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Why support SMEs?

ÁBecause SMEs are the vital element of a nationõs 

growth.

3,017,787 companies (99.9%)
with 10,884,650 employees (87.5%)
(Y2006)

Micro (88.5%)
Small (including micro) 96.9%
Medium 3.1%
(Y2006)



Why support SMEs?

Number of firms Employees

SMEs 

(thousand)

% of total 

firms

SMEs 

(thousand)

% of total 

emp.

Korea (2006) 3,017 99.9 10,884 87.5

Japan (2004) 4,326 99.7 28,087 71.0

Taiwan 

(2004)
1,164 97.8 7,553 77.2

U.S. (2002) 5,681 99.7 56,367 50.2

U.K. (2004) 4,277 99.9 12,868 58.5

Data source: Korea Small and Medium Business Administration, 2008



The Problems

Á SMEs in general face resource constraints .

Access to

Skilled

manpower

SMEsõ shortfall in available resources

SMEsõ lagging competitiveness



The Problems

Á Business environment is changing rapidly .

Information and
knowledge based economy

ωVaried, diversified industry
characteristics
ωDestruction and fusion
ωEmphasizing innovative
competency 
ωIdentifying potential problems
ωCreating future
ωIǳƳŀƴ ƻǊƛŜƴǘŜŘ ΨǎƻŦǘΩ ƳŀƴŀƎŜƳŜƴǘ
Focus
ωCustomer inspiration through
the creation of human value

Manufacturing economy

ωFixed, uniform industry characteristics
ωClear demarcations among industries
ωLƳƛǘŀǘƛƻƴǎ ŀƴŘ ōŜƛƴƎ ŀ ΨŦƻƭƭƻǿŜǊΩ
ωManaging problems
ωForecasting future
ωThe quantity oriented, fixed assets oriented
management focus
ωCustomer satisfaction



Easing the constraints for SMEs: The tool -kits used 

in Korea

Credit guarantee system

Set-asides

Á The overall objective: To improve SMEs 

competitiveness domestically and globally



SME support institutions

Other ministries such as
Ministry of Strategy and 
Finance,
Ministry of Justice,
Ministry of Labor, etc.

SMBA

Ministry of 
Knowledge Economy

Small Business Corporation

Local/regional
governments

Korea Federation of Small
And Medium Business

(Kbiz)



Change in the size of public procurement in Korea

Year

No. of 

public 

agencies

(A)

Total public 

acquisitions

(in Billions 

USD)*

(B)

Acquisitions 

made from 

SMEs

(in Billions 

USD)

+/ -

(%)

Share of the 

acquisitions 

made from 

SMEs

(B)/(A) in %

2001 79 66.7 41.8 - 62.6

2002 97 68.5 44.7 7.0 65.3

2003 97 74.2 46.9 4.9 63.1

2004 98 76.8 53.5 14.2 69.7

2005 98 83.2 56.9 6.3 68.4

2006 120 83.8 58.5 2.7 69.8

2007 163 92.0 63.0 7.7 68.4

An interim score card

* Rough estimate: KRW1,000/USD1.00

Data source: Korea Small and Medium Business Administration



Main clients of SMEs in the public procurement 

programme

2001 2002 2003 2004 2005 2006 2007

USD* % USD % USD % USD % USD % USD % USD %

Central government 16.7 40.1 17.8 39.8 19.2 41.1 19.9 37.1 20.1 35.3 22.8 39 24.8 39.4

Regional 

governments
14.9 35.5 16.1 36.1 17.4 37.1 19.7 36.7 21.8 38.3 18.7 32 15.8 25.1

Quasi -government 

agencies
5.8 14 5.5 12.4 6.5 13.8 7.8 14.6 9.1 16 10.8 18.5 19.2 30.5

Special 

corporations
4.4 10.4 5.3 11.7 3.2 6.8 3.5 6.5 4.5 7.9 4.4 7.5 2 3.2

Regional public 

corporations
- - - - 0.6 1.2 2.7 5.1 1.4 2.5 1.7 3 1.2 1.8

Total acquisition 41.8 100 44.7 100 46.9 100 53.6 100 56.9 100 58.4 100 63 100

* Rough estimate: KRW1,000/USD1.00; Unit in billions USD

Data source: Korea Small and Medium Business Administration

The amount of public institutionsõ acquisition by year



Main clients of SMEs in the public procurement 

programme (2007)

39,4

25,1

30,5

3,2

1,8

Central government

Regional governments

Quasi -government agencies

Special corporations

Regional public corporations



To òCreateó markets for SMEs

Á International (Export)

ÁDomestic: i.e. public procurement

To enhance SMEsõ market access

1.Targeted acquisition rate for SME 

products

2.Competition among SMEs

3.Direct acquisition of construction 

materials

4.Production certification

To prevent òcut-throató competitions, 

thus to maintain an adequate price level

5.Competitive system by size of 

acquisition 

6.Ascertaining  SMEsõ capacity in 

delivering of contracts

To support

innovative SMEs

7.Priority given to those products 

which adopt new technologies

8.Quality certification, quality 

insurance

To achieve the operational          

efficiency and effectiveness in 

the public procurement system

9.Procurement center representative 

10. The integrated public procurement 

information system

11. The public procurement loan 

programme for SMEs

The Public 

Procurement 

System for SMEs

The

public procurement

system for SMEs

in Korea



And the private sector initiative?: Pooling resources 

whereby making SMEs competitive

ÅChanging business environment poses opportunities and 

challenges to SMEs.

ÅAs on -line electronic commerce (e -Business) has become one of 

the major marketplaces, brand equity/image has also become a 

force that shapes consumer behaviors.

ÅIn this backdrop, brand equity has been accepted as a main 

means to differentiate products and their quality.

ÅImplications? SMEs without brand power are not only losing in 

the global level competition, but also having difficulties in 

accessing markets.

ÅHowever, the promotion of brands, needless to say, requires a 

quite large amount of investment.

ÅRisks are high until one brand becomes successful in the 

marketplace.

ÅHence, the co -op brand is the way of sharing risks associated 

with the promotion of a brand.

Co-operative brand



Change in the Number of Net Users in Korea

Data source: Korea Network Information Center, April 2004.



Change in the Size of the Internet Market in Korea

2001 2002 2003 2004 2005 2006 2007 2008 2009** 2010**

Size of the Internet 

shopping mall

(in USD mill.)*

3,347 6,030 7,055 7,850 9,252 10,796 12,626 14,589 16,696 18,917

Annual rate of 

increase/decrease
80.2% 17.0% 11.3% 17.8% 16.7% 17.0% 15.5% 14.4% 13.3%

* Rough estimate: KRW1,000/USD1.00; ** This figure is an estimate

Data source: ETRII, 2004.



The Net is revolutionising the channel of 

distribution.



And the private sector initiative?: Pooling resources 

whereby making SMEs competitive

ÅCo-op brand: the way of reducing risks and sharing costs 

associated with marketing (i.e., product distribution).

ÅMeaning multiple producers (distributors may be included) 

create/develop one single brand.

ÅAnd to formulate a complementary relationship among 

participating SMEs, thereby enhancing their competitiveness.

ÅImplications? SMEs without brand power are not only losing in 

the global level competition, but also having difficulties in 

accessing markets.

ÅHowever, the promotion of brands, needless to say, require a 

quite large amount of investment.

ÅRisks are high until one brand becomes successful in the 

marketplace.

ÅThe co -op brand is the way of sharing risks associated with 

the promotion of a brand.

Co-operative brand



And the private sector initiative?: Pooling resources 

whereby making SMEs competitive

Co-operative Brands/Regional Brand



And the private sector initiative?: Pooling resources 

whereby making SMEs competitive

ÅMinimise costs for initial market entry

ÅReduce costs for marketing communication

ÅBrand image can be enhanced through increased brand 

exposure, as multiple produces promote and use a single brand.

ÅPartners can share the technology, customer -base, market 

information and others, whereby the standardisation of their 

products can be achieved and the quality be improved.

ÅAgility and flexibility of SMEs enable SMEs to meet the changing 

demands/preferences of customers in a timely manner.

ÅThis in turn enables the brand to enter the market relatively fast 

and easy; repositioning can also be prompt (Export is thus 

relatively easy) 

ÅPrevent the ôcut-throatõ competition among SMEs in the same 

industry.

ÅAttain efficiency via economies of scale (even in purchasing)

Co-operative brand: The benefits



And the private sector initiative?: Pooling resources 

whereby making SMEs competitive

ÅDisparity among partnering SMEs ñthe level of possessed 

technology, human resources, management skills, etc ñmay 

hinder the standardisation.

ÅThis may make quality control difficult. As a result, brand equity 

may be compromised.

ÅConflicts may occur when determining the share of investment 

and distributing profits in case the partner SMEs produce 

identical products.

ÅMoral hazard resulting from a òfree-ridingó tendency may 

jeopardise brand equity. 

ÅRisk associate with the co -op brand is high vis -à-vis òsingle 

brandó as a òDomino effectó may set in (one partnerõs mis-

managing of the brand may lead to the failure of the entire co -op 

brand project)

ÅBecause of multiple partners, prompt decision -making may not 

be possible.

Co-operative brand: The downside



And the private sector initiative?: Pooling resources 

whereby making SMEs competitive

Co-operative Brand: The Supporting System and Procedure



And the private sector initiative?: Pooling resources 

whereby making SMEs competitive

Integrated Contract Manufacturing and Services (ICSM):

A Conceptual Diagram

Cross-functional family (CF)



Integrated Contract Manufacturing and Services (ICSM):

Strategic Significance

And the private sector initiative?: Pooling resources 

whereby making SMEs competitive



And the private sector initiative?: Pooling resources 

whereby making SMEs competitive

Integrated Contract Manufacturing and Services (ICSM):

Global Motors

CF members
No. of 

Emplõy
Role

Primary

products
Location

Global Motors 10 R&D, Assembly
Electric

motorcycle

Ansan, Kyunggi 

Province

Daekyung Industry 10
Parts 

manufacturing
Vehicle frame

Boryung, Chungnam 

Province

Dongjin INP 52
Parts 

manufacturing
Charger

Suwon, Kyunggi 

Province

Saerim Logistics 35 Logistics Transportation Youngdeungpo, Seoul



And the private sector initiative?: Pooling resources 

whereby making SMEs competitive

Integrated Contract Manufacturing and Services (ICSM):

The ICSM Supporting System



The Industry -Science (university) co -operation

Business

Government

(Ministry of Science 

and 

Technology)

Research Institute

Financial support

Research results

Providing 

support policies 

including tax 

reduction and 

auditing

Transferring  

technology and 

providing 

educational 

sessions

Identifying 

demands and 

needs

Identifying 

demands and 

needs


