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[ hree ways to transform SMEs
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[t’s not just about costs. More industry clusters, embracing digitalisation and cutting red tape are the ways forward.
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numbers have been encouraging.
Tradable sectors and many parts
of the domestic economy have
donebetter than expected.
Itis also encouraging that the

onwith transforming the economy,
witha third of the targeted 23
Industry Transformation Maps
(ITMs) rolled out.

However, the ultimate enabling
and process of transformation
must come from the industries and
firms themselves.

Despite the improvements in the
economy, arecent survey by the
Singapore Business Federation
(SBF) showed that SME sentiment

than 80 per cent of smalland
medium-sized enterprises here
have yet to consider transforming
themselves,and that cost remains
the main concern, though fewer
expressed this than in 2016.
What, then, should be the way

can Singapore best foster a positive
environment for them? Afterall,
SMESs contribute nearly halfof gross
domestic product and employ 70
per cent of the workforce. Andare
there other more important
underlying issues beyond cost?

The Asia Competitiveness
Institute,a think-tank at the Lee
Kuan Yew School of Public Policy,

SMEs to those inleading developed
economies. They face three key
hurdles: small size, inability to
garner sufficient financial
resourcesand alack of talent.
When these three challenges are
grouped with the SBF survey
results, what emerges is that SMEs

i inmany industries lack sufficient
i scale, given that Singaporeisa

: small and mature economy with

i onlyaround five million people.

Many brick-and-mortar SMEs,

: focused solely on Singapore, also
¢ faceincreased competition from
: bothglobalised and online

Singapore’srecent economic growth

companies based elsewhere.
Thelack of scale makes it harder

¢ for SMEs toachieve low operating
: costsandattract talent and capital
¢ for business expansion, compared
¢ with their more globalised

Government has continued topress :

competitors. Also, the challenge of

: stayingafloatamid day-to-day

: operationsalso makesit hard for
¢ many to transform their businesses. :
: . important to have economic

i diversity as Singapore develops a
: sizeable portfolio of industry

i clusters.

The SBF surveyalso highlighted

: aninteresting pointon cost

: pressures. As theeconomy picked
: upthisyear, fewer SMEs cited cost
: asthemainissue, compared witha
i yearago. This could mean thatwhen :
¢ SMEsoperate within a healthyand
i vibrant growing environment, cost
: islessofachallenge.

remains flat. It also found that more :
: bugbears, here are three ways to
: reassess growing SMEs:

: HOSTING MORE

: INDUSTRY CLUSTERS

: Singapore can be more aggressive
¢ inhosting more industry clusters.
forward for Singapore’s SMEs? How :
i successfully positioned Singapore
: innew sectors, such as beinga

: globalarbitration hub.

Beyond tackling the usual cost

Inrecent years, the Government

Ithasalso extended existing

: strengthsas a finance and legal hub
: tobecome Asia’s centre for

i infrastructure financingand

' internationalisation of the yuan.

i Singaporeshouldalsobe prepared :
¢ totargetnew growthareassuchas
recently benchmarked Singaporean :
¢ development, investment and

: financing hub that would entail an
: infrastructure-related business

i arbitration centre,

: internationalisation drive for yuan
: withbondissuance and capital

: market deepening, not forgetting
: other potential niches such as

the highly specificinfrastructure

: artificialintelligence, digital

i science, driverless transportation
: androbotic machines, muchashow :
: itgrew the pharmaceutical and

: biomedical sectors earlier. Hosting
¢ more industry clusters, which in

¢ some years will allow Singapore to
i exceed the 2 to3 per cent growth

¢ target, will create fertile ground for
i SMEs tooperate in and scale up.

This would also strengthen

: economicresilience. In this age of
¢ disruption, it could take several

¢ yearstogetan industryup and

: running. Yet, over time, that

i industry might decline due to

¢ unforeseenglobaland

technological factors. Soit is

: TRANSFORMING AND EXPANDING
¢ Second, SMEs must tap bigger

¢ markets through digital

: transformation and by expanding
i beyondSingapore.

Digitalisation s likelytobe a

: bigger disruptor compared to

i globalisation. Economies that do
i notadapt toit might seearisein
¢ socialinequality.

Atthesame time, digitalisation

¢ allows SMESs to not justreduce

¢ costs, but also find new customers
: online. The Committee on the

: Future Economy has identified

i digitalisation asa main thrust, and
¢ the Government has promised

¢ muchactionin thisarea. This is

¢ important as digitalisation is hard
i for many SMEs to embark on by

¢ themselves.

Trade associations and business

¢ chambers (TACs) can do more to

¢ help companies transform. As the

. advocate for their industries, TACs
i havean obligation to put forth clear
: factsand figures for their members,
: andstate whatisatstakeif the

: transformation does nothappen.

Atthesametime, TACs can do

more to guide SMEs forward by
¢ highlighting positive examples.

: ManyTACs, suchas the Federation
: of Merchants’ Associations that

focuses onmicro-SMEs in the

: heartland, and the Singapore

: Manufacturing Federation, have
: done so through industry awards
¢ andfocus group dialogues. But

: muchmore can be done.

Also, TACs must domore to

¢ collaborate with the Government

¢ todevelop sector-specific

: strategies through the ITMs.

¢ Comingup with such ITMsis not

: thesoleresponsibility of the

: Government. TACs - the voice of

: theirindustries - must stepup and
: ownthem.

Inevitably, SMEs must be

! prepared to venture overseas,
: either within the region or globally. :

Therecentmerger of IE

: Singapore and Spring Singapore
: shows the Government’s

: commitment to help SMEs go

: beyondSingapore. The merger

: should create synergies that are

: usefulininternationalising SMEs.

What more needs to be done?

: Well, TACs could be more targeted
¢ inspecific industries when taking
companies overseas, while

¢ ensuring that they continue to :
: encourage new SMEs to participate :
: inthese overseas business

: matching trips, and not just large
: andwell-known ones.

: REMOVING POLICY RED TAPE

: Third, the Government can be

: more concerted inits efforts to cut
: redtape. Regulations are important :
: forkeepinga delicate balance

: between the needs of society and

: business. But as the world changes,
: regulations, if not frequently

¢ reviewed, canbe animpediment to
: growth.

Some of the savviest business

: leadershereunderstand that

¢ Singaporeisa high-costbusiness

: location, and this may not change.
: Butthe Government canmake a :
: material difference by ensuring that :
: regulations do not unnecessarily :
: hinder commerceoraddtobusiness :

i costs. Inmany ways, Singapore is

¢ alreadyworld class in ease of doing
: business. But many SMEs continue
: toface excessive regulationsin

: selectedareas.

Government rules and

¢ regulations should increasingly

i gear towards ex post outcomes

¢ rather thananexanterule-based
i approach, that is, rules should be
¢ basedon actual practices, not

: devisedinavacuumbased on

¢ theory. Afewexamplesareinorder :
i here. Anemphasis on educational
: attainmentover work skills and

i experienceinrecruiting workers,
: including foreign construction

: workers, is an example of anex

: ante approach torules.

Or insisting that for work safety,

: anobject of X metres long mustbe
i carried bymore than one worker
: evenifitislight enough tobe

¢ carried byone person!

Contractors told us that such

i prescriptive ex ante rules giverise

: tosituations of low productivity, as
: those workers with higher

¢ education could not take the

: intense heat of the weather; and

: workers needed towait for another

i SMEs musttap bigger

i markets through digital
i transformation and by

i expanding beyond :
: Singapore. Digitalisationis :
: likely tobe abigger

: disruptor compared to

: globalisation. Economies
: thatdonotadapttoit

: mightseeariseinsocial

i inequality.

worker to be around to carry some
objects, or risk being fined for work
safety offences. Take another
example: If, say, the owner of the
Singapore Flyer were to propose
putting up a clock with seasonal

i arerequired and how fast can such
: requests be approved?

Other examples of administrative

i redtapeor over-regulated rules we
¢ haveheard of, which have since

¢ beenresolved after much effort by
: aMember of Parliament, include

i gettinganew bus service for

: Springleafestate residents.

Current ITMs offer a clear

¢ structure to cut through red tape. In
i the financial ITM, for example, the

¢ Monetary Authority of Singapore

: pushed for regulatory “sandboxes”

for newideas to be test-bedded,

: andthis has generated
: considerableindustry interest.

Itwould be good if the

! Government can identify
¢ regulatory “sandboxes” in every
¢ oneofthe23[TMs.

Inaddition, because each ITM

¢ will be coordinated by a specific

i governmentagency, that agency

¢ canplay therole of ombudsmanin

: maintaining the right regulatory

¢ balance. Andifthere are regulatory
: impediments that cutacross

¢ differentindustries, the Future

i Economy Council can act on them.

SMEs must think differently by

i lookingbeyond costsas their main
: challenge, and by focusing on

i scalingup and transforming fast, to
. tapall possible growth, online and

: beyond Singapore.

Policymakers, as wellas TACs,

i canact differently to facilitate the
. growthofasizeable core of
: Promising Local Enterprises from

the base of SMEs, to build a more

i diverse, fiercely competitive and
: globally connected Singapore
i economy.
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