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Abstract 

The purpose of this paper was to investigate whether Small to Medium Enterprises (SMEs) in Hawke’s Bay use the macro economic indicators available at both the national and regional level. The research has been carried out because, as tutors of Small Business Management and Economics at the Eastern Institute of Technology, it became apparent that SMEs are very vulnerable to macro economic events beyond their control. Many of the studies carried out on small businesses focus on problems such as lack of planning, lack of capital, cash flow crises, marketing, staffing and operations difficulties. A general overview indicates that small businesses are very much working in their business and focused on the daily problems of running them without much concern of the economic factors and its implications to their industry. As a result, it appeared they do not have the time to keep abreast of the macro economic events that may tell them what is happening to the economy as a whole.
Introduction
This paper looks at relevant literature available on SMEs and macro economic indicators, and offers findings from research carried out in the Hawke’s Bay region. Information gathered from interviews and a focus group formed the basis of the survey. The survey was carried out to discover the relevance and usage of macro economic indicators on a randomly selected group of businesses in Hawke’s Bay. 
There is a considerable amount of economic data provided about the New Zealand economy by means of information produced on macroeconomic indicators. These are the variables which provide information about the performance of the economy and are gathered from a range of businesses, government agencies and industry sectors. They are essential to economists, government, the banking sector and business leaders in order to indicate that a level of economic activity is changing. As a result they are used to predict possible turning points in the business cycle i.e. fluctuations in the economic growth in the country, (Stewart & Moodie, 2004). 
By measuring these changes, and following the trends, it is thought that business men and women will be more able to predict what is happening at a macro level which should allow them to make better informed micro decisions. The sources of data available are:
· The Reserve Bank Monetary Policy Statements (quarterly);

· Statistics NZ –most data on a regular basis but Key Statistics report published monthly;

· NZ Institute of Economic Research- Business Opinion/Confidence (quarterly);

· National Bank Surveys-Business Outlook- Business Confidence (monthly); and Small Business Monitor(quarterly), Regional Trends (half yearly);

· Westpac/Mcdermott Miller Consumer Confidence surveys (quarterly);

· Household Labour Force Survey (quarterly);

· Media/newspaper  sources; and

· Banking commentaries, for example ASB, BNZ  updates.

The focus of this research was on Hawke’s Bay. 

Since most research has been carried out on other aspects rather than macro economic indicators and its relevance and use to SMEs, it was imperative for this research to identify the usage of the major macro economic tools of measurement as an area of deficiency. 

Background to Small and Medium Enterprises
“New Zealand is predominantly a nation of small firms. Small to Medium Enterprises constitute the majority of all enterprises in New Zealand” (Wigglesworth, 2005, p.1). SMEs have been defined in various ways but are most commonly considered to be those firms employing 19 or less employees. 86% of enterprises employ 5 or fewer staff and 96.8% of enterprises employ 19 or fewer staff. According to the NZ Centre for SME Research  at Massey University- College of Business, those enterprises employing fewer than 100 staff make up 99% of the business population and account for 60% of all employment, (Overview, 2000, p.1). The number of SMEs has increased rapidly in the past 7-8 years. Between 2001 and 2002 the number increased by 2.7% and, apart from 2001, there were much larger increases in the latter part of the 1990’s and 2000, (Wigglesworth, 2005).
SMEs are the backbone of the New Zealand economy and represent a growing contribution to the economic development of the country at a national level, yet failure rates are high amongst this group. Rotheram (2004, p.2) states “a huge part of our economy is tied up in very small enterprises vulnerable to failure. She states that Ministry of Economic Development figures estimate just 55% of businesses employing fewer than five people survive after two years”.  Further to this, a number of studies have been carried out on the reasons for the failure of SMEs. A study by Williams (1998) in Australia during the years 1973-94 of over 25,000 small firms, discovered  that the most significant reasons for failure were - a lack of business or management experience, skill and ability (62.3%), inadequate or non existence of books and records(56.2%) and too few sales (47.7%). However, he placed at number four on the list “inflation and an inability to operate with fluctuating costs and prices of: wages, interest rates, services and pricing difficulties (39.4%)”, Reynolds, Williams and Savage (2000, p.32). They then grouped these thirty one reasons into a shorter list and again placed “problems coping with inflation and other economic conditions external to the firm” as number four out of eight major reasons, Reynolds et al, (2000, p.32). According to their survey there are macro economic events such as exchange rate fluctuations, interest rate rises or unexpected inflation movements that affect the profits of small businesses and lead them into a decline.  
However, the majority of research appears to have been focused on better financial measures and improvements in planning procedures. Corner (2001, pp 53-56) discusses three major areas that will provide a greater means to success- these are greater access to finance, better planning and increased competitive advantage. She aims in her study to provide a number of measures to assist businesses with these areas. 
 Research carried out by Claire Massey and a team from the NZ Centre of SME Research at Massey University in NZ looked at the boundaries between personal life and business and discovered that “personal crises can inadvertently influence the strategic direction of the firm. The implication of this situation is that no amount of business assistance can alleviate the stress caused by such uncontrollable occurrences”, ( Massey, 2004). The National Bank produce a Small Business Monitor quarterly, and as well as referring to growth and outlooks for the small business sector at a national level, they also provide tips on areas upon which to focus. Lambert (July, 2005) states “You could look at ways to strengthen your finances by increasing cash flow through improved debtor collection”. In summary, according to Peter Lawry, Director of Money Tree (NZ) Limited (2001), there are ten basic steps to growing your business “plan your growth strategy, ensure sufficient staff, know your market, update your systems and budget  increased administration, plan for the unexpected, get a mentor, sustain your growth and handle the stress”.

One economist had carried out research on the importance of macro economic indicators to businesses in general. Rufus Dawe, Chief economist for Westpac Corporation in 1987, stated that businesses should consider a few macro economic indicators. He believed Gross Domestic Product (%), Private capital investment (%), Private consumption {retail sales (%)}, Balance of Payments ($b), the Government’s financial budget ($b), Inflation {Consumer price Index(%)} and Unemployment numbers were the most important. His research, however, was carried out in 1987 and was relevant to the macro economic events of the time (Dawe, 1987). Don Brash, former Reserve Bank Governor, had presented a paper to a conference of SMEs in December, 1998. He commented that the Bank had done a reasonable job of communicating with the banks and larger companies, but had done a much less satisfactory job of communicating the impact of global events on smaller businesses, (Brash,1998). 
Macro Economics and Economic Indicators 
Most small enterprises are very familiar with the micro economic aspects of running a business, such as how many of their products were sold this week, or how much the product costs to produce, or what profits were made this year. However, they are not necessarily familiar with the macro economic aspects of the economy as a whole. There is a vital connection between the operations of the whole economy and the micro aspects of the same. These are the aspects of the macro economy that we see quoted in the media such as inflation, economic growth, unemployment, exchange rates, interest rates and many more.
Macro Economics is the study of the whole economy. For example, instead of looking at individual prices, macro economists study the total price level. They consider what is happening to total unemployment rather than how many individuals a particular firm might employ. These totals are called “aggregates” and are an important measurement of the performance of the whole economy 
Baumol and Blinder (2003, p.60).

Miles and Scott (2002, p.16) argue “at the foundation of Macro Economics is a concern with human welfare”, and that the big picture of the whole economy has a huge impact on the overall standard of living of the individuals and businesses in any society. This is because, when there is economic growth, total output and employment are increasing. People generally will be able to find jobs more easily and their incomes will grow, which then enables them to increase their individual standard of living. The road to economic growth, however, is not a smooth path. Taylor and Moosa (2002, p. 105) documented the fluctuations of the business cycle in Australia from the 1950’s to 1990’s commenting ”the decline in the number of jobs during recessions is one of the reasons that recessions create severe hardship for people”. This stage is especially significant to those most vulnerable to a downturn - the small to medium enterprises. The effect of macro economic aggregates such as Real GDP on businesses is crucial, “yet many small businesses probably may not even be aware of these variables”, S. Bevin (personal communication, September 23, 2005).   These variables or tools of measurement are given various titles such as macro economic variables or macro economic indicators. In this study we have referred to them as macroeconomic indicators.
The Hawke’s Bay Region 
Hawke’s Bay is known for its strong rural sector. “The performance of both the Napier and Hawke’s Bay economies is critically dependant on the performance of that region’s rural economy. This comprises pastoral farming, fruit and horticulture, forestry, fishing, mining and food/other products processing”, (Bevin 2005, p.1). In his Napier/Hawke’s Bay Economic Monitor, Bevin describes the recent trends using such macroeconomic indicators as economic growth, population movements, local business confidence, unemployment and employment, building activity etc and notes particular aspects such  as the growth, or lack of,  in the rural sector, grape vintage, forestry, tourism performance etc. 
Exact figures of the representation of Hawke’s Bay economic activity of the total GDP in the country were not available from the Ministry of Economic Development as they combine Hawke’s Bay and Gisborne together. It is noted that the Gisborne/Hawke’s Bay economy accounted for 4.6% of total economic activity in New Zealand in the year to March 2004. “Gisborne/Hawke’s Bay economic growth between March 2000 and 2004 averaged 3.0%. Over the same period, the national economy grew at an average of 3.5%”, (New Zealand’s Regional Economic Performance: Final Report- 5. Regional Highlights, 2004, p.11). However, according to S. Bevin, (personal communication, February 25, 2006) the Hawke’s Bay Real GDP contribution to the whole economy was approximately 4%.  The comparable growth figures for 2004/2005 June years were 1.9% for Hawke’s Bay and 2.9% for New Zealand, Bevin, (2005, p.7)
Research Method 
This research was funded by the Business Links at the Eastern Institute of Technology. The purpose of the project was to find out whether SMEs in Hawke’s Bay used economic indicators and to identify the indicators they found relevant and useful to their business.

Using qualitative methods, initially twelve businesses conveniently selected in Hastings and Napier were interviewed on the research topic. The findings 
from these interviews were transcribed and collated for analysis. A focus group of 8 businesses randomly selected in Hawke’s Bay was held to further clarify the focus of the research and to assist with the pre-testing of the questionnaire. 

The list of economic indicators selected to use in the survey was a combination of those employed in Bevin’s Napier/Hawke’s Bay Monitor for the local/regional level, and those provided at a national level in Key Statistics - At a Glance. These were also the ones most often quoted in the media and by the banks in their surveys, Reserve Bank, Statistics New Zealand, Household Labour Force Survey (HLFS). Some reference to regional trends and expectations was also included. 

The final questionnaire was sent to 500 businesses picked from the yellow pages of the Hawke’s Bay telephone directory using a stratified random selection method. The method was to select every Hawke’s Bay business at the top left of each page. This approach gave a total of 480 businesses. The researchers decided to use a 500 total and randomly picked 20 businesses from the directory ensuring they were from sectors that appeared a little under represented on the initial selection. Respondents were given three weeks to return the completed questionnaire by a post-paid envelope. After four weeks only 94 surveys were returned. Sixteen were returned undelivered as a result of the business having moved. This gave a 19.42% response rate. The sorting process discarded 3 surveys that had over 30 % unanswered questions vital to the research focus. The remaining questionnaires were coded and Minitab 14 software was used for data entry and analysis. 
Findings and Brief Discussion
A summary of the findings from the quantitative survey is listed below:
· Fifty-six percent of businesses surveyed have 1 to 5 employees.

· Fifty percent of businesses receive information on economic indicators on a regular basis and there did not appear to be any correlation between the type of business and whether they received information.
· Most businesses used the newspaper on a daily basis as their major source of economic information. This was purchased by the business operators for their own use.
· Forty-eight percent of businesses consult someone on economic indicators.

· Accountants are the most popular consultants on economic indicators. As shown in the table below:
Table1: Number of businesses that consulted the following sources:

	People consulted
	Number of businesses

	Accountant
	27(52%)

	Bank manager
	4(4%)

	Business Mentor
	7(13%)

	Other
	14(27%)


· Of all the businesses that receive information on economic indicators, only eleven read and file it, eleven read and use it.  A further ten businesses read it and trash it.

· Twenty seven of the operators receiving information on economic indicators used the information sometimes whilst only three used it always for the planning of their businesses. Three never used the information received.
· Twenty nine businesses used the information received for managing their businesses sometimes and two always did.  Four stated that they never used the information.

· Businesses found that lack of time, lack of access to information and lack of interest were the major constraints to accessing and using economic indicators.
· A table of indicators was provided which asked the respondents to tick those indicators which they found most difficult to understand the wording and implications. These were:
Table 2:  Percentage of respondents stating difficulty of understanding

	Indicator
	Percentage claiming difficulty

	Producer Price Index (inputs)
	48%

	Producer Price Index (outputs)
	48%

	10 Year government bond rate
	30%

	Government operating balance
	36%


These indicators may require further investigation as to why the majority of the businesses found the wording and implications difficult to understand. The indicators that the respondents found ‘Very easy to grasp the meaning and implications of’ are also the ones that they generally found either ‘Directly relevant to my business’ or ‘Some relevance to my business’. These are shown below:

Table 3: Percentage of respondents showing ease of understanding of Indicators
	Indicator
	Percentage
	Indicator
	Percentage

	Retail Sales
	48%
	Labour cost (wages)
	43%

	Export Prices
	32%
	Current Account balance
	38%

	Import Prices
	30%
	Savings rate
	33%

	Business Confidence
	43%
	New car registrations
	49%

	Employment 
	38%
	Unemployment rate
	46%

	Credit card billings
	43%
	Population growth
	49%

	Consumer Confidence
	45%
	Regional Trends
	31%

	Net Migration


	44%
	
	


A table was provided which requested them to tick the indicators which they found most relevant to SMEs. For the data received, if the ’No response’ column is not considered and the column ‘Directly relevant to my business’ is compared to ‘No relevance to my business’ then the indicators with highest variance where ‘Directly relevant to my business’ is higher than ‘No relevance to my business’ is as shown in Table 4 below:
Table 4: Number of respondents showing greatest variance between relevance to business and no relevance to business
	Indicator
	Number of businesses
	Indicator
	Number of businesses

	Population growth
	11
	Future expectations
	6

	Consumer Confidence
	19
	Real GDP
	7

	Employment
	19
	Labour cost
	31

	Business confidence
	25
	Regional trends
	16


The above indicators constitute 28.57% of the ‘Directly relevant to my business’ when compared to ‘No relevance to my business’. This signifies that these indicators are the most relevant to the majority of the businesses. Most of these indicators are covered on a daily basis in the national newspapers which was also the most highly accessed source of information by businesses.
If a similar comparison is done between ‘Some relevance to my business’ and ‘No relevance to my business’ then it is the following indicators:

Table 5: Number of respondents showing greatest variance between some relevance to business and no relevance to business
	Indicator
	Number of businesses
	Indicator
	Number of businesses

	Consumer Price Index
	12
	Population growth
	25

	Net Migration
	11
	Consumer confidence
	14

	Business Confidence
	25
	Import Prices
	6

	Employment
	18
	Unemployment
	20

	Labour productivity
	1
	Labour cost (wages)
	11

	Real GDP
	22
	Savings rate
	2

	Govt operating balance
	11
	Future expectations
	11

	Regional Trends
	22
	
	


Limitations
This research took place between September and November 2005. It is assumed that the timing was not favourable to the businesses surveyed. It seemed most of the businesses were either too busy or not interested in responding to the questionnaire. The focus of this research was on economic indicators and the researchers were hopeful for responses on the understanding and relevance of these to SMEs but there was a 20% no response rate on these sections.
Conclusions
From Qualitative Findings
According to the comments made by Bevin (2005), it appeared that there was much information available on economic indicators and the region’s growth patterns, but there was some doubt as to whether SMEs actually do apply that information to their businesses. This was backed up by the interviews that were carried out. 

It seemed that there was no difficulty in obtaining information on these economic indicators at a national level, and especially for those businesses who were computer literate. This information is widely reported in the media or in various bank bulletins, via Statistics New Zealand web sites and many Trade Association magazines. However, it was not sure that it would be so easy to access information at a regional level, nor could it be certain that many small businesses did actually use the information that is available. 
The authoritative regional information, the Napier/Hawke’s Bay Monitor, was summarised in a one page sheet that was circulated in the Central Business District of Napier on a quarterly basis and an article in the local newspaper was published at the same time. This could easily be overlooked by many businesses particularly in the outlying areas. There were other articles about general regional economic events throughout the year and many local businesses did keep abreast of the events that were useful to their businesses such as exchange rates, rate of inflation and interest rates.

The research did not uncover any major study in New Zealand on the relationship between SMEs and the usage of macro economic indicators at either a local or national level. However, it did find that Don Brash, Governor of the Reserve Bank of New Zealand had presented an address to SMEs in 1998 and had focused on the impact of global events such as the Asian crisis on small and medium businesses. A paper by Rufus Dawe was published in 1987 and this was geared to the macro events of the 1980’s.There were many journal articles on other aspects of both SMEs and macro economic indicators, but linking these two areas was very difficult. It seems that the HB Chambers of Commerce is becoming aware of a deficiency in this area and is looking to this in the future to raise growth in the regional economy via Business Forums.
From Quantitative Findings
The majority (56%) of the businesses surveyed in Hawke’s Bay have 1-5 employees. The Government statistics showed 86% for 0-5 employees in New Zealand. One concludes that Hawke’s Bay has a somewhat lower than average representation of small businesses in this region.
Not all (50%) businesses receive information on economic indicators on a regular basis. Of those that do, the majority use newspapers for such information. Most of the operators use the information only sometimes for planning and managing their business. Many businesses surveyed consult someone on economic indicators (48%). Accountants rate the highest (52%) of the source consulted for information.  One of the major constraints to using economic indicators for business operation is ‘lack of time’ (33%).  

Some economic indicators are more important than others to most businesses but businesses are selective over what is relevant to their operations. The economic indicators that are most relevant to Hawke’s Bay are: Population growth, Consumer Confidence, Business confidence, Employment, Real GDP (economic growth), Labour cost (wages), Future expectations and Regional trends. These indicators are also the ones predominantly used by most SMEs in New Zealand making Hawke’s Bay similar to most other regions.
Recommendations
This research attempted to identify those economic indicators most relevant to businesses in the Hawke’s Bay region. It further identified indicators that businesses find difficult to understand because of the wording. It is suggested that the Government and the Reserve Bank economists define and simplify those indicators into language that most, or possibly all, business operators could comprehend and consider for their operations. 

It is recommended that an identical research is carried out in year 2007 for a comparative analysis and to measure the difference to evaluate whether change has taken place in the business environment in Hawke’s Bay. That research could further incorporate a section on key indicators (as stated above) and measure its effectiveness.
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