroémbtal value added in
the economy making this group of business enterprigiorthwhile
studying (Spring Singapore 2008). A recent 2010 lipation of the
Singapore government suggests that the figuresinelargely unchanged
with SMEs still accounting for 99 percent of alltenprises, 62 percent of
the workforce and 50 percent of GDP. SMEs in theo&sation of South
East Asian Nations (ASEAN) too, account for 99 patoof all enterprises,
70 percent of the workforce and 40 percent of GIEPSingapore Work
Plan 2010).

According to Singapore SME 2010, SMEs are generddlfined as
having the following: 1) at least 30 percent loeajuity (owned by
Singapore residents); 2) fixed productive assedfir(dd as net book value
of factory building, machinery and equipment) neteeding S$15 million
(US$11.1 million); 3) employment size not exceedi@) workers for
non-manufacturing companies in the Singaporean egontThis is
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consistent with the European (European NetworlSME Research 1995)
and American (United States Government Printing io®ff 1995)
definitions of SMEs.

The rationale or formative thinking behind this koproject stems
from the fact that many countries, particularly eleping ones, want to
encourage the growth of SMEs for economic developgn®&ngapore has
prospered under deliberate government industrial apecific SME
Policies and could serve as an example for thegetdes.

This book aims to do three things, namely: 1) ptevan in-depth
critical evaluation of the evolution of governmamtlicy in Singapore
towards SMEs; 2) identify critical success fact@SFs) of SMEs; and 3)
develop a success/failure prediction model. Thesaifithis book could be
summarized into the following three hypotheses:

H1: Good government policy is an important CSF towards the
success of SMEs,

H2: Successful SMEs have a list of CSFs which they can identify &
adhere to;

H3: It is possible to forecast the potential success or failure of a firm
using a prediction model.

Singapore has prospered under deliberate governmeustrial and
specific SME policies. ‘Research on the predictiérsuccess and failure
of businesses can potentially benefit many: wowdamd current small
business owners; those who assist, train and adhise; those who
provide capital for their ventures; their supplieend public policy
makers’ (Lussier & Pfeifer 2001, p. 229).

It is worth noting that government support for SMEsncreasing in
wealthy countries. This is based on the view thMES contribute to high-
guality employment generation and are exceptionalhpvative, as well
as the perception that SMEs are more flexible agpansive to the
demands of consumers (Parker 2000).

According to Feindt et al (2002), ‘most firms dot rggow; only very
rapidly growing companies call Gazelles do’ andt tbansists of only
about 3 percent of all small companies in the EeampUnion (EU). The
EU has 16 million companies, of which 99 percenpley fewer than 250
people; 93 percent are micro-enterprises with fethean 10 employees
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(Feindt et al 2002, p. 51). This shows the impartaand the need to study
SMEs and the reasons for their success or faitugedater detail.

In order for SMEs to operate effectively in the k&tplace, two main
types of conditions must be in place. First of afipropriate government
policy conducive for small businesses ought to besgnt. Secondly,
SMEs that are successful usually have a list afofacwhich they have
followed closely and adhered to, which allowed thenmachieve business
success. All SMEs must have a list of things otdecthat they have ‘to
get it right’ in order for their particular busirses in question to be
successful. As such, an SME’s success or failurddcpotentially be
predicted from such a list of success/ failuredest

1.3 Book Outline

The first chapter of this book begins by introdgcthe necessity and
value of understanding and identifying the vitadtéas otherwise known
as the critical success factors (CSFs) that ensegpought to possess, so
as to be able to maximize their opportunities o$ibess success and
reduce the chances of failure.

Chapter 2, the first of two literature review chapt discusses the
relevant literature on government policies overybars since Singapore’s
independence, from the initial years of experinmgntivith industrialization
to Singapore’'s gradual economic success and piibsp#r date. This
chapter also looks at the relevant government palic small businesses
regarded as being important by international sekadtudying CSFs in the
business field.

Chapter 3, the second literature review chaptacudises the relevant
academic literature over recent years, from th&ainevolution of the
concept of CSFs to their gradual adoption and @pusgage till date. The
short listing of the various CSFs and the diffenmaidels in this chapter is
achieved through the literature review of acaderegearch on the CSFs
of businesses globally.

Chapter 4 outlines the research methodology obtiak and explores
the methods which have been used by other relegaaarchers in the past
and also at present. The details of questionnairgey design, data
collection etc are discussed in this chapter.
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Chapter 5 provides an analysis of the empiricalltesnd finalizes the
results of the research. It also explains the nrmepaind implications of the
research findings and interprets what each ofdébpective variable means
in the context of this book.

This book concludes with Chapter 6 where the fieakarch outcomes
are being discussed, whereby the initial threeamrebequestions of this
book are considered and linked to the results ef émpirical study.
Recommendations for future research are also tauche



CHAPTERTWO

GOVERNMENT POLICY TOWARDS SMES

2.1 Introduction

In Singapore the government plays a very active fal assisting
businesses in general by providing a conducive renment for the
growth and development of businesses and especBl\Es. ‘The
Singaporean government is strongly of the view tf&n all it takes is a
great idea to create business success; the govetrignalso of the belief
that while many successful companies started assSafie succeeded by
their own merits, others needed a little help sinoé everyone has the
resources or expertise to take their ideas, predactservices onto the
world stage’ says Ted Tan, Deputy CEO of IE Singap@an 2009.
This chapter includes a review of related literatand an analysis of
government policy toward SMEs. It discusses the nmgbvernment
initiatives from education policy to industrial poyt and business policy,
since Singapore’s early years as a nation, to 8®8s achieve their full
potential in Singapore and beyond. The respectiaglemic literature that
supports these initiatives is also discussed.

Anwar et al (2004), Kim & Lau (1994), Wade (1998yause (1987)
all argue that government policies have resultedmasssive FDI into
Singapore and government expenditure on educatimh teaining has
resulted in the increased availability of skilletbdur. Besides FDI and
government spending on education; government exjppeadon research
and development (R & D); trade and industry; lowsexation etc, have
also greatly benefitted the Singaporean economywgkr2004, p. 375).
Other indirect actions of the government include tintroduction of
incentives in encouraging Singaporeans to save nestgting in a higher
rate of national saving, which in turn means thwré are more funds
available for long term investments in the aboventiveed areas of the
Singaporean economy.
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In addition, Anwar (2006) found that investmentdimman capital are
vital for the growth of a country’s economy, incing its manufacturing
industry. Anwar et al (2004) also examined the afl¢the government in
Singapore’s manufacturing industry and found tleategnment policies in
attracting FDI and government spending in educapiay very important
roles in maximizing the country’s industrial sucses The following
sections discuss what Anwar (2006, 2004), Hew (2084m and Lau
(1994), Wade (1990), Krause (1987) and the rese lesamined on the
relevant government policies in greater detail aadtline their
implications and effectiveness on the state of Wgreent of SMEs in
Singapore.

Table 1 below sums up the development stages oftges including
that of Singapore. In the 1960s and 1970s, Singapegan as an original
equipment manufacturing (OEM) economy whereby Idoahs learned
the assembly process for standard simple goods fopeign MNCs. In
the 1980s, local Singaporean firms learned proaasgineering and
detailed product design skills from foreign MNCslagained more value-
add to the manufacturing process with their ownigtheand manufacturing
(ODM). From the 1990s till the present day, locahg@porean firms
conduct manufacturing, product design, and R & bBrfew products and
many have started to own their own brands and naatwing (OBM)
abilities.

Table 1: Stages of Latecomer Development

Period/ Stage

Technological Transition

Market Transition

1960s/ 1970s
Original Equipment
Manufacture (OEM)

Local firm learns
assembly process for
standard simple goods

Foreign MNC/ buyer
designs, brands and
distributes. Also gains
non-manufacturing value
added

1980s
Own Design &
Manufacture (ODM)

Local firm learns process
engineering and detailed
product design skills

As with above, MNC
buys, brands and
distributes. MNC gains
manufacturing value
added

1990s
Own-Brand
Manufacture (OBM)

Local firm conducts
manufacturing, product
design, and R & D for
new products

Local firm has own
brand, organizes
distribution and captures
all value added

NB: MNC — Multinational corporations; R & D — Resela and Development
Source: Adapted from ADB (2003)
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2.2 Human Capital Development

Since independence in 1965, Singapore’s educatgysdém has been
through a series of reforms. The policies resulfiogn these educational
reforms have made Singapore a very attractive fdtactoreign MNCs to
come and setup subsidiary companies in Singap@ause there is always
a pool of relatively highly skilled labour avail@The Goh Report (1979)
saw the introduction of streaming as the means higtwthe demand for
education would be managed, with schools providgeneral and
academic education and vocational institutes piogistocational education
for those students who did not progress well akhegraditional academic
route.

However, these initial attempts to incorporate tioceal and technical
education into the curriculum had to be revisedabee of the low status
attached to vocational education. The governmemtndit always get it
right. Further reforms were therefore introducedl$90 to increase the
minimum period of education to ten years and upgradchnical
education, establishing the Institute of TechnEducation (ITE). Higher
education has been expanded but access is strigttyolled with the state
retaining a clear distinction between the techniaatl technological
orientation of the polytechnics and the academientation of the
universities (Ashton & Sung, 1997).

On the industrial front, Singapore took advantafjgésoposition as an
entrepot trade centre, building on its trading adages in the oil and
chemical industries; other types of industries saglprecision engineering
and semi-conductor manufacturing were also attdatdethe island. In
addition to these, the electronics and electricadustries were also
attracted to establish themselves in Singapore, raviibe capital,
managerial expertise and technological capabilitese provided by
MNCs such as Japan’s Hitachi and Germany’s Sieroerporations. As of
December 2007, Singapore had a small economy wittbeur force of
2,730,800, comprising of 1,830,000 locals and 90O,Joreigners
(Singapore Manpower Report 2008, p. 56); the rarfigedustries it could
support was limited. Thus, when the government Bbug move the
economy in the direction of higher value-added ®rof goods and
services, it made sense to build on the initiat)yfanarrow manufacturing
base and focus on electronics, precision engingenid chemicals. In the
services sector, the government pushed for thelg@went of banking,
financial and business services, where Singapoeady has a competitive
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advantage in the region (Huff 1995); Singaporedyegears as a former
British colonial trading outpost gave it a natuadvantage in the services
industry.

Table 2: Technological Stages in Southeast Asia’ddetronic Industry

Decade | Singapore Malaysia Thailand Indonesia Vietnam

1960s Assembly - - - -

1970s Process Assembly Assembly - -
Engineering

1980s Product Process Assembly Assembly Assembly
Development| Engineering

1990s Research & | Product Process Process Assembly
Industry Development| Engineering| Engineering

Source: ADB (2003)

Before the 1980s, there were no specific SME padidn place in
Singapore. Most SME related policies were introducmly after the
1980s. The priority was to attract FDI into Singagdo develop the local
industries and therefore help solve the criticalués of unemployment.
Many policies were formulated to help SMEs and &rea conducive
environment for them to function. One of the moseat ways to help
foreign SMEs establish in Singapore is to attraotifjn business missions
to visit Singapore and by marketing Singapore asumtry with a strong
support network of industries. By successfully aating foreign
investments into Singapore, the government is @bigenerate employment
and at the same time, help local industries gaéntéithnical and capital
know-how for industrialization as well as encourgggpulation growth
(Ngiam 2011).

For example in 1999, Singapore’s total active labfouce (Citizens,
Non-Citizen Residents and Work permit/ Employmeasgpholders) was
2.2 million and by 2006, the labour force had groten2.6 million
(Yearbook of Statistics Singapore 2010). This igrawth of about 18
percent whereas the corresponding average annpalgtion growth rate
of Singaporean citizens from 1990 till 2006 wasyohl1l percent. The
stock of FDI during the same time period grew fr@&®#170 billion
(US$126 billion) to over S$310 billion (US$229 hilh) (Yearbook of
Statistics Singapore 2010). One could argue theatdpid increase in FDI
provided the conditions for such a sharp rise ipleyment opportunities.
The rise in FDI itself partially contributed to theeation of entire systems
of SMEs supporting foreign MNCs, and with the otHecal SMEs
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growing alongside, this created an impetus forcthikective growth of the
SME community in SingaporeThis is in line with the research by Anwar
(2006 & 2004) where he argues that the Singapogeaernment’s pro-
business and pro-FDI policies have helped Singapor@ its people
prosper.

2.2.1 Problems Faced in Establishing the SME Sector

During independent Singapore’s early years, ornth@inain problems
faced by the government centered on training enakilted labour to
support the MNCs. This problem still exists todayt on a smaller scale.
First, the Singapore government had to push the MN@ producing
higher value-added forms of production such as-gigth semi-conductor
manufacturing and the manufacturing of advancerpheeutical products.
Second, with only a small labour force, one of tmain problems
Singapore faced was how to ensure that all grougisnthe labour force
were provided with the appropriate skills, espégiab many of the older
workers were educated only up to the primary leVéke third challenge
involved ensuring the transfer of technologicalatafities (brought in by
the MNCSs) to the indigenous Singaporean population.

The first problem of encouraging high value addeatpction by the
MNCs was tackled through the introduction of thellSkDevelopment
Fund; a tax levied on low paid labour which therebigcourages
employers from using cheap labour. The Fund is usetip-skill' the
workforce i.e. to provide the financial resourcesttain the workers.
However, the MNCs are reluctant to fund the uplisiglof older workers
initially, as their representatives see the lackexfondary education as the
responsibility of the government. The up-skilling older workers is
tackled through a variety of programs deliverecbtigh employers but
funded through the Skills Development Board. Thiestude the Basic
Education for Skills Training program (1983), arfte tModular Skills
Training program (1986), for those in manufacturiagd the Core Skills
for Effectiveness and Change (1987) for those énsérvice sector. In this
way the government sought to upgrade the skillthef most vulnerable
workers and keep them attractive to employershimtask they had some
success. For example, by 1992, 78% of the targetipgrof 225,000
workers had experienced at least one module oBtsc Education for
Skill Training program (ITE 1993). Till the preseutay, the Skills
Development Fund continues to exist.
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The government has also used a similar approagpdecade the skills
of workers who are already employed in leading edgepanies to
prepare them for the next wave of challenges. Wigrkwith major
companies, the government introduced programs aiatedieepening
workers’ skills through structured on-the-job (OJifgining. These OTJ
blueprints, modeled on the Japanese system of kav& been developed
with major employers in each of the industries ¢sed for growth and
then cascaded down through other employers indahee sndustry. Since
being introduced in 1993, over 100,000 workers badn through the
scheme by 1997(Ashton & Sung, 1997). Similar teghes are still being
used to improve workers’ problem solving abilitieksing these and other
programs, the government has sought to supplerheritdining provided
by MNCs to ensure that the national skill needs,opposed to the
company’s skills needs, are met.

The other way in which the government has soughtemnbance
workers’ skills is through the introduction of sohes designed to support
the establishment of occupational labour markeatgplByers in engineering
and related industries require workers trainednterimediate level skills
but would not voluntarily underwrite the costs i@ining. The government
therefore established the New Apprenticeship Schiari®90 modeled on
the German dual system, but modeled to suit lomadlitions. More highly
specialized skills were embedded in the workfolzeugh Joint Industrial
Training Centers, developed in collaboration withjon MNCs (e.g. Shell
Eastern Petroleum Ltd and Texas Instrument) simed970s. The Centers
provided high level training in electronics andgs@&on engineering.

As the demand shifted toward more knowledge andntogy-
intensive industries, the scope of providing tnagniwas extended to
incorporate knowledge from other MNCs and foreignarnments (Wong
1993). Another distinctive feature of the Singaporesystem is the
incorporation of labour into the skill formation gmess. Following the
successful suppression of the communists in tha tBetish Malaya
(Singapore and Malaysia today) by the 1960s, thgeaRiore government
successfully incorporated the numerous trade unibat existed at that
time into the machinery of a government-directedtreg umbrella of trade
unions, the National Trades Union Congress (NTU@day, the NTUC
still plays a significant role in both deliveringkiks training and
encouraging employers to up-skill their labour &wc(Goh & Green
1997).
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The use of the MNCs to provide the capital, tecbgypland managerial
expertise, together with the existence of a smabour force, had
important implications for the subsequent developinud the educational
and training system. First of all, the system tamsleliver progressively
higher level skills across a relatively narrow rangf industries. This
meant that it had to be focused in terms of thesypf skills developed in
the secondary and higher education system. Setlo@djse of MNCs to
provide capital and technological know-how meardt tvays had to be
found to ensure that the new skills acquired waraly embedded in the
local labour force. Third, given the concern of M&@ith their own
immediate training needs, there was always a datihggrthe long term
skill needs of the economy would be overlooked. MNguld not be
relied upon to move in the direction of forms ofyiér value-added
production on their own account. Fourth, the srei@k of the labour force
meant maximum use had to be made of all groupsookavs (Aston et al
2002, p. 17). These are the distinctive conditizrtich subsequently
helped shape the Singaporean educational andngasystem till it is
today.

In the transformation from a developing to a newigdustrialized
economy, Singapore initiated the first SME MastéanPin 1989. The
SME Master Plan is a comprehensive, detailed listactions to
systematically facilitate the growth of the SME teedn Singapore while
focusing broadly on promoting domestic entrepresigiprand innovation;
increasing informational market efficiency by enaming information
exchange and improving the dissemination of infdioma about new
methods and opportunities; promoting best practiodsusiness through
easy access to consultancy adoption and trainimgt @ncouraging
domestic enterprises to grow and expand internalfip(SME Committee,
1989). This marked the true beginning of Singamor@urney to
systematically develop local SMEs.

Singapore then gradually upgraded its local experio that the
country could sustain its international competitiess, so as to attract
more MNCs to relocate to the island. This diffeisets Singapore from
other countries in the region. A follow-up planledl the SME 21 Plan
was released in 2000 to ensure the relevance oetisting available
programs to help make SMEs more resilient and tinbevative in the
increasingly competitive environment especiallythie region. The SME
21 Plan adopts a three-pronged strategic appraa&ME development,
namely: 1) enterprise-level SME development; 2)tmelevel SME



