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Introduction

As a fruit of Sino-UK (Liaoning) SOERED Project, this is a practical guide-
book to SME start-up and development. It is composed of three parts and eleven
chapters, with four chapters about Start-up as Part One, covering Founder, Enter-
prise Type, Conditions and Procedure of Enterprise Start-up, Business Plan; five
chapters about Operation as Part Two, covering Marketing, Financial Management,
Human Resource Management, Production Management, Risks and Their Manage-
ment in Operation; and two chapters about Development as Part Three, covering its
Brief Account and Framework. There is guide to reading before each chapter and en-
lightenment after each section. In this book the SME management concepts and
knowledge in China and those new ones in the developed countries are well combined
together. A book of innovative concepts, comprehensive contents, practical use and
easy understanding, it is really a choice work in enterprise consultancy experiences as
well as a guide to SME start-up and development.

It would be an unsubstitutable helper for SME founders and also a good refer-

ence book for SME consultants and administrators.
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General Foreword

It has been nearly three years since Sino-UK (Liaoning)
State-Owned Enterprise Restructuring and Enterprise Develop-
ment Project started in January, 2000. The successful implemen-
tation of this aid project undertaken by Department for Interna-
tional Development, UK not only promotes the SOE reform and
SME development in Liaoning by providing access to related ad-
vanced experiences in developed countries for related departments
and enterprises in Liaoning, but also embodies Liaoning Province
and UK Government’s spirit of strengthening friendship, cooper-
ating in an all-round way and working for a bright future with
joint efforts, starting a new page of friendly and cooperative rela-
tionship between the two sides.

In the light of SOERED Project Memorandum signed by Chi-
nese and UK Governments, this project of technical assistance
consists of the following three components that are relatively in-
dependent as well as related with each other.

1. Restructuring Agency (RA)

This component works to draw on the advanced experiences
of UK and other developed countries in SOE reform and manage-
ment, and engages internationally well-known consultancy com-
pany to provide advisory service for pilot SOEs. It aims to turn

around the loss-making SOEs into financially viable and sustain-
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able enterprises by improving the overall management through
systematic restructuring on SOE organization, development strat-
egy, production operation, marketing, financial management and
human resource management. Within the three-year period of the
project, altogether thirteen pilot enterprises were restructured
and put on new looks of vitality and vigour.

2. Business Advisory Centre (BAC)

This component learns advanced experiences from developed
countries, crcatcs and develops SME advisory institutions and ser-
vice network, and provides consultancy service for the start-up
and development of local SMEs, especially the small and micro
ones. SME development is a new source of local economic
growth, and is also of great significance to creating more working
opportunities and alleviating the pressure of laid-off and unem-
ployment in SOE reform. In this project, it is an indispensable
supporting system of RA.

3. Credit Guarantee Fund (CGF)

This component sets up CGFs of independent operation and
sustainable development in the market-oriented economy, and
provides guarantee service for local SMEs to solve their common
financing difficulties. It works together with BACs to provide
more opportunities for SME start-up and development.

Liaoning is an important industrial base in China with still
half of its enterprises being state-owned. Under the socialist mar-

ket economy, SOEs still contribute a lot to the local economic and
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social development, though problems in their system and mecha-
nism are becoming more and more serious. Following the guiding
ideology in the Fourth Plenary Session of the Fifteenth Central
Committee of the Party, strategic transformation and restructur-
ing must be carried on SOEs, which is no doubt hard work for a
long period. In this process, we not only need to find new meth-
ods and create new modes, but also learn from developed coun-
tries of their advanced experiences in SOE reform and SME devel-
opment, and make good use of them in Liaoning to creatively car-
ry out strategic restructuring on SOEs and make great efforts in
developing all types of SMEs, thus to find a new way to solving
the mechanism problems in Liaoning and explore new source for
economic growth.

We are so glad to see that SOERED Project, with the help of
UK consultants, by employing advanced and practical ways of en-
terprise restructuring and SME development, has achieved great
successes after nearly three years’ implementation. The successful
cases and methods in enterprise restructuring set good examples
for other SOEs’ reform; the start-up and operating mechanism of
BACs and CGFs provide rather valuable experiences and modes
for the establishment of SME service system.

In order to sum up the knowledge and experiences gained
during the project implementation in Liaoning, we compiled and
published the Sino-UK (Liaoning) SOERED Project Achieve-

ments Book Series. It is composed of three books that are Case
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Study on State-Owned Enterprise Restructuiring, Guide to Small
and Medium Enterprise Start-up and Development, and Research
and Practice of Small and Medium Enterprise Credit Guarantee.
We wish that the publication of this book series could help to
disseminate and replicate the advanced and practical experiences
in enterprise restructuring and SME development in developed
countries to a wider range, could promote the SOE reform process
and the establishment of SME service system and contribute to the
economic and social development of Liaoning and even the whole

nation.

Xia Deren

Vice Governor of Liaoning Provincial Government
Leader of Provincial Project Leading Group of
Sino-UK SOERED ( Liaoning)

July, 2002



The “Spirit of the SOERED” Programme

The “Spirit of SOERED” is intended to capture the key
themes of the SOERED programme — helping to accelerate the
reform of State-Owned Enterprises, and to develop a robust en-
terprise culture, which supports rapid poverty reduction and
wealth creation. These twin processes are essential to the contin-
ued progress of economic reform in China.

China has already demonstrated tremendous capability and
willingness to embrace change. Entry into the World Trade Orga-
nization will bring further opportunities and challenges. China
will need to respond to these through strenthened institutional re-
form if it is to maintain it’s impressive growth record. An en-
abling relationship between the State and Enterprise, strong fi-
nancial and service sectors, and an entrepreneurial culture are es-
pecially important to continued employment and wealth creation
in China.

The SOERED programme has sought to address these issues
and provide models of institutional reform through Small and
Medium Enterprise Advice centres, Credit Guarantee Funds and
Restructuring Agencies. All of these can help support and acceler-
ate the process of reform not only in Liaoning and Sichuan
Province where the programme is based, but also beyond. These

models draw on some of the best international practice. We hope



2 } #ol ek g k 5 K RIS F A

they will prove durable and relevant elsewhere, enabling your lo-
cal economies to develop and flourish.

The Department for International Development of the British
Government has been very pleased to support this programme
over the last three years and learn with our Chinese partners how
best to answer the changing needs of China’s economy. We are
confident that the dissemination phase will serve to publicise the
merits of the SOERED companies’ services, and help to strength-
en further the lasting friendship between China and Britain, with

a shared commitment for a better life for all.

Martin Dinham

Director for Asia and the Pacific
Department for International Development
London

August, 2002

* This book was funded by DFID , however the views expressed are entirely
those of the authors and do not necessarily represent DFID’ s own policies or

views.
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Foreword

The Small and Medium Enterprise (SME) is a vital ingredient
in any well-balanced economy. Indeed the smallest firms have
been shown to be the largest net job creators in both the USA and
the Europeén Union in recent years. SME’s also provide a large
measure of diversity, flexibility and innovation to an economy
particularly at local and regional level.

In China, accession to WTO seems likely to provide an impe-
tus to the development of the SME sector since firms can now
compete on a “level playing field” and can exploit many of the
new niches which become available with the opening up of the e-
conomy. WTO therefore represents an opportunity as well as a
threat to the Chinese economy but is likely to be particularly wel-
comed by SME’s with a strong strategic orientation and ability to
identify and develop new product and market opportunities. The
support of SME’s at local level will therefore become a vital com-
ponent in the emergence of a healthy and dynamic market-based
economy.

The BAC model has been developed in many countries and
essentially seeks to correct a prevalent “market failure” whereby
the smallest firms with the most need for support do not take it up
because of the high perceived cost of doing so (in terms of time,
money, loss of independence, etc.). This means that supply (eg

private consultancies) is not well-matched to demand. The result



