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Abstract

The research was aimed to investigate the application of Sufficiency Economy Philosophy

to sustain SMEs in the upper north of Thailand.
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The methodology used in this study was a mixed method approach, qualitative and
quantitative research. The first phase was qualitative research which used a semi-structured
interview to gather data from the SMEs. There were five participants from SMEs in the service sector
providing information. Data obtained from the interview was used to construct a questionnaire in
the second phase which was quantitative research. The questionnaire composed of four parts; 1)
demographic data 2) application of Sufficiency Economy Philosophy 3) business strategy of SMEs
in the upper north of Thailand and 4) business sustainability of SMEs in the upper north of Thailand.
The 850 questionnaires were distributed both by E-mail and by post. The number of 518
questionnaires were returned and structural equation modeling was used to generate the model,
it showed a good fit with the value of X2/df = 2.874, p = 0.54, CFl = .981, TLI = .967, RMSEA = .060
and HOELTER = 262.

The findings of the study showed the Structural Equation Modeling of applying Sufficiency
Economy Philosophy to sustain SMEs in the upper north of Thailand indicated that both SEP and
business strategy had a direct effect on business sustainability, but business strategy had a stronger
direct effect than SEP. Firms that applied Sufficiency Economy Philosophy practices in the business
and used it as part of business strategy formulation would lead to business sustainability better
than applying SEP itself.

Keywords: Sufficiency Economy Philosophy, Business Sustainability, Business Strategy, Structural

Equation Modeling

Introduction

Sufficiency Economy Philosophy (SEP) has been proposed by King Bhumibhol Adulyadej
to people of Thailand in guiding people to live their lives according to the middle path. The
philosophy was actually introduced around 1972 but formalized acknowledge by Thai people in
1997 (Oxford Business Group, 2016) after the “Tom Yam Koong Crisis”. It emphasizes living a middle
path as a principle for Thai people’s conduct at all level. The philosophical framework is to set up
strategies for a balanced development of the nation that is surrounded by the forces of
globalization.

As mentioned that Thailand faced “Tom Yam Koong Crisis” in 1997, it affected many
parties such as business owners, employees, and financial institutions. Many businesses faced a
financial crisis, Thai baht devalued 100 percent against the dollar which caused them to have very
high debts. Many financial institutions suffered from nearly 60 percent loss in non-performing loans.
Many employees had their pay cut, and some were laid off. Many of those who suffered most
from the crisis were small business owners and company employees. The government, then

realized that the way to reduce the impact of the economic crisis is by strengthening the SMEs.
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SMEs are claimed to be crisis shock absorbers (Wiboonchutikula, 2002) that would act as a buffer
for a country's economy at times when large organizations turn to a severe measure of laying off
workers during the rough period of economic downturn, and sustainable performance of SMEs is
considered crucial.

In Thailand, approximately 99% of the businesses are SMEs; still, it was considered
inconsistent contributors to Thai economic unlike large enterprises (The Office of SMEs Promotion,
2018). The main reason could be that SMEs have limited resources in comparison with large
enterprises. SMEs are known to face various difficulties and limitations which lead many SMEs to
close down their business, especially within the early years of operation (Taylor, 1999; Jeffoate,
Chappell, and Feindt, 2002). Even though the government provided the support mechanism for
SMEs, many still not survive. It has claimed that the failures were due to the lack of knowledge,
ability, experience, insufficient capital, marketing, information, and technology among the
entrepreneurs (Wiboonchutikula, 2002). These obstacles were considered as the barriers of Thai
SMEs to achieve business sustainability. The highest proportion of enterprises in Thailand were
small size business which was difficult for them to pursue medium size (OSMEP, 2018), while
Thailand need more medium enterprises to compete in international trade. The Office of SMEs
Promotion (OSMEP) is hoping that SMEs would help Thailand to overcome a “middle - income”
trap within ten years. As a result, the government has tried to support SMEs with knowledge,
funds, information and technology to strengthen their business, at the same times Sufficiency
Economy Philosophy has introduced to business sector as an approach to sustainability as well
regarding the success of implementing to agricultural sector. Despite of the perception of people
that the philosophy of sufficiency economy could be used in the agriculture sector and households
only, but it can be applied to the business sector as well. Modern business organizations have

become increasingly focused on sustainability, balance, and security (Taulananda, 2012).

Research Objective
To investigate an application of Sufficiency Economy Philosophy affecting the

sustainability of Thai SMEs in the upper north of Thailand.

Hypothesis
Hypothesis 1: Sufficiency Economy Philosophy has a direct effect on business strategy.
Hypothesis 2: Business strategy has a direct effect on business sustainability.

Hypothesis 3: Sufficiency Economy Philosophy has a direct effect on business sustainability.
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Conceptual Framework

This research adopted SEP principles; moderation, reasonableness, self-immunity,
knowledge and moral to investigate the implementation of SEP in their enterprises as Isarangkun,
C., & Pootrakool, K. (2002) research lends support for this study that the principles of moderation,
reasonableness and self-immunity are highly relevant for manufacturing, service and other non-
agricultural economic activities for sustainable development in Thailand. Regarding the literature,
SEP is proposed as the pathway for business sustainability (Pruetipibultham and Buranapin, 2010)
because it takes a middle path approach towards sustainable development (Kumar, et al 2011).
This research also adopted generic strategies of Michael E’ Porter (1980) which compose of cost
leadership, differentiation and focus as an endogenous variable. The business sustainability
adopted Elkington (1994) the triple bottom lines and ten global compact principles and
sustainability performance (United Nations, 2013) as another endogenous variable in this

conceptual framework.

Business ; Business
Strategy ' Sustainability
* Moderation « Cost leadership « Economic
+ Reasonableness « Differentiation « Social
« Self-immunity . Focus « Environment

» Knowledge

« Moral

Image 1 Research Methodology

This study was aimed to investigate the application of Sufficiency Economy Philosophy,
business strategy and business sustainability of SMEs (service sector) in upper northern Thailand
using both qualitative and quantitative research.

The first phase was to study primary data and semi-structured interview was used to
gather data from five SMEs entrepreneurs in different business activities; education, hotel and
restaurants, travel agency, construction and other services activities. Data was analyzed and used
for design of questionnaires to collect data on quantitative research in phase 2.

Phase 2, data from the qualitative research was used to develop questionnaires and
checked validity of content by three experts involve in the business field or researchers in the field

of study, then analyze the IOC (Item of Objective Congruence Index). If there are comments from
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the experts, the questionnaire will be corrected before trying out 30 sets of questionnaires, then
the reliability test was used to checked the internal consistency. If the coefficient value of the
questionnaire is above 0.7 it can distribute to the prospect respondents and the I0C value of this
questionnaires was 0.936.
Phase 1 Qualitative research
1. Population and sample size
The sample used in in phase 1 consisted of five SMEs entrepreneurs in service sectors;
education, hotel and restaurants, travel agency, construction and other services activities for the
semi-structured interview. The purposive sampling was used to select sample for the interview.
They are working in the service sectors for more than five years and all of them are business
owners.
2. Variables
2.1 Exogenous Variables
2.1.1 Sufficiency Economy Philosophy composes of moderation, reasonableness,
self<immunity, knowledge and moral.
2.2 Endogenous variables
2.2.1 Business strategy; cost leadership, differentiation and focus.
2.2.2  Business sustainability consists of economic, social and environment.
3. Research Instruments
A semi-structured interview was conducted using open-ended questions. The interview
questions were constructed based on the literature review on Sufficiency Economy Philosophy and
case studies, literature review on business strategy and business sustainability. Open-ended
questions enable the researcher to receive insight information of the enterprises of the process of
applying the Sufficiency Economy Philosophy, business strategy, and business sustainability and
how it influences each other.
4. Data collection
A semi-structured interview was used to gather data from SMEs entrepreneurs in the
service sector. There were five SMEs entrepreneurs engaging in education, hotels and restaurants,
travel agency, warehousing and real estate providing information regarding the application of
Sufficiency Economy Philosophy, business strategy and business sustainability in their organizations.
5. Data analysis
The researcher examined all the data to obtain a general understanding of the data set
(Creswell & Plano Clark 2007). Furthermore, the researcher maintained objectivity during content
analysis of the reasons obtained from the how, what, why questions to ensure the data collected

was represented accurately (Krippendorff, 2004).
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The population was SMEs in the service sector that registered with Office of Small and

Medium Enterprises Promotion. The total number of SMEs in the service sector in upper northern

Thailand equal to 116,615 enterprises (OSMEP, 2017) and sample size of this research was 518 as

Comrey and Lee (1992) indicated the quality of data as “very good” as shown in table 2.

Table 1 Number of population and sample size

Province Number of enterprises Number of Samples

Chiang Mai 42,991 184
Lamphun 7,964 34
Lampang 11,593 50
Mae Hong Son 2,326 10
Phrae 11,843 51
Nan 8,292 36
Phayao 8,261 35
Chiang Rai 23,345 100

Total 116,615 500

Source: Office of Small and Medium Enterprises (2017)

The population used in the research were SMEs in service sector of upper northemn

Thailand; Chiang Mai, Lamphun, Lampang, Mae Hongson, Chiang Rai, Phayao, Phrae and Nan. The

sample size of this research aimed at 500 SMEs among 850 distributed questionnaires, but 518

questionnaires were received.

Table 2 Quality of data

Numbers of sample size Quality of data
50 Very poor
100 Poor
200 Moderate
300 Good
500 Very Good
1,000 Excellent

Source: Comrey and Lee (1992)
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The variables used in this study consisted of exogenous and endogenous variables as

shown in Table 3

Table 3 Exogenous and Endogenous variables

Latent Variables Observed Variables

1. Exogenous Variables

Sufficiency Economy Philosophy 1. Moderation
. Reasonableness
. Self-immunity

. Knowledge

o B~ LW N

. Moral

2. Endogenous Variables

—_

Business Strategy . Cost leadership

. Differentiation

W N

. Focus

Business Sustainability 1. Economic

2. Social

3. Environment

2. Research instruments
The researcher used questionnaires to collect data from 850 SMEs in the service sector.
The questionnaires divided into four parts;
Part 1: Demographic data about SMEs
Part 2: Five rating scales questionnaires with 28 questions on the application of
Sufficiency Economy Philosophy of upper northern Thai SMEs.
Part 3: Five rating scales gquestionnaires with 15 questions on the application of the
business strategy of upper northern Thai SMEs.
Part 4: Five rating scales questionnaires with 14 questions on the business strategy of
upper northern Thai SMEs.
Construct of research instruments
1) Use data from the semi-structured interview and literature review to create a 5

rating scales questionnaire.
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2) After the questionnaire was created, the draft was asked for comment from the
advisor for correction.

3) The questionnaire was sent to 3 experts in the field to check the validity of content
and analyze the 10C value.

4) Tried out 30 questionnaires with non- sampling group of this research and found
that the Cronbach’s Alpha was equal to 0.936

3. Data collection

This research used two types of questionnaires; the printout and the electronic
questionnaires. The questionnaire was distributed to SMEs in the service sector by post and by e-
mail. There were 850 questionnaires distributed to SMEs (service sector) in the upper north of
Thailand engaging in business activities such as construction, transportation and storage, education,
financial activities and insurance, real estate activities, hotels and restaurants, art, entertainment
and recreation, and health and social work. The researcher received 518 questionnaires for analysis.

4. Data analysis

The researcher analyzed data as follows:

1) Analysis of SMEs demographic data by using Frequency and Percentage to describe
general information about SMEs in the service sector.

2) Descriptive analysis was used to explain the application of SEP, Business Strategy and
business sustainability of upper northern Thai SMEs. Mean and Standard Deviation was used to
interpret the data.

3) Analysis of the correlation coefficient was used to measure the relationship between
each variable. The correlation coefficient value between -1 and 1 which means that

1 indicates a strong positive relationship.
-1 indicates a strong negative relationship.
A result of zero indicates no relationship at all.

The correlation coefficient is a criterion to measure the relationship between variables
and use to analyze the Structural Equation Modeling: (SEM). The correlation coefficient value
between variables in SEM must not exceed 0.80. Besides, to check the validity of correlation matrix
KMO and Bartlett's test will be used. KMO > 0.5 and Bartlett Test of Sphericity must have a
significant level at .000 which means that the set of variables is suitable for analysis of factor.

The researcher had tested the correlation matrix, and the overall value showed that
the KMO = .880 which exceed 0.5 and Bartlett's test was significant at .000 and can be used to

analyze confirmatory factor.
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GOF Test Name Cut-off Value References

p Probability value > .05 Carmines & Mclver (1981)
X2/df Normed Chi-square <3 Ullman (2001)
CFl Comparative fit index > .95 Carlson & Mulaik (1993)
TLI Tucker-Lewis index > .95 Hu & Bentler (1998)
RMSEA Root mean square error of <.06 Yu (2002)

approximation
HOELTER Hoelters critical N > 200 Hoelter (1983)

(at a confidence level of 95%)

The Goodness of fit indices is used to validate whether the model is consistent with the

empirical data by considering these value as shown in Table 4.

Research Findings

The model of applying Sufficiency Economy Philosophy, business strategy and business

sustainability was generated and it was modified in ordered to rectify the model fit as seen in Figure 1

“

o

]
b

Chi-square/DF = 2 874, P = 0 54 CFl = 981,
\ TLI = 967, RMSEA = .060, HOELTER = 262.000

Figure 1 measurement model modification of applying Sufficiency Economy Philosophy, business

strategy and business sustainability
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The model modification was generated in ordered to rectify the model fit. This revealed
that the model was a good fit with the new value of X2/df = 2.874, p = 0.54, CFl = .981, TLI = .967,
RMSEA = .060 and HOELTER = 262 as shown in Figure 1.

As a result, it can be explained that Sufficiency Economy Philosophy, business strategy
and business sustainability were related to one another and consistent with the empirical data.
Applying of SEP (moderation, reasonableness, self-immunity, knowledge and moral) could lead
firms to sustainability, but business must use SEP as part of firms’ strategic formulation which would

lead firms to a more sustainable organization.

Discussion

From the study, it found that SEP had direct effect on business sustainability of Thai
SMEs in service sector. SEP consists of moderation, reasonableness, self-immunity, knowledge and
moral. In this study, the application of SEP in service sector of Thai SMEs highlighted on knowledge,
moral and reasonableness which consistent with Thongpoon et al., (2012) indicated that applying
of Sufficiency Economy Philosophy; knowledge and moral were important on SMEs entrepreneurial
competencies and lead to sustainable performance. As we acknowledge that SMEs has limited
resources, they have to be very careful operating their business, having good production planning,
hiring local people, using of technology that easily find in local (Puntasen et al., 2003).

From the model, SEP was very important to firms as a business framework so that firms
could choose an appropriate business strategy that would lead them to sustainability. Knowledge
principle in SEP was the most influential factor affecting business sustainability while cost
leadership was a most influential strategy of firms to reach sustainability. The finding was consistent
with Grant (1996) stated that knowledge is the focal resource and the driver of sustainable
advantage and there was a linkage of knowledge to competitive advantage (Nidumolu et al., 2001).
Firms adopted focus strategy would follow moderation because they had to provide goods and
services for a particular market, they do not emphasize on broader market because the competition
is too high.

It concluded that both SEP and business strategy could lead firms to sustainability.
Business that want to pursue a greater sustainability would have to adopt SEP to formulate their
business strategy to compete in a competitive market. Blending the philosophy into a business

strategy would make firms decide better of what strategy that most fit them.
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Recommendation

Academic Recommendation

Scholars or researchers interested in exploring Sufficiency Economy Philosophy of SMEs
should add innovation as another variable for further study to investigate that it is essential for
SMEs to pursue innovation within firms and would it help business to sustain better in a competitive
market.

Policy Recommendation

Policy maker in charge of SMEs in Thailand should promote the implementation of
Sufficiency Economy Philosophy to help strengthen Thai SMEs coping with high competition from

globalization.
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