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Report Highlights 
 
This report on ñEstablishing Best Practices on Human Capital Development to Enhance 
Productivity, Quality, Competitiveness and Innovation among SMEs is a compilation of 
experiences on human resource practices from four APEC member economies namely, 
Korea, Malaysia, The Philippines and Chinese Taipei. 
 
1.0 Objectives of the report 
 

¶ Developing a framework to improve productivity, quality, competiveness and 
innovation among the industries especially the small and medium enterprise 
(SMEs) 

¶ Identify best practices on human capital development to improve innovation 
capabilities of SMEs.  

¶ Developing and promptly the use of appropriate systems and standards to boost 
productivity among SMEs.  
 

2.0 Overview of the report 
 
This report comprises two main parts, the first part will examine concepts and proposed 
framework on some of the best practices on human resource and talent management 
being adopted by the industries. The second part is a compilation of best practices on 
human capital development observed by each economy and supported by case studies 
to showcase how some of these practices are being adopted by the selected SMEs in the 
economies concerned.   
 
The traditional approach to human capital development focuses on apprenticeship on a 
mentor-mentee relationship without any structured training. The advantage of this 
approach is its cost effectiveness and learning is through experiences and hands-on 
sessions. The down side of this system is that there is normally no succession planning 
and issues pertaining to attraction and retention of skills arises. Among the challenges 
are aging labour force, low female participation rate as well as the reluctance of the young 
labour force to be employed in these organisations which are deemed to be 3D (dirty, 
dusty, dangerous).   
 
However, with globalisation together with the financial crisis experienced world-wide in 
the late 1990ôs, the scenario has changed. The focus is now towards investing in human 
capital to nurture and retain a pool of highly skilled talent-based workforce, who are able 
to rapidly adapt and respond creatively to economic changes. This is especially so, with 
the advent of both X and Y generations joining the labour market. Their core values and 
beliefs include self-reliance, ability to multitask, are goal and achievement oriented, 
entrepreneurial, tenacity, and are users of gadgets and technology.  This young labour 
force is willing to take risks, appreciates speed, thrives through networking and believes 
in collaborating and cooperating.  
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HRM practices is claimed to establish the tone and conditions of employer-employee 
relationship. In turn, this relationship can encourage or discourage employees to become 
more innovative and productive. Most studies on HRM practices suggest that high 
commitment practices by their very nature enhance employee commitment. 
 
At the organisational level, it can be concluded that while HRM practices varies from 
organisations to organisations and there is no one system that best meets the needs of 
all organisations. It is vital for organisations regardless of size to implement some level 
and extent of HRM practices. HRM practices comprise a system that attracts, develops, 
motivates and retains employees to ensure the implementation and the survival of the 
organisation and its members.  
 
Human capital development should not only be within the organisation, but must also 
align towards market orientation. The change in trend on consumers behavior such as 
offline purchasing in the retail sector has set a pace for human capital development to be 
aligned with latest technologies that will provide speed, convenience, timeliness and cost 
savings.  
 
3.0 Human Capital Development Frameworks 
 
Among the human capital development frameworks identified in the reports from the four 
economies include:- 
 
3.1 A National Integrated Human Capital and Talent Development framework 

which emphasises on life-long learning from early childhood, preschool, basic 
education, tertiary education to professional working life and retiree/second 
career. 

 
3.2 A framework on Human Capital Development Pillars: core values and pillars. 

Core values drive the success of organisations and set them apart from 
competitors, while the pillars such as care for people, career growth, fair and 
reasonable practices, competitive remuneration packages, flexible working 
environment, two-way communication and emphasis on growing people will 
drive employees towards achieving higher productivity. 

 
3.3 A model Linking High Performance Work System (HPWS) with Firmôs 

Performance was developed to evaluate the co-relationship between firm 
performance which is the principal dependent and four broad human resource 
sub-systems of human resource flow, rewards systems, employee influence, 
and work structure. Firm performance and HPWS strategy are the principal 
dependent variables in the model. It was found that there exists a positive and 
strong correlation.  

 
3.4 Components of Talent Management Framework generally include 

components of another talent management framework include company vision, 
mission and core values; business plan to achieve medium long-term goals; 
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workforce plan to help meet the business plan; talent acquisition for key 
positions both internally and externally; retention strategies, exist plan and 
organisational health. The talent management is the combination of human 
resource activities that involve selecting the right people, developing their 
potential, driving their enthusiasm, building their commitments and also 
providing support during transition periods.   

 
3.5 The Human Resource Index (HRI) measures and monitors the competency of 

the workforce and leadership capabilities and its impact on organisational 
performance. The HRI comprises HR system index and the human capital index.  
They are further divided into four categories namely recruiting excellence index, 
HRD index, performance and compensation index and HR competence index. 
On the other hand, the human capital index is classified into two catergories 
namely human capital index and leadership corporate culture index.  

 
3.6 Work-Life Balance Framework is about reconciling work and family life has 

been an issue of growing importance over the past decade. Employees are now 
not solely looking to get more income but also for better quality of life through 
work-life balance. Work-life balance is about employees having a measure of 
control over when, where and how they work while at the same time, helping 
company to gain a competitive edge in an ever-changing environment. Work-
life balance ranks as one of the most important workplace attributes, second 
only to compensation, and workers who feel they have a better work-life balance 
tend to work 21% harder than employees who feel over-worked. 

 
4.0 Experience from Korea 

Human resource management practices in Korea are similar to those adopted by Western 
firms. Korean firms restructure themselves to reduce labour cost by employing flexible 
utilisation of human resources. Some of the initiatives which the government can offer to 
expand the human resource development programme (HRD) for SMEs including 
developing e-blended learning that can be offered by all training institutions for the 
development of SMEs. Many studies on human resource management have shown 
positive correlation between productivity; recruitment; education and training; 
compensation and organisation. Hence, an Index to asses firms HRM performance 
comprehensively had been developed.  

The Human Resource Index (HRI) consist of HR system index and workforce competency 
index. The HR system index comprises recruitment excellence index (REI); human 
resource development index (HRDI); performance and compensation index (PCI) and 
human resource competence index (HRCI). Whereas, the workforce competence index 
(WCI) consist of human capital index (HCI); and leadership and corporate culture index 
(LCI). There was a wide gap in HRI between SMEs and the larger firms. Among the 
economic sectors, the financial sector accounted for the highest HRI score. A one score 
improvement in HRI can lead to significant sales increase.  
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Field oriented HRD management programme should be emphasised by activating 
structural on-the-job training (S-OJT) to boost the productivity of SMEs directly. Current 
challenges of the SMEs are their reluctance to invest in HRD programme worrying about 
losing valuable human resource after investing in them. This occurs as employees who 
have been up-skilled will have better job mobility thus leading to higher turnover for the 
organisation. There is also an issue of the inability of SMEs to match wage rates offered 
by larger firms. Under this situation, SMEs have to settle with lower level of human 
resource and limited qualified technical workers. 
 
5.0 Experience from Malaysia 

Malaysia has a holistic and structured approach to SME development at the highest level. 
The National SME Development Council (NSDC) brings together related ministries 
implementing SMEs programmed to decide on the direction for SME development for the 
economy. One of the key initiatives of the NSDC is the SME Masterplan (2012-2020) 
aligning the goals of SME development with the aspiration to become a high income 
nation. The Masterplan sets the stage for a comprehensive approach to provide a 
supportive and conducive eco-system to enhance the overall contribution of SMEs to the 
economy. One of the factors identified in the Masterplan is human capital development 
that will influence the performance of SME.  

A continuous learning model emphasising on life-long learning is being implemented. This 
approach will nurture and develop Malaysians across their entire life cycle, from early 
childhood education, basic education, tertiary education and all the way to their adult 
working lives. One of the most important feature of Malaysiaôs human capital development 
is the establishment of the Human Resources Development fund (HRDF) with the aim of 
developing Quality Human Capital and World class Workforce to achieve a high income 
economy based on knowledge and innovation. SMEs registered under the HRDF can 
also utilise their levy to attend human resource related programmes offered under the 
SME Training and Partnership (SMETAP) scheme. 

Some of the initiatives which can be carried out by SMEs include emulating some of the 
best human resource practice adopted by award winning companies such as using a 
holistic approach incorporating the eight pillars of human resource development 
encompassing care for people, career growth, fair and reasonable practices, competitive 
remuneration packages, flexible working environment, two-way communication and 
emphasis on growing people.  

Among the challenges faced by SMEs are that they are more concerned about their 
survival rather than giving emphasis to training and skills development of their employees. 
The fear of losing employees once they have acquired the necessary knowledge and 
skills leading to high labour turnover is another area of concern. It is also observed that 
many SMEs are not aware of the many HRD programmes and incentives offered by the 
government.  
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6.0 Experience from The Philippines 

In The Philippines, one of the main focus is the National Competitiveness Councilôs 
education and human resource development working group. This group aims to develop 
Filipinos into being globally competent by integrating the industry and education sector 
where matching of skills and knowledge are aligned towards establishing capacity to 
provide products and services that will cater to both domestic and international markets. 
One of the skills development programmes being implemented is the technical-vocational 
education and training system. It is one of the key measures to equipped workers with 
employable and productive skills needed in the industry and economy. It is designed as 
competency-based, accessible, and flexible to be responsive to industries requirements.  

Programmes undertaken to help the SMEs include the implementation of the long-term 
Micro, Small and Medium Enterprise Development (MSMED) Plan 2011-2016 which 
focuses on four areas of helping the SMEs. The four areas are creating an enabling 
business environment; providing access to finance; providing access to both domestic 
and international markets; and enhancing the productivity and efficiency of the SMEs.  

The talent management framework provides a guide for SMEs to emulate. This 
framework includes defining the companyôs vision, mission and core values before 
developing the business plan. The business plan is supported by a workforce plan 
comprising both talent acquisition and talent placement. However some form of retention 
strategies such as having competitive compensation programme should be given focus 
to retain the talent pool. Having good organisational health is vital as it serves as a 
barometer to gauge employees moral and satisfaction.  
 
The main challenge faced by SMEs is the lack of structured training programmes for their 
employees. In many instances, employees were hesitant to attend learning sessions for 
fear that their productive time which equates to earnings (piece-rated) will be affected. It 
is also difficult to measure an enterpriseôs success in implementing human capital 
development initiatives. There is a need to innovate human resource programmes to fit 
the new generation of the workforce through reassessing the needs of these employees. 
 
7.0 Experience from Chinese Taipei  
 
In Chinese Taipei, success in human resource is a measure of how efficient firms utilise 
High Performance Work System (HPWS). HPWS is characterised by four sub-systems 
such as HR flow; reward systems; employee influence; and work structure which will have 
a positive impact towards firm performance. To ensure a continuous flow of highly skilled 
employees, a Framework on People Plan was developed. The framework includes four 
steps, a five year people plan; followed by building the talent pool; implementing the 
process and finally ensuring the system is in place.  

Talent management and succession planning are also a critical in human resource 
management. It includes identifying critical jobs; developing talent pool; conducting 
performance and competence assessment; setting-up an integrated development plan 
for individuals in order to have a comprehensive succession plan. To be more competitive 
in the compensation package, a Total Returns for Work Compensation plan has been 



11 

 

proposed and should be implemented. Total returns are a summation of relational returns 
plus total compensation. Relational returns are concerned with developing hygiene 
factors to attract and retain employees. Total compensation looks at the monetary and 
benefits-in-kind that attract employees to continue their employment.  

The government is encouraging companies to move to a performance-based system 
which will be a win-win situation for all. However many employees are skeptical of this 
system as they are afraid that the performance level set are not realistic. They also fear 
that, this system is not to motivate employees but to cut down the labour cost. They are 
also worried about the transparency of the appraisal process. These are some of the 
challenges and problems faced in many SMEs as reflected in the case quoted.  

 

8.0 Recommended Human Resource Development Initiatives 

The four economy reports provide insights into initiatives on human resource 
management with particular emphasises on human resource development at the national, 
SMEs, and organisational levels. Frameworks, best practices, issues and challenges are 
highlighted. To address the various challenges faced by SMEs, the following needs to be 
initiated: 

8.1 Creating awareness among SMEs towards HRD programmes  
At the national level, many human resource development programmes have been 
organised by various governments to help SMEs to achieve a higher level of competency. 
While these HRD programmes are made available to SMEs, many of them are still not 
aware of such facilities and the take-up rate is not encouraging.  It is therefore imperative 
that more awareness campaigns be carried out to ensure that SMEs leverage on these 
programmes, incentives, grants, and funds offered by their respective government.  
 
8.2 Mentor-Mentee partnership programmes  
The mentor-mentee partnership programme between SMEs and large organisations as 
practiced in Malaysia under the SME Training Partnership Programme (SMETAP) should 
be emulated by other economies. Under this programme, HR practices in large 
organisations serves as benchmarks for SMEs. SMEs will be able to adapt and adopt 
some of these best practices implemented by established firms.  
 
8.3 Talent management among SMEs 
A platform for the development of leadership and functional capabilities cutting across all 
levels, business and individual exists to realise its strategy of building a pipeline of leaders 
with capabilities is a common practice among large organisations. Similarly, SMEs should 
adopt some measure of talent management to ensure a continuous flow of skills and 
talents. An important feature in talent management is the design of a work plan which 
includes talent acquisition and talent placement. There is also a need to develop a 
competence-based curriculum to develop talent.  
8.4 Assessing the effectiveness of HRD on firm level performance 
The reluctance of SMEs particularly the smaller ones to invest in HRD could be attributed 
to the lack of quantifiable results for their HRD efforts. A simplified measurement system 
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to assess the impact of human resource development such as the Human Resource 
Index developed in Korea could be implemented by SMEs as it is found that, HRI and 
total sales are positively correlated.  
 
8.5 Online learning at the workplace  
In this era of ICT and technology, human capital efforts can be made available easily at 
the workplace through online and e-learning programmes. SMEs who cannot afford to 
spare their manpower for external training can opt for training to be done at the workplace 
at their convenience. SMEs should embark on time and cost effective e-learning 
programmes to continuously enhance the skills and knowledge of their employees. As an 
added initiative to encourage employees to participate in these programmes, a skills-
based reward system could be implemented.  
 
8.6 Human capital development plan at the organisation level 
SMEs should be encouraged to carry out training needs analysis to gauge knowledge 
and skills gaps. A human capital development plan which includes key elements of on-
the-job-training, job rotation, multi-skilling and team building to enhance knowledge and 
capabilities of their employees should be emplaced. It is also vital for SMEs to match the 
values of the young generation to their training needs and aspirations so as to ensure 
greater retention rate. Work/life balance initiatives are becoming an important feature at 
the workplace and should be taken into consideration in developing HR plans.  
 

9.0  Conclusion 

Many studies in HRM analyses the relationship between human resource practices and 
firmôs performance. The biggest impact of the HR strategy on financial performance will 
not be direct and immediate. Improvements will more likely occur incrementally, indirectly 
and over time, realised through the investment effects on intermediate outcomes like 
productivity, quality and customer satisfaction. HR professionals should continue to 
integrate its people policies and practices in support of the corporate strategy. The sharing 
of human resource practices and systems by award winning companies will go a long 
way in guiding SMEs towards developing and implementing better human resources 
processes. 
 
At the organisational level, it can be concluded that while HRD practices varies from 
organisations to organisations and there is no one system that best meets the needs of 
all organisations. It is vital for organisations regardless of size to implement some level 
and extent of HRD. It would comprise a system that attracts, develops, motivates and 
retains employees to ensure the survival of the organisation and its members. HRD 
practices establish the tone and conditions of employer-employee relationship. In turn, 
this relationship can encourage or discourage employees to become more innovative and 
productive.  
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1.0 Introduction 

The Korean government was able to hasten the catch-up process by directing limited 
resources into a small number of strategically selected industries and absorbing 
advanced technologies from developed economies. During the process, the government 
supported large firms to overcome lacking resources of the economy, and small and 
medium enterprises (SMEs) were mostly left out from development and impede the 
economy. Currently, the government focuses on SMEs to correct huge imbalance 
between SMEs and large firms because SMEs play a critical role in resolving high 
unemployment, income disparity, and overall instability of the economy, which are main 
concerns in Korea.  
 
The Korean economy faces serious challenges from rising imbalances between export 
sector and domestic sector, manufacturing sector and service sector, and large firms and 
SMEs, along with income disparity. Increasing gap in productivity between SMEs and 
large firms becomes a central issue of the economy because it is one of main causes for 
all other imbalances. Specifically, SMEs comprise 99% of all businesses and employ 73% 
of the workforce but only able to generate around 43.5% of output and 19% of exports in 
Korea. SMEs are earning much lesser profits than large firms, causing insufficient 
investments in SMEs relative to large firms. This leads to lower productivity and wage 
rate for SMEs in comparison to large firms, and SMEs face difficulty in recruiting 
competent employees to compete in the market which further deteriorates the profits and 
productivity of SMEs. 
 
SMEs have to develop their full potential to enable the Korean economy to shift into a 
knowledge-based economy like other developed economies, which have competitive 
knowledge intensive industries and information-based services sector. To achieve this, 
SMEs must be able to adopt and adapt new systems to enhance their competitive edge 
by identifying best practices in human capital development, because human resource 
development (HRD) provides a knowledge pool for the firms which is becoming critical in 
a knowledge based economy.  
 
However, SMEs face dilemma in HRD, which require more and better human resources 
to compete in the market and they do not have enough resources to employ them. 
Developing human capital is necessity for SMEs to grow and obtain technological edge 
to overcome disadvantage in size. Considering the importance of SMEs in the national 
economy, we need to understand and support the difficulties and circumstances of HRD 
for SMEs. The need to develop human capital development and expand its scope to areas 
that affect performance and competitiveness is very pertinent. Adopting best practices on 
enhancing human capital will provide the link to better planning and management of 
human capital resources resulting in higher productivity, improved quality of products and 
services, enhanced competitiveness and new and innovative processes in the business 
operations.  
 
This paper investigates human resource management (HRM) systems and issues that 
affect productivity, competitiveness and innovation for SMEs in Korea. It identifies best 
practices on improving productivity and innovation capabilities of SMEs to enhance 
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efficiency, and develop and promote the use of appropriate systems and standards to 
achieve competitiveness among the SMEs. The paper also analyses government policies 
to promote human capital development of SMEs in Korea. 
 
The rest of the paper is organised as follows. Section 2 provides an overview of the 
Korean economy focusing on policy issues and the background of SMEs in Korean. 
Section 3 provides new trends of human resource management, current practice of 
human resource management by Korean SMEs, and evaluation of HRM, along with policy 
issues in HRM for Korean SMEs. Section 4 presents two cases studies of Korean SMEs 
that was chosen to showcase SMEs best practices in HRM. 
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2.0 Overview of the Korean economy 
 
2.1 Current Issues of the Korean economy 
 
Korea is one of the most diversified and technologically advanced economies in the world, 
as its gross domestic product (GDP) grew on average 7.9% from 1971 until 1996. A strong 
manufacturing sector has catapulted Korea into a major exporter accounting for 32% of 
GDP, whereas services sector accounted for 57% of GDP. 
 
After the Asian financial crisis in 1997-98, the Korean economy slowed down converging 
on a much lower growth rate: GDP in Korea grew annually by 4.8% from 1999 to 2013. 
Research institutes estimated and predicted a permanent drop in the long-term growth 
potential of the Korean economy based on rapid decrease in factor accumulation. For 
example, Korea Development Institute (KDI) forecasted potential GDP in Korea would 
decline to 3.6% in 2011-2020, 2.7% in 2021-2030, and 1.9% in 2031-2040 (Table 2.1).  

 
Table 2.1 Growth Rate of Potential GDP of the Korean Economy 

1981-90 1991-00 2001-10 2011-20 2021-30 2031-40 2041-50 2051-60 

8.6% 6.4% 4.5% 3.6% 2.7% 1.9% 1.4% 1.0% 

Source: KDI (2012). 

 
The decline of potential GDP is associated with decreased factor accumulation resulting 
from aging and shrinking population that weaken the labour force of the economy along 
with decreasing investment that reduces capital accumulation. Aging is one of the biggest 
economic issues in Korea which experiences the fastest aging among the OECD 
economies: It became aged society in 2000 and is predicted to enter ultra-aged society 
in 2026.1 Work force itself is expected to decrease after 2017. Economic vitality dampens 
greatly with aging which decreases demand, lower investment and productivity, and 
causes pension problem and mounting welfare cost. The Korean government is working 
hard to curb the trend but fertility rate continues to decrease.  
 
Investment has always been strong during the high growth period of the Korean economy 
since 1960s, but started to decrease after two major economic crises. Investment used 
to lead business cycles in the past but now lagging after the Asian financial crisis and the 
rate of capital formation has always been lower than the GDP growth rate after 2002 
(Figure 2.1). The decrease in investment is related with sluggish domestic demand of the 
private sector that owed a staggering 711 trillion Korean Won as debt in September 2014. 
The private sector greatly leveraged to buy financial and real assets that have failed to 
raise enough profits to pay out the debt which becomes a heavy burden to the economy 
by restraining domestic demand. When we compare ratio of domestic market per GDP, 
Koreaôs domestic market ratio constantly decreased and is about 70% while OECD 
economies have consistently maintained about 80%. 
Figure 2.1 Growth Rates of Real GDP and Capital Formation in Korea (1970-2013) 

                                                                 
1 An economy is called aged society when percent ratio of people over 65 years old is greater than 7%, when and 
ultra-aged society when it exceeds 20%.  
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Source: KOSIS (Korean Statistical Information Service). 

  

The Korean economy tries to move away from an investment-driven path toward a 
productivity-driven path of economic growth to offset decreased factor input accumulation 
to sustain economic growth. Thus, the Korean government focuses on enhancing 
technical progress to sustain economic growth and attain the status of a fully 
industrialised economy. The government identifies and emphasises the importance of 
total factor productivity (TFP) determinants such as research and development, education 
and training, institution and economic structuring. Despite the government efforts, 
competitiveness of the Korean economy is disappointingly low relative to its economic 
size in many areas.  
 
According to 2014 results of Global Competitiveness Index (GCI), Koreaôs GCI  ranked 
26. However, evaluation of public and private institutions ranked 82, efficiency of labour 
market ranked 86, and goods market efficiency ranked 33 reflecting inefficiency due to 
regulations. 
 

 

 

 

 

 

 

 

 

 

Table 2.2 Global Competitiveness Index (2014) 
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Category Rank Rank in detail 

Institutions 82 

Irregular payments and bribes 52, Favouritism in decisions of 
government officials 82, Wastefulness of government spending 
68, Burden of government regulation 96, Efficiency of legal 
framework in challenging regulations 113, Transparency of 
government policymaking 133  

Infrastructure 14 
Quality of roads 18, Quality of railroad/port/air transport 
infrastructure 10/27/31  

Macroeconomic 
environment 

7 
Government budget balance 14, Inflation 1, General government 
debt 55, economy credit rating 22 

Health and primary 
education 

27 
Infant mortality 16, Life expectancy 15, Quality of primary 
education 44 

Higher education 
and training 

23 
Secondary/Tertiary education enrolment 48/2, Quality of 
education system 73, Extent of staff training 53  

Goods market 
efficiency 

33 
Extent of market dominance 120, No. of procedures to start a 
business 32, No. of days to start a business 18, Prevalence of 
foreign ownership 99 

Labour market 
efficiency 

86 
Cooperation in labour-employer relations 132, Flexibility of wage 
determination 58, Hiring and firing practices 106, Pay and 
productivity 36, Women in labour force 91 

Financial market 
development 

80 
Availability/Affordability of financial services 100/90,   
Soundness of banks 122, Regulation of securities exchanges 89  

Technological 
readiness 

25 
Availability of latest technologies 30, FDI and technology transfer 
73, Individuals using internet 15 

Market size 11 Domestic market size index 12, Foreign market size index 6 
Source: World Economic Forum (2014), pp. 234-235. 

The Korean economy currently faces serious challenges from rising imbalances between 
export sector and domestic sector, manufacturing sector and services sector, and large 
firms and SMEs, along with income disparity. In particular, increasing gap in profitability, 
productivity, and wage rate between SMEs and large firms becomes a central issue of 
the economy because it is one of main causes behind all other imbalances (Table 2.3). 
Operating profit of large firms was 1.26 times greater than that of SMEs, causing 
inefficient investment in SMEs relatively to large firms. This leads to lower productivity 
and wage rate by SMEs, which face difficulty in recruiting competent employees to 
compete in the market which further affected their profits and productivity. 

 
Table 2.3 Gap between SMEs and Large Firms in Korea (Large firms/SMEs) in 2012 

Operating profit- 
sales ratio 

Labour productivity Wage rate Capital-labour ratio 

1.26 2.88 1.61 3.32 

Notes: Numbers are ratio of large firms over SMEs.  Source: Choi (2014) 

 
The Korean economy tried to restructure itself to bring back economic vitality that 
catapulted itself to developed economy by addressing its incompetence. Among others, 
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the Korean government needs to restructure inefficient public sector and institutions that 
are ranked 82 in GCI ranking which is one of the areas with lowest GCI ranking (Table 
2.2). Labour market is another area which requires reform to be par with its overall 
economic status to boost the productivity of the economy. Putting the right institutions 
should also be extended to the financial market which has been considered very 
inefficient, derailing the whole economy as we painfully observed during the Asian 
financial crisis. 

 
The Korean economy should also address growing imbalances between export and 
domestic sectors, manufacturing and services sectors, and SMEs and large firms. The 
economy has to develop towards knowledge-based economy like other developed 
economies which have competitive knowledge intensive industries and information-based 
services sector. 

 
2.2 Background of SMEs in the Korean Economy 

1) Productivity Trend of SMEs in Korea 
 
Table 2.4 shows the share of SMEs in terms of number of firms, number of employees, 
output, and added value were 99.0%, 73.5%, 45.3%, and 47.9%, respectively in 2009. 
The share of SMEs remained almost consistent during 2009-2012 period. SMEs 
accounted for 73.4% of total employment and were the largest employer. Output and value 
added of SMEs accounted for 43.5% and 45.2% respectively of the total manufacturing 
sector even though they employed 73.4% of the total employment.   

 
Table 2.4 Share of SMEs in Korean Manufacturing Sector (2009-2012) 

 2009 2010 2011 2012 

No. of 
Firms 

Total 
SMEs 

Large Firms 

57,996 
57,396 (99) 

600 

62,376 
61,756 (99) 

620 

63,047 
62,413 (99) 

634 

63,907 
63,229 (98.9) 

678 

No. of 
Employees 

Total 
SMEs 

Large Firms 

2,452,880 
1,803,604 (73.5) 

649,276 

2,636,177 
1,956,409 (74.2) 

679,768 

2,694,782 
1,986,772 (73.7) 

708,010 

2,753,684 
2,020,990 (73.4) 

732,694 

Output 
Total 
SMEs 

Large Firms 

1,122,987 
508,159 (45.3) 

614,827 

1,326,114 
595,225 (44.9) 

730,888 

1,491,351 
661,157 (44.3) 

830,194 

1,507,834 
653,342 (43.5) 

851,492 

Added 
Value 

Total 
SMEs 

Large Firms 

374,501 
179,554 (47.9) 

194,946 

435,344 
196,024 (45) 

239,320 

480,203 
215,630 (44.9) 

264,574 

480,713 
217,295 (45.2) 

263,418 
Notes: Percent shares in parentheses. Output and value added are in billion Korean Wons. 
Sources: KOSIS.  

 
 
Table 2.5 shows labour productivity in Korean manufacturing by firm size and industry in 
2012. Labour productivity was different across firm size and industry, and the productivity 
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of SMEs with 10-19 employees averaged about 18% of those large firms with more than 
1000 employees.  
 
Table 2.5 Per Capita Value Added in Korean Manufacturing Sector by Firm Size 
(2012) 
 

Industry 
Firm size in number of employees 

Total 
10 

~19 
20 

~49 
50 

~99 
100 

~199 
200 

~299 
300 

~499 
500 

~999 
1,000+ 

Total manufacturing 174.6  74.1  83.4  100.3  125.8  145.4  168.6  244.9  411.7  

Food 127.3  71.0  75.1  95.1  108.4  171.5  234.6  184.1  289.5  

Beverage 395.2  71.8  136.0  189.5  314.2  307.0  830.0  1008.6  620.2  

Tobacco 975.6  n/a+ n/a 107.8  248.1  n/a 1200.8  n/a 1072.1  

Textile 72.6  63.5  68.5  74.7  88.8  56.2  169.1  45.6  52.1  

Clothing 104.0  44.3  68.0  94.3  193.6  189.2  330.1  273.2  n/a 

Leather & footwear 93.1  48.7  66.9  182.3  142.6  161.6  66.0  n/a n/a 

Wood 81.3  71.2  79.5  102.7  108.1  101.6  7.8  163.8  n/a 

Paper 136.0  64.8  82.5  98.8  195.6  195.7  205.7  326.6  586.0  

Printing 70.8  63.9  67.8  76.0  88.8  94.9  n/a n/a n/a 

Oil 1878.1  84.5  150.9  397.2  618.1  777.2  n/a n/a 2590.3  

Chemical 355.7  109.6  127.9  160.0  286.8  388.3  307.4  856.2  513.1  

Medicinal 270.9  92.5  141.6  207.7  276.3  268.5  391.9  558.5  n/a 

Rubber & plastic 101.6  66.1  74.1  87.6  101.9  116.1  125.2  106.1  242.6  

Non-metal 171.0  123.6  117.2  109.7  131.2  152.0  212.4  247.0  568.2  

Basic metal 215.3  94.4  109.7  137.9  152.8  173.0  176.6  392.8  398.9  

Fabricated metal 113.4  73.6  81.3  95.6  106.1  131.9  127.3  157.7  867.4  

Computer, electro., 
IT 

284.6  70.0  77.1  99.3  100.3  95.5  117.1  147.4  442.6  

Medical & precision 100.4  74.6  89.3  92.7  131.0  108.0  140.6  96.0  189.7  

Electric 118.3  71.9  75.3  92.0  122.1  109.8  154.7  187.0  297.7  

Other machinery 112.7  82.5  92.0  106.8  116.1  124.8  140.3  175.7  283.8  

Automobile & trailer 178.2  66.3  74.4  84.0  112.2  140.1  124.0  129.6  325.8  

Other transportation 141.9  73.6  68.6  61.3  55.9  66.8  96.6  205.1  220.8  

Furniture 82.8  58.2  65.1  89.0  160.7  67.3  117.9  88.4  153.9  

Other 
manufacturing 

76.0  67.0  70.3  75.7  105.4  97.8  171.7  n/a n/a 

Notes: +denotes non available. Numbers are value added in million Korean Wons. Sources: KOSIS.  
 
 
Figure 2.2 shows labour productivity depends on firm size. The productivity of SMEs grew 
slower than those large firms during 2007-2012 period which gradually increased the gap 
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in productivity between SMEs and larger firms.  
   
Figure 2.2 Labour Productivity by Firm Size in Korea (2007- 2012) 
 

 

Notes: Year 2010 was omitted due to lack of data of more than 1000 employees. 
Source: KOSIS   

 
The ratio of labour productivity of SME to large firms declined by about 20% from 1991 to 
2012, and the drop in the relative productivity of SMEs was steady during the period even 
though it was stabilised after 2005 (Figure 2.3). The continuous decline in SME 
productivity was due to both low capital-labour ratio and lower total factor productivity 
growth of SMEs relative to large firms. Labour productivity is the summation of the capital-
labour ratio plus total factor productivity. Low capital-labour ratio of SMEs was associated 
with both low and sluggish investment caused by offshoring of parts and components by 
large firms to take advantage of low price from emerging economies. On the other hand, 
low total factor productivity growth of SMEs was due low R&D investment.    
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2.3 Ratio of Labour Productivity of SMEs to Large Firms in Manufacturing 
Sector 
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Source: KOSIS. 

 

2) Innovative Capacity of SMEs in Korea 
 
Table 2.6 shows various statistics for R&D investments by firm size for 2004-2011 period. 
Total R&D investments include R&D investment borne internally by firms themselves 
along with the investment borne externally by governments and other institutions. Total 
R&D investments by SMEs have rapidly increased from USD 435.3 billion in 2004 to 
USD1,267 billion to 2011. This shows that Korean SMEs were operating in an economic 
environment where competitiveness was necessary to compete with foreign firms due to 
the opening of the domestic market and globalisation. 
 
Ratio of R&D investment in GDP for SMEs has also increased almost twice during the 
same period, even though the ratio between SMEs to large firms was still less than one 
third throughout the years. Ratio of total sales to R&D investments for SMEs increased 
from 0.89% in 2004 to 1.32% in 2011 which was about a half of that from large firms in 
2011. Ratio of R&D investment borne internally was much smaller for SMEs with 85-87% 
compared to large firms with 95-96%, implying about 15% of total R&D investments by 
SMEs was supported and borne by government and other institutions. R&D investment 
by R&D workers for SMEs was slightly more than one-third of large firms, suggesting 
R&D resources was still much smaller for SMEs. Total number of R&D workers in SMEs 
increased by more than double from 50,000 people in 2004 to 117,000 people in 2011, 
and ratio of R&D workers to total employment was much higher in SMEs by about 50-
80% than that of larger firms. This shows that more SMEs had been established and 
operating in high technology industries these days.  
 
 

 

Table 2.6 R&D Investment of SMEs and Large Firms in Korea 

 2004 2005 2006 2007 2008 2009 2010 2011 

Total R&D investment (100 million USD) 

48.6 
47.0 

45.7 

43.2 

38.9 
39.8 

38.4 38.7 

34.7 35.4 
34.2 

32.2 
33.5 

31.4 
33.1 

30.3 30.7 30.1 
31.4 

28.5 28.1 28.6 

25.0

30.0

35.0

40.0

45.0

50.0

1991 1994 1997 2000 2003 2006 2009 2012
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SMEs 4,353 4,698 6,387 8,194 9,559 10,319 10,412 12,666 

Large firms 20,010 21,948 24,752 26,816 27,530 29,190 34,719 39,461 

Ratio+ 21.8  21.4  25.8  30.6  34.7  35.4  30.0  32.1  

Ratio of R&D investment to GDP 

SMEs 0.42 0.43 0.54 0.65 0.73 0.79 0.74 0.85 

Large firms 1.93 2  2.11 2.11 2.11 2.22 2.46 2.66 

Ratio  21.8  21.5  25.6  30.8  34.6  35.6  30.1  32.0  

Ratio of total sales to R&D investment 

SMEs 0.89 1.12 1.26 1.37 1.26 1.24 1.31 1.32 

Large firms 2.48 2.45  2.56 2.51 2.13 2.37 2.53 2.73 

Ratio 35.9 45.7 49.2 54.6 59.2 52.3 51.8 48.4 

Ratio of R&D investment borne internally (%) 

SMEs 86.6 85.1 84.2 85.4 87.4 85.4 85.8 87.1 

Large firms 95.7 96.1  96.4 95.8 96  95.9 95.8 96.3 

Ratio 90.5  88.6  87.3  89.1  91.0  89.1  89.6  90.4  

R&D investment per R&D workers (1,000 USD) 

SMEs 86.5 81.7 92.6 105.1 110.1 106.1 103.3 108.3 

Large firms 238.3 226.8  235.9 249.1 249.8  258.3 276.9 295.3 

Ratio 36.3  36.0  39.3  42.2  44.1  41.1  37.3  36.7  

R&D workers (1,000 people) 

SMEs 50 58 69 78 87 97 101 117 

Large firms 84 97 105 108 110 113 125 134 

Ratio 59.5 59.8 65.7 72.2 79.1 85.8 80.8 87.3 

Ratio of R&D workers to total employment 

SMEs 14.0 14.37 14.38 15.01 14.90 15.14 14.68 14.57 

Large firms 7.66 8.41 8.99 8.92 9.09 9.14 9.99 10.20 

Ratio 182.8 170.9 160.0 168.3 163.9 165.6 146.9 142.8 

Notes: +are percent ratios between SMEs to large firms.  

Source: All data are from Korea Institute of Science & Technology Evaluation and Planning, except the ratio 
of R&D investment to total sales taken from SMBA. 

 

With increased R&D investment by SMEs, innovations are more intense than before. 
According to data at the Korea Intellectual Property Office (KIPO), number of patents 
registered by SMEs increased by more than double from 17,968 in 2004 to 35,485 in 
2009, whereas those by larger firms decreased from 62,932 in 2004 to 44,698 in 2009 
(Table 2.7). Furthermore, efficiency of R&D investment was much greater in SMEs which 
registered 3.44 patents per one million USD of R&D investment while large firms 
registered 1.53 patents with the same amount of R&D investment.  
Table 2.7 Number of Patents by Firm Size in Korea (2004-2009) 
 

 2004 2005 2006 2007 2008 2009 
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Total number of patents     

SMEs 17968 22163 25027 29592 32560 35485 

Large firms 62932 72454 67816 59837 53211 44698 

Number of patents per R&D investment of one million USD  

SMEs 4.13 4.72 3.92 3.61 3.41 3.44 

Large firms 3.15 3.3 2.74 2.23 1.93 1.53 
Source: Korea Intellectual Property Office (2012) 
 
Table 2.8 shows technology developed by SMEs was more towards catching-up frontier 
technologies both domestically and internationally. Specifically, only 4.2% and 13.5% of 
new products developed by SMEs was totally new products created and partially new in 
the world respectively. Only 1.9% and 8.4% of improved products introduced by SMEs 
were totally new products and partially new in the world respectively. Hence a large 
portion of innovations by SMEs was devoted to catching-up rather than moving-ahead. 

 
Table 2.8 Innovative Degree of Developed Technology by SMEs 
 

 World 
first 

Exist 
in some 

developed 
economies 

Korea first Exist in 
world-
wide 

Total 

Developing new 
product 

4.2 13.5 8.9 13.6 40.2 

Improving existing 
product 

1.9 8.4 7.9 25.6 43.8 

Developing new 
process 

0.5 1.5 1.4 2.8 6.1 

Improving existing 
process 

0.3 1.3 1.3 7 9.9 

Total 6.9 24.6 19.5 48.9 100 

Source: ñ2011 Technology Statistics for SMEs,ò 
the small

Small 
and

and 

medium
Medium 

business adminis
Business Administration (2011). 

 
The above R&D statistics show SMEs had rapidly increased their investments in R&D 
even though there was still a huge gap in total R&D resources between SMEs and large 
firms especially at the individual firm level. Besides the recent innovations were derived 
mainly from SMEs rather than large firms implying the importance of SMEs as innovators 
for the Korean economy. This trend will continue but SMEs in Korea should shift away 
from traditional labour intensive production model to technology-based innovation model 
in order to compete internationally. 
 
 
 
3) Globalisation of SMEs in Korea 
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Exports by SMEs 
 
Korean SMEs wanted to export their products to sustain their growth by exploiting scale 
economies and other benefits resulting from exports. However, the share of SMEs in 
exports and the number of exporting SMEs had declined after the world economic crisis 
in 2007. Table 2.9 shows annual exports by SMEs and its share in total exports from 
2000-2012. Exports by SMEs were USD103 billion in 2012, accounting for 18.8% of total 
exports in Korea. The exports grew by 4.1% per annum between 2000-2012, which was 
much slower than exports by large firms which grew 10.6% per annum. Ratio of SME 
exports in total exports to other OECD economies ranged from 23.4-68.5%. For European 
Union, SMEs with less than 250 employees accounted for 31.2% of total EU exports in 
2005 (KIET, 2014).  

 

Table 2.9 Exports by SMEs and Their Share in Total Exports (2000-2012) 
 

2000 2005 2008 2009 2010 2012 
Growth rates 

09~12 00~12 

63.5 
(36.9) 

92.1 
(32.4) 

130.5 
(30.9) 

76.8 
(21.1) 

98.6 
(21.1) 

102.9 
(18.8) 

10.1 
- 

4.1 
- 

Notes: Numbers are billion USD. Percent share of exports by SMEs in total exports are in parentheses.  

Source: Small 
and

and 
medium

Medium 
business adminis

Business Administration 
(2002-2013). 

 

Table 2.10 shows SME exports were concentrated in five industries such as machinery, 
electric and electronics, chemical products, textiles, and iron and metal products. The five 
industries accounted for 85% of the total SME exports, suggesting that SMEs exported 
heavy and chemical industries more than before. On the other hand, exports were 
relatively small in traditional SMEs industries such as plastic and rubber products, textiles, 
and household products. Exporting markets for SMEs were concentrated in Asia with 
export concentration rate of 3.1.2 The second highest was Europe with 0.7; followed by 
0.6 in USA; 0.4 in Middle East; and Central and South America (KIET, 2014). 

  

 
 
 
 
 
 
 
Table 2.10 Exports by SMEs and Their Share in Total Exports by Industry (2012) 

                                                                 
2 Export concentration rate is calculated as (exports to Asia by SMEs/total SME exports)/ (total exports to Asia /total 

exports). 
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Exports by SMEs  

Total exports 
Amount Ratio Growth rate 

Agricultural and fishery products 3,876  53.7 -2.96 7,214  

Mineral products 2,313  3.7 0.75 62,700  

Chemical products 14,508  22.2 0.06 65,289  

Plastic and rubber products 6,284  43.0 -1.11 14,621  

Textile products 11,098  71.2 0.46 15,595  

Household products 1,584  45.8 -29.65 3,462  

Iron and metal products 10,417  22.0 -1.09 47,420  

Machinery 29,064  17.6 1.49 165,103  

Electric and electronic products 22,293  13.5 0.76 164,615  

Other products 1,214  65.6 6.51 1,851  
Total 102,651  18.7 0.44 547,870  
Notes: Products are classified according to MTI standard. Growth rates are one year from 2011. Numbers 
are million USD.  

Source: Small 
and

and 
medium

Medium 
business adminis

Business Administration 
(2013). 

 

Entering the foreign markets for SMEs was challenging as exporting firms were larger, 
more competitive and more capital-intensive than non-exporting domestic firms. Thus, 
only 19.9% SMEs were engaged with exports in the manufacturing sector, and only 2.6% 
of SMEs export in the whole economy. Table 2.11 shows 41.7% of the exporting SMEs 
exported less than USD50,000, and 83.2% exports less than USD one million in 2012 
suggesting a small scale of foreign business by Korean SMEs. 

 
    Table 2.11 Number and Ratio of Exporting SMEs by Export Amount (2012) 
 

 Amount of Export Number of SME exporters  Ratio Cumulative ratio 

Less than 50,000 USD 35,843 41.7 41.7 

50,000~100,000 8,865 10.3 52.1 

100,000~500,0000 19,726 23.0 75.0 

500,000~1 million 6,973 8.1 83.2 

1 million~5 million 10,467 12.2 95.4 

5 million~10 million 2,041 2.4 97.7 

10 million~50 million 1,758 2.0 99.8 

50 million~100 million 149 0.2 99.9 

100 million~500 million 42 0.05 100.0 

500 million~1 billion 2 0.002 100.0 

 Total 85,866  100.0 - 

Source: Jang and Kim (2013). 
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About one-fourth of SME exporters responded that they have competitive advantage 
against foreign competitors. Even though those who answered to have competitiveness 
in price, quality and design against foreign firms increased during the 2011-2013 period 
the SMEs answered so still remain only 24.8-27.4% of total SME exporters. This shows 
that Korean SMEs were not as competitive as they wanted to be thus limiting them in the 
foreign markets. 

 
Table 2.12 International Competitiveness of Korean SMEs 
 

 
Price competitiveness 

Quality 
competitiveness 

Design competitiveness 

disadv equi adv disadv equi adv disadv equi adv 

2011 48.5 27.6 24.0 44.1 37.8 18.2 40.6 48.7 10.6 

2012 53.2 23.4 23.3 41.0 37.2 21.8 37.1 49.1 13.7 

2013 51.8 23.3 24.9 33.9 38.7 27.4 33.0 48.9 18.2 
Notes: Disadv, equi, and adv denote disadvantage, equivalent, and advantage in export competitiveness, 
respectively.  
Source: Jang and Kim (2013). 
 

Foreign Direct Investments by SMEs 
 
Many Korean SMEs are investing out of the economy through foreign direct investment 
(FDI) for varying reasons. According to a survey reported in Table 2.13, they pursued FDI 
to overcome domestic market limitation (52%), reduce production cost (20.1%), and 
construct foreign network (13.2%). There was a small number of innovative SMEs 
investing in foreign economies to learn and obtain innovative information (0.8%), even 
though most of SMEs were exploiting either low production cost or expanded market of 
foreign economies through FDI. 

 
Table 2.13 Reasons for Foreign Direct Investment by Korean SMEs  
 

Reasons Ratio 

Reduce production cost 20.1 

Overcome limit in domestic demand 52.0 

Procure raw materials 7.1 

Learn and obtain innovative information 0.8 

Construct foreign network 13.2 

React to competing firms 2.5 

Enhance global perception 4.3 

Total 100.0 
Notes: Based on a question with multiple answers.  
Source: World Class 300 Policy Demand Survey, KIET (2010).  
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FDI by SMEs decreased sharply after the world economic crisis in 2007 but slowly 
recovered subsequently. Even though the reported number of FDI was much larger for 
SMEs relative to large firms, the amount per FDI was much smaller for SMEs (Table 
2.14).  
 
Table 2.14 Foreign Direct Investment by Korean SMEs  
 

  2000 2005 2008 2009 2010 2012 2013 
Growth rate 

09~13 00~13 

Large 
firms 

No of FDI 692 1,177 1,792 1,584 1,748 1,794 1,777 2.9  7.5  

Amount 2,832 4,265 17,400 17,053 20,663 21,107 18,964 2.7  15.8  

Amount per 
investment 

4.09  3.62  9.71  10.77  11.82  11.77  10.67  -0.2  7.7  

SMEs 

No of FDI  2,230 3,891 5,482 4,120 4,259 3,983 4,323 1.2  5.2  

Amount 2,255 2,284 5,557 3,051 3,312 3,365 4,596 10.8  5.6  

Amount per 
investment 

1.01  0.59  1.01  0.74  0.78  0.84  1.06  9.5  0.4  

Notes: Number of FDI is based on reported numbers. Amounts are in million USD.  
Source: Export and Import Bank of Korea. 
 
Table 2.15 shows China is the most popular destination for FDI by Korean SMEs, 
accounting for 20.1% and 22.5% of total FDI investment in amount and number, 
respectively. After China; the USA; Viet Nam; Panama; Hong Kong; and Indonesia were 
the popular choice. SMEs FDIs in China; Viet Nam; Indonesia; and Panama were mainly 
to exploit low production cost of host economies while in China; Hong Kong; and the USA 
were to access to the large domestic market of those host economies. SMEsô FDI to China 
is becoming more market-oriented these days with rapid increase in wage as compared 
with the past when most of Chinese FDIs were cost oriented.  

Table 2.15 Foreign Direct Investment by Korean SMEs by Host Economy (2013) 
 

 China USA Viet Nam Panama Hong Kong Indonesia 

Amounts of FDI 677 477 337 328 216 193 

Ratio (%) 20.1  14.2  10.0  9.7  6.4  5.7  

No of FDI 896 574 524 41 169 226 

Ratio (%) 22.5  14.4  13.2  1.0  4.2  5.7  

Notes: Amounts are in million USD.  
Source: Export and Import Bank of Korea. 

 
Globalisation of Korean SMEs is low relative to other developed economies both in 
exports and FDI for exports, only a small portion of total SMEs were engaged with 
international trade and their amount of exports were very small. SMEs need to enhance 
their exports to grow over the small domestic market, but they do not possess enough 
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competitiveness in price, quality and design. To overcome increasing production cost, 
Korean SMEs carry out FDIs in less developed economies offering cheap labour cost 
such as China; Viet Nam; and Indonesia. Recently, growing number of SMEs execute 
FDIs to gain easy access to large foreign markets and to gain new technologies in the 
developed economies. However, large portion of FDI by SMEs was still towards labour 
intensive light manufacturing industries.  

Government Support for Exports and Foreign Direct Investments by SMEs  
 
The Korean government supports the globalisation of SMEs in various ways from financial 
support to technical assistance and foreign marketing. Figure 2.4 summarises 
government support for SME exports in Korea. The Korean government conducts various 
programmes to support SMEs that lacks marketing capacity and competent manpower to 
sell their products in the foreign markets even though they produce competitive quality 
products. The programmes include overseas exhibition participation, nurturing foreign 
trade personnel, and domestic firms export support, which is to promote international 
marketing of SMEs. These programmes can be legitimately maintained by the 
government under WTO system that forbids direct financial subsidy to exporters. 
 
The export capacity enhancement programme is the largest government programme that 
supports SME exports comprising various activities including foreign trade education, 
design promotion, market research, buyer introduction, foreign exhibition participation 
depending on the export competence of SMEs. These export activities are packaged to 
help expanding SMEs export capacity. The application of programme was extended to 
SMEs exporting less than USD100 million to firms exporting less than USD 2,000 in 2011. 
 
The programme of sending export promotion team is to encourage SMEs to venture into 
overseas market by supporting SMEsô participation in market development team and 
foreign exhibition. This programme provides opportunity to meet foreign buyers directly 
and producing visible outcome in the shortest period. The programme of foreign exhibition 
participation subsidises 50% of the total cost in renting booth, installing equipment, 
transporting exhibiting products, and operating cost when SMEs run a communal booth 
in the foreign product exhibition. SMEs participating consortiums are subsidised 70% of 
common expenses through three phases consisting of first phase of preparation like 
market research, second phase of going abroad, and third phase of follow-up 
management like buyer invitation.  
 
The programme of export incubation is to reduce the initial burden of SMEs when they 
established affiliated firms and branches in a foreign economy. This programme helps 
SMEs to reside in the foreign economy, improve marketing skill to carry out marketing by 
themselves, and help export expansion and overseas market advance by providing 
incubating services. The government managed 17 incubating centers in 11 economies in 
2009.   
 

Figure 2.4 Summary Diagram of Export Support for SME in Korea 
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Source: Lim et al. (2013), p. 163. 
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3.1 New Trends in Human Resource Management by Korean Firms 
 
In the past, human resource management (HRM) in Korea emphasised on providing job 
security and seniority-based incentives to derive loyalty from employees. This traditional 
HRM system has been practiced when Korean firms grew rapidly since the 1960s. During 
the period, the firms have always faced shortages in labour supply to meet their growing 
business. With the deepening of globalisation, the firms were concerned more with 
efficiency to compete internationally. Since the early 1990s, however, HRM practices in 
Korea have started to adopt practices of Western firms. This trend of westernisation in 
HRM practices became apparent and rapid after the Asian financial crisis in 1997 when 
the firms faced enormous pressure to restructure themselves to reduce labour costs by 
employing flexible utilisation of human resources. Under the new regime of flexible labour 
market which is defined by strong job mobility and short-term hiring, the traditional 
practices based on the job security could not be sustained.  
 
Yu, Park and Kim (2001) reported the change in HRM practice from their study based on 
the panel of 744 firms in 1998 and 712 firms in 2000 chosen, among the firms listed in 
the Korean Stock Exchange. According to a study summarised in Table 3.1, Korean firms 
adopted many of new HRM practices including compensation, development and 
evaluation, employee involvement, and organisation design between the years. 
  
      Table 3.1 Adoption Rate (%) of HR Practices between 1998 and 2000   
 

      HRM Practice 1998 2000 

Compensation 

Merit pay 35.0 45.2 

Profit sharing 25.9 40.7 

Team incentive 23.7 25.8 

Development and 
Evaluation 

Career development 23.0 23.7 

Specialist career path 21.0 20.0 

MBO 35.0 49.0 

Subordinate appraisal 15.0 18.3 

Employee 
Involvement 

Employee survey 26.1 32.2 

Employee suggestion 74.8 77.7 

Quality Circle 58.3 58.8 

Problem solving teams 58.5 59.6 

Joint committee 40.5 33.8 

Self-directed work team 28.5 29.8 

Organisation Team-based Organisation 54.2 80.1 

Source: Yu, Park and Kim (2001), p. 4. 

 
Table 3.1 shows wage system witnessing apparent reform. Many Korean firms changed 
their compensation system to link payment to performance by adopting merit payment, 
profit sharing and team incentives after the Asian financial crisis in the late 1990s. Job 
and performance based compensation system replaced traditional seniority-based one 
and became more popular. Employers wanted to link wages to productivity to enhance 
competitiveness and considered the change as one of central issues of restructuring 
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business practices after the crisis. This coincided with increased flexibility in the labour 
market that was introduced to adjust employment according to unexpected decline in 
demand and output during the crisis. Aging labour force was another reason compelling 
employers to adopt the new compensation system. With the change, more firms 
abandoned traditional wage system based on seniority with fixed base salary and 
predetermined annual increase to reward seniority.  
 
As performance-based compensation expanded, firms need to evaluate job performance 
to implement the new payment system efficiently. They should also provide employees 
career development and career path that were not important under seniority-based 
compensation and promotion system. The evaluation became necessity under the new 
wage system, and more firms started to practice management-by-objective (MBO) and 
subordinate appraisal (or upward appraisal). However, no significant change in ratio of 
firms adopting career development and career path programme under the new wage 
system was observed. Considering HRD is to provide employees with the necessary skills 
for both current and future job demands, lack of any significant changes in career 
development and specialist career path are areas that need to be addressed in Korea. 
Thus, the practices should emphasis more to enhance the welfare of employees who felt 
their job securities deteriorated under the new system. 
 
Korean firms were enthusiastic about running various employee involvement 
programmes since 1990s as a way to involve employees and enhance productivity. 
According to a survey in 1996, more than 90% of firms adopted employee suggestion and 
quality circles and more than 70% of firms operated employee survey, problem solving 
teams, labour-management joint committee (Yu, Park and Kim, 2001, p. 5). This trend 
continued until the financial crisis in 1997 when many firms stopped practising the 
employee involvement practices. Economic difficulties and restructuring made firms 
dropped the programmes that were not directly linked to productivity. However, some of 
the programmes are utilised more actively in 2000 compared to 1998 as the number of 
firms adopting the programmes of employee survey and employee suggestions increased 
significantly.  
 
Finally, most noticeable change in Korean HRM practices is related with organisational 
reform. Firm structure in Korea is organised to enhance hierarchical ordering to promote 
the flow of command from ranks and files to secure and share firmôs vision and objectives. 
This is to mobilise the strength of all employees to take care of business one at a time. 
However, this system of collectivism conflicts with performance-based compensation 
system because all employees share firmôs business results together, making it hard to 
evaluate individual contribution. Also, the system has intrinsic bureaucratic costs as 
commanding line elongated from top to bottom. For this reasons, Korean firms tried to 
introduce team-based management system by reducing grade system and decision 
making procedure, empowering the teams consisting of a certain number of employees 
organised to meet task at hand to execute business activities. Under the team-based 
organisation, administrative work and decision procedures are reduced and team 
members share and deal with common tasks and goals. The team-based organisation 
became a norm for Korean firms as firms implementing the practice increased rapidly 
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from 54.2% in 1998 to 80.1% in 2000. 
 
In summary, Korean firms have increasingly adopted performance-related HR practices 
such as annual salary, profit-sharing, MBO and team-based organisational design 
whereas there was little or no changes in HR practices related to employee development 
and involvement. The IMF financial bailout constituted an important momentum resulting 
in paradigm shift of HRM in Korean firms and this paradigm shift explains rapid changes 
in various human resource practices. However, changes in HRM models are neither 
unilateral nor direct because of the dynamics and constraints contained in the HRM 
system itself.  
 
3.2 Current Practice of Human Resource Management by Korean SMEs 
 
Human Resource Development (HRD) which creates knowledge pool for the corporate 
firms becomes more important in current knowledge-based economy than before. Firms 
tend to avoid investing in HRD worrying about losing valuable human resources after 
investing in them, as individual employees can change workplace easily to maximise their 
income and welfare under the flexible labour market in this information technology era. 
On the other hand, individual workers generally lack time, information and resources 
required to develop their own skills. Hence, the overall level of human resources existing 
in the economy is likely to be decided at the much lower level than the optimum.  
 
Specifically, SMEs is in a dilemma regarding HRD as they require more and better human 
resources to compete in the market as well as lacking other resources which they cannot 
afford. Developing human capital is necessity for SMEs to grow and obtain technological 
edge to overcome disadvantage in size. Considering the importance of SMEs in the 
national economy, we need to understand and support the difficulties and circumstances 
of human resources development for SMEs.  
 
Human resources investment by SMEs is very low in Korea relative to large firms. Table 
3.2 shows that SMEs on average spent 15,000 and 14,600 for annual education and 
training cost per employee in 2008 and 2009 respectively whereas large firms spent 
42,300 and 35,760 Korean Won. Thus the expenditures on HRD by SMEs was about 
35.3% and 40.8% of those large firms. The gap in spending was much more if we consider 
overall average between SMEs and large firms with more than 500 employees: Large 
firms with more than 500 employees spent 63,400 and 49,700 Korean Won in 2008 and 
2009 respectively which was 4.2 and 3.4 times more than SMEs investment.  
   
 
 
 
 
 
Table 3.2 Monthly Costs for Education and Training per Employee across Firm Size 
 

Year  Firm size (number of workers) 
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10~29 30~99 100~299 300~499 500~ Total 

2008 
13.9 
(0.4) 

10.4 
(0.3) 

20.6 
(0.6) 

22.8 
(0.6) 

63.4 
(1.2) 

40.7 
(1.0) 

2009 
13.0 
(0.4) 

12.1 
(0.4) 

18.7 
(0.5) 

23.6 
(0.6) 

49.7 
(1.0) 

34.0 
(0.8) 

Notes: Percent shares in total labour costs are in parentheses. Costs are in 1000 Korean Won. 
Source: Business Job Training Survey 2008 and 2009, Ministry of Labour (2009-10). 

 
Table 3.3 shows education and training hours generally increase as firm size increases 
firms with 5~9 employees trained 31.2 hours whereas those with more than 300 
employees trained 41.9 hours during 2009-2010. Decline in training hours supplied by 
firms with 100-299 employees implied that governmentôs support for HRD decreased 
when firm size increased over 100 which might be a selection criterion for subsidising 
firms.3  

 
Table 3.3 Annual Education and Training Hours per Employee across Firm Size 
 

year 
 Firm size (number of workers) 

5~9 10~29 30~99 100~299 300~ 

2006-7 24.8 33.7 35.7 29.5 32.8 

2007-8 30.2 35.9 40.4 35.1 40.5 

2008-9 30.3 33.2 40.2 34.1 42.6 

2009-10  31.2 33.2 38.2 33.3 41.9 

Notes: Years represent one-year period from July to August.  
Source: Population Survey of Economic Activity (2007-2010), Ministry of Labour (2007-10). 

 
Relative deficiency of human resource management is apparent when firms emphasis on 
education and training programme, along with human resource development. Table 3.4 
shows the ratio of firms having official education and training programme for HRD, budget 
to implement the programme, HRD specialised department, and HRD specialised 
personnel across firm size in 2008. The number of large firms having education and 
training programme and budget to implement was more than four times those of SMEs. 
Statistics on HRD department was worse as only 7.8% of SMEs established the HRD 
specialised department and only 10.2 % possessed personnel to manage HRD issues. 
On the contrary, about three quarters of large firms run the educational programme and 
actually support it with actual budget and about 60% of them had the HRD department 
and personnel. 
Table 3.4 Education and Training Program, and HRD Infrastructure across Firm Size 

 Ratio of having 

                                                                 
3 It is often argued that the threshold deters SMEs grow to becoming large SMEs fearing about losing all the 

government support concentrated on SMEs through adverse selection.  
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 Education  
& training 

programme 

Education  
& training 

budget  

HRD Specialised 
Department 

HRD 
Specialised 
Personnel  

SMEs  17.9 15.4 7.8 10.2 

Large 
firms 

74.7 72.5 58.3 65.5 

Total 19.2 16.8 9 11.5 

Notes: SMEs are firms with less than 300 employees.  
Source: Jang (2010) 
 

Due to lack of resources and organised programme, SMEs cannot train their employees 
adequately to compete with large firms. According to labour statistics for 2008, SMEs on 
average provided 31.3 hours for education and training per worker, whereas large firms 
provided 78.8 hours. Less than half of the total hours were internally provided by SMEs, 
while about two thirds were internally provided by large firms (Table 3.5).  
 
Table 3.5 Training Hours per Employee across Firm Size  

 Training hours per employee 

 Total hours Internally provided  Outsourced  

SMEs  31.3 12.5 18.8 

Large firms 78.8 52.8 26.0 

Total 63.2 39.6 23.6 
Source: Firmôs Job Training Survey 2008, Ministry of Labour (2009). 
 
Table 3.6 presents the number and ratio of firms providing various human resource 
training by firm size. Paid training leave was implemented in 7.9% of surveyed firms, 
relocation training was provided in 2.5% of the firms while self-development training was 
supported by 19.5% of the firms in 2008. There exist huge gaps in firms providing the 
three trainings between SMEs and large firms. The gap was most noticeable between 
small firms with less than 100 employees and large firms with over 1000 employees 
especially in the area of relocation training.  
 
Table 3.6 Number and Ratio of Firms Providing Various Training  

Firm size Paid training leave Relocation training 
Self-development 

training 

10-29 4,308 (5.4) 1,221 (1.5) 12,770 (15.9) 

30-99 2,617 (11.0) 972 (4.1) 5,816 (24.5) 

100-299 1,353 (21.3) 382 (6.0) 2,150 (33.8) 

300-499 264 (29.5) 89 (9.9) 431 (48.2) 

500-999 209 (30.6) 80 (11.7) 413 (60.5) 

1000 157 (35.0) 66 (14.6) 288 (63.9) 

Total 8,909 (7.9) 2810 (2.5) 21867 (19.5) 
Source: Firmôs Job Training Survey 2008, Ministry of Labour (2009). 

Despite lacking in job training for SMEs, they knew the positive effects of job training very 
well. Table 3.7 shows that 65.9, 63.3, 51.6, 56.4% and 56% of surveyed firms reported 
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that they recorded improvement in job competence, motivation and morale, employee 
turnover, firmôs productivity and firmôs reputation by more than 30%, respectively. It should 
be noted that the effect on employee turnover also improved even though its improvement 
was the lowest. We generally think job training leads to increased turnover by providing 
competence of trained employees which cause SMEs to worry about losing employees 
after investing in HRD but the survey showed employees increased their job satisfaction 
and incentive after training and majority decided not to leave for other jobs. 
 
Table 3.7 Effects of Job Education and Training across Firm Size 

  Firm size 

Improved more than 30%  
Improved  

less than 30%  Total 
More than 

60%  
30~60%  

Job 
competence  

Total 65.9 20.9 45 34.1 

SMEs 65.8 20.8 45 34.2 

Large firms 67.7 22.8 44.9 32.3 

Motivation 
and morale 

Total 63.3 21.9 41.4 36.7 

SMEs 62.9 21.6 41.3 37.1 

  Large firms 69.5 27 42.5 30.5 

Employee 
turnover 

Total 51.6 18.7 32.9 48.4 

SMEs 51.4 18.5 32.9 48.5 

Large firms 53.7 22.1 31.6 46.2 

Firmsô 
productivity 

Total 56.4 18.1 38.3 43.6 

SMEs 56.1 17.9 38.2 43.8 

Large firms 60.2 20.5 39.7 39.8 

Firmôs 
reputation 

Total 56 18.7 37.3 43.9 

SMEs 55.6 18.3 37.3 44.4 

Large firms 63.9 25.8 38.1 36.1 
Source: Firmôs Job Training Survey 2008, Ministry of Labour (2009). 

 
Table 3.7 also shows SMEs simply cannot afford to train their employees who were 
already burdened with enough workloads even though they understand the positive 
impact of job training. Actually, 26.7% of firms responded workloads of employees as a 
reason why they did not train their workers according to the same survey mentioned 
above. Another 12% of the firms indicated training cost as another difficulty in 
implementing training programme.4 Facing such difficulty, SMEs have to hire new recruits 
possessing enough job skills but they cannot compete with large firms in the labour 
market to do so.  
From the lack of investment in human resources, SMEs in Korea are under a vicious circle 
in which disadvantage in the financial and output markets leads to difficulty in the labour 
market, resulting in low market power. They were hindered by inadequate human capital, 

                                                                 
4 However, 57.6 and 41.6% of the firms reported their employees already possess the skill required to finish jobs or 

the jobs do not need difficult skills to warranty training, suggesting many Korean SMEs are labour intensively. 
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and cannot recruit and develop as efficiently as large firms due to their lower market 
manpower skill. Even though HRD is prerequisite to stop this vicious circle, SMEs were 
more towards market power and technology development relative to human resources. 
We can consider several reasons for this. First, SMEs like to prioritise their scarce 
resources in business activities towards production and short-run profits because 
investments in human resources not only take long to make impact on performance but 
also subjected to uncertainty. Second, SMEs were mostly involved in labour intensive 
industries that do not require sophisticated technologies. Thus, they can manage with 
manpower supplied by the labour market. Third, SMEs do not have facility and equipment 
to implement educational programmes individually along with lacking support from the 
government.  
 
3.3 Evaluating human resource management of Korean firms 
 
Researchers consider skill as a proxy for human capital to investigate the impact of 
human capital on firmsô productivity. Skill can be acquired either by learning-by-doing or 
education and training. The former is often represented by years at the job and the latter 
is denoted by various indices of educational efforts. Education and training facilitate 
individual learning by teaching employees with new technologies adopted at workplaces 
and integrating haphazardly acquired skill in scientific and systematic way (Black and 
Lynch, 1996; Barron et al., 1997). 
 
Many studies in HRM analyse the relationship between human resource practice and 
firmôs performance. For example, Ichniowski et al. (1997) reported positive impact on 
productivity of the practices such as effective recruiting regulation, providing incentives 
system, educational training for workers, and cooperative employer and employee 
relation. Pfeffer (1994) suggested firmôs productivity can be improved owing to increase 
in job security, conscious hiring, empowerment of decision-making, compensation linked 
to organisational performance, and training. These studies show HRM has many aspects 
encompassing recruitment, education and training, compensation, and organisation. 
Therefore, it is meaningful to construct an index that represents firmôs HRM practices 
comprehensively to evaluate current status of human capital, HRD, and overall HRM 
practices.  
 
In this regard, drawing on Kim (2007), we will describe Human Resource Index (HRI) 
developed by the Korea Research Institute for Vocational Education and Training 
(KRIVET), and analyse current HRM level of Korean firms based on the index. The 
KRIVET surveyed 500 Korean firms and more than 10,000 employees biennially to 
construct a panel data of Human Capital Corporate Panel (HCCP) consisting of a set of 
variables related with HRM. These comprised information about firms including general 
management, HR department including HRM, HRD, human capital, and R&D from firms, 
and information about employees such as current job status and other personal 
information, participation in vocational education and training, working environment, 
corporate culture, job satisfaction, and organisational absorption (KRIVET, 2011). Based 
on the panel data, Kim (2007) developed Table 3.8 below to estimate current status of 
human capital, HRM and HRD practices of Korean firms.       
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Human Resource Index (HRI) consists of HR system index and workforce competency 
index. The HR system index is further classified into four categories of recruiting 
excellence index, HDR index, performance and compensation index and HR competence 
index, while the workforce competency index is classified into two categories of human 
capital index, and leadership and corporate culture index. Based on the survey, each 
indicator for HRI can be calculated to evaluate each firmôs HRM and human capital. 

 
Table 3.8 Construction of Human Resource Index 

 Area Category Indicator score 

Human 
resource 
index 

HR 
System 
Index  
(HRSI) 
 
 
(60) 

Recruiting 
Excellence 
Index (REI) 
 
(10) 

Hiring cost per employee 2 

Development of hiring questionnaire 2 

Hiring stages 2 

Ratio of open recruitment 2 

Recruitment management 2 

HRD 
Index  
(HRDI) 
 
(10) 

Education and training cost (ETC) per 
employee 

5 

Ratio of ETC 3 

Quality and achievement of education and 
training 

5 

Education and training hours 3 

Developing core personnel 3 

Using E&T as merit rating 1 

Performance 
and 
Compensation 
Index (PCI) 
 
(15) 

Effectiveness of evaluation system 3 

Variety of evaluation grades 2 

Ratio of employees promoted 2 

Developmental status of annul pay system 1 

Ratio of performance-linked payment 2 

Difference in compensation 2 

Ratio of welfare cost in total compensation 1 

Welfare cost per employee 2 

HR Competence Index 
(HRCI) 
 
(15) 

Independence of HR function 2 

Education level of HR personnel 1 

HR function years of HR personnel 1 

Specialisation of HR personnel 2 

Role of HR department 2 

Intra-firm communication of HR 
department 

1 

Link with strategy 2 

Development level of e-HR 2 

System improvement of HR function 1 

Existence of ESI survey 1 

Workforce 
Competence 
Index 
(WCI) 
 
(40) 

Human  
Capital 
Index  
(HCI) 
 
(25) 

Average level of education 3 

Average years of service 2 

Average experience 1 

Competence of core personnel 4 

Skill level of managerial employees 4 (2*) 

Skill level and multi-capacity of production 
employees 

2* 

Utilisation of knowledge creation and 
sharing system 

4 
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Notes: *applies only to manufacturing sector. In measuring score for each indicator, categorical questions 
with 5 point Likert scale are given to answers as scores, and qualitative answers are scored separately. For 
continuous variables such as ETC, each firms score is calculated against 100 point given to the maximum 
value of surveyed firms.  
Source: Kim (2007), p. 26. 
 

Based on HCCP, Kim (2007) estimated the human resource index for Korean firms. Figure 
3.1 shows HRIs for Korean firms were generally lower than 50. The weakest area is 
human resource development area with HRDI of 37, suggesting Korean firmsô interest in 
HRD were not strong. On the other hand, LCI index was the highest, suggesting capacity 
of managers, employeesô satisfaction, and motivation and job absorption were much 
higher than firmôs human capital index.  

 
Figure 3.1 Human Resource Index for Korean Firms  
 

 
Source: Kim (2007), p. 5. 

 
Table 3.9 presents estimated HRI index for Korean firms across firm sizes and sectors. 
There is a clear positive correlation between firm size and HRI score, implying that large 
firms not only have increasing demand for HRM to support a large number of employees 
but financial and organisational resources to provide it.  
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Degree of employee compensation 5 

Ratio of employee turnover 2 

Leadership  
and 
Corporate Culture 
Index (LCI) 
 
(15) 

Capacity of managerial staff 1 

Managers interest and support for HRD 3 

Motivation for employees 1 

Absorption of  employees 2 

Satisfaction of employees 1 

Job security of employees 1 

Team work capacity 2 

Performance inducing corporate culture 1 

Soundness of employee-employer 
relationship 

1 

Activeness of intra-firm communication 1 

Nature of job departure 1 
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A gap between large firms and small firms in HRI was most prominent in the 
manufacturing sector with about 13.1, followed by the financial sector with 11.5 and the 
non-financial services sector with 3.7. The gap between sectors was likely to represent 
different firm size which was more apparent in the manufacturing sector compare with the 
other sectors. 
  
Table 3.9 Human Resource Index in Korea across firm size and sector  
 

 
Manufacturing 

sector 
Financial sector Other services sector 

Small firms 41.34 (6.29) 45.46 (5.56) 46.09 (6.74) 

Medium-sized firms 44.29 (6.28) 52.59 (4.92) 48.15 (9.06) 

Large firms 54.42 (7.51) 56.94 (5.42) 49.75 (11.59) 

Total 44.81 (7.91) 53.11 (6.50) 47.51 (8.70) 
Notes: Standard deviations in parentheses.  
Source: Kim (2007), p. 5. 
 

Among HRSI categories, Performance and Compensation Index (PCI) shows the most 
difference between the top and bottom 10% sample firms with 47 points suggesting that 
lowest scored firms do not utilise any systematic HRM practices in compensation. Human 
Resource Development Index (HRDI) is almost the same difference with PCI between the 
top and bottom 10% sample firms with 46 points. Again these gap between the highest-
scored firms and lowest-scored firms showed the huge gap in HRM practices between 
large and SMEs. On the other hand, the gap was much smaller in Human Capital Index 
(HCI) (Figure 3.1) 
 
Based on regression analysis of total sales on HRI indices along with other control 
variables, Kim (2007) estimated the impact of one point increase in HR indices towards 
total sales and operating profits. Figure 3.2 shows the indices estimated at the average 
values of regression variables. 
 
One point increased in HRI increased total sales by 15,610,000 Korean Won. For 
individual HRSI category, one point increase in REI, HRDI, PCI and HRCI increased sales 
by 5,270,000, 5,200,000, 5,100,000 and 7,460,000 Korean Won, respectively. For 
individual WCI category, one point increase in HCI and LCI increased sales by 19,060,000 
and 3,400,000 Korean Won respectively. On the other hand, one point increase in HRI 
increased operating profits by 1,840,000 Korean Won. For individual HRSI category, one 
point increase in REI, HRDI, PCI and HRCI increased the profits by 610,000, 650,000, 
880,000 and 620,000 Korean Won respectively. For individual WCI category, one point 
increase in HCI and LCI increased the profits by 1,610,000 and 550,000 Korean Won 
respectively.     
Figure 3.2 Impact of One Point Increase in HRI on Total Sales and Operating Profit 
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Notes: Numbers are in 10,000 Korean Won.  
Source: Kim (2007), pp. 15 and 18. 

 
Meanwhile, firms have to spend 165,000 Korean Won on education and training per 
employee to increase one point in HRDI while the increase in HRDI increases total sales 
and profits by 5,200,000 and 650,000 Korean Won respectively. The profits were almost 
four times the costs suggesting great return for HRM investment. Furthermore, one 
percent increase in HRI leads to 0.62% increase in wage rate on average, suggesting 
that HRM benefits employees as well. 
 
3.4 Policy Issues of Human Resource Management of Korean SMEs 
 
Human resource management can be a major obstacle for SMEs to sustain their growth 
by enhancing recruiting capacity, labour productivity and competitiveness. Most chief 
executive officers of SMEs were well aware of the necessity of HRM for firmôs growth in 
the future rather than present. This view was equally shared with all employees 
irrespective of positions. SMEs with market leading strategy consider HRM as more 
significant relative to the firms with following strategy (Table 3.10). This implies SMEs 
need to invest more in HRM to grow and sustain their growth in the future, especially if 
they want to be market leaders.  

 
Table 3.10 Necessity of Human Resource Management across SME Characteristics 
 

 Total 
Firms Characteristics Technological classification 

Innovative 
firms 

Venture 
firms 

Other 
firms 

High-tech Mid-tech Low-tech 

No. of firms 2059 754 344 961 194 1225 640 
Need HRM 76.2 91.1 71.2 66.2 95.4 801. 62.8 
Do not need 23.8 8.9 28.8 33.8 4.6 19.9 37.2 
Source: KOSBI (2007), recited from Jang (2011). 

Despite its importance, SMEs cannot implement HR education and training due to output 
loss and deficient education programme. Generally, SMEs do not have enough workers 
to educate them without worrying about losing production, and adequate personnel to 
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plan and execute HR development programme. To address the problem of lacking HRD 
for SMEs, one possible approach is to build a HRD system that can accommodate all 
SMEsô demand for HRD. With the system, SMEs can satisfy their HRD demand that the 
firms cannot afford individually. Hence SMEs share the ownership of the system by 
forming an association of SME. 
 
1) Developing HRD System for SMEs 
 
To activate the system for HR education and training for SMEs, the government should 
provide tax incentives to universities and other educational institutions that develop HR 
educational programmes and textbooks. The Korean government currently supports 
developing HR programme through the employment insurance fund and this should be 
expanded to promote the HRD system. The government can help construct a short-run 
training, e-learning, blended learning courses that can be utilised generally by all 
institutions for SMEsô HRD. Also, the government can help to build the HRD system by 
providing financial support for the association of owners to purchase HRD equipment and 
facility. 
 
The associations can be delegated to administer a certification and licensing procedure 
for related jobs. For this, the certification business of job qualification should be 
transferred from the government to the association. Also, institutions which SMEs can 
outsource their career development programmes (CDP) should be expanded. On the 
other hand, the association should invest in hiring HRD specialised personnel to manage 
HRD programme and education efficiently.  
To relieve SMEs for losing working hours by sending their employees to HRD, job rotation 
usually utilised for child care leave should be expanded to support HRD leave. Job 
rotation can both spare a burden for employers and enhancing job security for employees 
with HRD. Further, employees can find another job easily with HRD skill once they quit or 
lost their existing jobs. Thus job rotation can be a win-win strategy for employees and 
employers. This will also help strengthen the flexibility of the labour market which will 
enhance efficiency of the overall economy. 
 
Finally, field-oriented HRD management should be emphasised by activating structured 
on-the-job-training (S-OJT) to boost the productivity of SMEs directly. S-OJT programme 
models should be distributed along with S-OJT specialised personnel. The government 
can certify S-OJT firms to promote S-OJT related HRD. 
 
2) Competence-based HRM for SMEs 
 
Recently, business environments change rapidly with severe competition due to 
revolution in information technology and destruction of entry barriers, and firms cannot 
sustain performance for a long period of time without fundamental competence. Hence 
firms are interested in competence-based HRM where firms can cope with any challenge 
in the market efficiently. Competence-based HRM provides firms with flexibility and 
adaptability relative to traditional job-based HRM that is fair and efficient under stable 
market environment. The former emphasises the competence of employees that enable 
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them to take any function and learn new task fast in flexible organisation whereas the 
latter stresses the capacity of employees to perform certain fixed jobs and use it as 
recruiting, compensation and promotion consistently. Competence-based HRM is utilised 
in HRD area because the capacity model is effective in linking capacity to strategy, 
providing focus on education and training, and evaluating impact of education and 
training.  
 
To pursue competence-based HRM, firms should develop standards or indicators to 
evaluate the competence of employees. Most firms are known to utilise similar indicators 
despite them emphasising different basic competence. Table 3.11 shows 20 competence 
popularly used by US firms. 

 
Table 3.11 Twenty Most Popular Competencies 
 
Achievement orientation Concern for quality Initiative 

Interpersonal understanding Customer-service orientation Influence and impact 

Organizational awareness Networking Directiveness 

Teamwork and cooperation Developing others Team leadership 

Technical expertise Information seeking Analytical thinking 

Conceptual thinking Self-control Self-confidence 

Business orientation Flexibility  

  Source: Zingheim (1996). 

 
In Korea, firms started to understand the importance of developing the competence of 
employees with the diffusion of performance-linked compensation. Recently firms are 
emphasising specific capacity that leads to performance and turn to capacity-based HRM 
as a solution.  In this regard, many Korean firms especially SMEs still do not have good 
model tools useful in recruitment. More of Korean firms utilise interview as a screening 
tool to find right employees, instead of concentrating on educational background, grade 
points and written tests. Standards utilised in recruitment are often called the image of 
qualified employee which is too abstract to be used in screening tools. Now, firms should 
define the images into more specific capacity to find the right employees. For example, a 
Korean company developed a competence model to new employees as summarised in 
Table 3.12. 

 
 
 
 
 
 
Table 3.12 A Companyôs Screening Standard and Competence 
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Hard skill Soft skill (Competence) 

Education 
Experiences 
Major 
Certificates 
Age 
Foreign language  
Career 

Proactive 
Value-driven 
Flexible 
Customer focus 
Conductive 
Team player 
Creativity 
Technical know-how 
Do-it 
Strategic thinking 
Leadership 
Communication 

Source: Park (2002), p.40. 
 

The firm utilises 12 competence standards specified as soft-skill in Table 3.13 in the 
second round of recruiting process, after cutting off applicants based on traditional hard 
skill online. However, the company uses different competence standards depending on 
job characteristics as specified below. The firm also developed a set of sample questions 
used for interview to standardise competence evaluation. For this, the company utilises 
behaviour-based and assumption-based questioning technique.  

 
Table 3.13 Competence Standards by Job Groups 
 

 
General 
management 

Sales management Computing/accounting 

First competence 
Second 
competence 
Third competence 

Creativity 
Team layer 
Customer focus 

Proactive 
Customer focus 
Do-it 

Technical knowledge 
Creativity 
Customer focus 

Source: Park (2002), p.41. 
 

Many Korean firms change job structure to align with competence-based structure from 
traditional hierarchical one by reducing job positions. This fits better with competence-
based HRM because it is unreasonable to classify competence into many groups. It 
should be emphasised that firms should derive consensus among employees to 
reengineering their job structure successfully. This will help to have a model matching firm 
characteristics.  
 
Finally, the same standards developed for recruiting new employees should also be 
utilised in assessing job performance under competence-based HRM. However, 
evaluating indicators change according to ranks and files. Many Korean firms have 
already adopted competence-based HRM but many SMEs have yet to apply the model 
which fits better with today business environment. Thus, the government can provide 
case studies to guide them to build their own model. 
3) Government Support for Human Resource Development of SMEs 
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Considering the lack of HRD and its external economies, the Korean government 
implements various programmes to enhance job training for firm employees, especially 
for SMEs, and Table 3.14 outlines the programmes. The introduction of employee 
insurance system in 1995 changed HRD for employees in a way to subsidise training cost 
if employers pay the insurance premium. Before the change, the government established 
and managed public job training institutions and firms are obliged to train their employees 
by law. The need for basic training reduced significantly with increase in overall education 
level after the 1980s while the need for advanced training increased with deepening 
industrialisation. Thus, government oriented job training was replaced to provide demand-
based voluntary training through the employment insurance fund. The new system is 
extended and every firm is subjected to the new programme under the insurance in 1999, 
steadily expanding HRD budget and performance thereafter. For example, the total 
budget for HRD increased from 656.5 billion Korean Won in 2008 to 717.1 billion Won in 
2011 (Table 3.14).  
 
As the Job Competence Development Act was implemented in 2005, the labour 
department established the first basic plan for life-time job competence development in 
which equity in job training opportunity is emphasised to address HRD imbalance 
between SMEs and large firms and also between the regular workers and the 
unemployed or part timers. Special attention was given to address the problem of low 
participation and training cost by SMEs with less than 100 employees. This was 
instrumental in support programmes benefitting HRD of SMEs to be more relative to 
larger firms (Lee, 2011).  

 
Table 3.14 Government Support for Job Training by Labour Department, Korea   

Target Policy Budget   

  2008 2009 2010 2011 

Employer Employee training program+ 3,869 
3,911 4,106 

4,247  Paid-leave training program 114 

SMEs 
specialisation 

Paid-leave training & workers 
replacement  

 n/a$ 52 49 

SME training consortium program 737 790 737 889 

Organising SME-learning program 86 87 82 82 

Core job competence development 
program 

161 379 163 147 

Employee Registration fee support program 561 528 535 365 

 
Competence development voucher 
program  

148 52 173 361 

 
SME contract workers short-run 
job competence development 
(JUMP) 

n/a   150    144 43 

 Loan for tuition and training cost  889 992 943 1,037 

 Total 6,565 6,941 6,932 7,171 
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Notes: +Employee training programme was integrated into paid-leave programme after 2009, and the paid-

leave programme was integrated into the same program for SME specialisation after 2011. $n/a denotes 

not-available. All numbers are in 100 million Korean Won.  
Source: Outline of Government Budget Management (2008-2011), Ministry of Labour (2008-11).  
 

After the new Act, the number of employees who received job competence development 
training and actual expenditure for the training increased continuously. A total of 746.8 
billion Korean Won was spent on 4,979,000 employees for the training of certain 
programmes (Table 3.15). Hence job training in HRD expanded enormously in terms of 
the number of participated employees and actual budget cost.  
 

Table 3.15 Number of Employees Received Job Development Programme and 
Actual Expenditure of the Programme 

Notes: Actual expenditure are in parentheses. Numbers are 1000 person and billion Korean Wons. Source: 
Current State of Job Competence Development, Ministry of Labour (2009, 2010). 

 
Table 3.16 shows participation rates of job training by firm size to see if the new regime 
has changed the imbalance in HRD between SMEs and large firms. There still exists a 
significant positive relation between firm size and participation rates despite government 
emphasis and efforts. Financial support was given to employees who subscribed to the 
employment insurance under the new law. Thus, the gap in participation rate increased 
because SMEs have more employees who are covered by the insurance. 
 
 
 
 
 
 

 2004 2005 2006 2007 2008 2009 

Employee training 

Employee training 
1968 

(198.2) 
2351 

(236.5) 
2752 

(296.9) 
3000 

(340.9) 
3654 

(382.6) 
4504 

(432.9) 

Paid-leave training 
6 

(8.0) 
5 

(7.9) 
6 

(10.4) 
7 

(13.8) 
9 

(15.1) 
13 

(15.3) 

Registration fee support 
39 

(5.9) 
71 

(11.7) 
156 

(28.9) 
269 

(52.8) 
288 

(53.5) 
281 

(56.0) 
Competence development 
voucher 

n/a n/a n/a n/a 
29 

(7.4) 
81 

(20.7) 

Sub-total 
2034 

(310.0) 
2456 

(382.3) 
2961 

(485.2) 
3323 

(686.0) 
4032 

(640.6) 
4979 

(746.8) 

SME core job competence development 

Loan for tuition  
31 

(74.8) 
29 

(76.5) 
28 

(81.6) 
25 

(79.9) 
26 

(87.8) 
29 

(99.1) 
Lending facility and  
equipment 

(6.3) (9.8) (8.0) (7.6) (8.4) (9.8) 

SME training consortium 
n/a 

(16.8) 
n/a 

(39.9) 
n/a 

(45.0) 
n/a 

(74.4) 
n/a 

(70.2) 
n/a 

(78.3) 

Sub-total n/a n/a 
19 

(14.4) 
22 

(16.6) 
26 

(15.6) 
71 

(34.7) 
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Table 3.16 Participation Rate (%) of Job Education and Training by Firm Size 
 

Firm size 2006 2007 2008 2009 2010 

1~4 9.2 7.5 7.3 9.5 10.7 
5~9 14.0 10.8 13.6 16.0 16.5 
10~29 25.5 22.6 24.9 29.2 28.9 
30~99 37.0 34.3 37.3 39.8 41.0 
100~299 41.3 39.2 40.8 46.5 48.8 
300~ 57.6 52.5 54.0 58.3 58.3 
Total 28.0 24.9 26.8 30.8 31.2 
Source: Population Survey of Economic Activity (2007-2010), Ministry of Labour (2007-10). 

 
SMEs in Korea have to deal with shortage in human resources even though 
unemployment rate of the economy is quite high. SMEs cannot match wage rates offered 
by large firms, and settle with low level of human resources. Small firms doing business 
in so called three-Ds (dirty, difficult and dangerous) have trouble in finding new workers 
and have to rely on foreign workers while small firms in venture business cannot get 
enough quality technical workers.  

 
To compensate this low level of human capital, the firms need to develop human 
resources with HRD investment. On HRD, the firms made strides in training more 
employees for longer hours with the introduction of the new support system. It should be 
noted that efforts both by the firms and government were not enough to fill the gap in 
human resources between SMEs and large firms. Now public support for HRD of SMEs 
should be tailor-made as each firm has its own different need for HRD. It should also be 
noted that HRD support system in Korea has moved away from massive and simple 
support from the government-oriented policy of providing enough workers with basic 
training to the sophisticated policy to deal with diverse needs for human resources by 
firms.  
 
Public policy in HRD is very active encompassing many policies because HRD brings 
external economies that can overcome diminishing returns of physical investment and 
sluggish growth. HRD support for SMEs will continue in the future because SMEs 
accounted for large employment of the economy. Hence, SMEs should understand the 
supports they have in HRD and utilise them properly. 
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4.0 Case Studies of Human Resource Management by Korean SMEs  
 
4.1 Case Study A: Human Resource Management of Midas IT 
 
MIDAS Information Technology Co., Ltd. (Midas IT) which is located in Pangyo, Gyeonggi 
Province in Korea was founded in 2000. Midas IT began as a software development team 
within Posco Engineering and Construction (Posco E&C), which was in charge of 
developing and commercialising simulation software that analyses structures. As the 
team succeeded in tailoring foreign software for domestic environment, it decided to 
separate from Posco E&C and established a venture business named Midas IT with 
seven employees in 2000.  
 
Since the foundation in 2000 sales grew about 20% a year for seven consecutive years. 
Midas IT also became one of the first companies in Korea to develop and export CAE 
software for engineering in 2002. Midas IT went to overseas market by opening its first 
abroad corporate office in Beijing, China in 2002. Subsequently, Midas IT expanded its 
overseas business by establishing its corporate office in Seattle in 2002, Tokyo in 2008, 
Mumbai in 2008, and London in 2013. Currently, Midas IT exports engineering software 
to 110 economies and employing 358 employees. Midas ITôs domestic and overseas 
sales amounted to 41 billion Won and 16 billion Won, respectively in 2013.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
Midas IT consists of three business division namely, software business, structural 
engineering consulting and web based services. The software business develops and 
distributes engineering software that simulates structures and mechanism before the 
main planning and designing process. Its engineering software is used for mechanical, 
architectural, civil and geotechnical engineering. Especially for taller buildings and 
complicated structures its software tests various variables and optimises structural design 
and construction costs. The engineering consulting services provide structural system 
planning, analysis and design of high-rise and large scale buildings and safety evaluation 
and designs for bridges and civil structures. Its safety evaluation includes wind induced 
vibration and seismic resistant structural analysis. As web based solutions and systems 
development, Midas IT provides various services such as developing and maintaining 
websites and developing various management solutions.  
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Since 2000s, more than 90% of domestic housing, harbour and bridge have utilised Midas 
ITôs S/W. Midas IT took first place in domestic market share (90%) in Engineering and 
Construction CAE software field in 2004. Its market share reached 99% in architecture, 
90% in civil engineering and 80% in ground. Midas IT took first place in global market 
share with 15%, and had 50% of the top engineering companies in the world as its 
customers in 2007. Midas ITôs software was used to simulate the worldôs tallest building 
óBurj Dubai (height 950m, 160 stories)ô in UAE, óGuangzhou Twin Towerô (height 432m, 
107 stories) in China, Beijing National Stadium, the main stadium for 2008 Beijing 
Olympics, Sutong Bridge in China, the worldôs longest cable stayed bridge (total length 
8,206m) among many others. 
 
MIDAS IT was selected as our research subject as its outstanding results were achieved 
by its Human Resource Management System. Midas IT systemized its HR programs 
since 2003 as the number of employees increased over 50. Midas IT has introduced 
grand employee benefit package and systemised its employee recruitment, training, 
assessment and reward processes as it emphasises Human Resources as one of the 
most significant aspects in its management philosophy and principles. Midas ITôs HR 
policies and its generous employee benefits package have been the subject for a number 
of case studies. 
 
One of the most important values of Midas IT is happiness of its employees and their 
families. Thus, Midas IT provides high salaries comparable to that of large firms and 
generous benefit package as well as ideal working environment and guarantee of long-
term employment.  
 
1) Organisation Structure and Task Planning 
 
Midas IT structured its organisation to streamline its decision making process. For prompt 
decision-making, the company has three stages of decision making process such as 
employee, team/part manager and part leader/president (Figure 4.1). Midas IT offers 
opportunity to competent employees regardless of age and working years. Its 
organisation consists of teams, committees, and a strategic planning department.  

 
Teams are the task force and there are research and development team, technical 
support team and business development team. Besides, the company offers employees 
to lead projects regardless of their position which reflects talent oriented philosophy of 
HR. The average age of team leaders who are responsible for management is around 35 
and junior employees are also able to be a leader of the team with senior members, 
according to their competence. This will be further discussed in the appraisal section.  
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Figure 4.1 Organisation Structure of Midas IT 

 

Committees help the whole organisation to share the resources and information of the 
company. Committees work on common issues of different teams and encourage 
employees to take part in management process. There are six committees. Strategic 
planning department works closely with CEO and function as the link that connects teams 
and committees.   

 
Table 4.1 Function of Committees of Midas IT 
 

Corporate management  
committee 

Final decision makings regarding overall management 
issues 

Human resources committee Sets HR policies and makes HR related decisions 

Information technology  
committee 

Develops and manages IT system of the company 

Software planning and  
development committee 

Develops strategy and marketing plans for MIDAS software 
and educates employees of the companyôs marketing 
strategy to foster next generation leader for the company 

Engineering quality committee 
Sets and executes policies and steps to assure engineering 
quality 

Sharing committee 
Practices the core value of the company, sharing, by 
organising volunteer and charity activities 

 

Midas ITôs HRM emphasises each employee to function as a leader, understand the 
purpose of each project, and not just follow instructions without knowing the big picture. 
For that purpose, Midas IT has developed workflow from planning to execution and 
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monitoring for each project. Team members do not just follow their leaders but they can 
also take initiative in their work and develop competence by adopting the workflow. 
Strategic thinking and ability to achieve goals have improved by applying óMIDAS 
Processô to all work processes including reporting and execution. óMIDAS Processô is a 
five-step process reflecting ó2W 1Hô (Why, What and How) in order to correctly 
comprehend the purpose of the work and induce precise results.  
 

Figure 4.2 Workflow of Midas IT (OASIS)

 

 
2) Recruitment Management  
 
Midas IT does not limit the number of employees to hire when they begin their recruiting 
process. Recruitment process of Midas IT summarised in Table 4.2 takes longer than 
other companies through observation. At least three months are spent for multiple 
interviews. Recruitment criteria consist of 50% enthusiasm, 30% strategic thinking, 10% 
relationship skills (sociability), 5% personal values and 5% knowledge. To apply for 
recruitment applicants have to write essays. For the essay, applicants have to write their 
understanding of reason and background for success and growth of Midas IT. Applicants 
also have to state their purpose in life and what they have done to pursue the purpose as 
well as how they want to live their lives in the future. As can be seen in recruitment criteria, 
possibility of growth is considered more important than current skills of applicants. 
Interviews also look at enthusiasm and sociability of employees. 

Step 1: Objective definition 

Set-up Purpose of Work (my value) and Performance Goal (customerôs value) 

Step 2: Analysis of critical success factors 

Identification of Core Variable and Analysis of Final Cause 

Step 3: Strategic identification 

Control of Core Variable and Drawing Solutions of Final Cause    

Step 4: Institution of planning 

Reviewing Conformity of Result and Outcome and Planning Process 

Step 5: Successful execution 

Continuous Monitoring and Feedback to Practice Performance and Goal 
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Table 4.2 Recruitment Process of Midas IT 
 

Recruitment process Details 

Application Online application with essay  

First interview 
 

Interviewer: team/part leaders of relevant teams  
Criteria: enthusiasm, strategic thinking, and professional 
skill and knowledge  

Second interview  
 

Interviewer: executives of relevant teams 
Criteria: enthusiasm, sociability, personal values  

Third interview 
 

Interviewer: CEO 
Criteria: potential in the future, improvement possibility    

Acceptance Final acceptance 

 

Although the recruitment process takes longer than other companies, the rate of interview 
renouncing by the applicants was less than 2%. Low renouncing rate is due to interactive 
recruitment process. After posting recruitment notice on-line, HR personnel gives real-
time answers on-line to questions posted regarding recruitment process to encourage 
applicants and find the right match for the company. Not only HR personnel but also 
executives and leaders of each department participate in screening essays to find the 
right applicant for each position for the interview process.  
 

3) Human Resource Development and Management 
 

Table 4.3 presents various programmes Midas IT offers for employee education. HR 
education differs depending on new employees, all employees, and leaders as detailed 
in the table.  
 
Table 4.3 Education Provided by Midas IT 
 

Participants Details 

New employees 

ἙEducation for new employees is held for a month with a goal to 
increase responsibilities as a member of society.  
ἙProgrammes include Ồósharing my storyô, with which employees 

share their life stories with colleagues, Ồóhello! my juniorsô with which 
new employees can learn the real meaning and value of works by 
third or fourth-year senior employees, and ỒóCEO meetingô in order 
to strengthen pride and reliability on the company. 

All employees 

ἙSemi-annual workshops are held to develop daily 
execution/practice guideline of issues such as employee 
motivation, business process innovation and management 
innovation.  
ἙAfter a topic is selected, the team leader holds face-to-face 
meeting with each team member to discuss presentation materials. 
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Every employee has to prepare and make a presentation at the 
workshop.  
ἙExecutives advise and coach on the topic and give strategic 
coaching on the team membersô presentations. 
ἙProfessional skill development classes are offered for engineers 
and technical experts. 

Leaders 
ἙEducation programme for leaders at each grade are held such as 
strategic leading workshops and special lectures for coaching and 
leading team members. 

 

Table 4.4 compares promotion system of Midas IT with a large firm in the same industry. 
Every employee in Midas IT is promoted to next grade in every four years with certainty. 
Generally, companies in Korea limit percentage of employees who can be promoted to 
next grade to induce competition and to increase productivity. However, Midas IT does 
the opposite and promotes everyone without exception or postponement. To promote 
motivation and competition, the company offers early promotion every two years which 
means an employee can be promoted in fast track without waiting for four years to be 
promoted. Early promotion will be described in detail in following paragraph. Midas IT also 
ensures lifetime employment for employees to be fully responsible and competent to 
increase employment stability. Moreover, there is no regular retirement age, which means 
that employees are able to work if they have enthusiasm and ability, despite the legal 
retirement age in Korea.  
 
Early promotion opportunities are provided every two years so that competent employees 
do not have to wait for four years to be promoted. Early promotion system functions as 
motivation for employees to work harder. When an employee is promoted to a higher 
grade through early promotion, they are provided with leading opportunities in more 
important projects as well as more compensation that comes with higher grades. 
Appropriate special bonuses, development training, and compensation and benefits are 
provided as an employee advances to a higher grade. Through early promotion, there are 
employees who are in higher position with higher salary compared to their age and 
working years in other companies.  
 
Table 4.4 Employee Promotion of Midas IT and Other Firm 
 

An employee generally begins his career at 28 years old at Midas IT with a Bachelor 
at a four year university and Masters degree, together with completion of military 
service.  

<Applicant A ï large firm in comparable industry>  
ἙEntrance to a large firm (28) Ÿ Promotion to assistant team manager (32)Ÿ 
Promotion to team manager (36) Ÿ Promotion to deputy team/part leader (40)Ÿ 
Promotion to team/part leader (44)  
ἙIn case of general promotion process, employees are promoted to leading position 
(deputy team/part leader or team/part leader) in their forties. 
ἙConsidering general organisational culture of large firms, only small percentage of  
employees become executives after being promoted to team/part leader. 
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<Applicant B- Midas IT> 
ἙEntrance to Midas IT (28) Ÿ Promotion to assistant team manager (29) (special 
promotion)Ÿ Promotion to team manager (31) (early promotion)Ÿ Promotion to 
deputy team/part leader (33) (early promotion)Ÿ Promotion to team/part leader (35) 
(early promotion) 

Source: Baek (2013), p. 85. 
 

To illustrate, if an employee is hired at age of 28, According to Table 4.4, óApplicant Bô is 
able to obtain a number of opportunities of acquiring diverse knowledge and experiences 
for development and growth. By the age of 35, he can become a leader and receive higher 
salary than óApplicant Aô who joined a large company with comparable background. There 
is also a special HR development policy in Midas IT, óMIDAS Technical Expert Systemô for 
employees who want to stay as engineers and technicians. Generally in companies, all 
the executives are managerial executives. They do not work as engineers but only looks 
after companyôs management. If employee is promoted to an executive, even engineers 
have to change their roles to managerial executive instead of keep working on 
engineering or technology. However in Midas IT an engineer can choose to become a 
managerial or technical executive. If employees aspire to grow into technical executives, 
they can keep developing their own specialised professional techniques without set 
retirement age. After going through qualification and competence assessment they can 
be chosen as technical expert. They will be offered with responsibility and authority of 
technical tasks and projects. Professional engineer/technical master develops core 
technologies of the company and strengthens technical abilities of the company. 
 
4) Evaluation and Compensation for Employees  
 
A compensation system, soundly according to ability, has been conducted to develop 
human resource of Midas IT and compensation is attained usually as salary and 
promotion. Firstly in case of salary, the average salary for a recent university graduate is 
over 40 million Won per year, which is one of the highest and also comparable to large 
companies in the same business category in Korea. With óbusiness performance-linked 
bonusô and ópersonal performance-linked bonusô in addition to basic salary, employees 
who produced outstanding results and outcomes received much more compensation 
compared to those with similar work experiences in large companies of comparable 
business. Figure 4.3 shows the salary structure, provided by the company.  

 
 
 
 
 
 
 
 
 
 
Figure 4.3 Salary Structure of Midas IT 
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The principle of compensation in Midas IT is to give maximum motivation for better 
performance and óno punishmentô. They do not leave out employees for promotion 
according to their no punishment policy but offers more bonuses payments to outstanding 
performers. Midas IT aims to motivate and develop employeeôs abilities through 
assessment. Every semi-annual assessment starts from zero each time providing 
constant opportunities for employees to re-challenge and guideline for growth are 
available through appraisal. To provide guideline, the CEO also holds meetings and 
counselling with employees during lunch break and after dinner to communicate, 
motivate, mentor and give strategic coaching.  

 
Evaluation is divided into individual and team evaluation and the criteria consist of clarity, 
fairness, leadership and improvement. To outstanding teams with great performance and 
outcome, bonus according to team profit is paid to the team members to motivate 
teamwork and promote competition among teams. Through competence evaluation, 
outstanding employees for early promotion are selected. Appraisal is not relative to other 
employees (nor graded on curve) and only based on individual outcome and ability. There 
is no limitation on number of employees who can be selected for early promotion. 
Outstanding employees are also provided with óBusiness performance-related bonusô at 
maximum 60% of annual salary and óIndividual Special Performance-Related Bonusô are 
also offered at times to foster core employees.  
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4.4 Appraisal System of Midas IT 
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To maintain human resource, Midas IT considers all the employees and their familiesô 
Happiness is the most important, among its three core values. Table 4.5 summarises 
benefit package provided to every employee. 
 
Table 4.5 Benefit Package Used to Maintain Human Resource  
 

¶ Meal support ¶ Breakfast, lunch and dinner provided at quality in-house cafeteria 
cooked by former chef of hotel at low price 

¶ Secret chef ¶ Provides a half-cooked hotel-quality cuisine with its recipe to be 
enjoyed at home per month. Employees pay 40% and 60% is 
supported by Midas IT and price paid is fully donated for charity 

¶ 365 happy pointô ¶ 365 points are provided semi-annually and can be used freely for 
self-development (1point = 1000 Won) 

¶ Child education 
support 

¶ School expenses (the whole tuition fee of high school and 
university), for two kids at maximum, and 100,000 Won 
kindergarten tuition for a child per month 

¶ Hair-cut  ¶ Free haircut every Tuesday at in-house hair salon 

¶ Lounge and in-
house gym 

¶ Lounge for relaxation with espresso machine and in-house gym 

¶ Health and 
medical support 

¶ Complete annual medical examination for employees and his/her 
spouse  Influenza vaccination for all the employees  

¶ Medical and physical examination for new employees 

¶ Marathon 
Support  

¶ New employees are provided gym cloth and marathon shoes. 
¶ Support registration fee along with all other costs for participating 

in marathon twice a year.  

Appraisal System of Midas IT  

Result Evaluation Competence Evaluation 

Section Eva

luation 

Individual 

Evaluation 

Team Evalua

tion 

Reliability Result Value C

reation 

Team Evaluation Individual Evaluation 
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¶ Support registration fee along with all other costs for participating 
in Boston Marathon. 

¶ Housing support ¶ Employees who need financial supports and who are employed 
over one year can apply for housing loan provided by the 
company 

¶ Study abroad 
support 

¶ Employees who passed qualification examination of technical 
experts training system. Study abroad or technical training in 
overseas offices of Midas IT 

¶  
Vacation 

¶  

¶ Paid vacation, vacation per inquiry, vacation abroad for 
outstanding employees(travel abroad expenses provided 

¶ Staying at companyôs resort at a discounted price 

¶ Work system ¶ Five work day/ free dress code for creativity 

¶ Legally required 
benefits 

¶ Four insurances (national pension, medical insurance, 
employment insurance, industrial accident insurance)  

¶ Retirement insurance  

¶ Others 
 

¶ Condolences payment for funerals  
¶ Condolences payment for accidents/natural disasters outside of 

work 
¶ Flowers for wedding/childôs birth, Presents for promotion 
¶ Pay 100,000 Won for New Year and Thanksgiving holiday 
¶ Pay 100,000 Won and flowers for birthday and wedding 

anniversaries 
¶ Pay 200,000 Won and send flowers for 10th wedding anniversary 

 
In addition, Midas IT established welfare fund for its employees named óHappiness Fundô 
with contribution of KRW 700 million. The company is in the process of transferring 
treasury stocks to the fund and it plans to have its employees as the largest shareholder 
by 2017.  
 
5) Impact of Human-Oriented Resource Management on Performance 
 
In Midas IT, every employee is subjected to automatic promotion to next grade without 
exception or postponement after fulfilment of service period per grade. In addition, Midas 
IT offers early promotion according to appraisal results regardless of seniority which is to 
provide opportunities to lead major projects and bigger salaries to even young employees 
with relatively short career. There is no set retirement age and extensive benefit package 
is provided to every employee regardless of appraisal results. Midas IT began 
systemising its HR management since 2002 when the number of its employees began to 
increase beyond 50.  

 
Due to their HR management, Midas IT was able to attract many applicants for 
recruitment. Midas IT attracted 4,000 applicants in 2011, 6,800 in 2012. In 2013, more 
than 10,000 applicants applied for recruitment with 50:1 competition rate, the rate 
comparable to large firms.  
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Midas IT was also able to retain competent employees after employment with its HR 
management such as promotion system and benefit package offering. Other IT software 
development SMEs experienced higher employee turnover as IT software industry 
average employee turnover was over 20%, relatively higher than other industries. Midas 
ITôs employee turnover rate was around 10%. This rate included its e-business turnover 
rate which was relatively new business. Its engineering business employee turnover rate 
was around 5% and its SW development business rate was around 1% (The Herald 
Economy, June 28, 2012).  
 
With good HRM practices, Midas ITôs performance was not affected by global economic 
crisis through 2009 to 2011 but instead showed steady growth in revenue and other 
financial indicators. The gross revenue has increased by 37 times to 55.6 billion Won 
(11.8 billion Won gross profit) in 2012 after its foundation in 2001 with profit rate over 20%. 
Figure 4.5 shows gross revenue and its growth rate which far exceed other firms in Korea. 
 
Figure 4.5 Yearly Trend of Gross Revenue and its Growth Rate of Midas IT 
 

 
Source: Dart Analysis, Retrieval and Transfer System (DART), Financial Supervisory Service, Korea. 
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A-Jin Industrial Co. Ltd. (A-JIN INDUSTRIAL CO., LTD) is located in Gyeongsan-si, 
Gyeongbuk-do, Korea, and was founded in 1978. A-Jin is a company specialises in auto 
parts and has supplied automobile parts to Hyundai and Kia Automobiles for 35 years. 
The company faced difficulty of entering into workout in November, 1998 during the Asian 
financial crisis. However, five years later in December 2003, termination of workout was 
ordered and the company was merged by Woosin Industry Co. Ltd. In the following year 
2004, the company turned into black and has improved productivity through cooperation 
with employees, reduced production cost, maintained product quality and increased its 
revenue.  
 
A-Jinôs business consists of manufacturing, processing and sales of reinforced panel for 
automotive body, various automotive parts, and industrial machinery parts. It also 
manufactures high pressure gas containers, jigs, fabricated metal products, and 
electronic products parts.  
 
A-Jin established its first overseas factory in Shanghai, China in 2006, then Yangshan, 
China in 2007, and Alabama, USA in 2008. The company was chosen as the best partner 
company at business contractor appraisal by Hyundai Motor Group, Hyundai Mobis and 
Kia Motors which are its major customers. A-Jin received óExport Awardô by achieving 100 
million exports in December 2012. The company recorded 102 billion Won gross revenue 
and 7.1 billion Won operating profit in 2013. 
 
Core value of A-Jin is competency, creation, customer-orientation, confidence and 
challenge. A-Jinôs HR management principles are to maintain trust with labour union by 
employment stability and invest in employee training to enhance productivity.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1) Organisation Structure 
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Under management of CEO and a plant manager, there are six departments namely, 
administration, finance and management, materials, production, quality management, 
technology R&D, and existing technology research center. Under materials department 
there are raw materials, purchase, and overseas backup team. Under production 
department, there are production, sales, production technology, and processing 
technology team. Under quality management department, there are quality review, and 
quality assurance team. Under technology management department there are design, 
metallic mold, technology sales, and technology development team.  
 
Figure 4.6 Organisation Structure of A-Jin 

 

2) Recruitment Management  
 
A-Jin has cooperated with universities and high schools to secure recruitment of talented 
graduates at early stage and to develop its employees with various programmes. First, A-
Jin has been offering óStudents overseas on-site training programmes; The company has 
entered into agreement with 10 universities including local universities nearby such as 
Yeungnam Univ., Daegu Univ., and Kaemyung Univ., and has been offering training 
programme for selected students and employed all of them after the programme. The 
programme consists of one month on-site training in A-Jin and six months overseas on-
site training in its USA factory. The company has employed 93 employees by December 
2013 through this programme. 

 
Second, A-Jin industry offers óMeister and specialised high school graduates 
development programme. The programme is run with high schools specialised in 
vocational education and teach industry-specific skills to students. A-Jin entered into an 
agreement with Kaemyung College and opened A-Jin-metallic mold design major to 
provide study-employment programme for Meister or Specialised high school graduates. 
In the first year during the two year curriculum, students take classes and begin working 
in A-Jin. In the second year, students visit A-Jin USA and receive on-site training such as 
new car development, automated digital production process utilisation and automotive 
body quality review for four months and work in A-Jin USA for the rest of the second year. 
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A-Jin provides 75% of the tuition for this programme. Moreover, it provides opportunity 
for outstanding employees to transfer to a four-year university and transfer to 
administrative position from production position. Seventy employees have been 
employed through this program as of December 2013. 
 
In addition to these programmes, A-Jin provides various programmes cooperating with 
local universities and specialised high schools. Its programmes are listed in detail in the 
following table. 
 
Table 4.6 A-Jinôs Cooperation with Local Universities and Number of Employment 

Programme Universities  
Agreement 
Started 

No. employed 
(2008~2010) 

 

On-the-job training  
Daegu University 
Die mold 
specialist group 

Aug. 2008 11 

ÅJoint 
Laboratory 
Programme 

 
ÅTraining 
classes 

Talent management  
cooperation 

Youngnam 
University 

May 2008 22 

Joint programme for 
talent management  
and industrial  
development 

6th Korean  
Polytech 
University  

Nov. 2009 3 

Cooperation Sang Myung Univ. Feb. 2010 4 

On-site education  
agreement 

Youngnam, 
Daegu,  
Gyemyung, 
Daega, Kyungil,  
and Haneu uinv. 

Nov. 2010 
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Overseas 
on-site job 

training and 
placement 

 

The purpose of these programmes is to secure employees from early stage and provide 
long-term development plans for its employees. These programmes cost over one billion 
Won annually and A-Jin plans to expand the programmes because it is considered as an 
effective way that SME can secure high quality human resources and also help local 
universities/specialised high school to raise their employment rate. A-Jin was awarded as 
óBest organisation for specialised high school global on-site training Minister Awardô by 
the Ministry of Education and Science Technology in February, 2012.  
 

3) Human Resource Development, Education and Training 
 
A-Jin offers various educational training programmes. There are in-house classes 
required for promotion, on-the-job training programme, group studies and expenses 
supports for classes of personal interests. Three months on-the-job training is provided 
to new employees. Evaluation involving on-the-job training shows highest satisfaction 
level. On-the-job training offers practical assistances to each employeeôs skill 
development  
A-Jin also offers óin-house professional instructor developmentô programme. To provide 
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in-house education/training classes, A-Jin gives opportunities to its employees to become 
professional in-house instructor. All related education expenses are supported by the 
company. Through this process, some employees went study abroad to acquire relevant 
human resources development certification or to learn more techniques. A-Jin also 
requires its employees to fill out their own self-development plan every year to encourage 
employees to plans for their future. Employees are supported with all the related fees for 
classes of any subject from external institutes after they submit application form with their 
grade, external institution, and classes.  
 
Another distinct characteristic of A-Jin is their study groups. There are seven study groups 
studying different subjects such as enhancement of the skills, management-labour 
relations studies and others. The company provides related expenses to the study groups 
as they submit their written plans including expenses usage plan, expected results, and 
purpose of their study. One of the groups studying new labour management relations 
cultures and productivity improvement won a gold medal in national competition in 2009 
with their study results.  

 
At the beginning of year, the company sets annual education planning, education/training 
hours, and budget. Employees in A-Jin have to fulfill certain education requirements for 
promotion. Following are the company policy for annual education requirements for A-
Jinôs employees. 
 
Â Team and individual has to submit annual education plan 

Â General education: employees in administrative position are required to acquire 
certain education credits per grade. Education is provided per grade and courses 
are described in detail in Table 4.7  

Â Employees in administrative position are required to attend a class from external 
institution such as Korea Productivity Center and Korea Standard Association 
(attendance or correspondence education) every year 

Â All employees are required to take a class from in-house education, external 
institution and correspondence courses.  

Â Annual mandatory education credit per grade to qualify for promotion: senior 
specialist 9, assistant manager 9, manager 8, senior manager 7, and department 
manager 7 credits. 

Table 4.7 In-House Education Courses Required per Grade for Promotion in A-Jin  
 
Grade Courses Detail Hours Credits 

All 
employees 

ITQ(Information 
technology 
qualification) 
courses 

Excel and power point basics  N/A 

Senior 
specialist 

Productivity 
development 

Develop communication  
skills/Understand tasks/Environment  

10 3 
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management 

Business memo and  
writing 

Logic development for business  
writing/Study documentation  
cases/Business writing practices 

11 3 

TPS productivity  
development 

Study effective production 
management  
systems 

16 4 

Assistant 
manager 

Problem solving  
skills development 

Learn various problem solving skills  
based on logical and creative 
thinking 

8 2 

Project 
management 

Learn and practice effective project  
management processes and skills 

12 3 

Six-sigma  
development 

Study six-sigma management cases 
and  
adoption simulation 

16 4 

Manager 

Mid-level manager  
development 

Learn responsibilities of mid-level  
manager, current 
economic/business  
trend and practice logical thinking 
and  
strategic decision making 

8 2 

Dispute solving 

Learn Pondy model of organization  
dispute theory/Dispute management 
case  
studies and system development 

8 2 

Strategic objective  
management 

MBO, objective management 
processes,  
execution, and appraisal 

10 2 

Crisis management 
Crisis management and roles of 
managers 

10 3 

Leadership 
Teamwork, motivation, and  
empowerment 

8 3 

Senior 
manager 

Competence 
development 

Creative management cases, how to 
build  
optimal team and performance  
management 

8 2 

Advanced-level 
manager 
development 

SWOT analysis case studies,  
communication skills and 
assessment  
method of team members 

8 2 

Coaching skills 

Effective coaching skills for 
managers,  
providing motivation, empowerment 
and  
assessment and work process 
sharing 

8 2 

Officers 
Financial planning 
management 

Financial budgeting, financial risk 
management, business decision 
making, and long-term financial 
plans. 

8 N/A 
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For in-house education, class evaluation survey such as effectiveness of classes and 
satisfaction level takes place, and education task team in the company reflects evaluation 
results for future in-house classes.  
 
In 2012, 390 employees were subjected to education and training and they were provided 
with about 35 hours education/training per employee. Education/training expenses were 
370 million Won in 2012 which was 0.3% of the companyôs gross revenue and 950 
thousand Won per employee. 

 
Table 4.8 Education and Training Status of A-Jin in Recent Years  
 

Year No. of 
participants 

No. of 
education 
courses 
held 

Education 
expenses 
(in million 
Won ) 

Education 
hr. per 
employee 

Education 
expenses 
/Gross 
revenue 

Gross 
revenue 
(in billion 
Won ) 

2009 268 811 270 38 0.3% 890 
2010 287 1,289 370 120 0.3% 1,600 
2011 390 850 220 31 0.2% 2,000 
2012 390 1,000 370 35 0.3% 2,200 

 
A-Jinôs investment in employeesô education and its education programmes were awarded 
with óCompany with excellent HR developmentô certificate by Human Resources 
Development Services of Korea and Ministry of Employment and Labour in September 
2010 through competition with about 500 other SMEs and large firms.  

 
 
 
4) Compensation and Promotion  
 
A-Jinôs annual salary is decided as follows: Annual salary= bonus 700% + incentive 
(based on performance). A-Jinôs employees are all subjected to promotion after fulfilling 
service period per each grade and there are opportunities of special promotion for 
outstanding employees. However, within same grade, employees are divided into level 
A, B and C and salary differs according to the level within a grade. Level A employees 
can receive the base salary per grade, level B deducts 500 thousand Won, and level C 
deducts one million Won from base salary per grade. If employees satisfy both education 
and foreign language aptitude level requirements per grade, they are classified as level 
A, if they satisfy either, level B, and if they satisfy none, they are classified as level C.  
 
In addition to providing legally required benefits, A-Jin provides additional benefit package 
as described in Table 4.9 
 
 
 
 
 
 
Table 4.9 Employee Benefits Package in A-Jin 
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Tuition support 
for children  

Tuition support for middle school, high 
school, and college/university 

Employees 

Annual long-term 
employment 
award 

On 1 June of each year trophies and 
golden key are provided 

Long-term employees 
(on their 10th, 15th, 
20th year of 
employment) 

Holiday presents 
On New Year and Thanksgiving, 
10 kinds of presents (fruit, fish, other 
products) are provided 

Employees 

Labour day 
presents 

May of each year employees  
can choose  from  among toolbox set, 
crystals, or glassware 

Employees 

Team building 
meal budget by 
department 

Twice per year expenses for team 
dinner are provided 

Employees 

 
Moreover, in addition to the above benefit packages, A-Jin provides overseas exhibition 
and work-sites visiting programme. Whereas limited number of employees is provided 
with opportunities for overseas workshops and trips to other companies, all the 
employees have been offered with the opportunity in A-Jin. This programme is popular 
among its employees, as there are a number of enjoyable programmes as well for trips 
to overseas exhibition, and inspection of overseas industrial facilities and global 
automobile companies. Overseas visiting trips are listed in detail in Table 4.10.  

 
Table 4.10 Overseas Trips and Visits Provided by A-Jin 
 

Programme 
Provided 
through 

Location 
Times 
(No.  participants) 

Participants 

Excellent culture  
between labour  
and management 
benchmarking 
company 

2004-2013 
Japan  
(Toyota and others) 

22times 
(106 participants) 

Employees 

Labour and  
management 
workshop 

2004-2013 

China, Viet Nam, 
Thailand, Hong 
Kong, Macao and 
others 

10 times 
(30 participant) 

Employees 

Foreign industrial  
inspection 

2004-2013 China, Thailand 
17 times 

(191 participants) 

Employees 
and 
spouses 

Foreign industrial 
inspection 

2009-2013 
Shanghai, China, 
Las Vegas, the 
USA 

Twice 
(80 participants), 

Twice 
(20 participants) 

Employees 
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Japanese 
technology workshop 
for new employees 

2009-2013 
Japan (Toyota and 
other) 

4 times 
(100 participants) 

Employees 

Other excursions 
N/A N/A 57times 

(527 participants) 
N/A 

 

 

 

A-Jinôs main policy regarding employment is to guarantee stability. In the process of its 
M&A, none of the employees were neither laid off nor terminated in 2003 although many 
companies went through workout had to lay off their employees during the Asian financial 
crisis in the late 1990. During M&A with Dae woo Electronic Materials Co. in 2009 and 
KCO in 2011, none of the employees was terminated. During the global financial crisis 
that began in 2009 A-Jin recorded 40% decrease in orders from its customers. However, 
the company declared that it would not dismiss any employees or go through any salary 
reduction. In return, the companyôs labour union cancelled the collective salary and 
benefits negotiation and improved productivity by more than 10% by reducing production 
cost and other various activities. A-Jinôs cooperation with its labour union and its endeavor 
to stable its employment was awarded as listed in Table 4.11. 
 
Table 4.11 Awards Received by A-Jin on Labour Relations and Employment 
Culture 
 

Date Details 

May 2012 óOpen-minded leader awardô (Ministry of Employment and Labour) 

March 2011 
 

Chosen as 2011 óLabour and management partnership supporting 
projectô 
(Ministry of Employment and Labour) 

June 2009 
 

Certified as a óCompany with excellent labour and management 
coorporationô (Ministry of Employment and Labour) 

July 2009 
 

Selected as óMost wanted company to work forô  
(Industrial Development Foundation) 

September 
2005 

Chosen as 2005 óLabour and management partnership supporting 
projectô 
(Ministry of Employment and Labour) 

 
5) Impact of Best Human Resource Management on Performance 
 
When A-Jinôs CEO changed after the end of workout in 2004, A-Jinôs human resource 
management was systemised. The companyôs major HR policies can be summarised as 
employment stability, recruitment and education cooperation with universities and high 
school since 2008 together with extensive in-house training/education classes.  
 
High employee satisfaction has been attained based on stable employment even through 
the company experienced multiple M&As and financial crises. Average employee 
turnover rate was 1.5% from 2007 to 2010 while number of employees increased over 
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20% annually.  
 
A-Jinôs extensive investment in employee education and training and its consistent 
employment stability have improved its productivity. A-Jinôs improvement in productivity 
was awarded by Ministry of Knowledge Economy during óNational Productivity 
Competitionô in September 2010 and óBest Productivity Enhancement and Innovation 
Activities Awardô in September 2009.  
 
Effectiveness of A-Jinôs major HR policies such as stable employment and extensive 
education/training is also noticeable in its financial performances. Since the termination 
of workout in 2004, A-Jin has recorded positive operating profits and net profits every 
year even during the global financial crisis of 2008-2010. At the end of 2013, the 
companyôs gross revenue increased by 287% in six years since 2004. The companyôs 
gross revenue increased every year since 2004 except for 2010, 2012, and 2013.  
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Acronyms for Korea 

 

No Acronyms  Description 

1. HRD Human Resource Development 

2. GCI Global Competitiveness Index 

3. HRI Human Resource Index 

4. HCCP Human Capital Corporate Panel 

5. KRIVET Korea Research Institute for Vocational, Education and Training 

6. PCI Performance Compensation Index 

7. HCI Human Capital Index 

8. HRCI Human Resource Competency Index 

9. REI Recruitment Excellency Index 
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1.0 Preface 
 
This research project HRD01-13: Establishing Best Practices on Human Capital 
Development to Enhance Productivity, Quality, Competitiveness and Innovation among 
SMEs is an APEC funded project involving four Asian economies namely, Chinese Taipei; 
Korea; Malaysia; and The Philippines. The project encompasses human resource 
management systems and issues that affect productivity, quality, competitiveness and 
innovation among Small and Medium Enterprises (SMEs). 
 
The objectives of the research are as follows: 
 

¶ Developing a framework to improve productivity, quality, competitiveness and 
innovation of SMEs human capital;  

¶ Identifying best practices on improving productivity and innovation capabilities of 
SMEs to enhance efficiency through human resource development; 

¶ Developing and promoting the use of appropriate human resource systems and 
standards to boost productivity among SMEs 

 
The Research process conducted from 1st September to 15th November 2014 comprised 
three parts: planning and literature review; desk research and data collection as well as 
in-depth interviews with selected SMEs for case studies development.  This research 
report focused on: an overview of Malaysiaôs economic performance where Malaysiaôs 
productivity and competitiveness are highlighted and emphasis is made on comparison 
among selected Asia Pacific economiesô labour market and employment using data from 
various issues of the World Competitiveness Report; a summary of National Human 
Resource Strategies and Initiatives are also presented, drawing upon national plans.   
 
Human Resource practices of award winning Malaysian companies are presented to 
provide some frameworks, models and organisational initiatives for others to learn and 
adapt wherever applicable. SMEôs performance, obtained from the Annual SME Report 
is analysed and Human Resource Development schemes designed specifically for SMEs 
are identified. SMEs often feel that it is costly to train employees as developmental 
training tend to be looked upon as a threat to employee retention.  Such reluctance may 
also be largely due to the need to offer better pay packages given that training enhances 
job mobility.  Case studies are also featured to highlight human resource development 
practices, issues and challenges faced by a manufacturing concern and a service-
oriented SME. 
 
At the national level, the reluctance of Malaysian firms in human development led the 
government to intervene to promote skills development where the Human Resource 
Development Fund (HRDF), a levy grant system was introduced in 1993 with the purpose 
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of providing financial assistance to defray part of the training costs undertaken by 
employers.  A holistic and structured approach to SME development to assist Malaysian 
SMEs is adopted.   
 
 
At the highest level, the National SME Development Council (NSDC), chaired by the 
honourable Prime Minister, brings together related Ministries implementing SME 
development programmes to decide on the direction for SME development for the 
economy.  One of the key initiatives of the NSDC is the SME Masterplan (2012-2020) 
aligning the goals of SME development with the aspirations to become a high income 
nation.  The Masterplan sets the stage for a comprehensive approach to provide a 
supportive and conducive ecosystem to enhance the overall contribution of SMEs to the 
economy.   
 
At the organisational level, it can be concluded that while HRM practices varies from 
organisations to organisations and there is no one system that best meets the needs of 
all organisations. It is vital for organisations regardless of size to implement some level 
and extent of HRM practices. HRM practices comprise a system that attracts, develops, 
motivates and retains employees to ensure the implementation and the survival of the 
organisation and its members.  
 
HRM practices is claimed to establish the tone and conditions of employer-employee 
relationship (Rousseau & Greller, 1994). In turn, this relationship can encourage or 
discourage employees to become more innovative and productive. Most studies on HRM 
practices suggest that high commitment practices by their very nature enhance employee 
commitment.   
 
Thus this research paper explores the practices of award winning organisations and 
features their practices graphically in the areas of establishing a Strategic HR Model, core 
values of human and knowledge capital management, supporting employees through HR 
pillars, learning and development focus, People Agenda incorporating work/life balance 
as well as targeted talent interventions.  
 
Changes or trends that emerge today such as globalisation, nature of work, competition 
and technology require HRM practices to be more strategically focused.  A modern HRM 
emphasises on their total contribution in an organisation, concern for overall 
effectiveness, expectation of innovative and creative behavior as well as employee right 
attitudes and values in the workplace.  
 
It is further found that strategic and focused human capital practices and greater training 
hours are linked to higher performance (Gowen & Talion, 2003; Huang, 2001). Human 
capital practices bring about a myriad of benefits; among which are enhanced productivity 
and competitiveness, increased innovation efforts (new products, services or processes), 
employee commitment, better employee retention which contribute to overall 
development and expansion of the organisation. 
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2.0 Overview of Malaysiaôs Economic Performance  
 
Malaysiaôs economy had been growing steadily in the last few years, emerging strongly 
from the global financial crisis to register Gross Domestic Product (GDP) growth of 7.4% 
in 2010, moderated to 5.1% and 5.6% in 2011 and 2012 respectively.  Malaysiaôs GDP 
grew by 4.7% in 2013, mainly from improvements in private investments, net exports as 
well as increases in private consumption and government expenditure. The economyôs 
favourable economic conditions are reflected in employment growth, which increased by 
2.3% to 13 million, low inflation and unemployment. 
 
Malaysiaôs GDP continued to grow at an impressive 6.4% during the second quarter of 
2014, the highest pace in six quarters, supported by strong export growth and robust 
private domestic demand. In the first quarter of the year, the economy expanded 6.2%.  
The strong performance lifted Malaysiaôs GDP to 6.3% compared with 5.5% in the 
corresponding period last year. Malaysia is on track to achieve its high-income target of 
USD15,000 (RM47,414) by 2020 if not sooner, as a result of the policies under the 
National Transformation Programme.  The Gross National Income per capita had risen 
steadily from USD7,059 (RM22,313) in 2009 to USD10,060 (RM31,799) in 2013 
representing a 42.5% growth during the period.  
  
Since the launch of the Economic Transformation Programme (ETP) in 2010, areas under 
the National Key Results Area (NKRA) have generated a total of 1.3 million additional 
employment opportunities, and targets to create 3.3 million new jobs by 2020. Malaysia 
is also on track to reduce its deficit from 6.6% in 2009 to 3.9% in 2013, and to 3% by 
2015. Based on StarBizôs poll of economists (Table 2.1), the average forecast for 
Malaysiaôs GDP growth for 2014 had been revised up to 5.8%, with three economists 
projecting growth to reach as much as 6.0%.                                

 

 Table 2.1: GDP Forecast 2014 

Research House 2014 Forecast (%) 

Old New 

Nomura Global Research 5.4 6.0 

CIMB Investment Bank 5.5 6.0 

Hong Leong Investment Bank Research 5.7 6.0 

Credit Suisse 5.3 5.9 

BIMB Securities 5.2 5.8 

RHB Research Institute 5.4 5.8 

Affin Investment Bank  5.5 5.8 

Bank of America Merrill Lynch 5.3 5.7 

AmResearch  5.3 5.7 

RAM Rating  5.1 5.6 

M&A Securities 5.0 5.5 

Alliance Investment Bank 5.5 5.5 

Average 5.4 5.8 
Source : StarBiz, 19 August 2014 
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Box 2.1: Malaysia ï Basic Information, Economic and Demographic 

Indicators

 

A. Malaysia : Basic Information 
Capital City     : Kuala Lumpur 
Population 2012 (ó000)   : 29.3 million 
 
Population Growth Rate (%) : 1.3% 
 
Life Expectancy at Birth  : Male - 72.3 years 
       Female - 77.2 years 
 
Age Structure   : 0-5 years ï 3.0 million 
       6-14 years ï 4.8 million 
      15-59 years ï 19.1 million 
       60 years and above ï 2.4 million 
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The economic indicators for the period 2011-2013 are shown in Tables 2.2 and 2.3. 
Malaysia has a ñyoungò population of 19.1 million or 65.2% of total population age 
between 15 and 59 years. The literacy rate of age 15 years and above stood at around 
94.0%.  The labour force was 13.2 million with low unemployment rate of around 3% and 
high literacy rate augurs well for Malaysiaôs development and aspiration towards 
achieving a high income nation by 2020.   
 

 
Table 2.2: Economic Indicators (2011-2013) 
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Table 2.3: Demographic Indicators 
 

 

 

 

Population By Age Group (2011-2012) 



78 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2.1 Productivity and Economic Growth 
 

In 2013, Malaysiaôs GDP grew by 4.7%, driven by labour productivity which increased by 
2.3% and raised productivity per person employed to RM60,437. As reported in the 
Productivity Report 2013/2014 released by the Malaysia Productivity Corporation in June 
2014, the strengthening economic conditions was reflected in its growth in employment 
which increased by 2.3% or 294,000 jobs to 13.0 million in 2013.  As a result, the labor 
force participation rate increased to 66.2%. Much of this increase was due to a higher 
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participation of women in the workforce at 50.7% in 2013 compared to 49.5% the year 
before.   

 
Improvements in labour quality in terms of knowledge, skills and more competitive 
mindsets had also improved labour efficiency especially in high-technology, information 
intensive industries such as telecommunications, computer services and advertising.  As 
labour productivity growth of 2.3% in 2013 was short of the 4.6% targeted in the Tenth 
Malaysia Plan, Malaysia needs to address challenges like enhancing growth enablers for 
sustainable economic development. Education, human capital development and 
innovation are two ways of addressing this short fall as we need long-term measures to 
achieve a higher level of productivity and competitiveness. 

        
 Figure 2.1: Malaysiaôs Labour Productivity and GDP Growth, 2013 

 
Source: Productivity Report 2013-2015, Malaysia Productivity Corporation 

 
Over the period of three 5-year Malaysia Plans from the 7th Plan (1996-2000) to the 9th 
Plan (2006-2010), Malaysia achieved good progress in leveraging new technologies, 
skills and best practices to increase the contribution of Total Factor Productivity (TFP) to 
the national GDP. TFPôs contribution to GDP rose from 24.8% in the 7 Plan period to 
34.7% in the 9 Plan period and is targeted to achieve 38.5% by 2015.  

 
In the first three years of the 10 Malaysia Plan (2011-2015), contribution of labour to GDP 
stood at 22.2% and the ratio of contribution between labour quantity and labour quality 
remained unchanged at 89:11. This indicates that the contribution of labour input to 
economic growth is still based on quantity rather than quality.  There is a need to further 
strengthen policies to enhance the quality of Malaysian workforce. 

 
2.2 International Productivity Comparison 
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Malaysiaôs labour productivity growth of 2.3% in 2013 exceeded that of advanced 
economies such as Japan (1.3%); Korea (1.7%); Singapore (1.6%); Australia (1.4%); and 
United States (0.9%).  However, in terms of productivity level, Malaysiaôs productivity level 
of USD24,934 per employee far exceeded other developing economies such as China; 
India; and Thailand. Productivity levels in Japan; Korea; Singapore; and Australia were 
between 1.8-2.1 times higher than Malaysia while the productivity level in the United 
States was about three times higher.  This shows that Malaysia has potential to further 
enhance productivity.   
 
While Malaysia has come a long way in productivity enhancement, it can go even further 
by raising the quality of its human capital.  A high quality workforce will enhance labour 
productivity, employability and overall economic growth. Human capital is the core of 
Malaysiaôs strategy to achieve its objective of becoming a high income economy. To 
achieve this, the economy needs to create more modern jobs which require different skills 
sets and extensive investments in education and training. Amongst others, this requires 
extensive on-the-job training in firm-specific skills, career advancements opportunities, 
and high monetary rewards. 
 

Figure 2.2: Labour Productivity Malaysia and Selected Benchmark 
Economies 

 

  
 Source : Productivity Report 2014-2015, Malaysia Productivity Corporation 

2.3 Malaysiaôs Competitiveness Performance 

In the past three years, Malaysia had been achieving commendable results in global 
competitiveness.  In June this year, A.T. Kearney, based in Washington DC released the 
FDI index 2014 highlighting that Malaysiaôs had improved to 15 position from 25 
previously.  This performance signifies investors confidence in Malaysiaôs capacity to 
improve competitiveness and move up the value chain into high technology and skill-
intensive segments.  In the recently announced óDoing Business Report 2014-15ô by the 
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World Bank, Malaysiaôs resilience is once again demonstrated as it improved to 18 among 
189 economies from 20 previously. Malaysia is also ranked the easiest economy to do 
business among emerging economies in East Asia and is second in ASEAN.  
 
This ranking is consistent with Malaysiaôs performance being ranked by other 
international organisations such as the Institute for Management Development (IMD) and 
the World Economic Forum (WEF), both of which recorded Malaysiaôs improved 
competitiveness. The ñGlobal Competitiveness Report 2014-2015ò released by the WEF 
in September, affirmed this upward trend in competitiveness and Malaysia ranked 20  
among 144 Economies from 24 previously.  This makes Malaysia among the top 20 most 
competitive economies globally for the first time since the current Global Competitiveness 
Index (GCI) methodology was introduced in 2006.  
 
With an increase in GDP per capita to USD10,548 in 2013, Malaysia is on track to achieve 
its aspiration to become a high-income knowledge-based economy by the end of the 
decade.  This is also recognised by the WEF as Malaysia was upgraded from the 
transition to innovation stage of development from the efficiency stage of development 
since 2012. The WEF further asserts that in a region plagued by corruption and red tape, 
Malaysia stands out as one of the very few economies that have been relatively 
successful in tackling these two issues as part of the economic and government 
transformation programmes.  Malaysia ranks an impressive 4 for the burden of 
government regulation and a satisfactory 26 in the ethics and corruption component of 
the index.  
 
Malaysia also advanced three positions to be ranked among the top 12 economies out of 
60 economiesassessed in the  IMDôs World Competitiveness Yearbook 2014 from 15 in 
2013. Among the four factors assessed in the report, Malaysia achieved top ten positions 
in two factors namely, Business Efficiency, ranked 5 and Economic Performance, ranked 
9.  Malaysia maintained 1 position in the category of economies with GDP per capita of 
less than USD20,000 and achieved 4 position in the category of 29 economies with 
population greater than 20 million.  It is indeed encouraging that at 12 position in the 
WCY2014, Malaysia is the only developing economy that is placed among developed 
economies such USA, Switzerland, Singapore, Hong Kong, Sweden, Germany and 
Canada.  
 
In Malaysiaôs drive to achieve developed nation status by 2020, the efforts undertaken by 
the government has resulted in Malaysia narrowing the gap with some of the best 
practices worldwide.  In the area of human capital, related human resource indicators 
such as compensation levels, labour relations, employee training, availability of skills and 
employment are also available across 60 economies in the report.  An assessment of 
Malaysiaôs performance in related human resources indicators vis-̈-vis other Asian 
economies are shown. (Tables 2.4 and 2.5). 
 
2.3.1 Related Human Resources Indicators among Selected Asian Economies in 

the World Competitiveness Yearbook (WCY 2014) 
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Human resources related indicators comprise 23 indicators for labour market and seven 
in the employment category. Top performing economies are also presented to provide 
benchmarks and to identify the gaps. Malaysia fares well in the areas of labour relations 
achieving top 10 positions in five out of six indicators in this category.  Good labour 
relations is recorded, ranked 8; worker motivation is high (3); low industrial disputes in the 
economy (6) while apprenticeship and employee training ranked 4; are among the best 
in the region. 

Table 2.4 Labour Market Indicators: Costs and Labour Relations, World   
Competitiveness Yearbook 2014

 

In the category of availability of skills, skilled labour with international experience is 
available in Malaysia, ranked 6 and brain drain is well managed, ranked 10. Areas that 
need to be focused are percentage of labour force to the population is low, ranked 47; 
part time employment is also low, ranked 45; and female labour force ranked 53 is another 
area of concern.   

 
The employment situation in the economy is among the best in the region registering low 
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