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Abstract

Purpose-The purpose of this study is to propose a framework of Chinese
SMEs’ development in recent years, and to present the opportunities and
challenges for SMEs. Design/methodology/approach-The research of this
paper is based on the collection and evaluation of existing literature, year-
books, and government disclosures. Previous literature is mainly collected
from Science Direct, Scopus, Google Scholar, etc. Findings-This study finds
that, SMEs have experienced rapid development, financial crisis and stable
growth period since 2001. Escalation of consumption structure, globaliza-
tion, and cross-border e-commerce platforms have provided new opportuni-
ties for SMEs. However, financing constraints, squeezed profit margins and
innovation difficulties have become the most prominent challenges facing
by SMEs. Originality/value-This study presents a development overview of
Chinese SMESs, and emphasizes the opportunities and challenges. The result
of this study can provide a basis for future research and policy formulation.
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El Desarrollo De Las Pyme En China: Oportunidades
Y Desafios

Resumen

Propdsito: El proposito de este estudio es proponer un marco de desar-
rollo para las PYME chinas en los tltimos afios y presentar las oportuni-
dades y los desafios para las PYME. Disefo / metodologia / enfoque:
la investigacion de este documento se basa en la recopilacion y evalu-
acion de literatura existente, anuarios y divulgaciones gubernamentales.
La literatura anterior se recopila principalmente de Science Direct, Scop-
us, Google Scholar, etc. Resultados: este estudio revela que las PYME
han experimentado un rapido desarrollo, crisis financiera y un periodo de
crecimiento estable desde 2001. La escalada de la estructura de consumo,
la globalizacion y las plataformas de comercio electronico transfronterizo
han brindado nuevas oportunidades para las PYME. Sin embargo, las re-
stricciones financieras, los margenes de beneficio reducidos y las dificulta-
des de innovacion se han convertido en los desafios mas importantes que
enfrentan las PYME. Originalidad / valor: este estudio presenta una vision
general del desarrollo de las PYME chinas y enfatiza las oportunidades y
los desafios. El resultado de este estudio puede proporcionar una base para
futuras investigaciones y formulacion de politicas.

Palabras clave Desarrollo de Pymes, Oportunidades, Desafios

1. Introduction

The history of world economic development shows that SMEs are an im-
portant driving force for national economic development (Genc, Dayan
and Genc, 2019) . For most countries in the world today, especially in
developed countries, SMEs have made outstanding contributions in pro-
moting technological innovation and improving employment levels (Del
Giudice et al., 2019).

According to the report of China Industry Research in 2018, medium,
small, and micro sized enterprises account for 99.7% of the total number
of Chinese enterprises; moreover, this group also contributes about 50%
of the total national tax revenue and more than 80% of urban employment
(Wu, 2019). SMEs play a key role in maintaining economic development
and social stability.
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Since the beginning of 21st century, the strategic position of SMEs has
become increasingly prominent. However, the bankruptcy rate of SMEs is
still high and only a few can grow into large companies (Genc, Dayan and
Genc, 2019). In face of environmental changes such as the escalation of
consumption structure and globalization, how to promote the development
of SMEs has become a common concern of the government and academic
circles (Y. Wang, 2016; Del Giudice et al., 2019; Mamman et al., 2019).
In order to solve this problem, it is necessary to be familiar with the devel-
opment of SMEs in recent years. However, little literature has focused on
this topic. The purpose of this paper is to provide a more comprehensive
framework for SMEs’ development of China through observing govern-
ment-published reports and existing literature, and propose opportunities
and challenges of Chinese SMEs’ development. The finding of this study
can serve as the basis for future research in this field.

2. The development of Chinese SMEs

2.1 Definition of SME

As can be seen from the existing literature, SME have different definitions
in different countries (Eniola and Entebang, 2015). In general, SME is
a self-operated, small-scale enterprise with small market share and low
operating income. The specific criteria for judging are usually defined by
each country. In China, SMEs are classified into medium, small and micro
enterprises according to their number of employees, operating income and
asset size. Moreover, due to different industries have different character-
istics, criteria are different (see table A). Fig. 1 shows the composition of
SMEs in 2016. It is easy to be seen that the number of small and micro
enterprises is much larger than that of medium-sized enterprises.

The composition of Chinese SMEs in
2016
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Fig. | The composition of Chinese SMEs i 2016
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2.2 SME supporting policies in recent years

Before the 21st century, large enterprises were considered to be the core
strength of China’s development, and the role of SMEs was neglected. Dur-
ing this period, the content of government’s policies about SMEs mainly
was to strengthen supervision. Since country dominates the allocation of
resources, the resources available to SMEs are very limited, leading to the
initial slow development of SMEs. After 2000, Chinese SMEs gradually
gained national recognition. The “Law of the People’s Republic of China
on the Promotion of Small and Medium-sized Enterprises”, which prom-
ulgated in June, 2002, officially announced China’s determination to fully
support SMEs.

Compared with large enterprises, SMEs are still a vulnerable group (Li
et al., 2018). To change the survival and development dilemma faced by
SMEg, it is not enough to rely solely on SMEs. It also requires govern-
ment to stimulate the sustainable development of SMEs by exercising its
functions (Qian, Liu and Wang, 2018; Mamman et al., 2019). In emerging
countries, policy intervention is considered to be one of the most effec-
tive means of developing business, especially in China, where government
policy updates are considered to be efficient (Pandya, 2016). Through fre-
quent issuance of various policies and regulations, Chinese government
has deeply involved in the growth of SMEs (Yan et al., 2018; Veronica et
al., 2019).

The number of SME supporting policies issued by Chinese government
every year during 2001 to 2016 is reflected in Fig. 2. The number of pol-
icies issue is fluctuating and showing an upward trend. The policies and
regulations promulgated in 2011 are the most. It can be inferred from the
trend in the Fig. 2 that the timing of Chinese government’s policy intro-
duction may be mainly based on the economic environment at that time.
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Fig. 2 Number of SME supporting policies issued by government every year

Note: 1. Policy information was screened from the “Yearbook of China
Small and Medium Enterprises” published from 2002 to 2016. There are
two screening criteria. Firstly, the policy needs to be implemented nation-
wide. Secondly, the policy need to target SMEs. Specifically, the name of
the policy should mention medium, small, micro, or private enterprises.

2. As of the date of submission, ““Yearbook of China Small and Medium
Enterprises (2017)” has not been published yet.

According to “Yearbook of China Small and Medium Enterprises”, from
2001 to 2005, relevant policies mainly focused on the legal status, protec-
tion of rights and interests, and the financing market construction of SMEs.
During 2006 to 2010 (Including financial crisis period), the number of pol-
icies issue has also increased dramatically. The policy content has gradual-
ly diversified, involving various aspects such as financing, taxation, guar-
antee, innovation, and service. Policies create a good external environment
for the development of SMEs. From 2011 to 2016, the number of policies
issued by the government fluctuated greatly, but the sum of policies during
this period is more than previous period. The newly released policies pay
more attention to employment, innovation and financing difficulties, es-
pecially innovation. Since 2015, “Mass entrepreneurship and innovation”
have become the key words of SMEs’ development in China. The newly
revised “Law of the People’s Republic of China on the Promotion of Small
and Medium-sized Enterprises”, which was implemented in 2018, was
also added new content about innovation.

2.3 Development of Chinese SMEs in recent years
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2.3.1 Rapid development period (2001-2007)

After Chinese government has clarified SMEs’ economic status, Chinese
SMEs have entered a rapid development period since 2000. The number
of SMEs has increased rapidly. As can be seen from Fig. 3, there were
only 163,000 industrial SME above state designated scale in 2001, and
it reached 334,000 in 2007. The number of SMEs has more than doubled
after 6 years.

Number of Chinese SMEs
(Industrial SME above state designated scale)
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Fig. 3 Number of Chinese SMEs (Industrizl SME above stase designated scale)

NOTE: 1. “Industrial SME above state designated scale” refers to all state-
owned SMEs and private SMEs which meet the following standards:
Before 2011: annual main business income exceeds 5 million RMB.
After 2011: annual main business income exceeds 20 million RMB.

2. The Ministry of Industry and Information Technology of China
Issued the new*Provisions on Criteria for Classifying Small and Medi-
um-sized Enterprises” on July 4, 2011. Therefore, the criteria for classify-
ing SMEs before 2011 are inconsistent with criteria after 2011.

The number of employees increases as number of SMEs increases. As
shown in Fig. 4, in 2001, there were 34.9 million employees in industrial
SME above state designated scale, and in 2007 it rose to 60.52 million.
The growth rate of employees is slightly lower than the growth rate of
SMEs, which suggests that the average employees of newly established
small and medium industrial enterprises may be slightly less than the orig-
inal SMEs.
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Number of SME employees in China
(Industrial SME above state designated scale)
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Fig. 4 Number of SME employees in China (Industnal SME zbove state designated scale)

The main business income and total profit also showed a trend of rapid
growth during these seven years. As can be seen from Fig. 5, in 2001,
main business income of industrial SME above state designated scale was
4,736 billion (RMB), and the total profit was only 176 billion (RMB). In
2007, main business income and total profit of these SMEs reached 25,462
billion (RMB) and 1,574 billion (RMB) respectively. The average growth
rate of total profit is much higher than the average growth rate of main
business income. It indicates that SMEs not only expanded the scale of
sales, but also improved the profit margin of products in these seven years.

Sales income and total profit of SMEs in China
(Industrial SME above state designated scale)

£0%0 8000 _
= S000 000 g
B -
E 10000 000 ;
E 2000 2000 i’
2 — B
g0 o E
s S > $ P & > & z
= FECI T O I Ry - PR gy -~
7 . E
E

e Sl motRe v Tl profit =

Fig. § Sales income and total profit of SMEs in China (Industnal SME zbove state designated scale)
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The export business of Chinese SMEs also developed rapidly during this
period. As shown in Figure 6, in 2001, the export delivery value of indus-
trial SME above state designated scale was only 1001 billion (RMB). It
increased to 4,303 billion (RMB) in 2007, which was almost four times
that of six years ago.

Export delivery value of SMEs in China
(Industrial SME above state designated scale)
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Fig 6 Export delivery value of SMEs in China (Industrial SME above state designated scale)

According to Jiang and Shi (2019), during 2001 to 2007, the dual chang-
es in policies and markets affected Chinese SMEs. The property rights
structure of SMEs had gradually been clarified. The financing channels of
SMEs had also been expanded: commercial banks had established SME
credit departments, local governments had established SME loan guaran-
tee funds, and SME boards had been established to provide equity financ-
ing for SMEs. The export trade volume of SMEs increased. Moreover,
many SMEs began to integrate into global industrial chain of multinational
companies. The globalization of Chinese SMEs began to develop rapidly.
2.3.2 Financial crisis period (2008-2010)

During 2008 to 2010, factors such as global financial crisis and inflation
caused serious consumption shortages (Jiang and Shi, 2019). Like all of
the countries in the world, Chinese SMEs, especially those in coastal ar-
eas, were greatly affected. As can be seen from Fig. 3, the growth rate of
SMEs became slow significantly from 2008 to 2010. It only rose from 423
thousand to 449 thousand.

As shown in Fig. 4, the number of employees suffered a brief fall after
financial crisis, reflecting the layoffs associated with economic downturn.
In 2010, the number of employees resumed an upward trend. However, the
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number of new employees was as small as the increment of new SMEs.
In this period, the number of SME employees only increased by 3 million.
The average growth rate was only about 2.7%

The increase of main business income and total profit also showed a trend
of slowing down and then accelerating. As can be seen from Fig. 5, the
growth rate of main business income in 2009 and 2010 were 11% and
27%. The growth rate of total profit also rose from 18% to 50%. This trend
suggested that the operating dilemma of SMEs had been relieved partly in
the next 2 years of financial crisis. Nevertheless, growth rates of income
and profit in 2010 were still much lower than the average growth rate be-
tween 2001 and 2007.

The impact of global financial crisis on export business was enormous. As
shown in Fig. 6, the export delivery value in 2009 not only did not main-
tain growth, but also reversed. It was 621 billion (RMB) less than in 2008.
The proportion of decrease was 13%. In 2010, the export delivery value
returned to 4,919 billion (RMB).

In general, during these three years, changes in global economic environ-
ment caused Chinese SMEs to suffer a certain impact. The overall devel-
opment rate of SMEs was slowed down, and there was also a large-scale
unemployment, especially for SMEs involved in export business. Although
this problem improved in 2010, according to the trend of data changes, the
impact of crisis would continue to following years.

2.3.3 Stable growth period (After 2011)

Since 2011, the national economic growth rate had declined. However, the
stability improved (Jiang and Shi, 2019). As can be seen from Fig. 3, the
number of SMEs increased from 316 thousand in 2011 to 370 thousand
in 2016. The annual growth was only about 3%. Although the growth of
SME:s in this period was slower than in previous period, the growth rate
was relatively stable. It was consistent with the trend of economic situation
in the country.

The activity of small and micro enterprises continuously improved, and it
became the driving force for employment. Employees of SMEs maintained
a growth trend from 2011 to 2014, rising from 59 million to approximately
64 million (Fig. 4). However, in the following two years, the number of
SMEs’ employees turn to decrease. From 2014 to 2016, employees were
reduced by around 2 million. The reason might be related to the adjustment
of employment structure caused by technological innovation.

The growth rates of SMEs’ main business income and total profit were also
slower than before. From 2011 to 2016, main business income of SMEs
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was increased by 23,906 billion (RMB), and total profit increased by 804
billion (RMB). As can be seen from Fig. 5, the increase in total profit
was weaker than main business income. It was probably because the main
business cost of SMEs increased over the past few years. The bargaining
power of SMEs was poor, resulting in narrowing of profit space.

The “Yearbook of China Small and Medium Enterprises” did not publish
information on export delivery values for 2015 and 2016. As shown in Fig.
6, the export business of SMEs also showed a slowdown in growth rate,
but it tended to be stable. From 2011 to 2014, the export delivery value
increased by about 970 billion (RMB).

Since 2011, innovation gradually became the key work of SME develop-
ment (Del Giudice et al., 2019). SMEs in information technology industry
were gradually emerging. New products and services were introduced at
low cost. During this period, characteristics of SMEs such as intelligent
and networking were relatively prominent. In addition, the trend of accel-
erating development of service industry was also reflected in SMEs, more
and more SMEs were developing into modern service industry (Zhang
and Xia, 2017). The globalization of Chinese SMEs was also gradually
increasing. Transactional e-commerce changed traditional forms of glob-
al trade and lowered the threshold and cost of SMEs’ international trade
(Jean and Kim, 2019).

3. Opportunities of Chinese SMEs’ development

3.1 Escalation of consumption structure brings new domestic market
Escalation of consumption structure is usually reflected in the improve-
ment of consumption levels, the improvement of consumption quality, and
the development of consumption structure from low to high level (Du,
2017). In the past 20 years, escalation of consumption structure became
one of the most significant characteristics of Chinese residents’ consump-
tion behavior. This new feature provides opportunities for the develop-
ment of SMEs in China (Zhang and Xia, 2017). On the one hand, with the
increase of income, consumers, especially urban residents, have shown
a rapid growth trend in the consumption of top grade products (Wei and
Yang, 2017). On the other hand, new consumer demands lead to consump-
tion hotspots which are different from the past. Consumers are beginning
to pursue a higher quality of life, and price is no longer the most important
factor affecting consumption. Products with new features such as smart,
environmentally friendly and healthy are more favored by consumers (Q.
Wang, 2016). This trend has brought new markets with great potential. The
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new market will provide a broader development space and profit margin
for SMEs. Due to the small size, SMEs are more flexible in operations and
have a stronger ability to perceive and adapt to market changes. Therefore,
SMEs are more likely to be a beneficiary of consumption structure esca-
lation.

While bringing new markets, escalation of consumption structure will also
promote the transformation and innovation of SMEs. The demand of prod-
ucts with new features has prompted SMEs to change their past operation,
and increase investment in research and personnel training, so that ulti-
mately promote technological innovation (Jin and Huang, 2017). Moreo-
ver, escalation of consumption structure will drive the growth of service
consumption and eventually achieve adjustment to the industrial structure
(Zhang and Xia, 2017). Under the interaction of consumption structure
escalation and industrial structure adjustment, SMEs have opportunities
to improve their living environment and development status in the future.

3.2 Cross-border e-commerce platform brings new overseas markets

With the development of information technology, network has had a major
impact on the national economy, corporate trade and personal life. The de-
velopment of cross-border payment and logistics industries has established
a good foundation for the rise of transactional e-commerce platforms (Liu,
2017). China’s cross-border e-commerce transaction volume in 2015 was
5,400 billion (RMB), with a growth rate of 28.57% (Zhu and Zhu, 2016).
It can be defined that cross-border e-commerce has become a new growth
point of Chinese economy. For SMEs with export business, their size has
greatly limited their competitiveness in the international market. However,
in recent years, the e-commerce network platform has greatly eased the
negative effect of size on enterprise’s development, making it possible for
lots of SMEs to enter the international market (Zhu and Zhu, 2016).

Internet has gradually become a convenient market medium. The trans-
actional e-commerce platform has helped companies open their markets
through expanding the range of consumers’ searching (Jean and Kim,
2019). The cost of internationalization of SMEs has also decreased with
the development of industries such as IT and logistics. Large enterprises
with transactional e-commerce business, such as Alibaba, can effectively
help SMEs participate in international trade. These cross-border e-com-
merce platforms can effectively reduce the cost of information and credit
caused by information asymmetry between the supply and demand sides.
Due to the cooperation between logistics companies and platforms, logis-
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tics costs of SMEs have also been reduced. Cross-border e-commerce
platforms also help companies understand competitors’ information, im-
prove sales strategies and set price (Jean and Kim, 2019). In addition, the
cross-border e-commerce platform accelerates the internationalization of
SMEs, which will not only bring more intellectual and financial resources
to SMEs (Li et al., 2018), but also benefit SMEs’ innovation (Genc, Dayan
and Genc, 2019).

4. Challenges of Chinese SMEs’ development

4.1 Financing constraints

The financing of SMEs has always been discussed by scholars all over
the world (Kent Baker, Kumar and Rao, 2017; Quartey et al., 2017). In
China, financing constraints have also caused difficulties in operation of
SMEs (Li, Karim and Munir, 2016). According to a survey of World Bank,
only 56.82% of Chinese SMEs’ financing needs were met in 2018, and the
funding gap was about 1,900 billion dollars(Huang, 2018) Financing diffi-
culties severely constrain the development of SMEs (Lee, 2014).

Like large enterprises, SMEs mainly have two financing channels: equity
financing and debt financing. In China, debt financing has a larger share.
Feng and Liu (2018) estimated the proportion of debt financing in China,
and the results was shown in Fig. 7. It is easy to see that the proportion of
debt financing is higher than 65% during 2011 to 2017, which means that
the scale of debt financing is larger than equity financing. However, the
proportion of debt financing has been declining year by year.

Proportion of debt financing
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Fig.7 Proportion of debt financing in China

The bank loan balance of small and micro enterprises in recent years can
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be found in Fig. 8. The balance of Chinese small and micro enterprises’
bank loans was 24,300 billion in 2017, and the growth rate was about
16.6%. The growth of bank loans shown in this figure is relatively stable,
which means that bank loans for small and micro enterprises are almost
impossible to significantly improve the funding gap proposed by World
Bank in a short period of time.

Bank loan balance of small and micro enterprises
in China
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With the increase of competitive pressure and risk awareness, Chinese
commercial banks are paying more attention to risk management. This
trend has exacerbated the exclusion of large state-owned commercial
banks from SMEs (Zhou and Wang, 2015). Financial services resources
are more inclined to large enterprises and state-owned enterprises. In the
process of applying for loans, SMEs often fail to meet the requirements
of banks because of their small size and lack of collateral (Xia and Xia,
2016; Erdogan, 2018). Moreover, even if SMEs successfully obtain bank
loans, compared with large state-owned enterprises, SMEs still have to pay
higher interest rates (generally rise 30% to 70% on the benchmark interest
rate), which greatly increasing SMEs’ financing burden (Y. Wang, 2016;
Wu, 2019).

Combined with the observations of Fig. 7 and Fig. 8, it can be found that
although banks are expanding loans to small and micro enterprises every
year, the proportion of debt financing to total financing is decreasing year
by year. This means that the growth rate of total financing is much higher
than the growth rate of debt financing. In other words, equity financing be-
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gin to provide more funds to SMEs (Li, Meng and Wei, 2015). Science and
technology innovation board, which is the newest direct financing market
of China, opened in July 2019. It may solve some financing difficulties of
technology-based SMEs. However, only a small number of SMEs in Chi-
na can meet the listing requirements, and most of SMEs still rely on debt
financing such as bank loans (Li, Geng and Li, 2015). In addition, there are
a lot of approval procedures in the process of applying for listing, which
will lead to longer financing time. Therefore, some urgent funding needs
of SMEs cannot be satisfied rapidly.

4.2 Cost of SMEs increases, profit space become smaller

Most of SMEs in China belong to labor-intensive or resource-intensive
industry, which means that SMEs are generally small in size and weak in
ability to develop core competencies (Li, Yang and Pan, 2016). For a long
time, SMEs depend on price advantage to compete with other entities in
the market. However, in recent years, the operating costs of SMEs have
continued to rise. As shown in Fig. 9, the main business cost of SMEs in
2011 accounted for about 85% of the main business income. After continu-
ous increase, this proportion in 2017 is close to 86.4%. Increased cost will
cause the limited profit space to be squeezed again.
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Fig. 9 The proportion of main business costs to main business income of SMEs in China (Industrial
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The pressure of the shrinking profits on SME:s is also reflected in the loss
status (see Fig. 10). In 2011, 9.7% of the Chinese SMEs suffered losses. In
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20135, this ratio rose to 18.8%, which meant that nearly one-fifth of SMEs
did not make a profit in 2015. This proportion declined in 2016, but the
total deficit value of SMEs did not improve significantly.

Deficit value and deficit scale of SMEs in China
(Industrial SME above state designated scale)

2000%
v
e 15.00%
-

— D00
I 100%
0 s 0%

0m a2 018 014 2018 010

Yeu

w—Defict sale = Defick valae

Deficit scalle

Defics vadoe' Billsoas RMB

Fig. 10 Deficit value and deficat scale of SMEs in China (Industnal SME sbove state designated scale)

Through existing literature, the possible reasons for rising costs are as
follows. Firstly, due to the decline in total supply of labor (caused by in-
creased population aging), increased awareness of employee rights protec-
tion, and the newly issued policies which focus on improvement of em-
ployees’ wages, insurance, and work environment, the labor costs of SMEs
continue to rise (Cheng and Tang, 2016). Secondly, due to factors such as
domestic energy shortages and rising international energy prices, the pur-
chase price of raw materials in some industries has increased. In addition,
China levies environmental protection tax from 2018. Due to the lack of
environmentally friendly technologies, many SMEs may face high taxes,
which may worsen the profit margin of SMEs.

Compare with large enterprises, SMEs have a poor bargaining power,
so the rising costs will directly reduce the profits of SMEs. Moreover, if
sales price is increased, many SMEs will lose their main competitiveness.
Therefore, abandoning the high-cost, low-price business strategy and turn-
ing to develop core competitiveness may become the path for most SMEs
to improve this dilemma (Li, Yang and Pan, 2016).

4.3 Innovation difficulties

For SMEs, technological backwardness is a major bottleneck in the devel-
opment. Lack of innovation not only negatively affects domestic sales, but
also negatively affects export business (Suh and Kim, 2014; Genc, Dayan
and Genc, 2019; Hsieh et al., 2019). In other words, innovation is an im-
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portant element of SMEs’ competitive advantage (Child et al., 2017). In
order to achieve higher productivity, differentiated products and continu-
ous development, R&D investment is inevitable (Del Giudice et al., 2019).
Statistics show that, China invested 1760.61 billion (RMB) as R&D funds
in 2017, which is increase by 12.3% over the previous year. However,
the ratio of R&D funds to GDP is 2.13%, which is much lower than that
of developed countries (NBS, 2018). Large manufacturing companies are
most active in innovation, yet insufficient investment in R&D has resulted
in lower innovation activity of SMEs (Love and Roper, 2015).

Lack of resources is an objective reality for SMEs (Genc, Dayan and
Genc, 2019). On the one hand, SMEs are difficult to obtain bank loans due
to reasons such as small size, lack of collateral, and unfair domestic insti-
tutional settings (Deng and Zhang, 2018). On the other hand, because of
the confidentiality of innovative project, it is difficult for external investor
to make a accurate assessment of its strength and weakness. Therefore, the
innovation of Chinese SMEs has long been limited by the constraints of
funds (Li et al., 2018).

Li, Yang and Pan, (2016) pointed out that because innovation activities
may bring operational risks, major shareholders may hinder enterprises
from conducting R&D activities. When companies face fierce market
competition, innovation activities are more likely to fail because of attacks
by competitors. Therefore, the aversion of SMEs’ shareholders to risk will
be more obvious when competition is intense. Due to the lack of informa-
tion providing institutions, it is difficult for SMEs to obtain information
such as changes in consumer demand and competitor actions (Yadollahi
Farsi and Toghraee, 2014), so the rate of failure in R&D will be higher. In
addition, R&D activities require investment of workforce, especially those
who specialize in a certain field (Brush, Ceru and Blackburn, 2009). How-
ever, due to issues such as salary and development prospects, SMEs are
less attractive than large companies. It will also exacerbate the difficulties
of SMEs’ innovation and development (Lee, 2014).

5. Conclusion

Chinese SMEs have experienced rapid development, financial crisis and
steady growth in the past two decades, and have grown into the driving
force of Chinese economy now. The policies have played an important role
in the initial stage of Chinese SMEs’ development. However, based on the
experience of other countries, the key factors guiding the development
of SMEs will eventually change from policies to market (Veronica et al.,



The development of SMEs in China: opportunities and challenges 2915

2019). Nowadays, the escalation of consumption structure has provided a
new domestic market for SMEs; moreover, globalization and development
of e-commerce have offered a new oversea market to SMEs. Economic
development and technological advancement have provided unprecedent-
ed opportunities for Chinese SMEs. However, financing constraints, tight
profit margins, and difficulties in innovation have become the most promi-
nent problems that hinder the development of SMEs. In order to ensure the
sustainable development of SMEs, solving these challenges will become a
common task for SMEs and Chinese government.

References

Brush, C. G., Ceru, D. J. and Blackburn, R. (2009), “Pathways to entre-
preneurial growth: The influence of management, marketing, and money”,
Business Horizons, Vol. 52 No. 5, pp. 481-491.

Cheng, H. and Tang, T. (2016), “The impact of labor costs rising on the
enterprises innovation of different sizes Empirical evidence from
CEES”, Science & Technology Progress and Policy, Vol. 33 No. 23, pp.
70-75.

Child, J. et al. (2017), “SME international business models: The role of
context and experience”, Journal of World Business, Vol. 52 No. 5, pp.
664-679.

Deng, P. and Zhang, S. (2018), “Institutional quality and internationaliza-
tion of emerging market firms: Focusing on Chinese SMEs”, Journal of
Business Research, Vol. 92, pp. 279-2809.

Du, D. (2017), “A research on the dynamic mechanism of Internet boosts
consumption upgrade”, Economist, No. 23, pp. 48-54.

Eniola, A. A. and Entebang, H. (2015), “SME Firm Performance-Financial
Innovation and Challenges”, Procedia - Social and Behavioral Sciences,
Vol. 195, pp. 334-342.

Erdogan, A. 1. (2018), “Factors Affecting SME Access to Bank Financing:
An Interview Study with Turkish Bankers”, Small Enterprise Research,
Vol. 25 No. 1, pp. 23-35.

Feng, Y. and Liu, Y. (2018), “A study on financial support for small and
medium(Tsized enterprise development”, Journal of Shandong University
of Finance and Economics, Vol. 30 No. 6, pp. 23-29.

Geng, E., Dayan, M. and Genc, O. F. (2019), “The impact of SME inter-
nationalization on innovation: The mediating role of market and entre-
preneurial orientation”, Industrial Marketing Management, doi: 10.1016/].




Murong Luo, et. al.
2916 Opcion, Afio 35, N° Especial 20 (2019): 2899-2921

indmarman.2019.01.008.

Del Giudice, M. et al. (2019), “Shifting Wealth II in Chinese economy.
The effect of the horizontal technology spillover for SMEs for internation-
al growth”, Technological Forecasting and Social Change. Vol. 145, pp.
307-316.

Hsieh, L. et al. (2019), “A multidimensional perspective of SME interna-
tionalization speed: The influence of entrepreneurial characteristics”, In-
ternational Business Review. Vol. 28 No. 2, pp. 268-283.

Huang, Z. (2018), How big is the financing gap for small and micro enter-
prises?, China Association of Small and Medium Enterprises. Available at:
http://www.ca-sme.org/content/Content/index/id/14984.

Jean, R.-J. “Bryan” and Kim, D. (2019), “Internet and SMEs’ internation-
alization: The role of platform and website”, Journal of International Man-
agement, doi: 10.1016/j.intman.2019.100690.

Jiang, H. and Shi, Y. (2019), “The development of small and medium-sized
enterprises in China from the perspective of path evolution”, Economic
Forum, No. 6, pp. 87-95.

Jin, X. and Huang, R. (2017), “Research on the interaction mechanism
between technological progress and consumption demand Analysis
of factor configuration based on the perspective of supply-side reform”,
Economist, No. 2, pp. 50-57.

Kent Baker, H., Kumar, S. and Rao, P. (2017), “Financing Preferences
and Practices of Indian SMEs”, Global Finance Journal, doi: 10.1016/j.
¢17.2017.10.003.

Lee, N. (2014), “What holds back high-growth firms? Evidence from UK
SMEs”, Small Business Economics, Vol. 43 No. 1, pp. 183—-195.

Li, J., Geng, J. and Li, B. (2015), “An Empirical Analysis on the Influence
Factors of Unlisted Technology-based SMEs’ Capital Structure Based on
Dynamic Panel Data Model”, Modern Finance and Economics-Journal of
Tianjin University of Finance and Economics, No. 10, pp. 23-32.

Li, J., Yang, B. and Pan, Z. (2016), “Equity concentration ratio of SMEs,
product market competition and the persistence of firm innovation”, Fo-
rum on Science and Technology in China, No. 5, pp. 59—-64.

Li, L. et al. (2018), “What and how do SMEs gain by going international?
A longitudinal investigation of financial and intellectual resource growth”,
Journal of World Business, Vol. 53 No. 6, pp. 817-834.

Li, T., Karim, R. and Munir, Q. (2016), “The determinants of leasing de-
cisions: an empirical analysis from Chinese listed SMEs”, Managerial Fi-
nance, Vol. 42 No. 8, pp. 763-780.




The development of SMEs in China: opportunities and challenges 2917

Li, Y., Meng, X. and Wei, X. (2015), “China’s new third board market:
Opportunities and challenges”, Procedia Computer Science. Vol. 55, pp.
1050-1059.

Liu, Y. (2017), “The new consideration of China’s cross-border e-com-
merce development”, China Business and Market, Vol. 31 No. 7, pp. 39—
45.

Love, J. H. and Roper, S. (2015), “SME innovation, exporting and growth:
A review of existing evidence”, International Small Business Journal: Re-
searching Entrepreneurship, Vol. 33 No. 1, pp. 28-48.

Mamman, A. et al. (2019), “SME policy formulation and implementation
in Africa: Unpacking assumptions as opportunity for research direction”,
Journal of Business Research. Vol. 97, pp. 304-315.

NBS (2018), “National statistical report on investment of science and tech-
nology funds in 20177, National Bureau of Statistics of China. Available
at: http://www.stats.gov.cn/tjsj/zxfb/201810/t20181009 _1626716.html.
Pandya, S. S. (2016), “Political Economy of Foreign Direct Investment:
Globalized Production in the Twenty-First Century”, Annual Review of
Political Science, Vol. 19 No. 1, pp. 455-475.

Qian, G., Liu, B. and Wang, Q. (2018), “Government subsidies, state own-
ership, regulatory infrastructure, and the import of strategic resources: Ev-
idence from China”, Multinational Business Review, Vol. 26 No. 4, pp.
319-336.

Quartey, P. et al. (2017), “Financing the Growth of SMEs in Africa: What
Are the Contraints to SME Financing within ECOWAS?”, Review of De-
velopment Finance, Vol. 7 No. 1, pp. 18-28.

Suh, Y. and Kim, M. S. (2014), “Internationally leading SMEs vs. interna-
tionalized SMEs: Evidence of success factors from South Korea”, Interna-
tional Business Review, Vol. 23 No. 1, pp. 115-129.

Veronica, S. et al. (2019), “International social SMEs in emerging coun-
tries: Do governments support their international growth?”, Journal of
World Business, doi: 10.1016/j.jwb.2019.05.002.

Wang, Q. (2016), “Research on the effect and mechanism of ‘Internet +’
in promoting consumption upgrading in China”, Collected Essays on Fi-
nance and Economics, No. 12, pp. 94-102.

Wang, Y. (2016), “What are the Biggest Obstacles to Growth of SMEs in
Developing Countries? — An Empirical Evidence from an Enterprise Sur-
vey”, Borsa Istanbul Review, Vol. 16 No. 3, pp. 167-176.

Wei, Y. and Yang, M. (2017), “Income structure, social security and con-
sumption upgrading of urban residents”, East China Economic Manage-



Murong Luo, et. al.
2918 Opcion, Afio 35, N° Especial 20 (2019): 2899-2921

ment, Vol. 31 No. 3, pp. 90-99.

Wu, L. (2019), “Venture Capital, Certification Effect and Bank Loans
of Small and Medium-Sized Enterprises: Evidence from Chinese NEEQ
Companies”, Business Management Journal, No. 2, pp. 172—190.

Xia, S. and Xia, H. (2016), “Game Research on the Financing Problem in
Small and Medium-Sized Private Enterprises in China under the Condition
of Information Asymmetry”, Journal of Huanghe S&T University, Vol. 18
No. 4, pp. 65-69.

Yadollahi Farsi, J. and Toghraee, M. (2014), “Identification the main chal-
lenges of small and medium sized enterprises in exploiting of innovative
opportunities (Case study: Iran SMEs)”, Journal of Global Entrepreneur-
ship Research, Vol. 2 No. 1, p. 1-15.

Yan, Z. J. et al. (2018), “An institutional work view toward the interna-
tionalization of emerging market firms”, Journal of World Business, Vol.
53 No. 5, pp. 682—694.

Zhang, Y. and Xia, J. (2017), “Service consumption leading the upgrading
of consumption structure: International experience and China’s choice”,
Journal of Beijing Technology and Business University(Social Sciences),
Vol. 32 No. 6, pp. 104-112.

Zhou, Z. and Wang, S. (2015), “Informal Finance Support for SME Fi-
nancing Based on Perspective of Asymmetric Information”, Journal of
Shenyang University(Social Science), Vol. 17 No. 1, pp. 32-43.

Zhu, Q. and Zhu, H. (2016), “The SWOT analysis of the development of
cross-border e-commerce in Chongqing under the background of Internet
plus Taking Chongqing as an example”, Journal of Sichuan Uni-
versity of Science & Engineering(Social Sciences Edition), Vol. 31 No. 5,
pp. 73-82.




The development of SMEs in China: opportunities and challenges

Appendix

2919

Table A: Provisions on Criteria for Classifying Small and Medium-sized Enterprises (After 2011)

Industry Index Unit Medium Small Micro
Agriculture
Forest
oresiny Operating | Million
ncomel) |yuan | 55Y2% 05s¥<s | v<0s
Animal husbandry w
Fishery
"
:’:" oyees 300<X<1000 |20€x<300 | x<20
Industry Overat o
crating | MEIHON | apeveaoo [ 3sv<20 v
income(Y) | yuan
— -
Operating | Million <800 35Y<60 va
income(Y) |yuan
Construction Total asset| Wil
otal assetl MUHON 1 soczem00 | 352<s0 za3
siZ) yuan
1)
:;"’ oyees 209X<200 | 55%<20 X<
Wholesale —
- =
Operating | Million | o, ves00  [10eves0 | veo
income(Y] | yuan
1)
;‘;"’ oyees 50EX<300 | 10sX<50 | x<10
Retail —
Operating | Million | .. 200 15Y<5 vl
income(Y) | yuan
"
:":" oyees 300sX<1000 | 20ex<300 | x<20
Trarsportation — il
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"
;:" oyees 100sX<200 | 20x<100 | X<20
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Postal v il
Operating | Million | 0 vesoo | 1sve20 v
income(Y) | yuan
"
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Operating

Million
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income(Y) |yuan
!
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