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Preface

Small and medium-sized enterprises are important contributors to employment and
inclusive economic growth around the globe, including in Southeast Asia. As one of the
fastest growing regions in the world, Southeast Asia has broadly embraced a growth
model based on international trade, foreign investment and integration into regional and
global value chains. This approach opens up an important window of opportunity for
SMEs, but it also means that they must increase their competitiveness if they are to
survive and grow in a highly competitive marketplace.

With the creation of the ASEAN Economic Community in 2015 and the adoption of the
broader inclusive development goals of the 2030 Agenda, policymakers in the region are
progressively turning to SME development as a way to foster equitable economic growth
and to narrow substantial income gaps between and within ASEAN Member States.

The OECD Southeast Asia Regional Programme contributes to this effort by conducting
policy analysis and training on SME development work in the areas of digitalisation,
innovation, investment, global value chains, productivity, trade and greening the
economy. The Economic Research Institute for ASEAN and East Asia (ERIA) also
conducts analytical work on SME development related to trade, investment, human
resource development and infrastructure enhancement, among other topics.

This study, the ASEAN SME Policy Index 2018: Boosting Competitiveness and Inclusive
Growth, is the result of a collaboration between the OECD’s Southeast Asia Regional
Programme, ERIA and the ASEAN Coordinating Committee on Micro, Small and
Medium Enterprises (ACCMSME), in partnership with the governments of the ten
ASEAN Member States as well as experts, stakeholders and representatives of the SME
sector. We are confident that it will be a valuable tool to map the depth and nature of
SME policies across ASEAN and providing a framework for assessing and benchmarking
progress in the design and implementation of SME policies. Aligned with the objectives
of the ASEAN Strategic Action Plan for SME Development 2016-2025, this framework
also allows for an assessment of its implementation. The corresponding analysis is
supplemented by policy recommendations at the regional and country levels, as well as
good practice examples from ASEAN and OECD member countries. It builds on a
similar exercise that was piloted by the OECD and ERIA in 2014.

We look forward to continuing this fruitful collaboration to enhance SME development as
an important driver of growth, job creation and social cohesion in Southeast Asia.

;;%2@»){ —— L

Prof Hidetoshi Nishimura Angel Gurria
President ERIA OECD Secretary-General
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Foreword

Small and medium-sized enterprises (SMEs) are the backbone of ASEAN economies.
They generate jobs and contribute to inclusive economic growth and prosperity of
households and communities.

Despite their contributions and importance to the region’s economy, SMEs continue to
face significant barriers that prevent them from achieving their full potential. This is
particularly true for women entrepreneurs who are a vital piece of ASEAN’s economy.

The Government of Canada is firmly committed to addressing these barriers together with
our ASEAN partners. We believe that unlocking the region’s entreprencurial potential
will help build more inclusive economies and grow the middle class.

Establishing a strong empirical foundation on which to build entrepreneurship is a critical
first step and we are pleased to support ASEAN’s efforts in this area.

This is consistent with Canada’s approach as we rely strongly on evidence-based
policymaking. We believe that through sound analysis and research, policymakers are
better positioned to identify and implement relevant and effective policies and programs.
They are also better equipped to monitor and measure progress, and make adjustments to
achieve greater success.

For this reason, we are pleased to support the development of the ASEAN SME Policy
Index 2018: Boosting Competitiveness and Inclusive Growth in partnership with
internationally recognized policy institutions such as the Organisation for Economic Co-
operation and Development (OECD) and the Economic Research Institute for ASEAN
and East Asia (ERIA).

This instrument is an important call to action for ASEAN policymakers and supports a
culture of learning, innovation and partnerships that is consistent with the ASEAN way. It
also contributes to realising ASEAN’s strategic goals and desired outcomes on SMEs as
laid out in the Strategic Action Plan for SME Development 2016-2025.

On behalf of the Government of Canada, we reaffirm our commitment to ensuring
ASEAN SMEs, particularly women entrepreneurs, are competitive, resilient and able to
achieve their full potential.

H.E. Marie-Louise Hannan

Ambassador of Canada to ASEAN

ASEAN SME POLICY INDEX 2018 © OECD, ERIA 2018
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Abbreviations and acronyms

ACCMSME ASEAN Coordinating Committee on Micro, Small and Medium Enterprises
ADB Asian Development Bank

AEC ASEAN Economic Community

AEO Authorised Economic Operator

AMS ASEAN Member States

APO Asian Productivity Organisation

ASEAN Association of Southeast Asian Nations
ASEC ASEAN Secretariat

ASPEC ASEAN Patent Examination Co-operation
ASPI ASEAN SME Policy Index

B2C Business-to-Consumer

BDS Business Development Services

CGF Credit Guarantee Fund

CGS Credit Guarantee Scheme

CIB Credit Information Bureau

CIP Collaborative Industry Projects

DFTZ Digital Free Trade Zone

EIA Environmental Impact Assessment

EL Entrepreneurial Learning

EMS Environmental Management System

EPZ Export Processing Zone

ERIA Economic Research Institute for ASEAN and East Asia
EU European Union

EZ Economic Zone

FAO United Nations Food and Agriculture Organization
FDI Foreign Direct Investment

FEC Future Economy Council

FIL Foreign Investment Liberalisation

FTA Free Trade Agreement

GAP Green Action Plan

GDP Gross Domestic Product

GERD Gross Domestic Expenditure on R&D

Glz Deutsche Gesellschaft fir Internationale Zusammenarbeit
GLC Government-Linked Company

GMV Gross Merchandise Value

GNI Gross National Income

GVC Global Value Chain

HCD Human Capital Development

IC Innovation Centre

ICT Information and Communications Technology
ICV Innovation and Capability Voucher

IDP Industrial Development Policy

IFC International Finance Corporation

ILO International Labour Organization

ASEAN SME POLICY INDEX 2018 © OECD, ERIA 2018



16 I ABBREVIATIONS AND ACRONYMS

IMF International Monetary Fund

IP Intellectual Property

IPO Initial Public Offering

ISO International Organization for Standardization
ITC International Trade Centre

JICA Japan International Co-operation Agency

KPI Key Performance Indicator

MFI Microfinance Institution

MNC Multinational Corporation

MoU Memorandum of Understanding

MSME Micro, Small and Medium-Sized Enterprise

NGO Non-Governmental Organisation

NSW National Single Window

OECD Organisation for Economic Co-operation and Development
PE Private Equity

PPC Public-Private Consultation

PWD Person with Disabilities

R&D Research and Development

RIA Regulatory Impact Analysis

SAP SMED Strategic Action Plan for SME Development

SE Social Enterprise

SEZ Special Economic Zone

SME Small and Medium-Sized Enterprise

SOE State-owned Enterprise

STI Science, Technology and Innovation

TFI Trade Facilitation Indicators

TIN Tax Identification Number

TVET Technical and Vocational Education and Training
UNDP United Nations Development Programme
UNESCAP United Nations Economic and Social Commission for Asia and the Pacific
UNIDO United Nations Industrial Development Organization
VAT Value-Added Tax

VC Venture Capital

WEF World Economic Forum

WTO World Trade Organization
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Executive summary

SME development is an increasing priority for policy makers across ASEAN as they seek
to establish a broader base for growth while ensuring that it is resilient and inclusive. This
is becoming more pertinent as incomes rise and trade barriers across the region are
lowered, opening up new opportunities to produce goods and services. In most ASEAN
countries, SME policy has traditionally had a social orientation, but in some countries
(notably in Brunei Darussalam, Malaysia, Singapore, Thailand and Viet Nam) this has
evolved to focus increasingly on stimulating innovation and technological upgrading.

This report looks at the policy landscape for SME development across ASEAN,
identifying potential gaps and offering recommendations going forward. It is based on an
assessment of the scope and intensity of policies across eight thematic areas. The ten
ASEAN countries are scored on a comprehensive set of qualitative and quantitative
indicators. This methodology builds on the OECD’s SME Policy Index methodology,
which has been applied in various regions, including ASEAN in 2014. It integrates the
goals of the ASEAN Strategic Action Plan for SME Development (SAP SMED) 2016-
2025. The assessment was conducted by the OECD and ERIA at both the regional and
country levels, and was carried out in co-operation with the ASEAN Coordinating
Committee on Micro, Small and Medium Enterprises (ACCMSME) and national policy
makers, as well as academic experts and the private sector. This report was endorsed at
the 50™ Meeting of the ASEAN Economic Ministers (AEM) as a reference tool to help
monitor and evaluate ASEAN’s efforts in advancing MSME development policies.

The report finds that most ASEAN countries are active in the area of SME policy and
apply a mix of horizontal and targeted approaches. On the horizontal side, they tend to
prioritise measures to cut red tape and streamline business registration. On the targeted
side, they tend to focus on measures to enhance productivity and increase access to
finance. The intensity and extent of policy intervention varies greatly among countries,
and this correlates with the overall level of institutional development. Indonesia,
Malaysia, Singapore, the Philippines and Thailand have invested significantly in business
development services, an area that Brunei Darussalam and Viet Nam are increasingly
exploring, while Cambodia, Lao PDR and Myanmar have focused more on improving the
legal and regulatory environment for SMEs and building institutions for SME policy.
ASEAN countries are very active in the area of market access and internationalisation,
and this is where most regional co-operation on SME policy takes place. Finally, while
the social contribution of SMEs is an important consideration for most policy makers,
relatively few interventions take place in the areas of SME greening and inclusion.

Based on these findings, the report makes the following key recommendations:

o Ensuring an integrated approach to SME policy, whereby interventions are
strategic, sequenced and coherent, can increase the impact of interventions and
programmes. Some countries pursue a mix of competitiveness and social policy
objectives in their SME policy, and at times these objectives may contradict one
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another. Taking stock and clearly elaborating the SME agency’s mission may help
to increase coherency. This should be informed by data on the contribution and
nature of SMEs, as well as feedback from business owners. Feedback and
co-ordination mechanisms between local and central government could also be
enhanced in many countries, as this may clarify objectives and facilitate
implementation.

e Strengthening data collection and analysis can ensure that policies are
evidence-based and well-targeted. Accurate and comprehensive data on the
contribution and nature of SMEs is an important foundation for the development
of a coherent and measured SME policy. In many countries, such statistics are
missing or are not collected systematically. The lack of data also hinders
monitoring and evaluation of the impact of SME policies.

e Attention to policy process throughout the entire policy cycle from design,
adoption and implementation, through to monitoring and evaluation can help to
ensure that policies remain responsive to firms’ real needs. For example, public-
private consultations and regulatory impact assessments in many instances are not
carried out systematically. Stakeholder consultation is often approached as a box-
ticking exercise, with limited participation. Similarly, many ASEAN countries
conduct some form of monitoring and evaluation, but few systematically do
robust impact assessments, even for major programmes. Systematic monitoring
and evaluation can help to ensure that public resources are used efficiently and,
when fed back into policy design, can inform the design of future policies.

e Expanded regional co-operation on SME development could allow countries
to better leverage domestic resources. ASEAN has a number of regional
co-operation programmes and projects in the area of market access and
internationalisation, and a few in the area of productivity, technology and
innovation. Policy makers could consider other areas where regional co-operation
may be valuable. At present, such co-operation principally takes the form of
knowledge-sharing, and the ACCMSME is doing important work here. However,
more could be done to operationalise the lessons learned from these exchanges,
for instance via the secondment of staff between AMS or the development of joint
projects between SME agencies and institutions. This could be particularly
valuable in the development of better regulations and the creation of e-governance
systems. A standardised system for the exchange of financial information could
also be very beneficial. This would require more complete company registers and
the establishment of harmonised credit reporting systems and information and
could therefore be seen as a long-term goal.

e Greater attention to the social contribution of SMEs in policymaking could
help ASEAN Member States to pursue greener, more inclusive economic
development. The social aspect of SME development is a priority for many policy
makers in ASEAN. Its importance is evidenced by the fact that it falls under the
“resilient, inclusive and people-oriented and people-centred” pillar of the ASEAN
Economic Community Blueprint. Yet the region’s median score is lowest in the
areas of SME greening and inclusive SMEs. This appears to stem from a concern
that interventions here could place unnecessary burdens on SMEs. Instead, actions
here (as opposed to subsidies in other areas) could enhance the social contribution
of SMEs. A range of policy options is available to encourage rather than oblige
SMEs to engage in greener and more inclusive practices.
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Chapter 1. Economic context and role of SMEs in ASEAN

The economic context

ASEAN is comprised of ten Member States which collectively cover 4.49 million km®
and are home to 642.4 million people.' The region’s large and growing market is
strategically located. It has large natural resource endowments, is a top destination for the
global offshoring industry and is located on one of the world’s busiest shipping routes. It
generated a combined nominal GDP of USD 2.8 trillion in 2017.% Indonesia is the
region’s largest country, accounting for 37% of its nominal GDP and 41% of its
population in 2017.

A thriving yet heterogeneous region, with a diverse economic structure

The ASEAN region is home to abundant oil and gas, coal, precious stones, metals,
minerals and timber. It is one of the world’s largest producers of agricultural commodities
(especially palm oil, rice, cocoa and coffee). In the 1970s and 1980s, many countries used
this endowment, along with smart economic policies, as a springboard for
industrialisation. Today the region is a thriving hub for global manufacturing and trade,
with a particular specialisation in electronics, automobiles and textiles. Incomes have
risen rapidly: the GDP per capita (PPP) of ASEAN countries has more than doubled since

2000.
Table 1.1. Key socioeconomic indicators for ASEAN, 2016
Country Total area Population GDP per capita Arable land Rural population
(km2) (million inhabitants) 16 (PPP Intl$) 16 (% of land area) 2 (% total population)

Brunei Darussalam 5765 0.4 74914 1.0 225
Cambodia 181035 15.7 4104 215 79.1
Indonesia 1913579 262.2 12349 13.0 455

Lao PDR 236 800 6.8 7332 6.6 60.4
Malaysia 331388 32.0 29 236 29 24.6
Myanmar 676 576 53.4 6070 16.7 65.4

The Philippines 300000 104.9 8355 18.8 55.7
Singapore 719 5.6 93920 0.8 0
Thailand 513120 67.7 18 231 32.9 48.5

Viet Nam 331231 93.7 7027 22.6 65.8
ASEAN 44902133 64243 12 3615 14.94 52.14

Note: 1. Data from 2017 2. Data from 2015 3. Total 4. Median 5. Weighted average 6. Preliminary statistics.
Source: ASEC (2016), Selected Basic Indicators, https://data.aseanstats.org/ (accessed 15 April 2018); World
Bank (2017), World Development Indicators, http://databank.worldbank.org/data/reports.aspx?source=world-
development-indicators (accessed 4 April 2018); ASEC preliminary statistics for 2017 (2018 forthcoming).

These developments have been supported by sound macroeconomic management, high
savings rates,’ relatively open trading systems and a young, rapidly growing population.
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Despite some common themes, however, ASEAN countries vary significantly in terms of
economic structure, development levels, population and density, political and legal
systems, geographic endowment and cultural and religious traditions (Box 1.1). This
diversity can help to explain some of the region’s rapid and resilient growth, but it may
also open up new challenges for integration.

Box 1.1. ASEAN Member States: economic snapshots

Brunei Darussalam is a small oil-rich country located on the isle of Borneo. It has a very high
income per capita with a small population of less than 450 000. With its reliance on hydrocarbons,
Brunei Darussalam economy is susceptible to fluctuations in commodity prices. After four
consecutive years of negative growth from 2013 to 2016, following a slump in world oil prices, the
economy has recently recovered in 2017 recording a positive real GDP growth of 1.3% in 2017.
Brunei Darussalam continues to face some challenges in diversifying the economy, such as low
productivity outside the oil and gas sector and a relatively attractive public sector. One of its key
assets for future growth is its young and well-educated population. Human capital development
remains high on the national agenda.

Cambodia is a country located in the Greater Mekong Subregion that recently graduated to lower
middle-income status. Since the 1990s it has developed a strong textile and garments industry, but
it has faced difficulties moving into higher value-added activities.

Indonesia is an archipelagic nation covering an estimated 17 508 islands, of which around 920 are
inhabited. It is ASEAN’s biggest and most populous country. Its economy has traditionally been
commodity driven, benefitting from the country’s substantial natural resource endowment. It
remains a lower middle-income country, but its rapidly growing middle class is opening up new
market opportunities.

Lao PDR is a lower middle-income country located in the Greater Mekong Subregion. It remains
a largely agrarian economy but is developing its tourism industry, with a concentration in
ecotourism. It has also invested substantially in hydropower facilities, and is an important provider
of electricity to neighbouring countries.

Malaysia is an upper middle-income country on the path to graduating to high-income status.
Since the 1970s it has managed to transform itself from a principally commodity-driven economy
to one predominantly based on manufacturing and services, though commodities remain important.

Myanmar is a low-income country located in the Greater Mekong Subregion. It has recently
begun to liberalise its economy and transition to a civilian government, and it has begun actively to
seek investment in industry and infrastructure, although progress here has dwindled in recent
years. It is a largely rural economy with substantial natural resources, and it holds substantial
growth potential, with a sizeable consumer market. However, conflict persists in a significant
proportion of the country.

The Philippines is lower middle-income country and archipelago covering an estimated 7 107
islands, of which around 200 are inhabited. It has the second largest population in ASEAN and an
important service sector, with strong business process outsourcing and tourism industries. Its large
diaspora makes an important contribution to GDP via remittances. It has developed a
specialisation in the production of electronics.

Singapore is a high-income city state with one of the highest population densities in the world. Its
strategic location on one of the world’s busiest shipping lanes and its highly educated population
have enabled it to develop strategic market niches. It is a global hub for financial and insurance
services, oil trading and pricing, shipping and biotechnology.

Thailand is an upper middle-income country and anchor economy for the Greater Mekong
Subregion. While its agricultural sector remains important to jobs and exports, it has become a
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leading producer and exporter of vehicles and vehicle parts. It has a vibrant tourism sector and has
invested significantly in infrastructure. Today it is a logistics hub for many countries in the region,
with one of the biggest ports and airports in ASEAN.

Viet Nam is a lower middle-income country and market-oriented socialist economy. It remains
largely rural and agrarian, but is rapidly building up a strong manufacturing sector via an export-
oriented FDI-driven industrialisation model. However, it shows signs of a dual economy, with
rather low productivity in non-FDI sectors. State-owned enterprises constitute a particular drag on
the economy.

Note: the country income classifications denoted here are based on the World Bank’s country income group
classifications for the 2019 fiscal year, which is based on the GNI per capita calculated using the World
Bank’s Atlas method. Further information on the methodology and country groupings can be found at:
https://datahelpdesk.worldbank.org/knowledgebase/articles/906519-world-bank-country-and-lending-groups.

Among ASEAN countries, Cambodia, Lao PDR, Myanmar and Viet Nam remain largely
rural economies, with 60-79% of their population residing in rural areas. Agriculture
accounts for a significant share of total private-sector employment in three of these
countries: Lao PDR (62%), Myanmar (51.3%) and Viet Nam (41.9%) (ILO, 2016(;)). In
Cambodia, the service sector is the largest employer (45.5% of total private-sector
employment).

Many ASEAN countries have built up strong manufacturing bases. Indonesia, Malaysia,
the Philippines, Singapore, Thailand and Viet Nam have managed progressively to
develop manufacturing capacity in higher value-added products, such as electronic parts
and automobiles. Cambodia has developed a strong textiles and garments industry,* and
today this is one of the main drivers of jobs, revenue and export earnings in the country.
The region is highly integrated into global value chains, and many ASEAN countries
have successfully leveraged outsourcing opportunities from industrialised economies
such as Japan, South Korea, and, more recently, China. Economic zones have played an
important role in this process, with Singapore, Malaysia and the Philippines first
pioneering the approach in ASEAN. As of December 2016, there were more than 1 600
economic zones in the region, including over 1 162 industrial parks, 200 information
technology centres (all in the Philippines), 71 special economic zones, 52 technology
parks, 35 free industrial zones and 13 export processing zones (ASEC, 2017)). Many
ASEAN Member States have used economic zones as a rapid way to attract foreign direct
investment and export-oriented industries, and have increasingly competed to attract the
best companies via a range of incentives such as tax exemptions, subsidies and the
relaxation of labour laws. Today, accounts for one-sixth to one-quarter of private-sector
employment and value-added in all ASEAN countries except Lao PDR and Brunei
Darussalam (ILO, 2016;;;; World Bank, 2016y3).”

Finally, a number of ASEAN countries have managed to develop a vibrant service sector,
and are today service-driven economies. Services, particularly trade, finance, and real
estate, absorb 59% of total FDI inflows to ASEAN (ASEC, 2016y)). In Malaysia, the
Philippines and Singapore, services account for more than 50% of gross value added and
private-sector employment, while in Thailand services account for more than 50% of
gross value added and generate the highest share of private-sector employment (44%). In
2015, the total contribution of tourism to ASEAN GDP was 12.4% - with a direct
contribution of 5% and indirect and induced GDP accounting for the remaining 7.4%
(WTTC, 2016(5;). The region has developed a healthy tourism sector that holds future
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potential for growth. Singapore is a global hub for financial and insurance services, while
the Philippines is a world leader in business process outsourcing.

Despite a contraction in global trade, growth has been resilient

Today ASEAN is one of the fastest growing regions in the world, and it has broadly
managed to sustain high economic growth rates over three decades. Over the past five
years (2013-17), most ASEAN countries have continued to record GDP growth rates
above 5%. While many ASEAN countries are export oriented, making them vulnerable to
the global growth cycle, growth in recent years has been predominantly fuelled by
domestic consumption. The region has a rapidly growing middle class, and this is creating
new economic opportunities. An estimated 190 million middle-class consumers® were
estimated to reside in ASEAN in 2012; by 2020, this figure is projected to rise to around

400 million.
Table 1.2. Main macroeconomic indicators for ASEAN, 2016
Indicator Unit of measurement Country

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM
GDP growth 2 Percent, y-0-y 13 68 51 69 42 68 67 36 39 68
Inflation Percent, average 02 22 36 08 21 45 32 06 07 35
Govemment balance Percent of GDP 215 29 25 12 30 46 -04 3.3 04 -6.6
Current account balance Percent of GDP 15.5 - 18 44 3.0 66 03 190 119 41
Export of goods and services Percent of GDP 496 613 191 389 672 - 280 1721 689 936
Imports of goods and services Percent of GDP 377 657 183 516 610 - 369 1463 542 911
Net FDI Percent of GDP -1.3 - 0.4 3.1 4.6 - 26 250 075 76
External debt Percent of GNI - - - 93.3 696 - 211 - 314 384
Gross reserves Percent of external debt - - - 156 472 - 104.3 - 1414 46.0
Domestioreditto the private. Percent of GDP 443 697 304 948 1239 - 447 1329 1474 1150
Unemployment Percent of active populaton 69 03 56 - 34 40 55 30 10 21

Note: 1. IMF staff estimates 2. ASEC estimates (2017) 3. Preliminary statistics.

Source:  World Bank (2017), World Development Indicators, http://databank.worldbank.org/dat
a/reports.aspx?source=world-development-indicators (accessed 4 April 2018); IMF (2017), World Economic
Outlook, https://www.imf.org/external/pubs/ft/weo/2017/02/weodata/weoselgr.aspx (accessed 4 April 2018),
ASEC (2017).

Sound macroeconomic fundamentals across the region as a whole have helped to
moderate the impact of lower export earnings from sluggish global trade recovery. Most
ASEAN countries have managed to maintain a relatively strong external position thanks
to substantial international reserves, which provided an important buffer while global
trade recovered, as well as growing regional markets.

Domestic structural reform may be needed to broaden and sustain growth

The region is anticipated to sustain a high growth rate over the medium term, with
average annual GDP growth of 5.2% forecast between 2018 and 2022 (OECD, 2018¢)).
This is highly contingent on governments’ ability to deliver on planned infrastructure
projects. Notable downside risks include the possibility of a more rapid monetary policy
contraction in advanced economies, growing protectionism and rapidly increasing
private-sector debt (OECD, 2018)).
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Domestic structural reforms may become more pressing if growth is to be sustained and
broadened (OECD, 2018¢)). Over the medium term, many governments in the region may
face increasing pressures to moderate credit growth through enhanced bank regulation
and supervision. While the quality of bank assets is not yet a cause for concern, the
volume of non-performing loans and assets has increased, and this may leave ASEAN
economies more vulnerable to external risks such as a reversal of nascent trade recovery
or more rapid monetary contraction in advanced economies. Moves to tighten credit
growth may dampen domestic demand, but may also reduce the threat of economic
slippage should such risks be realised (OECD, 2018)).

Over the long term, the region will need to sustain and increase investment, particularly
in infrastructure. By some estimates, ASEAN’s infrastructure investment needs may
reach USD 2 759 billion over the next 10 years, or 5% of the region’s projected GDP
(ADB, 2017;7). ASEAN continues to face issues of connectivity, both within and
between member states, with important transport corridors between trading ASEAN
nations still missing, particularly rail links (ADB, 20155; ASEC, 2016p)). This is
especially pronounced in the Greater Mekong Subregion,’ and large-scale transport
infrastructure projects are planned but at different levels of implementation. As the
region’s middle class continues to expand, demand for transport infrastructure is
increasing, particularly in the region’s urban centres. Development of the digital economy
is constrained by underdeveloped telecommunication infrastructure in many countries,
with less than 30% of the population online in Cambodia, Indonesia, Lao PDR and
Myanmar (OECD, 2018). Climate change is also likely to increase demand for
investment in infrastructure, as pressures build to make existing infrastructure more
disaster-proof and resource-efficient (ADB, 20177)).

Policy makers will need to crowd in more private financing into infrastructure investment
to meet these demands. In some countries, this will require new business models and
regulatory reform. Only two ASEAN countries operate at general cost recovery levels for
electricity production, and in three ASEAN countries unitary revenues from electricity
tariffs do not cover the marginal cost required to generate electricity (World Bank,
2018;10;). Reform may also require the exploration of new financing instruments that use
private funds more efficiently and tap into new sources of funding, such as blended
finance.

Alongside measures to upgrade infrastructure, policy makers are also seeking ways to
enhance productivity to increase incomes and avoid the middle-income trap. While FDI
has been an important driver of industrialisation in many countries, some show signs of a
dual economy, with productivity in non-FDI sectors significantly lagging behind.

Human capital development is one facet of productivity enhancement measures and will
be an increasingly pressing priority for policy makers over the long term. Strong
education and training systems will enable AMS to respond to and keep pace with
emerging skill needs in the global economy. In some countries this will mean upgrading
the current workforce via literacy drives and better provision of vocational education and
training, typically via close public-private collaboration.® In others the focus will be more
on preparing the country’s future workforce, via skills planning and the development and
promotion of facilities for lifelong learning.

Finally, some ASEAN economies may face pressures to improve the quality of public
spending. Some countries are facing a widening budget gap, although the fiscal outlook
appears to be largely stable (OECD, 2018)). A number of countries are embarking upon
tax reform, while others are attempting to increase integrity in public service provision
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and are increasingly undertaking more rigorous evaluation of public policies and
programmes.

Further economic integration presents challenges as well as opportunities

Further economic integration offers to enhance economic growth and resilience in
Southeast Asia. The freer movement of goods and services can lower barriers to trade and
open up new markets for firms operating in the community. The freer movement of
labour and capital can act as a macroeconomic stabiliser and a tool for spreading wealth
from the community’s more developed to less developed countries and sub-national
regions. However it can also open up new challenges. Disparate levels of institutional
development and income tends to increase competitive pressures and the need for
structural reform in lower-income countries as integration advances. ASEAN
demonstrates particularly divergent levels of economic development relative to other
economic communities. Gross domestic product per capita (PPP) ranges from PPP
Intl$ 4 104 in Cambodia to PPP Intl$ 93 920 in Singapore."’ Indonesia, Malaysia, the
Philippines, Singapore, Thailand and Viet Nam continue to account for around 97% of
ASEAN trade, 96% of GDP and 94% of FDI'' (ASEC, 20164)).

More can be done to lower barriers to trade. While import tariffs for most goods have
been removed, non-tariff barriers remain rather high.'? Likewise, while gradual opening
of the services market continues and offers better policy certainty, the question remains
on whether this has led to actual liberalisation. Intra-ASEAN trade stands at around 23%
of the region’s total trade, which is lower than in other economic communities such as the
European Union and NAFTA." In absolute terms intra-ASEAN trade has been growing,
and the region’s market has effectively cushioned the adverse impact of a weakening
external sector. There is, however, still some way to go to achieve the community’s
objective of doubling intra-ASEAN trade by 2025.

Obstacles also remain for the free movement of labour and capital. Labour migration in
ASEAN currently tend to be concentrated in a few one-way corridors: from Cambodia,
Lao PDR and Myanmar into Thailand (which accounts for around 55% of total intra-
ASEAN labour migration); from Indonesia to Malaysia (16%); and from Malaysia into
Singapore (16%) (WEF, 2016y;,;). Regional initiatives such as the creation of frameworks
to facilitate and promote the mutual recognition of skills will be important to create a
more fluid regional labour market. Freer movement of capital may be stymied by
different levels of capital market development, and by gaps in the regulatory framework
for financial services in some AMS.

SMEs in ASEAN

SME development is an important pillar of regional integration efforts. Micro, small and
medium-size enterprises represent around 97-99% of the enterprise population in most
ASEAN countries.'* The SME sector tends to be dominated by micro enterprises, which
typically account for 85-99% of enterprises (where data are available). There is a
relatively low share of medium-sized enterprises across the region as a whole, which may
be indicative of a “missing middle” in the region’s productive structure.

In most ASEAN countries, SMEs are predominantly found in labour-intensive and low
value-added sectors of the economy, particularly retail, trade and agricultural activities.
As such, they continue to account for a high share of employment but a low share of
gross value added in most countries. The latest available data for the region suggests that
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SMEs account for around 66.3% of employment (based on the median)"> and 42.2% of
gross value added.'® While these figures should be approached with caution,' they
suggest that SME productivity and growth may lag behind larger enterprises.

SMEs in general appear to be underrepresented as exporters, with their contribution to
total exports estimated at around 10-30% (ERIA-OECD, 2014,,)). SMEs tend to engage
more in global value chains as exporters than as buyers of foreign inputs (Lopez
Gonzalez, 201713)), though the OECD (2016y,4;) finds the sourcing of foreign value added
to be associated with greater productivity, more sophisticated exports and less
concentrated export structures.

SME policy

SME policy goes hand in hand with private-sector development, and is premised on the
idea that micro, small and medium-sized enterprises face barriers to growth. The
limitations of SMEs relative to large firms include: i) lower bargaining power; ii) fewer
resources to invest in technology and people, and to ride out difficult periods; iii) higher
compliance costs; iv) smaller networks; and v) limited managerial and/or technical skills.
These barriers can discourage entrepreneurs from embarking on a business venture or can
cause SMEs to operate well below their optimal efficiency frontier. Advocates of SME
policy argue that this may constitute a drag on productivity growth. They contend that
measures to address these barriers could produce a more flexible, resilient, competitive
and inclusive economy overall, generating a stream of social gains that outweigh the
direct cost of financing SME support programmes.

Policy makers take a range of approaches to SME policy based on their objectives
(Table 1.3). Often they employ a mix of approaches, with the dominant approach
fluctuating over time in line with current, often political, policy priorities. They may also
adopt different approaches for different segments of the SME population. The approach
taken informs the selection of policies and how they are structured, and both horizontal
and targeted policies may be used.

Table 1.3. Objectives of SME policy

Overarching goal Specific goal
Macro objectives e Creation of employment
e  Economic development
e  Export growth
Social objectives e Income redistribution
o  Poverty alleviation in developing countries
Correction of market failures / inefficiency e Presence of externalities
(static efficiency objectives) e  Market access barriers
e Asymmetric information
e Small number of competitors
o Information imperfection (lack of access to information about potential markets)
o Levelling the playing field

Dynamic efficiency objectives e  Promotion of innovation

Source: Harvie and Lee (2005), http://ro.uow.edu.au/commpapers/1052/.
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The three key approaches to SME policy could be summarised as follows:

e SME development as a tool to improve market efficiency. This approach is
broadly horizontal. It aims to ensure that all enterprises have equal access to
markets and to promote dynamic competition. It focuses on removing
administrative barriers that may distort competition, reducing information
asymmetries, promoting easy entry-exit procedures and stimulating
entrepreneurship.

e SME development as a structural challenge that requires targeted support.
This approach calls for providing proactive, ongoing and direct support to
enterprises until they have overcome most of their structural weaknesses. It places
more emphasis on the structural features that constrain SME growth, such as a
lack of economies of scales and scope, a lower capacity to invest in human and
physical capital, and weak research and development activity. It tends to target
select groups of enterprises and sectors, which may change over time.

e SME development as a tool to increase human welfare. The main objective of
this approach is to increase social development and generate additional
employment opportunities. To achieve these aims, policy makers mostly focus on
introducing initiatives to support entrepreneurship, particularly among the most
vulnerable, and on developing microfinance schemes. This approach generally
targets micro and small enterprises, mainly the former, and tends to focus on
those operating in traditional, highly labour-intensive sectors, such as hospitality,
construction, transport and small-scale manufacturing.

A number of different approaches have been adopted in ASEAN, and these have tended
to change over time.

Notes

" Based on preliminary ASEC statistics for 2017.
? Based on preliminary ASEC statistics for 2017.

* Both high savings rates and sound macroeconomic management have become particularly
pronounced in the years following the Asian Financial Crisis (1997-98).

* Since the 1990, though it has faced difficulties upgrading to higher value-added products.

° An exception is Lao PDR, where industry accounts for 9.6% of private sector employment and
32.5% of value added (ILO, 2016(;;; World Bank, 2016(3;). As a small country mainly oriented
around oil and gas production, Brunei Darussalam is also an exception, with industry accounting
for just 18.0% of private sector employment but 57.3% of gross value added (ILO, 2016,;; World
Bank, 2016[3])

% Defined as those with disposable income of around USD 16-100 a day.
"In particular in Cambodia, Lao PDR and Myanmar.

¥ For instance in CLM countries, which may not be able to adopt the export-manufacturing
development model used by many ASEAN-6 countries in the 1970s and 1980s if technologies
associated with Fourth Industrial Revolution disrupt the global economy to the extent predicted
(WEF, 2016(;1)).
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? For instance, six AMS (Brunei Darussalam, Indonesia, Malaysia, Singapore, Thailand and Viet
Nam) have joined the OECD’s Inclusive Framework on BEPS. Indonesia has emphasised tax
reform as one of the government’s key priorities under the administration of President Joko
Widodo.

' Based on preliminary ASEC statistics for 2017.
H Singapore alone absorbed 55% of FDI in 2016 (ASEC data).

'2.99.2% of items on the Inclusion List in ASEAN-6 and 90.9% in CLMV countries, as of Q4
2016.

" Intra-EU exports account for 64% of total exports in the EU-28 and intra-EU imports account
for 63.8% of total EU-28 imports, for example (EC, 2018|;¢)).

' Data for Myanmar is unclear. Official statistics suggest that only 87% of all enterprises are
MSMEs, but this data may not fully represent the true population due to fragmented and irregular
data collection. SME data in Myanmar is collected by a number of different bodies including the
Directorate of Industrial Supervision and Inspection in the Ministry of Industry, the SME
Development Centre, city and township development committees, and the Central Statistical
Organisation. Until 2015, the country’s SME definition also included a “horsepower” criterion,
meaning that it could only be applied to those enterprises producing finished goods from raw
materials, excluding service and trade businesses from official SME statistics. While the new SME
definition is certainly an improvement, the inclusion of a number of different criteria may still
create problems of application for many government agencies.

' The median is used due to rather high dispersion of values.

6 Although data on SMEs’ contribution to GDP/value added is missing for three countries
(Cambodia, Lao PDR and Myanmar). The results are also skewed by Brunei (where SMEs
reportedly only account for 16% of gross value added) and Indonesia (where they reportedly
account for 61%), which again is why the median average is used.

' Since they are based on highly heterogencous SME definitions and because some countries in
the region face capacity constraints in collecting regular and accurate data.
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Chapter 2. Policy framework and assessment process

The ASEAN SME Policy Index framework aims to provide an independent and rigorous
assessment of the policy environment for SMEs and to benchmark this assessment against
the goals and actions identified in the ASEAN Strategic Action Plan for SME
Development (SAP SMED) 2016-2025, as well as OECD good practice. It aims to
provide guidance for policy reform and development on the basis of these findings.

While other indices and benchmarking exercises assess the business environment in
Southeast Asia, the SME Policy Index adds value by going beyond the statistics to
examine the policy environment for SMEs across a broad range of areas. In addition:

o It focuses on the ASEAN region as it embarks upon further economic integration,
enabling policy makers to identify challenges that may lie ahead.

o It evaluates the SME policy environment comprehensively around the objectives
of the SAP SMED 2016-2025, allowing for an assessment of progress.

e It takes a participatory approach to evaluation and measurement through its
involvement of policy makers, the private sector and partner organisations.

e It provides guidance on how to improve the SME policy framework in each
country through good practice examples and policy recommendations.

e It incorporates relevant data by other organisations, such as the World Bank’s
Doing Business report and Enterprise Surveys, as well as additional ERIA and
OECD data, such as ERIA’s foreign investment liberalisation index scores and
the OECD’s trade facilitation index scores.

e It uses the country context and broader factors affecting SME development to
complement the analysis that emerges from the scores.

However, the SME Policy Index methodology also has limitations:

e The inputs and outputs of government policy can be hard to capture, particularly
in countries where SME policies are mainly implemented by local government.

e A lack of SME data in many Southeast Asian countries, as well as substantially
diverse SME definitions, limit the comparability of data across economies.

e The indicator weights are defined based on expert opinion, and therefore can be
open to challenge.

e C(Certain indicators may have been given special prominence due to their
importance to ASEAN member states and the SAP SMED 2016-2025, rather than
necessarily on the basis of expert opinion.

e The assessment covers a hugely diverse group of countries that differ
substantially in terms of income, geography, population, resource endowment and
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institutional capacity. The application of a single set of indicators and weights can
therefore mask certain country-specific characteristics in the scoring. Attempts
were made to address this constraint, such as graduated scoring and the exclusion
of certain countries from indicators that were not applicable (for more

information, see Annex A).

The 2018 assessment framework

The 2018 ASEAN SME Policy Index assessment framework maps and benchmarks SME
policies across eight policy areas (“‘dimensions”), which are broken down into 25
components (“sub-dimensions”). These components were developed in reference to the
SAP SMED 2016-2025 as well as the more generic SME Policy Index framework
developed by the OECD. A repeated application of the framework, at least over the
duration of the SAP SMED 2016-2025, should provide a dynamic picture of SME policy

reforms and priorities over time.

Table 2.1. The 2018 ASEAN SME Policy Index assessment framework

2018 ASPI dimensions and sub-dimensions

ASEAN SAP SMED strategic goals and desired outcomes

1. Productivity, technology and innovation

A. Productivity, technology and innovation

1.1 Productivity measures

1.3 Productive agglomerations and clusters enhancement
1.2 Business development services

1.4 Technology and innovation promotion

A.1 Productivity will be enhanced
A.2 Industry clusters will be enhanced

A.3 Innovation will be promoted as a key competitive
advantage

2. Environmental policies and SMEs

A. Productivity, technology and innovation

2.1 Environmental policies targeting SMEs
2.2 Incentives and instruments for greening SME operations

A.3 Innovation will be promoted as a key competitive
advantage

3. Access to finance

B. Increase access to finance

3.1 Legal, regulatory and institutional framework on access
to finance

3.2 Diversified sources of enterprise finance

3.2 Diversified sources of enterprise finance (microfinance
component)

B.1 Institutional framework for access to finance will be
developed and enhanced

B.2 Financial inclusion (and literacy) will be promoted, and
the ability of MSMEs to engage in the financial system will
be enhanced

4. Access to market and internationalisation

C. Enhance market access and internationalisation

4.1 Export promotion
4.2 Integration to global value chains

4.3 Use of e-commerce
4.4 Quality standards
4.5 Trade facilitation

C.1 Support schemes for market access and integration into
the global supply chain will be further developed

C.2 Export capacity will be promoted

5. Institutional framework

D. Enhance policy framework and regulatory environment

5.1 SME definition
5.2 Strategic planning, policy design and co-ordination

5.3 Measures to tackle the informal economy

D.1 Inter and intragovernmental co-operation in terms of
policy and regulation will be enhanced

D.3 Obtaining of permits and business registration will be
streamlined

6. Legislation, regulation and tax

D. Enhance policy framework and regulatory environment

6.1 Public-private consultations

6.2 Legislative simplification and regulatory impact analysis
6.3 Company registration

6.4 Ease of filing tax

6.5 E-government

D.2 MSMEs' interests will be promoted and involvement in
the decision-making processes will be enhanced

D.3 Obtaining of permits and business registration will be
streamlined
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2018 ASPI dimensions and sub-dimensions ASEAN SAP SMED strategic goals and desired outcomes

7. Entrepreneurial education and skills E. Promote entrepreneurship and human capital development
7.1 Promotion of entrepreneurial education E.1 Entrepreneurial education and learning programmes will
7.2 Entrepreneurial skills be instituted

8. Social enterprises and inclusive SMEs E. Promote entrepreneurship and human capital development
8.1 Social enterprises E.2 Human capital development for MSMEs will be
8.2 Inclusive SMEs enhanced, especially for women and youth

Source: ASEC (2016) adjusted by OECD and ERIA experts.

The 2018 ASPI assessment framework differs significantly from the pilot framework
used in 2014. While the pilot also featured eight dimensions, it touched upon different
policy areas, some of which have become sub-dimensions in the new assessment. It also
covered fewer and different indicators, and this limits the comparability of the two
assessments.

A detailed description of the assessment framework, including changes from the 2014
version, is presented in Annex A.

The assessment process

The SME Policy Index is based on the results of two parallel assessments. A self-
assessment is conducted by governments, led by a predesignated “national co-ordinator”
(a government official assigned to lead the policy assessment). This self-assessment is
informed by inputs collected from the various agencies and ministries involved in SME
policy development and implementation. In addition, an independent assessment is
conducted by the OECD and ERIA based on inputs from a team of local experts who
collect data and information and conduct interviews with key stakeholders and private
sector representatives, led by a predesignated “national consultant”. In the 2018 exercise,
a number of national consultants collaborated with national co-ordinators on information
gathering due to the difficulty of obtaining data in some countries. Preliminary scores
were developed on the basis of these two assessments, enhanced by further desk research,
missions and consultations with government representatives conducted by the OECD and
ERIA. A series of stakeholder meetings were subsequently held in each economy to
discuss and compare the two parallel assessments and to help reduce bias and
misjudgements. These meetings were typically attended by 30-50 SME policy
stakeholders, including representatives of ministries and government agencies,
international donors, civil society, the academic community, NGOs and the private sector.
At these meetings, discrepancies between the parallel assessments were discussed,
information gaps filled and draft scores presented. Based on the information gathered, the
OECD and ERIA determined the final scores for each country and presented them to the
national co-ordinators and consultants at a regional meeting held at the end of the
assessment process.

A detailed description of how the scoring was conducted, including innovations since the
2014 assessment, is presented in Annex A.
Timing of the 2018 assessment

The 2018 ASPI assessment was carried out between 1 July 2016 and 31 October 2017 in
three phases:
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e Design phase (July-December 2016). The methodology and assessment
framework were prepared in consultation with the ASEAN Co-ordinating
Committee on Micro, Small and Medium Enterprises (ACCMSME), drawing
reference from the OECD SME Policy Index methodology and the 2016-2025
SAP SMED. National co-ordinators and national consultants for each country
were identified.

e Data collection and evaluation phase (January-October 2017). ASEAN
countries carried out a self-evaluation of their policy frameworks (through an
assessment questionnaire and other materials). This was complemented by an
independent assessment carried out by the OECD and ERIA with the support of
local experts. Stocktaking missions and workshops were held in all ten countries
to support the data collection exercise. Desk research and follow-up with relevant
stakeholders were used to fill information gaps and resolve inconsistencies.
Finally, a workshop was conducted in Jakarta in October 2017, followed by a
presentation of the initial results at the fourth ACCMSME meeting, held in
Manila in October 2017.

e Consolidation and publication phase (November 2017-July 2018). Additional
data were gathered, the draft report was prepared and the report was reviewed by
participating countries, the ACCMSME and the ASEAN Secretariat. The draft
report was presented at the fifth ACCMSME meeting, held in Luang Prabang in
April 2018. Following the meeting, final comments were integrated into the
report. The completed publication was presented at the Senior Economic Officials
Meeting in July 2018 and formally launched at the ASEAN Economic Ministers’
Meeting in August 2018. A series of training workshops and national
dissemination events were due to be conducted after the launch.

The 2016-2025 ASEAN Strategic Action Plan for SME Development

The ASEAN Strategic Action Plan for SME Development 2016-2025 was developed in
the context of the ASEAN Economic Community (AEC), which was established in 2015.
The commitment to co-operate on SME development falls under the AEC Blueprint’s
third pillar, “equitable economic development”. It represents ASEAN’s recognition that
SMEs may require additional support to take full advantage of the trade and investment
opportunities that are expected to come from further economic integration, as well as to
increase their competitiveness. This is regarded as key to narrowing the development gap
across and within ASEAN member states.

Built around five strategic goals and twelve desired outcomes, SAPSMED 2016-2025
proposes a set of time-bound actions and action lines with key performance indicators
(KPIs). Its main objectives are to: i) promote productivity, technology and innovation;
i) increase access to finance; iii) enhance market access and internationalisation;
iv) enhance the policy and regulatory environment; and v) promote entreprencurship and
human capital development. It was launched at the ASEAN Business and Investment
Summit in November 2015.
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Chapter 3. Overview of key findings

This assessment suggests that ASEAN countries have made significant progress in the
area of SME policy since the first such assessment was conducted in 2014. In particular,
they have made notable efforts to build up the institutional framework for SME policies,
enhance the provision of business development services and increase SME access to
e-commerce. Productivity enhancement is now a key policy priority, although many
countries still focus on improving the policy environment for micro enterprises, which are
often informal, and often do so through subsidies. Measures to support the development
of social enterprises and inclusive SMEs remain limited. The sophistication of the policy
framework for SMEs generally correlates with overall income levels and institutional
capacities across most ASEAN member states (AMS).

Overall key findings

MSMESs operate mainly in wholesale and retail trade, with high levels of informality

Across ASEAN, the industrial sector is dominated by large enterprises, notably in the
extractive industries and manufacturing, while MSMEs dominate the service sector (with
the exception of banking, finance and telecommunications), where they can leverage on
their flexibility and capacity to cater for consumer needs. On average, more than 70% of
formal MSMEs in ASEAN countries are engaged in labour-intensive services, with only
10-15% engaged in manufacturing. The exception here is Viet Nam, where a high share
of formal MSMEs are engaged in manufacturing and integrated into global value chains
(GVCs). Informal and unregistered enterprises account for a very large share of micro
enterprises in ASEAN, particularly in lower-income countries. While there are no exact
figures on enterprise informality in the region, data on employment informality, both in
formal and informal enterprises, suggest that informal practices are widespread.

Data gaps and the lack of a common SME definition complicate policy making

While some general observations can be made about the MSME population in ASEAN,
accurate and comprehensive data for most countries are missing. Only half of AMS
conduct a regular enterprise census, and few calculate a comprehensive set of
performance indicators such as SME contribution to GDP. The comparability of data
across ASEAN is further hindered by the fact that member countries have not adopted a
harmonised MSME definition. The metrics used to classify firms by size vary widely
across ASEAN, both in terms of thresholds and the indicator used, and in some countries
different criteria are also applied by sector.

MSME policy priorities and tools differ widely across the region

All AMS pursue a pro-active MSME development policy. As of 31 October 2017, seven
of the ten ASEAN countries had adopted multi-year SME strategies, while the remaining
three were exploring the development of such strategies. Where strategies are in place,
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they largely reflect the goals of the 2016-2025 ASEAN Strategic Action Plan for SME
Development (SAP SMED), albeit with significant variation in the prioritisation of these
goals. Most AMS now regard SME policy as a tool for increasing overall
competitiveness. In Indonesia and the Philippines, SME policy is also a pillar of poverty
reduction efforts, and these countries therefore place a greater emphasis than other AMS
on supporting micro enterprises. The region as a whole scores highest, on a scale of
1to 6, on measures to enhance access to markets and internationalisation (4.55),
promotion of entrepreneurial education and skills (4.27), and institutional framework
(4.20) (all scores represent the ASEAN median). The region scores lowest on measures to
promote social enterprises and inclusive SMEs (2.77), a relatively new policy area for
ASEAN countries. These aggregate results, however, mask significant cross-country
variation. The standard deviation, an indicator of dispersion around the ASEAN median,
is well above 1 for all policy dimensions, with the interesting exception of the “social
enterprises and inclusive SMEs” dimension. This suggests that while performance is
more limited in this area, all countries are starting from a similar base.

Significant progress can be observed since the 2014 assessment, although methodological
changes limit the comparability of scores. There has been particular progress in provision
of business development services, SME access to e-commerce and GVC integration.

The level of MSME policy development correlates with overall development

Singapore and Malaysia have reached an advanced stage of policy development in a
significant number of policy areas (seven for Singapore and five for Malaysia). This
indicates that their SME policies and programmes in most areas are aligned with
internationally recognised good practice and are adequately resourced, well run and
effectively monitored. Indonesia, Thailand and the Philippines, all middle-income
countries with moderate institutional capacity, are identified as mid-level performers in
most policy areas. This indicates that their SME policy is well elaborated and adequately
implemented, though some limitations remain, often in monitoring and evaluation. Brunei
Darussalam and Viet Nam are relatively new to SME policy, but they are rapidly catching
up with their peers. In these countries, there have been significant improvements over
recent years, particularly in the institutional framework for SME policy. Cambodia, Lao
PDR and Myanmar are generally at an early stage of developing SME policies and
programmes, and this tends to reflect overall institutional capacity challenges. Of the
three, Lao PDR is relatively advanced in the development of an institutional framework
for SME policy, and Cambodia and Lao PDR are undertaking measures to inculcate good
regulatory practices and enhance their business environments. Myanmar has made
substantial advances in streamlining company registration procedures and is in the
process of setting up an SME development agency.

Key findings by dimension

Dimension 1: Productivity, technology and innovation

AMS have made considerable progress in this dimension, especially in developing
relevant policies and business development services, but they face a number of
challenges. With production becoming increasingly complex, productivity performance
of enterprises in ASEAN has varied across sectors, and there has been some evidence of
faster growth in lower-productivity sectors in recent years. Stronger implementation
instruments focused on SME productivity growth, and stronger support services and
innovation performance, will not only help the ASEAN region to strengthen its
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performance in global value chains but also boost both regional trade and the overall
economic development of the region as a whole.

Dimension 2: Environmental policies and SMEs

The greening of SMEs is a new area of policy development for most AMS, and few
environmental policies target SMEs. For many AMS, unfamiliarity with green-growth
principles was evident during the ASPI’s information-gathering phase and in subsequent
discussions. In almost all cases, even in AMS with green-growth strategies that support
greener practices for SMEs, there remains a disconnect between the agencies supporting
SMEs and those supporting greener practices for SMEs.

Dimension 3: Access to finance

The majority of AMS have undergone a wave of institution-building over the past five
years. The bulk of public subsidy programmes in this area are targeted at increasing SME
access to bank loans. A common instrument across AMS is the provision of an SME-
specialised development bank and/or a refinancing scheme for selected commercial
banks. AMS have stepped up efforts to improve access to microfinance and to bring MFIs
and rural credit operators into the formal financial system. To stimulate bank financing,
most AMS provide a mix of programmes, notably refinancing, credit-guarantee and
export-financing schemes.

Dimension 4: Access to market and internationalisation

The region as a whole is already quite advanced on this dimension, but variation is high
across AMS, both overall and in the five sub-dimensions. This suggests wide differences
in the policies implemented by AMS and indicates that, although considerable efforts
have been made, several ASEAN countries might still face difficulties in designing
policies to move SMEs into the next stage of trading across borders. The low score for
trade facilitation suggests that the region has considerable room for improvement in this
area. Many AMS are promoting e-commerce and have designed policies to enhance the
use of e-commerce among SMEs.

Dimension 5: Institutional framework

Development of institutional and policy frameworks varies considerably among the AMS.
Given high levels of informality, a number of AMS have started systematically to address
the issue of enterprise informality, but less developed AMS are still at an early stage of
policy elaboration.

Dimension 6: Legislation, regulation and tax

All AMS have adopted an SME policy approach that combines horizontal actions with
targeted or vertical policies directed at specific segments of the SME population or
specific sectors. A number of AMS have established inter-ministerial committees to
ensure improvement in their Doing Business ranking. Horizontal policies that benefit all
classes of enterprises include establishing effective channels of public-private dialogue,
implementing broad-based regulatory reform programmes, reducing entry barriers by
reforming the process of starting a business, simplifying tax filing procedures and
introducing digital government services. These policies are highly relevant for SMEs,
which tend to experience a heavier administrative burden than larger enterprises.
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Dimension 7: Entrepreneurial education and skills

The variation in country scores for this dimension suggests a development gap among
AMS. While Singapore and Indonesia have developed relatively advanced policies for
their entrepreneurial ecosystems, Cambodia, Lao PDR, Myanmar and Viet Nam are still
in the early stage of developing and including the relevant programmes in their policy
frameworks. Entrepreneurial learning has not yet been fully integrated into the national
education systems of all AMS.

Dimension 8: Social enterprises and inclusive entrepreneurship

Dispersion is greatest in the sub-dimension on social enterprise, possibly because it is a
relatively new policy area in most AMS. In the sub-dimension on inclusive
entrepreneurship, policies to support women’s entrepreneurship show the greatest
variation, reflecting the fact that several countries have more advanced policy measures
than others. Interestingly, women’s entrepreneurship is the area where countries have
achieved the most progress overall under this dimension. Since inclusive entrepreneurship
is a relatively new policy area, policy makers might want to consider focusing more on
policies and instruments to stimulate activity in this area.
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ASEAN SME Policy Index 2018 scores

This section presents the 2018 assessment scores by country for each dimension, sub-
dimension and thematic block, as well as the overall median, standard deviation and
weights used for each element. Scores range between 1 and 6, with a higher score
indicating a more advanced level of policy development and implementation. For the
detailed methodology of the assessment, please see Annex A.

Table 3.2. ASEAN SME Policy Index 2018 scores

Dimension 1: Productivity, Technology and Innovation

Dimension / sub-dimension /

; BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Weights Median St
thematic block
1. Productivity, technology and 5 57 560 444 276 506 238 408 584 497 348  NA 378 110
innovation
1.1 Productivity measures 375 246 431 284 538 226 408 600 508 360 25% 391  1.19
gg:i’;‘rf“c alple L2 Fletlig 2 327 348 452 433 537 265 2368 600 516 369  35% 401 1.0
Thematic block 2: Implementation 375 210 431 228 563 247 468 600 506 338  45% 403 133
Thematicblock 3: Monitoringand  y 5a 451 390 151 484 113 341 600 495 394  20% 393  1.59
evaluation
;fnﬁ‘c’:;"ess development 367 196 421 293 500 232 425 600 489 306  25% 394 1.2
gg:i;"rf“c block 1: Planning and 358 251 338 302 543 219 427 600 520 377  35% 367 122
Thematic block 2: Implementation 407 195 479 285 509 276 507 600 49 3.19 45% 443 125
Thematic block 3: Monitoringand 5 g3 440 433 203 405 155 238 600 405 155  20% 293 147
evaluation
1.3 Productive agglomerations 353 575 406 301 510 326 440 536 491 373 25% 39 075
and clusters enhancement
ye‘;;“rf“c block1:Planningand 4o 473 517 352 590 464 468 586 580 476  35% 475 075
Thematic Block 2: Implementation 400 3.77 382 322 452 291 401 468 471 370 45% 391 056
Thematic Block 3: Monitoringand 4 a3 499 965 166 499 166 331 600 364 199  20% 232 148
evaluation
1.4 Technology and innovation 5o 533 409 227 477 168 388 600 501 35  25% 370  1.33
promotion
gzsi;”:tm aleihe U2 et e 242 320 434 289 486 183 389 600 556 370 35% 379 1.8
Thematic block 2: Implementation 305 192 449 220 519 186 413 6.00 505 4.07 45% 410  1.39
Thematic block 3: Monitoringand 4 ea 466 93 133 364 100 331 600 398 199  20% 216 146

evaluation
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Dimension 2: Greening SMEs

Dimension / sub-dimension /

; BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Weights Median StD
thematic block
gﬁ:{'s"" onmental policiesand 0 400 323 194 508 172 375 530 429 363  NA 345 128
2.1 Environmental policies 268 207 352 214 537 220 403 545 474 380  60% 366  1.24
targeting SMEs
52;2?.0 e R P el 320 228 375 238 600 265 506 563 468 413  35% 394 1.28
Thematic block 2: Implementation 265 238 391 210 515 238 403 543 572 349  45% 370  1.29
Thematicblock 3: Monitoringand 4 a3 409 924 183 475 100 224 516 265 390  20% 224  1.39
evaluation
22Incentives and instruments 4 0q 460 297 165 466 100 332 500 363 338  40% 342 137
for greening SMEs' operations
gg;’;?“c block 1: Planning and 100 166 364 232 466 100 397 466 430 466  35% 381 146
Thematic block 2: Implementation 121 183 28 141 536 100 348 558 390 3.8 45% 297 156
Thematic block 3: Monitoringand 4 05 409 183 100 306 100 183 474 183 183  20% 183 113
evaluation

Dimension 3: Access to Finance

Dimenslon / sub-dimension/ BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Weights Median StD
thematic block
3: Access to finance 438 289 458 236 535 183 393 569 487 381 NA 415 1.21
3.1 Legal, regulatory and
institutional framework on 524 379 459 283 538 200 287 539 442 365 50% 410  1.13
access to finance
3.1.1 Legal requiatory framework 577 566 440 263 523 223 240 533 403 326  70% 385 121
for commercial lending
Thematic block 1: Collateral 500 300 400 100 600 100 300 600 100 100  20% 300 197
requirements
Thematic block 2: Creditorrights 0y 547 350 350 433 183 142 433 392 433  40% 413 131
(World Bank Doing Business)
Thematic block 3: Tangible and 592 249 550 257 575 323 308 600 567 331  40% 441 144
intangible assets register
3.1.2 Credit information bureau o
e D 526 452 526 378 600 100 378 526 526 52  20% 52 136
Thematic block 1: Credit 526 452 526 378 600 100 378 526 526 526  100% 526 136
information bureau
3.1.3 Stock market operationsand 4 65 390 460 238 515 238 433 600 543 322  10% 377 142
facilities for SMEs listing
gg:i’;rf‘“c block 1: Planning and 155 320 460 238 515 238 433 600 543 322  100% 377 142
3.2 Diversifled sources of 352 198 457 189 531 166 499 600 532 397  50% 4271 151
enterprise finance
3.2.1 Bank credit or loans 348 117 459 117 546 117 526 600 550 381  70% 420 185
I:ﬁemr;“:s block 1: Exportfinancing 45y 1090 430 100 600 100 600 600 600 430  70% 430 208
I:ﬁ;";‘;‘g block2: Credit guarantee 1 55 155 527 155 421 155 353 600 432 265 30% 309 160
3.2.2: Microfinance MA 454 458 416 488 308 465 NA 512 466  20% 462 058
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Thematic block 1: Planning and

P NA 454 458 416 488 308 465 NA 512 466 100% 462 058
3.2.3: Alternative sources of 381 262 439 243 514 228 379 600 452 373  10% 380 1.4
enterprise finance
;:aer’;z“c 2leds B hEsE hEgeT 517 339 48 320 516 293 525 600 600 487  35% 502 106
Thematic block 2: Crowdfunding 155 1.83 348 210 488 100 238 600 320 210 35% 224 149
Thematic block 3: Equity 487 265 488 192 543 302 376 600 432 430  30% 431 1.2
instruments

Dimension 4: Access to Market and Internationalisation
Dimension / sub-dimension / BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Weights Median StD
thematic block
5 BRI D IR O 341 2690 521 245 543 246 495 594 541 415  NA 455 129
internationalisation
4.1 Export promotion 332 282 549 243 569 3.04 562 6.00 570 4.54 50% 502 1.34
gg:irg:nc Ll e Ay 337 384 576 312 600 408 600 600 600 576  35% 576 116
Thematic block 2: Implementation 372 284 536 224 574 255 532 600 562 428 45% 480  1.37
Thematic block 3: Monitoringand 549 49 533 166 500 232 566 600 533 300 20% 400 178
evaluation
:ifa'i:t:gram“ intoglobalvalue 5 57 549 465 228 493 133 352 577 558 420  15% 386  1.44
gg:i;”rf“c ol 2 Fletalig e 336 336 504 253 540 194 407 600 576 588  35% 455 141
Thematic block 2: Implementation 265 224 474 266 558 100 348 600 600 433  45% 390  1.64
Thematic block 3: Monitoringand 4 oy 455 377 100 265 100 265 487 432 100  20% 240 143
evaluation
4.3 Use of e-commerce 366 203 557 271 547 207 506 600 561 382  10% 444 146
ye‘;;“rf“c alele s Ay e 474 224 558 390 600 350 558 600 600 516  35% 537  1.21
Thematic block 2: Implementation 377 233 589 254 532 144 498 600 589 353  45% 437 159
Thematic block 3: Monitoringand 4 55 109 487 100 488 100 432 600 430 210 20% 320 185
evaluation
4.4 Quality standards 403 204 531 218 529 130 536 600 489 341  10% 446  1.58
gg;r;:nc LB Ay e 348 183 600 183 600 100 600 600 433 183  35% 390 198
Thematic block 2: Implementation 533 266 498 299 566 166 532 6.00 533 4.99 45% 516  1.41
Thematic block 3: Monitoringand 5 15 409 487 100 320 100 432 600 487 265 20% 293 175
evaluation
4.5 Trade facilitation 399 330 449 260 513 260 378 584 448 348  15% 389 0.7
Thematic block 1: OECD Trade 475 350 433 267 475 225 350 600 517 517  25% 454 113
Facilitation Indicators
gz:i;”:“c block 2: Planning and 265 348 433 100 430 100 430 600 348 100  25% 348  1.63
Thematicblock 3: Transparency 4 a7 377 487 487 600 432 488 600 487 487  25% 487 064
and predictability
Thematic block 4: Simplification of 375 944 443 204 547 318 244 536 443 287  25% 344 115

procedures
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Dimension 5: Institutional Framework

Dimension / sub-dimension /

; BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Weights Median St
thematic block
5: Institutional framework 401 255 435 289 586 217 444 585 488 405  NA 420 121
5.1 SME definition 395 395 451 506 600 377 451 543 487 543 10% 460 070
gzsei’;:“c SIS Agmiig s 395 395 451 506 600 377 451 543 487 543  100% 469 070
5.2 Strategc planning, policy 402 235 477 281 584 235 489 592 556 388  60% 440 131
design and co-ordination
gg:ir;?nc aledle s Azmilig e 343 203 547 404 576 284 510 576 588 466  35% 488  1.13
Thematic block 2: Implementation 522 203 453 244 600 238 452 600 586 368  45% 452 148
Thematic Block 3: Monitoring & 234 204 412 149 562 143 538 600 431 296  20% 354 165
Evaluation
5.3 Measures to tackle informal -\ 549 344 232 NA 120 352 NA 353 394  30% 344 087
economy
g::i’;‘:t'c Ll e Ay NA 265 348 265 NA 183 348 NA 515 515  35% 348 118
Thematic block 2: Implementation NA 265 377 265 NA 100 375 NA 265 375 45% 265 093
Thematic block 3: Monitoringand —\\\ 483 265 100 NA 100 306 NA 265 224  20% 224 076
evaluation

Dimension 6: Legislation, Regulation and Tax

Dimension / sub-dimension/ BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Weights Median StD
thematic block
6: Legislation, regulation and tax 369 231 349 240 471 223 336 552 374 332 NA 343  1.00
6.1 Public-private consultations 188 275 3.66 275 515 286 448 547 458 3.46 25% 356  1.12
Thematicblock 1: Frequencyand 9 a3 9gs 309 281 511 206 416 497 469 385  40% 354 099
transparency
Thematic block 2: Private sector 4 ng 339 461 320 534 433 516 600 487 403  40% 447 131
involvement in PPCs
Thematic block 3: Monitoringand 4 55 449 265 155 487 155 375 543 375 155  20% 210  1.50
evaluation
6.2 Legislative simplificationand oy 5c0 357 268 538 134 277 503 262 295  25% 285 1.14
regulatory impact analysis
ggsei;”rf“c alele s Ay e 266 293 348 265 572 128 266 458 2348 247  35% 280 117
Thematic block 2: Implementation 402 232 370 272 504 155 327 570 230 309  45% 348  1.22
Thematic block 3: Monitoringand 4 0y 965 348 265 558 100 183 431 183 348  20% 265  1.39
evaluation
6.3 Company registration 501 175 333 272 38 305 251 578 391 3.80 25% 357 113
GRS SR I [FamarEEs 444 131 256 319 319 288 225 538 413 319  35% 319 1.10
(WB Doing Business)
Thematic block 2: Implementation 600 218 324 289 408 336 265 6.00 430 479 45% 372 127
Thematic block 3: Monitoringand 577 455 48 155 430 265 265 600 265 265 20% 265 137
evaluation
6.4 Ease of filing tax 378 322 267 156 489 267 378 544 378 433 10% 3.78  1.08
GRS SR I [FamarEEs 378 322 267 156 489 267 378 544 378 433  100% 378  1.08

(WB Doing Business)
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6.5 E-government 570 141 386 139 426 1.00 3.65 600 394 224 15% 3.76  1.69
gz:i’;:“c SIS Agmiig s 600 183 515 141 474 100 516 600 515 349  35% 494 182
Thematic block 2: Implementation 533 128 266 155 349 100 293 600 321 183  45% 279 1.59
Thematic block 3: Monitoringand 605 109 430 100 515 100 265 600 348 100  20% 306 201
evaluation
Dimension 7: Entrepreneurial Education and Skills

Dimension / sub-dimension / , ,
ot ook BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Weights Median StD
:kf”';" epreneurial educationand , ne 54 45) 229 458 238 450 536 450 287  NA 427 1.07
7.1 Promotion of entrepreneurial 4 47 340 441 267 450 180 434 546 408 277 40% 412 0.98
education
gg;g”rf“c gk PR Erd 539 488 549 243 517 155 466 58 505 331  35% 497 137
Thematic block 2: Implementation 365 210 410 310 332 210 410 499 320 265 45% 326 087
Thematicblock 3: Monitoringand 395 399 320 210 600 155 433 433 433 210  20% 320 128
evaluation
7.2 Entrepreneurial skills 399 203 460 203 463 277 460 550 478 294  60% 430 118
gg:i;”rf“c alple L2 Fletilig e 265 183 515 183 350 183 515 600 348 183  35% 306 153
Thematic block 2: Implementation 600 265 430 265 600 430 430 600 600 430  45% 430 126
Thematic block 3: Monitoringand 4 a3 409 433 100 350 100 430 350 433 183  20% 266  1.39
evaluation

Dimension 8: Social Enterprises and Inclusive Entrepreneurship
Dimension / sub-dimension/ BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Weights Median StD
thematic block
gsoclalenierphEas dncl 233 235 322 205 400 171 365 396 310 243  NA 277 077
inclusive entrepreneurship
8.1 Social enterprises 252 192 343 218 457 180 278 507 447 270  25% 274 1.09
ye‘sei;“rf“c ol s el £ 303 228 412 247 524 173 302 451 525 433  35% 358 119
Thematic block 2: Implementation 265 190 310 205 461 205 310 585 38 175  45% 288 1.27
Thematic block 3: Monitoringand 4 33 133 995 199 331 133 166 432 298 199  20% 199 097
evaluation
8.2 Inclusive entrepreneurship 227 249 315 201 381 169 394 358 274 234  75% 262 0.74
8.2.1 Inclusive SMEs for women 205 306 318 247 422 182 490 434 256 255  35% 281 0.99
gg:i;”rft'c block 1: Planning and 200 442 374 291 382 225 600 425 308 349  35% 362 110
Thematic block 2: Implementation 219 255 334 266 510 186 444 466 261 227  45% 263 1.10
Thematic block 3: Monitoringand 4 a3 4 g3 183 128 203 100 404 377 155 155  20% 183  1.00
evaluation
8.2.2 Inclusive SMEs for youth 241 287 382 205 417 18 319 347 263 225 35% 275 073
52;;”:“‘3 block 1: Planning and 200 300 300 199 300 166 200 166 233 199  35% 200 051
Thematic block 2: Implementation 299 324 460 244 538 227 324 475 260 277 45% 312 1.03
Thematic block 3: Monitoringand 4 a3 yg3 345 128 348 128 517 377 320 155  20% 252 125

evaluation
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8.2.3Inclusive SMESforpersons 505 199 235 147 292 133 368 284 310 220  30% 235 076
with disabilities

g;‘:i’;"rft”b"’c”P'a””'“ga”d 322 173 284 173 322 137 322 173 322 248  35% 266 072

Thematic block 2: Implementation 191 117 232 125 304 133 375 341 332 227 45% 2.30 0.91

Thematic block 3: Monitoringand 4 a3 4193 155 128 210 128 433 348 238 155  20% 169 098
evaluation

Note: Scores have been developed using the 2018 ASPI assessment methodology, with occasional exceptions
incorporated. “N/A” indicates that the AMS was not scored on the thematic block due to expert agreement
that this was not an applicable policy objective for the country. Weights are expressed in percentages, and
scores were re-weighted when countries were excluded from particular indicators. For further information on
how scores were calculated, please refer to the technical annex of this report (Annex A)
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Chapter 4. Productivity, technology and innovation

Introduction

Productivity and technology enhancement are viewed as key drivers of successful
integration with the production networks of multinational corporations in Southeast Asia.
Small and medium-sized enterprises are considered to perform better when they are allied
with other SMEs or with large enterprises, including multinational corporations (ASEAN,
2015(;;). Business development services can also support this process, enabling SMEs to
compete on a more equal footing with large enterprises, access new markets and increase
their profits and efficiency (OECD, 2016(,)). The development of industrial clusters and
business development services could help SMEs to enhance productivity and foster
innovation.

Productivity measures

The ability of firms to increase their productivity while upgrading their technological and
innovation capacity is regarded as an important determinant of competitiveness. Firm-
level intensification of productive and innovative activity, achieved with critical mass,
can create important spillovers for an economy as a whole. The Harvard economist
Michael Porter and others regard this as such an important determinant of national
economic competitiveness that they propose an economic development model that sees
countries move from being factor-driven to investment-driven to innovation-driven
(Lopez-Claros, 20093); Porter, 2003 4)).

While very few studies were found on capital investments directly affecting overall
economic productivity growth, the Strategic Action Plan for SME Development
(SAP SMED) points to it as one of the actions to enhance SME productivity growth. In
most cases, capital investment’s effect on productivity is implicit. For example, data on
Italian SMEs from a survey on manufacturing firms covering the period 1995-2003
showed that investment in equipment (capital investment) enhances the likelihood of both
process and product innovation. This in turn has a positive impact on firms’ productivity,
especially process innovation (Hall, Lotti and Mairesse, 2009;s)).

Business development services

Business development services (BDS) are generally defined as non-financial services that
enable companies to enhance their competitiveness and improve their performance across
a wide range of activities. They provide information, specialised external advice and
experience to enterprises to support them in upgrading their internal resources and
capabilities. BDS allow SMEs to compete on a more equal footing with larger peers, gain
access to new markets and improve their productivity. Evidence suggests that businesses
that do not harness the opportunities offered by professional business support are more
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likely to fail than firms seeking professional consulting and mentoring (Lussier and
Halabi, 2010j)).

SMEs often have limited knowledge of the availability, effectiveness and potential
benefits of BDS. Moreover, SMEs are often not able to develop their own internal
services due to the high cost and complexity associated with such services (Auguste,
Harmon and Pandit, 2006(7). The support services required by an SME vary depending
on its type of activity and stage of development. Often this causes small firms to
underinvest in such services (Carter and Jones-Evans, 20006g)).

On the supply side, BDS providers might be less interested in SMEs than in larger firms
and might lack information on their needs, which could impede them from providing the
right services. Private BDS providers might also see SMEs as risky customers with
limited financial resources. The diagnosis of these market failures should serve as a
foundation for policy frameworks and models for the provision of BDS to SMEs.
Governments should intervene only to address actual market failures or they risk
crowding out private investment. They should strive to provide SMEs with updated
information about the benefits and availability of BDS and to develop incentives that
encourage them to use these services. This approach could help develop a sustainable
ecosystem of BDS providers and respond in the optimal manner to SME needs.

Productive agglomerations and cluster enhancement

Clusters are geographically close groups of interconnected companies and associated
institutions in a particular field, linked by common technologies and skills. They
normally exist within a geographic area where ease of communication, logistics and
personal interaction is possible (Porter, 20034). Clusters create an environment
conducive to productivity gains, which are a factor of growth, and so form a structure that
helps enterprises meet the challenges of international competition (OECD, 20099)). SMEs
provide crucial industrial linkages to set off a chain reaction of broad-based industrial
development. Without SMEs as subcontractors and suppliers of intermediate inputs to
multinational corporations (MNCs) and domestic large enterprises, industrial growth may
not be able to sustain increasing domestic value, employment, productivity and industrial
linkages (Foghani, Mahadi and Omar, 2017},)). However, the weak involvement of small
firms in cluster projects is considered as one of the main barriers hindering cluster
development. Clusters do not usually integrate small enterprises in traditional sectors into
their core research, development and innovation activities. In some cases, these
enterprises are seen to lie outside the sphere of policy support and collaborative projects
(OECD, 20099)).

Clustering may be particularly relevant for the manufacturing sector. It is of great
importance especially for the main regional manufacturing hubs — Malaysia, Thailand and
Viet Nam — in terms of extending their supply network to neighbouring countries.
Country evidence for Cambodia finds that manufacturing is the sector most affected by
clustering (Chhair and Newman, 2014;,)).

A number of countries that cultivated successful clusters were able to do so without a
national cluster programme. For example, Ireland’s very active strategy for attracting
foreign direct investment (FDI) played a major role in the development of the country’s
information and communications technology (ICT) cluster (OECD, 2007;,;). This also
points to the importance of foreign investment in the development of industrial clusters.
However, some have questioned the impact of cluster policies and even suggested that
policy makers should switch their focus from the local production structure to a more
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efficient provision of public goods and land-use planning that could serve the needs of
local producers and consumers (Duranton, 2011;3)).

Technology and innovation promotion

Research, development and innovation play an important role in the efforts of emerging
and middle-income economies to move up global value chains, escape the “middle-
income trap” and move towards knowledge-based economies.

Technology has been described as “the currently known ways of converting resources
into outputs desired by the economy” (Schreyer, 20014). It appears either in its
disembodied form (such as new blueprints, scientific results, new organisational
techniques) or embodied in new products (advances in the design and quality of new
vintages of capital goods and intermediate inputs). Innovation is defined by the Oslo
Manual as “the implementation of a new or significantly improved product (good or
service) or process, a new marketing method, or a new organisational method in business
practices, workplace organisation or external relations” (OECD and Eurostat, 2005;5)).

Many SMEs are likely to be characterised by the use of traditional technologies, limited
technical skills and lack of information about markets and new technologies (ADB,
2009). Among the key firm-specific factors driving innovation, the literature has
emphasised the role of size, age and expenditure on research and development (Hall,
Mairesse and Mohnen, 2010)).

Empirical studies on the determinants of innovation have found that smaller firms have a
lower propensity to innovate than larger ones. SMEs might initiate innovation activities
but find it difficult to carry them through on their own. Knowledge spillovers from other
firms and universities are important for the development of innovative enterprises
(Audretsch, 2004,7)).

Supportive policies and institutions adapted to the needs of SMEs may strengthen their
ability to get involved with innovation. Public policy can enhance innovation through
measures to promote co-operation between firms, and academia can do so by promoting
collaboration mechanisms, developing necessary infrastructure and using capacity
building, incentive packages and support schemes with commercialisation of outputs.
Governments can also use direct financial instruments to promote innovation or provide
innovation vouchers to allow SMEs to benefit from specialised service providers. Policy
makers could also play a central role in developing an “ecosystem” approach involving a
variety of players.

Assessment framework

The framework used to assess Dimension 1 on policy for enhancing productivity,
technology and innovation in ASEAN covers four sub-dimensions (Figure 4.1).

Sub-dimension 1.1 looks at productivity measures specifically aimed at SMEs. It focuses
on the inclusion of productivity enhancement elements in national strategic plans and on
the main agencies involved in SME productivity enhancement policies and programmes
from the perspectives of planning and implementation. The assessment also looks at the
institutions that are responsible for planning and implementation, with clear roles
assigned to every institution involved. It looks at stakeholder participation (private sector,
research centres and academia) in the dialogue on productivity enhancement in order to
understand from relevant perspectives where bottlenecks and market failures arise. The
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assessment also considers the level of implementation of programmes, the sources of the
budget for productivity enhancement and the availability of key performance indicators
(KPIs), e.g. on labour productivity or for productivity enhancement programmes.

Figure 4.1. ASPI 2018 framework for assessing productivity, technology and innovation

Dimension 1: Productivity, technology and innovation

«  Strategic plan to enhance productivity
1.1 Productivity measures *  Public-private dialogues
*  Budget mobilisation on capital investment

*  Policy framework

*  Provision of information on private business support services (e.g.
B2B portal)

+  Financial incentives for SMEs to use private BDS (e.g. co-financing
mechanisms, vouchers, etc.)

*  One-stop shops

1.2 Business development services

SMEs — MNCs networking facility

Incentives to support business cluster zones
Foreign investment liberalisation

Availability of science and industrial parks

1.3 Productive agglomeration and industrial clusters

Innovation strategy

Specific policy measures to support innovation
Inter-governmental body for innovation policy
Intellectual property rights

Public procurement for innovation

R&D tax credits

1.4 Technology and innovation promotion

Sub-dimension 1.2 explores the different aspects of business development services for
SMEs in ASEAN. It looks first at whether the government assesses the risk of crowding
out private support services and helps ensure that support programmes are sustainable in
the long run. It then explores whether business support services are embedded in the
overall SME policy framework as necessary to respond to gaps in the BDS market.
Information on BDS is examined to assess whether the available services are effectively
marketed, allowing their optimal utility. The availability of different types of co-financing
options for private BDS, like direct co-financing, vouchers, etc., is also studied. Another
important element of the assessment includes one-stop shop business centres.

Sub-dimension 1.3 examines the enhancement of productive agglomerations and
industrial clusters in ASEAN. The assessment framework focuses mainly on the
manufacturing sector. The policies and programmes on business agglomerations and
clusters development is one of the main assessment tools for this sub-dimension.
Liberalisation of foreign investment, using ERIA Foreign Investment Liberalisation and
OECD Regulatory Restrictiveness indices, was also examined. One of the specific
economic drivers of cluster formation includes the availability of infrastructure. The
existence of such infrastructures and their relative improvement since 2014 are examined
in this sub-dimension. Given the different barriers to investing in clusters, both for local
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citizens and foreign nationals, incentives (both financial and nonfinancial) to support
business cluster zones are also inspected. Lastly, the monitoring and evaluation
mechanisms of the programmes for enhancing industrial clusters are also examined.

Sub-dimension 1.4 looks at technology and innovation promotion policies and
instruments for SMEs in ASEAN. It assesses the innovation policy framework and
whether SMEs are integrated into the framework. Since a number of different institutions
are typically part of innovation systems, it also looks at the availability of a co-ordination
body for innovation strategy. Also analysed are elements relating to intellectual property
(IP) legislation and enforcement, research and development (R&D) incentives and the
promotion of demand-driven measures through clauses in public procurement. Regarding
implementation of policies, the assessment looks at the availability of innovation
infrastructure such as incubators, science and technology parks, technology transfer
offices and other relevant elements. The availability of government support mechanisms
for institutional support services is analysed, along with dedicated schemes directly
focusing on SMEs, such as co-financing and innovation vouchers, among others. Finally,
the monitoring and evaluation section looks at the available mechanisms for evaluating
the implementation of policies and how the findings are integrated into the policy cycle.

The four sub-dimensions of Dimension 1 are given equal weight as they are presumed to
be of equal importance and relevance. This was confirmed by experts from the region.
The human capital development element of productivity measures is covered under
Dimension 7 on entrepreneurial education and skills.

Analysis
The overall assessment results for Dimension 1 are presented in Figure 4.2. Countries are
scored for each sub-dimension on a scale of 1 to 6, with 6 being the highest. Detailed

analysis by sub-dimension follows.

Figure 4.2. Weighted scores for Dimension 1: Productivity, technology and innovation
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Sub-dimension 1.1: Productivity measures

Overall productivity growth in the four years following the global financial crisis and its
immediate aftermath (2010-13) has tended to be lower than in the four years preceding it
(2004-07), except for multifactor productivity growth in Indonesia, the Philippines and
Thailand, and labour productivity growth in Brunei Darussalam, Cambodia, Indonesia,
Lao PDR and Thailand (OECD, 20175;). Performance has been varied across sectors,
and there is some evidence of faster growth in lower-productivity sectors in recent years
(OECD, 2018ay;9)). In ASEAN, the identified main drivers of SME productivity include
clustering, FDI and trade liberalisation. The main challenges identified were regulatory
restrictions, formalisation, access to finance and access to technology. Interestingly, and
unlike typical patterns in OECD countries, initial analysis of SME labour productivity
growth data in Indonesia and Viet Nam in manufacturing sector (only two countries with
data available) points to a reassuring catch-up pattern, where firms with lower
productivity levels are able to benefit from technology and knowledge from leading firms
to strengthen productivity performance (OECD, 2018ay;q)).

Table 4.1. Scores for sub-dimension 1.1: Productivity measures

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Median StD.

Planning and design 327 348 452 433 537 265 368 6.00 516 3.69 401 1.00
Implementation 375 210 431 228 563 247 468 6.00 506 3.38 403 1.33

Monitoring and evaluation 458 151 392 151 484 113 341 6.00 495 39%4 393 1.59

Total sub-dimension score  3.75 246 431 284 538 226 408 6.00 508 3.60 391 119

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

Among the different thematic blocks, ASEAN has a rather high median score in the
policy framework for productivity enhancement measures (4.01). Its slightly lower
median score in implementation (4.03) is mainly due to the limited number of capital
investment programmes in half of the ASEAN Member States (AMS). There is wide
variation in the scores for monitoring and evaluation of productivity enhancement
programmes relative to the scores for planning and design and for implementation.
Overall, the ASEAN median score for this sub-dimension is 3.91, meaning that the region
is moving towards putting plans for productivity enhancement into action.

Planning and design: Few AMS have clear action lines with measurable targets

The structure of the agencies responsible for planning productivity policies and
programmes varies across ASEAN. In all AMS except the Philippines, the national
productivity policy development agency takes charge of productivity for both SMEs and
large firms. While the Philippines has a separate planning agency for SME productivity
(the MSMED Council for MSME Productivity Policy), in practice other government
agencies also plan or create their own projects and programmes related to productivity
enhancement, including for SMEs (e.g. the Department of Labour and Employment’s
National Wages and Productivity Commission).

All AMS except Brunei Darussalam and Myanmar are members of the Asian Productivity
Organisation (APQO), which aims to enable economies to be more productive by

ASEAN SME POLICY INDEX 2018 © OECD, ERIA 2018



4. PRODUCTIVITY, TECHNOLOGY AND INNOVATION | 51

strengthening national productivity offices, promoting the development of SMEs and
communities, catalysing innovation-led growth and promoting green productivity.

SME productivity policies are generally embedded in overall national development plans
and/or SME development plans, though few AMS have clear action plans with defined
measures and KPIs on productivity. Thailand has a stand-alone strategic plan on
productivity enhancement that consolidates various programmes and policies in this area.
Singapore’s Industry Transformation Programme lists productivity as the first of its four
pillars to move Singaporean enterprises to higher value-added activities and raising their
operational efficiency. Malaysia’s Productivity Blueprint, launched in May 2017,
connects SME productivity-related measures being implemented under the SME
Masterplan 2012-20 to broader strategic goals. In Lao PDR, productivity enhancement is
included as the first pillar of the country’s new SME Development Plan (2016-20).

Most AMS have a developed consultation process in policy development. In eight of the
ten countries, the private sector and research organisations are almost equally represented.
In Lao PDR, the private sector is more involved in consultations than research
organisations. In Viet Nam, it is the opposite. Given that strategic plans on productivity
enhancement appear in different sections of national strategic plans, consultations are
generally conducted at varying levels across different ministries.

Implementation: Execution of productivity measures varies highly across AMS

The main implementing agency for SME productivity enhancement programmes
generally falls under the main ministry responsible for implementing SME development
programmes. Aside from the SME implementing agency, the equivalent Ministry of
Science and Technology is also among the government stakeholders implementing
productivity enhancement measures in all AMS except Brunei Darussalam. In Singapore,
the Future Economy Council is responsible for policy design and overseeing
implementation by different government agencies.'! Two AMS have an autonomous
productivity implementing agency: the Malaysia Productivity Corporation and the
Thailand Productivity Institute. In the other AMS, the main national productivity institute
conducts research/planning and/or implementation of its own programmes. The
placement of the national productivity agency in the government varies across countries,
too. For example, the Viet Nam Productivity Institute is under the Ministry of Science
and Technology while Indonesia’s National Productivity Institute is under the Ministry of
Manpower and Transmigration.

In all AMS except Cambodia and Lao PDR, public-private dialogues are conducted
regularly during the implementation of productivity enhancement programmes. However,
in terms of sufficiency of dialogue, some countries have big gaps between targets and the
actual activities conducted. In the Philippines, for example, the MSME Development
Medium-Term Evaluation Report found that, of the 59 active provincial/city SME
councils, only 35 were conducting meetings regularly. In Myanmar, while public-private
dialogue is conducted regularly every two months, it takes place in only three to four out
of seven regions.

Capital investment programmes for SMEs exist in five AMS. For countries with such
programmes, implementation is generally small scale. Also, except for Singapore and the
Philippines, AMS with capital investment programmes have not examined the best
practices for funding these programmes, which may lead to mismatched investments. In
the Philippines’ Shared Services Facility programme, technical proposals are evaluated
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first through criteria such as whether they address manufacturing or processing gaps and
whether they increase cluster productivity.

All ten AMS have instruments for enhancing SME productivity. In higher-income
countries, these instruments tend to be mostly financed by the government, although
organisations such as the APO often provide support.” In lower-income countries, they
tend to be financed or co-financed by development partners. In Myanmar, for instance,
programmes are run by the UN Industrial Development Organization (UNIDO) and the
Japan International Co-operation Agency (JICA). Where programmes rely on donor
support, stakeholders should ensure that they are sustainable in the long run.

Monitoring and evaluation: AMS also vary on collection of KPlIs

In a majority of AMS, productivity enhancement programmes have monitoring
components. However, in terms of KPIs, the countries in the early stages of development
do not systematically collect information on SME labour productivity and the value
added of SMEs to gross domestic product (GDP). Brunei Darussalam, Malaysia,
Singapore, Thailand and Viet Nam have more solid monitoring mechanisms on
productivity indicators, as they collect data on total factor productivity in addition to
labour productivity. However, at the SME productivity level, Viet Nam does not collect
official data on value added of SMEs to GDP. Singapore collects comprehensive
productivity KPIs (value added per worker and per hours worked) for the overall
economy by industry, as well as a set of indicators for each of the 23 industries covered
by the Industry Transformation Programme. For example, the Infocomm Media
Development Authority of Singapore collects KPIs that are needed to calculate
productivity measures, such as nominal value-added growth, new jobs created
(specifically professionals, managers, executives and technicians) and the number of
workers in the infocomm and media sectors.

In most AMS, the budget is not broken down into specific programmes on productivity,
thus making it hard to monitor and evaluate the budget’s efficiency. Since productivity
covers a wide range of areas, the tendency is for the different components, for instance
skills development, to have a budget that implicitly aims to increase productivity.

Sub-dimension 1.2: Business development services

Table 4.2. Scores for sub-dimension 1.2: Business development services

BRN KHM DN LAO MYS MMR PHL SGP THA VNM Median  StD.

Planning and design 358 251 338 302 543 219 427 600 529 377 367 122
Implementation 407 195 479 285 509 276 507 600 49 319 443 125

Monitoring and evaluaton 293  1.00 433 293 405 155 238 600 405 155 293 147

Total sub-dimension score 367 196 421 293 500 232 425 600 489 3.6 394 1.22

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.
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Planning and design: Few AMS integrate data into BDS policy design

Although all ASEAN governments highlight the importance of SME business
development services in their strategic document, few have developed a study regarding
BDS demand, availability and gaps in their countries. Several countries gather data, but
there is not sufficient evidence as to whether this data has been integrated into the design
of SME support strategies and mechanisms, except in Singapore, Malaysia and Thailand.

All ten AMS have an institution or institutions responsible for the design and
implementation of BDS. In most cases, the institution responsible for SME policy is also
responsible for BDS. For instance, this role is co-ordinated by SME Corp. Malaysia,
under the Ministry of Trade and Industry (MITI). Most AMS have developed a set of
actions and measurable targets to promote BDS, but these vary in depth. In Lao PDR,
some actions to enhance BDS and one measurable target are included in the 2016-20
SME Development Plan. In Viet Nam very little has been done in this area, and in
Myanmar actions and targets have been elaborated only for the garments sector and
certain regions.

Implementation: Delivery channels for BDS vary widely across AMS

AMS have made progress in the provision of information on and implementation of BDS
since publication of the ASEAN SME Policy Index 2014. More and more private BDS
providers are available in ASEAN, and the region has a larger number of BDS enablers
such as incubators, accelerators and co-working spaces, often run by private-sector
providers. The median score of 4.43 points shows that, overall, BDS are available in
ASEAN and being offered to SMEs.

Currently, seven countries provide information through government websites detailing
the range of BDS available. In Cambodia, Lao PDR and Myanmar, some information is
provided online, but further efforts to increase awareness about the variety of schemes
available would be welcome. All countries have business plan competitions available for
SMEs, although in Myanmar they have been organised by the private sector and not by
government providers. In Lao PDR, the government has conducted a business plan
competition in partnership with the private sector and development partners.

Different delivery channels for BDS are available across ASEAN. In the less developed
countries, BDS have traditionally been developed through a set of government agencies,
such as SME development centres, where services are delivered through donor-driven
programmes, NGOs and public employees. This is often necessary due to a lack of
private-sector providers and insufficient awareness or resources among SMEs to get
external support. Often such services are delivered free of charge or with a very small
contribution by SMEs. This is the case in ASEAN countries such as Lao PDR, Myanmar
and Viet Nam. These mechanisms create awareness among SMEs, but they often have to
provide standardised services, which have limited impact and often lack sustainability.

With increased development, ASEAN governments are increasingly turning to private
suppliers to deliver BDS. While market-oriented channels are generally seen as preferable
for the provision of BDS, policy makers should recognise that a certain level of economic
development is necessary for this to be effective. Many AMS use a hybrid model in
which the government provides a number of services for free, but also collaborates
increasingly with private-sector providers. Countries using the hybrid model include
Brunei Darussalam, Indonesia, the Philippines, Singapore, Malaysia and Thailand. A
number of services in these countries are offered through a network of providers at the
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local level, such as the Integrated Business Service Centre in Indonesia, Thailand’s
One-Stop Service Centre or the Negosyo Centres in the Philippines (Box 4.1). SMEs can
get some services for free at these centres, but for more customised BDS support they
would need to approach private-sector providers.

Box 4.1. Facilitating access to BDS: The Philippines’ Negosyo Centres

The Philippines established its Negosyo Centres in order to strengthen MSMEs by
facilitating job creation, production and trade. The centres are responsible for promoting
ease of doing business by integrating a single business processing system for registration,
permits, set-ups and management of MSMESs. They were established under the 2014 “Go
Negosyo Act” (Republic Act No. 10644) and are governed by the Department of Industry
and Trade (DTI).

The centres provide services such as business registration facilitation, business
consultancy and business information and advocacy. Registered Barangay Micro-Business
Enterprises (BMBEs) can benefit from incentives including income-tax exemption on
operations income, exemption from the minimum wage law, and a special credit window
of government financing institutions serving such enterprises.

Negosyo Centres are classified into three operating models that differ in the level of
services offered. Full-Service Centres are equipped with staff who are able to deliver all
the services offered at any given time and who conduct activities independently.
Advanced Centres are similar, but need the support of the DTI or the nearest Full-Service
Centre to execute programmes, activities and consulting. Basic Centres mainly process
documentation and disseminate business-related information, and can provide only
minimal forms of consulting or advisory work without the full support of the DTI.

With the implementation of the “Go Negosyo Act”, there was a rapid increase in the
number of centres. By 2017, a total of 789 Negosyo Centres had been established
nationwide — a significant increase from just 5 in 2014 — and the centres had assisted
nearly 636 000 clients and helped more than 300 000 businesses to register. The centres
have considerably facilitated the provision of BDS and registration of micro enterprises.
The DTI plans to establish 526 more centres by the end of 2022.

The “Go Negosyo Act” also provides an opportunity DTI business counsellors and staff to
develop their competency for providing development services to the public. Personnel
who are assigned to the Negosyo Centres take a Small Business Counselling Course that
covers several modules on business management and operations. The training aims to
deepen their knowledge and skills on coaching, consultation and mentoring services for
MSME:s.

Once a certain level of development is reached, countries should move towards the
provision of co-financing assistance for SMEs for business development services that
involve consultancy or engagement of experts. The government can provide dedicated
vouchers or grant or subsidy support to defray part of the qualifying costs. Countries such
as Malaysia and Singapore provide dedicated voucher schemes to help SMEs reach out to
private sector providers. Singapore’s Innovation and Capability Voucher scheme, with
vouchers valued at SGD 5 000 (Singapore dollars), allows SMEs to strengthen core
business operations through consultancy in the areas of innovation, productivity, human
resources and financial management. Vouchers have also been employed in Thailand to
help SMEs improve the quality of products and services, and in the Philippines to assist
SMEs with export promotion.
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Monitoring and evaluation: Stronger assessment can boost BDS effectiveness

Indonesia, Malaysia, Singapore, the Philippines and Thailand have implemented overall
monitoring. Other AMS have been monitoring government or donor-support mechanisms,
but have not yet developed dedicated KPIs to monitor the provision of the BDS across the
country. Evaluations have been taking place only in Malaysia, Thailand and Singapore,
where studies have been conducted and lessons from the previous experience have been
integrated into the policy-making cycle when designing new support mechanisms for the
BDS development.

More regular and comprehensive monitoring and evaluation mechanisms need to be
developed to ensure the effectiveness of support schemes and mechanisms. Another
challenge is a lack of information on the variety of initiatives taking place at the regional
or local level. Improved provision of information could supply a better picture of the
challenges faced.

Sub-dimension 1.3: Productive agglomerations and cluster enhancement

Industrial cluster development has been advancing in Southeast Asia in recent years, and
research confirms that AMS have performed well in enhancing policies on industrial
clusters and productive agglomerations. All ten AMS are already at least at the
intermediary level of development in this sub-dimension, and there is also relatively little
inter-country variation. However, countries that fall into the “advanced stage” category
on this sub-dimension have relatively more room for improvement, particularly on
incentives to support business cluster zones. It is worth mentioning that policy makers
should apply a critical approach in order to evaluate the impact of clusters and evaluate
the benefit of incentives provided to the companies in productive agglomerations and
clusters. Incentives provided could be combined with the monitoring and impact
evaluations mechanisms conducted on a regular basis.

Table 4.3. Scores for sub-dimension 1.3: Productive agglomerations and cluster enhancement

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM  Median  StD.

Planning and design 418 473 517 352 590 464 468 58 589 476 466  0.81
Implementation 400 377 382 322 452 291 401 468 471 370 391 0.53
Monitoring and evaluation 133 199 265 166 499 166 331 600 364 199 232 148
Total sub-dimensionscore 353 375 406 301 510 326 410 536 491 373 391 075

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

Policies on business agglomerations have already been developed in general, but many
AMS still lack specific policies on industrial clusters. The implementation of such
measures is at varying stages across ASEAN, specifically on infrastructure development
for cluster zones. With the exception of Singapore, countries have few monitoring and
evaluation elements, also due to recent upgrades in their policies and programmes.
Overall, the median score for this sub-dimension stands at 3.91, mainly driven by
advancing policies and implementation activities.
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Planning and design: Few AMS actively promote SME participation in clusters

All ten AMS have already put in place policies on the promotion of business
agglomerations such as economic zones (EZs), special economic zones (SEZs), industrial
zones (IZs) and export processing zones (EPZs). Economic, geographical and social
aspects are the general criteria for the identification of the business agglomerations. But
the level of policy development varies across the region regarding industrial clusters that
involve linkages among large enterprises, SMEs and other relevant institutions such as
universities and research centres. Malaysia, Singapore and Thailand have more
comprehensive cluster policies that detail policies on linkages among the main actors in
the identified zones. Indonesia and the Philippines also have policies on business
agglomerations and cluster enhancement in their national strategic plans and other
strategic documents. Brunei Darussalam has identified five investment priority clusters,
as part of a range of measures designed to achieve Goal 3 of Wawasan (Vision) Brunei
2035.° These clusters benefit from a range of special arrangements to encourage
investment, with the end goal of attracting FDI in value-added, export-oriented and high-
tech industries. They are in the following activities: i) halal products; i) innovative
technology and creative industry; #ii) business services; iv) tourism; and v) downstream
oil and gas. Lao PDR’s 2011 Law on SMEs refers to the promotion of business clusters,
and clustering is mentioned in the country’s 2016-20 SME Development Plan. Viet Nam
has a decree on business agglomerations, though policies are lacking on linkages among
institutions within the clusters. Myanmar’s Special Economic Zone Law was enacted in
2014, and its implementing rules were published in 2015. Cambodia drafted its SEZ law
in 2008.

A majority of AMS have few instruments to support linkages among SMEs and between
SMEs and large enterprises in cluster zones. Cambodia has elements on the promotion of
SME linkages with large firms in different national development plans. Only Indonesia
has a specific regulation stating that all industrial sites should allocate 2% of their land
area to SMEs.

Box 4.2 provides an example from Thailand of a recent practice on cluster development,
including identification of targeted sectors and incentives for investing in them.

Box 4.2. Translating policy into implementation: Thailand’s superclusters

In the context of the economic model known as Thailand 4.0, the government selected a set
of priority sectors in November 2015 comprising “First S-Curve” and “New S-Curve”
industries. The “S-Curve” concept posits that an industry’s growth is relatively slow during
the infancy stage due to limited market size, but that output rises rapidly once economies of
scale take hold and the market expands, and that growth eventually levels off due to demand
saturation. “First S-Curve” industries include five sectors that can be upgraded in the short or
medium term by adding value through advanced technologies: next-generation automotive
(e.g. electronic vehicles), smart electronics (e.g. high value-added ICT products), high-
income tourism and medical tourism, efficient agriculture and biotechnology, and food
innovation. “New S-Curve” industries include five sectors identified as promising drivers of
growth in the long term: robotics, aerospace, biofuels and biochemicals, the digital industry
and the medical hub.

To support the development of these priority sectors, the government launched investment
promotion measures in designated Special Economic Zones in different locations and with
specific purposes (Table 4.4). SEZs are based on the concept of clusters to improve industrial
value chains by strengthening linkages among firms, research and academic institutions, and
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public organisations within a geographical area. The government provides both financial
incentives (e.g. tax reduction and subsidies for innovation and human resource development)
and non-financial incentives (e.g. simplifying visa procedures for skilled foreign labour and
easing regulation of foreign equity and land ownership). In July 2016, three provinces in the
east coast area were designated as the Eastern Economic Corridor, which is to be the flagship
SEZ and leverages off the existing manufacturing and energy industrial base there. The
government has set an ambitious target of THB 1.5 trillion (Thai baht), or some 10% of 2016
nominal GDP, for public and private investments in the corridor from 2017-21. The initiative
is still at early stage and more analysis and evaluation is needed to monitor its impact;
however this case provides a good example of how government can translate a policy into an
implementation model.

Table 4.4. Thailand’s Special Economic Zones

Designated SEZs Supercluster zones and an economic corridor to promote S-Curve industries

Border area SEZs Ten provinces close to the borders of neighbouring ASEAN countries aim to boost cross-border trade and
employment (started in 2016).

Superclusters and Supercluster zones are located in 32 provinces (including overlaps), mainly in the central and eastern regions.

other targeted clusters ~ Targeted sectors include: automotive and parts; electrical and electronics; eco-friendly petrochemicals; digital
services; food; aviation and aerospace; automation and robotics; and medical services. Other targeted clusters
are located in rural regions and focus on agro-processing and textiles (started in 2016).

Eastern Economic Three coastal provinces (Cachengsao, Chonburi and Rayong) in the eastern region aim to promote the ten S-
Corridor (EEC) Curve industries. The act for developing the corridor was approved by the parliament in February 2018.

Source: BOI (2017), http://www.boi.go.th/upload/content/BOI-A%20Guide%202017-EN-
20180402 5ac3614b3ee08.pdf; OECD (2018), http://dx.doi.org/10.1787/9789264293311-en.

In terms of investment openness, ERIA’s foreign investment liberalisation (FIL) scores
for the region indicate that the most AMS have a relatively open regime for investment in
manufacturing,* with the partial exception of Indonesia and Viet Nam. Many AMS are
more restrictive in the agricultural and resources sectors, as well as services. In several
AMS, strategic industrial, nationalist and/or developmental gap considerations may work
against foreign majority ownership in some manufacturing sectors (Intal Jr., 2015,¢)). By
2014, all AMS had already reached an ERIA FIL rate of at least 75%, with half of them
scoring at least 90%. Cambodia, Lao PDR, Myanmar, and Singapore have very high and
nearly comparable investment liberalisation rates in the agriculture and natural resources
sector and in the manufacturing sector (Intal Jr., 20155)).

The OECD FDI Regulatory Restrictiveness Index indicates that, when the manufacturing
and service sectors are combined, Cambodia, Viet Nam and Lao PDR have the fewest
statutory restrictions on FDI among the AMS, with available data. Cambodia has an index
value of 0.052, below the OECD average of 0.067. The Philippines (0.398), Myanmar
(0.356) and Indonesia (0.315) have the most restrictions.

Implementation: Participation of SMEs in cluster zones remains relatively limited

Fiscal incentives to support business cluster zones (corporate income tax, value-added
tax, withholding tax, etc.) are already in place in all ten AMS. All countries except Brunei
Darussalam and Myanmar also have non-fiscal incentives, such as immigration benefits
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for foreign investors and workers. Corporate income-tax breaks in SEZs in the region
vary greatly in terms of tax rate and validity period. Notably, in Indonesia the SEZ
corporate income-tax break can extend up to a maximum of 25 years. The Philippines
allows a corporate income-tax break in SEZs of up to 100% for a period of six years for
pioneer projects. Singapore also provides tax exemption of up to 100% of capital
expenditure, although the investment allowance is not specific to clusters. Brunei
Darussalam is the only ASEAN country where no tax is levied on personal income,
payroll, goods and services, or capital gains. Examples of financial incentives in EZs, IZs,
SEZs and EPZs include: tax deductible expenses for investment in construction, operation
or lease of apartments and social infrastructure facilities servicing employees (Viet Nam),
and tax reduction and subsidies for innovation and human resource development by firms
(Thailand).

All ten AMS have facilities to encourage networking among innovative companies, such
as science/industrial parks, competitive clusters or technology centres. However,
disparities exist in terms of the level of development and sufficiency of facilities relative
to the needs of the country. Singapore and Malaysia have the most advanced facilities,
especially in the digital economy sector (digital hubs, cyber centres, etc.). Under
Singapore’s SGD 4.5 billion Industry Transformation Programme, roadmaps have been
developed for 23 industries (grouped into six clusters) to address issues within each
industry and deepen partnerships among the government, firms, industries, trade
associations and chambers.

Since 2014, a number of countries have made major improvements in developing
industrial sites, specifically Brunei Darussalam and Cambodia. Brunei Darussalam
currently has 26 industrial sites, while Cambodia has 22 special economic zones (up from
nine in 2014). Indonesia had six science parks in 2014, mostly at early stage, but it is
planning to create 100 techno parks across the country by 2019, with the electronics
sector as a focus area. The DTI -Philippines Economic Zone Authority listed 277 special
economic zones in 2014, but by July 2016 the country had 358 SEZs, including
manufacturing economic zones, information technology (IT) parks/centres, agro-
industrial economic zones, tourism economic zones, and medical tourism parks/centres,
with the biggest increase in the IT sector.

Despite these improvements in the region, linkages in the cluster zones among SMEs and
between SMEs and large enterprises are still not well established. Participation of SMEs
in the clusters is relatively small. In most AMS, the number of SMEs in the cluster zones
is not specifically monitored.

Monitoring and evaluation: KPIs are needed for SMES in cluster zones

Only some AMS have well-defined monitoring mechanisms for policies to promote
industrial clusters. KPIs specifically for SMEs have not yet been developed. Independent
evaluation of the cluster policies has also not been conducted for most of the ASEAN
economies; it takes place only in Singapore, and to a degree in Malaysia, the Philippines
and Thailand.

Monitoring and evaluation of policies supporting productive agglomerations and clusters
is essential for understanding the impact of these policies on the economy and at what
cost. Monitoring could help policy makers determine whether the policies and incentives
provided are effective, attract the right companies and help the local economy to develop
skills. To estimate the benefits of clustering, policy makers should take into account the
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industrial and special scope of clusters and try to measure possible outcomes such as
innovation promotion or intensity of labour-market participation (Duranton, 20113)).

Sub-dimension 1.4: Technology and innovation promotion

The technology and innovation promotion sub-dimension was part of the ASEAN SME
Policy Index 2014; however, it has been considerably revised and is not directly
comparable with the results of the current publication. Although ASEAN highlights the
importance of technological innovation and the region is becoming more innovative
overall, progress since ASPI 2014 varies substantially in this sub-dimension. The large
spread in ASEAN between countries that are world leaders in technological innovation
and those that need to advance their capacity to innovate is highlighted by a relatively
high standard deviation across this sub-dimension. The Figure 4.3 (GERD in selected
AMS) showcases the large variety of R&D expenditures by government among the AMS.

Table 4.5. Scores for sub-dimension 1.4: Technology and innovation promotion.

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Median  StD.

Planning and design 242 322 434 289 48 183 389 6.00 55 370 379  1.28
Implementation 305 192 449 220 519 18 413 6.00 505 407 410 1.39

Monitoring and evaluaton 166 166 232 133 364 1.00 331 6.00 398 199 216  1.46

Total sub-dimension score 255 233 400 227 477 168 388 600 501 352 370 133

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to chapter 2 and annex A for
further information on the methodology.

Planning and design: Co-ordination of innovation policy should be strengthened

All ASEAN countries have highlighted the importance of innovation in their strategic
documents. Several countries have a dedicated innovation policy (Singapore, Thailand
and Viet Nam). Innovation is often a key element in a National Development Plan
(Brunei Darussalam, Indonesia, Malaysia and the Philippines) or integrated through an
industrial development policy (Cambodia, Myanmar) or science and technology strategy
(Lao PDR). The median score for planning and design block in this sub-dimension is
3.79, reflecting the fact that policies have been put in place, although they are at an early
stage in a few countries. Eight countries have specific provisions for SMEs in at least one
of the policy documents, with Brunei Darussalam and Indonesia as the exceptions.

A large number of institutions are involved in innovation policy development in the
region, including ministries for science and research, education, industry and, in some
cases, specifically for innovation. OECD good practice guidelines call for a co-ordinating
body for innovation policy development and implementation in order to ensure exchange
of information and efficient collaboration. Five ASEAN countries have dedicated
councils or committees for technological innovation. In other countries (Brunei
Darussalam, Indonesia, Lao PDR, Myanmar and Viet Nam), the co-ordinating role is held
by the relevant ministry or division, most often the Ministry of Science and Technology.’
A high-level co-ordinating mechanism, possibly anchored at the prime-minister level, is
important for ensuring arbitrage among the large number of agencies involved. Singapore
provides a good example of such structure with its recently established Future Economy
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Council, which groups 31 members from the government, industry, unions and
educational and training institutions, and is chaired by the Minister of Finance.

All ASEAN member states except Myanmar have established policies and national
offices to deal with intellectual property. AMS adhere to numerous international treaties
and conventions on IP, and the majority have put in place comprehensive IP laws. Five
countries are fully compliant with international standards (Brunei Darussalam, Malaysia,
the Philippines, Singapore and Thailand). Although considerable progress has been made
in the region, Cambodia, Indonesia, Lao PDR and Viet Nam still face a lack of resources
and difficulties in the enforcement of IP legislation, while IP registration is not available
in Myanmar. A new ASEAN Patent Examination Co-operation system has been
established by nine AMS (excluding Myanmar), allowing them to share regional patent
work. Increased use of e-services in some AMS (Singapore, Indonesia and Malaysia)
could further support patent and copyright applications.

Demand-side innovation policies, such as public procurement, regulation, standards,
consumer policies and user-led innovation initiatives, are becoming more common among
policy makers as a way to boost technological innovation through introduction of relevant
clauses and regulations. Although this is still at early stage in ASEAN, Malaysia and
Singapore have applied demand-side policies in order to accelerate technology
assimilation and promote selected sectors. R&D incentives, such as increasing the
reduction rate for R&D expenditure, have been used in Indonesia, Singapore and
Thailand and are specially targeted at SMEs.

Implementation: Support for innovation varies across the region

AMS have undertaken considerable efforts to implement policies related to the promotion
and implementation of innovation. The median score of 4.10 for this block indicates that
the region is establishing the necessary infrastructure and has started to put in place
instruments for integrating innovation.

All AMS have webpages related to the promotion of research, development and
innovation, but only three (Malaysia, Singapore and Thailand) have dedicated webpages
or portals that centralise the variety of initiatives implemented by the government. In the
other countries, innovation-related webpages only showcase the initiatives of a dedicated
institution, and it is difficult for users see the whole range of initiatives available. AMS
have made efforts to raise awareness about the importance of innovation and its role for
SMEs. Governments in all AMS have conducted events on innovation that are open to the
public, such as conferences, festivals and science exhibitions. They have also organised
awards for innovation, often in partnership with academia and the private sector.
However, in some countries innovation is still perceived mainly as technological or
digital, and only few countries have dedicated programmes to promote awareness of non-
technological innovation (Brunei Darussalam, Malaysia and Singapore).

Infrastructure such as science and technology parks, innovation centres, business
incubators and accelerators, and technology transfer offices is important for ensuring that
SMEs have access to the equipment and services necessary for innovation. Reliable and
fast internet access is crucial for growth related to new e-services. The availability of
infrastructure varies across the region. Some AMS offer a whole range that can benefit
SMEs (Indonesia, Malaysia, the Philippines, Singapore and Thailand). An interesting
example is Singapore’s Centres of Innovation, which act as one-stop centres providing
laboratory facilities, consultancy and training services, and assistance for SMEs to test
and develop their technology projects. Some countries have made substantial efforts to
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improve their infrastructure. For instance, Brunei Darussalam has established an
“iCentre” (an incubator and co-working space for high-growth enterprises) and the Brunei
Darussalam Bio Innovation Corridor. In Viet Nam, the National Technology Innovation
Programme aims to establish 40 high-tech business incubators across the country.
Although Cambodia, Lao PDR and Myanmar have limited infrastructure that could
benefit SMEs, they have made efforts to promote innovation. Examples include
Myanmar’s ICT Park and Lao PDR’s IT business incubation centre. The AMS that are
strong performers in this sub-dimension are in line with the OECD good practice of
combining infrastructure with soft support services. Some governments have dedicated
instruments or programmes to support innovation, enabling providers like incubators,
accelerators or innovation centres via collaboration with the private sector (Brunei
Darussalam, Indonesia, Malaysia, the Philippines, Singapore and Thailand). However,
few use competitive processes to fund the innovation-enabling institutions.

Figure 4.3. Gross domestic expenditure on R&D (GERD)
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Note: The graph illustrates the most recent data available for each country. Recent data is not available for
Brunei Darussalam, Lao PDR and Myanmar.
Source: UNESCO (2018), http://uis.unesco.org/indicator/sti-rd-gerd-source fund.

The majority of AMS have developed programmes to support SMEs in innovation and to
promote collaboration between academia, the private sector and, in some cases, the public
sector. These programmes include dedicated business support services as well as training,
coaching or business-matching support (mentioned earlier under sub-dimension 1.2).
They may also include financial assistance such as R&D grants, subsidies for R&D
research, capital risk coverage or guarantee schemes, or innovation vouchers. Examples
of OECD good practice suggest that governments should ensure that a variety of services
are available for enterprises at different stages of their development. In ASEAN, while
the general offer of innovation support provided by governments has improved in recent
years, only a few countries (Malaysia, Singapore and Thailand) offer a range of support
options. Business enterprises thrive on innovation and can leverage R&D performed in
academia and the public space, which is often a driver of successful national innovation
systems. Singapore offers a wide range of instruments designed for different stages of
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SMEs. It has an Innovation and Capability Voucher and a Capacity Development Grant
for SMEs to develop their business capabilities, a Growing Enterprise Through
Technology Upgrade scheme ensuring secondment of researchers and engineers to more
mature companies, and initiatives such as Tech Access that give SMEs access to special
equipment and facilities for learning and experimenting.

In countries where innovation policies are new, the road is long to creating a basis for
support structures, but they can “leapfrog” by adopting technologies from more advanced
peers. Most initiatives in Cambodia, Myanmar and Lao PDR are funded by international
donors. Although useful, these initiatives are insufficient to ensure systemic change.

Monitoring and evaluation: Policies should adjusted based on evaluation results

Most AMS have developed and are using at least some national performance indicators to
monitor the performance of SME innovation policies (Cambodia, Indonesia, Malaysia,
the Philippines, Singapore, Thailand and Viet Nam). The difficulty of monitoring overall
innovation policy and performance is that activities are spread across a number of
stakeholders representing different agencies. Malaysia, for example, has several agencies
dealing with innovation policy implementation, and this could be a challenge. A few
countries, such as Thailand, have developed a national science, technology and
innovation (STI) index that is published regularly.

Few AMS use independent evaluations by policy makers for adjusting policies and
showcasing the tangible economic and social benefits of STI policies. Evaluation needs to
be pragmatic, timely, transparent and actionable. Singapore offers an excellent example
of independent reviews conducted on a regular basis.

The way forward

The ASEAN region has made considerable progress in this dimension but many AMS
continue to face a number of challenges. At present, SMEs across the ASEAN region as a
whole contribute a disproportionately small share to overall productivity gains. Their
productivity tends to not only be much lower than that of large firms, but it also tends to
be particularly low compared to the productivity of SMEs in other regions, like Europe or
other Asian countries. Stronger productivity growth by SMEs, and stronger support
services and innovation performance, will not only help the ASEAN region to strengthen
its performance in global value chains but also boost both regional trade and the
economic development of the region as a whole. The sophistication of policies to promote
SME development in this area across AMS are indicated in Figure 4.4. A wide variation
can be observed across the region as a whole, albeit with a number of trends.

The early-stage countries — Cambodia, Lao PDR and Myanmar — have only recently
embarked on a journey of regional economic convergence. They still have to develop a
number of policies from scratch and must further develop institutions and mechanisms
that not so long ago were absent. They lack a strong research base and mechanisms for
co-operation between academia and the private sector. Policy makers may also lack
necessary skills and experience, and may be constrained by requests coming from the
donor side. However, once the framework conditions and right policies are set up, these
countries have an opportunity to leapfrog by learning from their peers.
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Figure 4.4. Weighted scores for Dimension 1: Productivity, technology and innovation
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Note: The graph demonstrates the level of policy development in each AMS indicated by the 2018 ASPI
scores. Countries fall into one of three categories and are ordered in this category alphabetically.

The mid-stage countries — Brunei Darussalam, Indonesia, the Philippines and Viet Nam —
have already created solid policy frameworks and are in the process of implementing their
policies. They typically have a set of support instruments for SMEs to improve
innovation and productivity and become more competitive. They have also established
infrastructure including science parks, incubators, innovation centres and other facilities.
The challenge for these countries is to find ways to collaborate with academia and the
private sector and facilitate development of an ecosystem where a variety of stakeholders
could create synergies. Monitoring mechanisms are generally already developed, but
more efforts are needed to get a better understanding of the effectiveness of the existing
support schemes.

The advanced-stage countries — Malaysia, Singapore and Thailand — have also developed
solid policy frameworks and typically have a set of institutions in place to implement
them. Often institutions have a certain degree of independence, and co-ordination is
developed through councils or relevant committees. These countries not only offer a wide
range of infrastructure for use by SMEs (science and technology parks, innovation
centres, incubators, etc.), but also provide extensive support services that specifically
target the various growth stages of SMEs and that focus on dedicated industries, often in
partnership with the private sector. They also make use of vouchers that allow SMEs to
benefit from the range of service providers available.

Moving forward, governments and policy makers could consider some of the following
policy options:
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Table 4.6. Policy recommendations to boost productivity, technology and innovation among

SMEs

Level of policy

Challenges

Policy recommendations

Early stage

Cambodia,
Myanmar and Lao
PDR

Weak institutions and policies that are
either absent or have been recently
embarked upon

Few mechanisms or instruments to
support productivity and innovation
promotion, often due to lack of budget

Lack of awareness about the importance
to improve productivity and innovation ad
well as relevant skillset among the policy-
makers due to relatively recent focus on
these areas

Lack of strong research base and
mechanisms for co-operation between
academia and the private sector

Promote enhanced productivity through a set of
business environment reforms and policies to
foster the emergence of productive firms.

Ensure capacity building of the staff of the policy-
makers.

Developing instruments and incentives for
multinationals and large companies to collaborate
with SMEs, sharing technology and approaches,
could enable SMEs to become more competitive.

Create awareness among the SME community
about the importance of improving performance,
competitiveness and innovation for the future of SMEs

Develop BDS and innovation-related infrastructure
(BDS centres, incubators, accelerators, one-stop
shops) integrating basic support services for SMEs
and would-be enterprises.

Mid stage

Brunei Darussalam,
Indonesia,
Philippines, Viet
Nam

Weak mechanisms for collaboration of
various stakeholders

Lack of support mechanisms supporting
with individual requests and mechanisms

Monitoring mechanisms are generally
already developed, but further evaluation
mechanisms are still lacking

Further develop coordination mechanisms to
ensure collaboration among different actors, such
as a council or task force integrating academia and
the private sector.

Better match supply and demand for services,
encourage the development of a sustainable and
diversified market of private BDS providers and
promote the use of their services through dedicated
instruments such as co-financing or provision of
vouchers.

Promote enhanced productivity through a set of
business development services to improve
information sharing between regional and national
initiatives and develop awareness and on-line training
sources.

Increase R&D investment and develop mechanisms
for co-operation between academia and the private
sector.

Develop instruments to promote collaboration
between large companies and SMEs in industrial
clusters.

Develop tools to support monitoring and
evaluation and providing policy-options for policy-
makers to ensure that clusters and productive
agglomerations provide positive economic impacts

Advanced stage

Malaysia,

The existence of a large number of
initiatives by various institutions to promote
MSMEs could potentially lead to confusion
and create additional costs within the

Ensure rationalisation of governance structures
in order to avoid overlap of responsibilities among
the various government institutions dealing with
SME  productivity enhancement, BDS and
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Singapore and government innovation.

Thailand . .
o Further promote the available mechanisms and

programmes among the SME population in order to
increase awareness.

Potentially high cost of running the relevant e When designing innovation or BDS-related
infrastructure to promote BDS and infrastructure, focus on the development of a
innovation among companies sustainable business model.

Notes

' The Future Economy Council was formerly the Council for Skills, Innovation and Productivity. It
is chaired by the Minister of Finance and is comprised of government, industry, union, and
educational and training institution representatives. It is tasked with guiding and supervising the
implementation of productivity enhancement programmes carried out by various government
agencies under the 23 Industry Transformation Maps of the Industry Transformation Programme.

? For instance in Indonesia, where organisations such as the APO and the International Labour
Organization have provided training sessions.

* Goal 3 stipulates Brunei Darussalam’s aim to become a dynamic and sustainable economy by
2035.

* In accordance with the ASEAN Comprehensive Investment Agreement.

> In Brunei Darussalam this function is performed by the Ministry of Energy and Industry.
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Chapter 5. Environmental Policies and SMEs

Introduction

Concerns about environmental degradation, quality of life and climate change are driving
the global consensus on the need to ensure that economic growth is environmentally
sustainable. Support for the greening of SMEs is an important component of that.
Although the environmental footprint of individual small businesses may be low, their
aggregate impact is significant. In the OECD area, SMEs account for approximately 99%
of all enterprises and two-thirds of employment (Calogirou et al., 2010p;;). In Europe
alone, SMEs account for 60-70% of industrial pollution (Miller et al., 2011,)). Improving
the environmental performance of SMEs is vital for shifting to greener economic growth.

As the ASEAN economies continue to expand, this is a critical time for ensuring that
growth is green. Developing and implementing policies and programmes that support
SMEs in becoming greener will help to ensure the region’s long-term economic growth
and the health of its environment (OECD, 20143)).

Broadly, there are two types of green SMEs: green innovators, which are developing new
products, technologies and approaches that can have transformational impacts, and green
performers, the vast majority of SMEs, which can take steps to make their operations
more resource efficient and environmentally friendly (UNEP, 2017y)). Supporting the
success of both has benefits for national and regional economies. Innovative green SMEs
can introduce new technologies into ASEAN Member States (AMS) and create new
export markets for goods and services. Support for the broader population of SMEs in
pursuing greener practices can save those businesses money by making them more
efficient; allowing them to participate in value chains and procurement that require a
certain level of environmental performance; and improving environmental performance
while lowering carbon emissions.

The regulatory framework should enable and incentivise the greening of SMEs while
ensuring that environmental standards are appropriate and enforced. A challenge is
balancing the effectiveness of the regulatory framework against environmental impact
and enforcement costs so that SME compliance is not overly burdensome. Most countries
continue to use a one-size-fits-all approach to environmental regulation that either puts
SMEs at a disadvantage or ignores them. Public efforts to support the growth of the green
economy are often scaled for larger enterprises, as are many green finance programmes,
environmental management systems (EMS) and technical assistance programmes.

Supporting the greening of SMEs involves a holistic approach that goes beyond the
regulatory framework and makes use of all the policy tools at the government’s disposal.
Regulatory incentives, such as reducing inspection frequency or pollution penalties for
enterprises using environment management systems, and financial incentives, including
tax laws, can provide the government with important leverage to support the uptake of
green technology. SMEs face unique challenges in accessing finance, including high
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interest rates and relatively short repayment periods. Those challenges are compounded
for green SMEs, which also need to make the business case for investing in more
sustainable technologies. Green innovators and green performers alike typically need
access to finance, and there are various avenues through which governments can mitigate
challenges around this.

Supporting SMEs in becoming greener and providing a framework for innovative green
SMEs to develop is not a simple task. Many intersecting factors must be considered. This
section will delve deeper into the current state of affairs in ASEAN countries with regard
to the greening of SMEs, and will consider examples of good policy implementation as
well as suggestions as to the next steps.

Assessment framework

The framework for assessing policy progress on the greening of SMEs is divided into two
sub-dimensions: environmental policies targeting SMEs (sub-dimension 2.1), and
incentives and instruments for greening SMEs (sub-dimension 2.2). There is some
crossover. The actions taken under sub-dimension 2.1 support sub-dimension 2.2, and in
some cases are a prerequisite. Each sub-dimension is further organised into three thematic
areas: planning and design, implementation, and monitoring and evaluation. In order to
put more emphasis on implementation than planning, the final score for the dimension is
based on a 60/40 weighting between sub-dimensions 2.1 and 2.2 respectively.

Figure 5.1. ASPI 2018 framework for assessing SME greening
Dimension 2: Green SMEs

»  Strategy for SME greening
2.1 Environmental policies *  Responsible govemment body
O Private sector consultation

Regulatory incentives

Financial incentives

Private sector consultation and advisory services
Promotion of environment management systems
Existence of green certification programmes

2.2 Incentives and instruments for greening SMESs'
operations

Sub-dimension 2.1, on environmental policies targeting SMEs, measures the extent to
which such policies are embedded inside government strategies and how developed plans
are to support SME greening with action. It also looks at budget mobilisation, whether
eco-efficient and innovative products are included, whether the private sector was
consulted on environmental policies that impact SMEs and whether there is a dedicated
government body that provides guidance to SMEs.

Holistic government support for greening SMEs requires both short- and long-term plans.
The development, budgeting and integration of environmental policies into government
strategies set the stage for co-ordinated action on greening SMEs. In the short term,
environmental policies that target SMEs support effective environmental regulation of
small enterprises, send market signals that the government is supporting the growth of
green SMEs and lay a foundation for future growth. In the long term, these policies help
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to co-ordinate government action and create an ambiance in which better environmental
performance becomes mainstreamed across the economy.

There are three fundamental questions in sub-dimension 2.1, one for each thematic block:
i) Are environmental policies for SMEs included in the government’s strategies? ii) Has a
budget been mobilised for the action plan? iii) Does regular monitoring of environmental
policies targeted towards SMEs take place? Within the thematic blocks, the Policy Index
methodology also measures the kind of policies in place and the level of government
commitment in terms of institutional backing, budget and outreach to other stakeholders.

Sub-dimension 2.2, on incentives and instruments for greening SMEs, builds on the
policy foundations of sub-dimension 2.1 to explore how countries give concrete support
to SME greening. It measures whether the government provides regulatory and financial
incentives to SMEs, whether there is any evidence that SMEs benefit from those
incentives and how those incentives and support schemes are structured and delivered.
This includes outreach to the private sector broadly and to business associations
specifically. This sub-dimension also looks at how governments recognise more
sustainable actions taken by SMEs.

In order to realise government plans for making SMEs more environmentally sustainable,
it is important to measure what kind of incentives, initiatives and programmes are in
place. It is also important for governments to understand the impact of those incentives
and to verify that they are actually reaching the targeted SMEs. In the short term, activity
in this sub-dimension can help kick-start the greening of SMEs and provide data about
which approaches work best for different sectors and different types of enterprises. In the
longer term, this sub-dimension allows governments to apply incentives and support
schemes that help SMEs become greener in the most impactful and cost-effective manner.

How governments set and enforce environmental regulation, and incentivise compliance,
can help support the greening of SMEs. Rules-based regulatory regimes for SMEs rather
than complex permit systems are important, as are policies to promote good practices,
such as reduced environmental compliance inspections for SMEs that have implemented
EMS and reduced compliance costs for self-reporting of incidents. Support schemes and
financial incentives may include: preferential tax treatment for investments in more
environmentally sustainable equipment; financial support for efficiency audits; or the
implementation of green procurement strategies for the public sector. These aspects are
further measured through questions about what kind of incentives are in place, whether
evidence is gathered on their effectiveness, whether the government provides assistance
with compliance and whether programmes exist to provide official recognition to SMEs
that are implementing greening projects.

Analysis

The overall assessment results for Dimension 2 on Environmental Policies and SMEs are
presented in Figure 5.2. Countries are scored for each sub-dimension on a scale of 1 to 6,
where 6 shows the best performance. Broadly, AMS recognise the importance of
environmental sustainability, but the concept is unevenly applied in terms of regulatory
approach, expected policy outcomes and the industries covered. Detailed analysis by sub-
dimension follows.
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Figure 5.2. Weighted scores for Dimension 2 by sub-dimension
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targeting SMEs for greening SME's operations

Sub-dimension

Specific efforts to support the greening of SMEs are relatively rare in the region. With
some exceptions, countries do provide support to private enterprises that are working to
adopt green practices, but policy frameworks, regulatory incentives and financial support
programmes are often not targeted at SMEs and are more accessible for larger enterprises.
This includes access to green finance as well as the adoption of EMS.

Support for the greening of SMEs often falls outside the purview of agencies specifically
tasked to support SMEs and is instead overseen by ministries and agencies responsible for
environmental protection. In part, this is because green SMEs are still seen as a niche area
of the economy.

However, it is clear that change is afoot, with concerns about environmental sustainability
increasingly mentioned in national planning documents. Going forward, it is vital that
policies to support SME greening become mainstreamed within broader government
support for SMEs. Countries in the region should ensure that the implementation and
impact of new greening policies are monitored and evaluated so that policies can be
refined and expanded based on what works. As ASEAN countries begin to focus more
clearly on creating a supportive policy environment for green SMEs, there is substantial
room for progress.

Sub-dimension 2.1: Environmental policies targeting SMEs

Support for SME greening requires the development of effective policies that target
SMEs specifically. SMEs generally behave differently than larger companies, especially
concerning environmental regulation and green practices. Where larger companies may
task specific individuals with monitoring environmental compliance or adopting green
practices, this is generally not true in smaller and even medium-sized enterprises.
Legislation needs to take this into account.

The development levels of environmental policies for SMEs differ widely across AMS.
While the most advanced countries in the region provide targeted support for SME
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greening, countries in the early stage of green SME policy development, such as
Cambodia, Lao PDR and Myanmar, are still developing their approach to environmental
policies and supporting green growth more broadly.

A fundamental issue facing all countries in the region is how SME greening policy is
conceived: whether as an issue separate from other policies supporting SME or as part of
a holistic approach. Support for the greening of SMEs should be seen in the context of
support for SME growth overall, rather than simply as environmental compliance or
support for specifically green industries like ecosystem services or renewable energy.
Green growth policies for SMEs need to be mainstreamed at both the planning and
institutional stages in order to enhance opportunities for co-ordination and impact.

Table 5.1. Scores for sub-dimension 2.1: Environmental policies targeting SMEs

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Median StD

Planning and design 320 228 375 238 600 265 506 563 468 4.13 394 128
Implementation 265 238 391 210 515 238 4.03 543 572 349 3.70 129

Monitoring and evaluaton ~ 1.83 1.00 224 1.83 475 100 224 516 265 3.90 224 139

Total sub-dimension score  2.68 207 352 214 537 220 403 545 474 3.80 366 1.24

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

Planning and design: Policies should specifically target the greening of SMEs

Across the region, all countries have environmental policies that could potentially impact
SMEs, but only a minority have policies that specifically support or target SMEs. Instead,
environmental plans are often included in other planning documents or in environmental
laws that regulate industry or specific sectors of the economy. The first thematic block of
this sub-dimension — planning and design — puts significant weight on the development of
environmental policies targeting SMEs.

Some countries, notably Singapore, Viet Nam and Malaysia, have national plans on green
growth and the adoption of green technology. The Sustainable Singapore Blueprint 2015
includes the environmental impact of SMEs, for example. In other AMS, including the
Philippines, Thailand and Indonesia, environmentally sustainable economic growth is
discussed in high-level strategic planning documents. Thailand specifically mentions
supporting green SMEs as one element of its National Development Plan. Other countries
in the region have environmental legislation but are still developing a strategic approach
to supporting green growth. Lao PDR, for instance, is being supported by the World Bank
to develop new green growth development policies.

Countries were further scored on whether environmental policies targeting SMEs
included an action plan, measurable targets, timelines and expected impact. While most
of the countries with environmental policies targeting SMEs also had action plans, setting
timelines with measurable targets and establishing the expected impacts of SME
environmental policies was much less common.

Although a wide variety of different avenues can impact the green development of SMEs,
two key avenues are innovation around eco-efficient products and the implementation of
more energy- and material-efficient processes. Eco-innovation in environmental policies
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targeting or impacting SMEs was included by more countries than strategies on SMEs
becoming more resource efficient. This correlates with the broader trend of
environmental sustainability being regarded as a specific sector or trend, rather than
something that can be pursued by enterprises across the economy.

Ideally, support for green SMEs should be mainstreamed within countries’ overall
strategies for SMEs, rather than regarded as a separate issue. Having a separate agency
responsible for greening SMEs reduces the number of businesses that access it and
encourages the self-selection of enterprises that are already interested in greening or
specifically pursuing green businesses.

By contrast, integration of support for the greening of SMEs into the government’s
overall support for SME development can help reach the broad mainstream of SMEs that
would benefit from adopting more efficient practices. This would also lower the burden
for government. During discussions in the information-gathering phase of the 2018 ASPI,
representatives from agencies responsible for supporting SMEs were unaware of actions
undertaken in their country by other ministries to support the greening of SMEs,
suggesting missed opportunities.

In many AMS, the agency tasked with supporting the greening of SMEs was based at the
government ministry responsible for environmental protection or for assisting enterprises
with environmental compliance. This speaks to greening being a cost to businesses rather
than a potential benefit, and to a focus on compliance issues rather than resource and
energy efficiency and cleaner production practices. Some AMS, however, such as the
Philippines, Indonesia and Thailand, have greening plans based in their Ministry of
Industry, suggesting a green growth focus. Another recurring issue is that responsibility is
split in some countries, with different ministries or agencies responsible for providing
support for greening to industry broadly or to SMEs specifically, and administering
different programmes and support schemes. This not only complicates matters for
enterprises seeking assistance but also increases the cost to government and reduces
opportunities for co-ordination.

Box 5.1. An example of good practice: The EU Green Action Plan for SMEs

The European Union adopted a Green Action Plan (GAP) for SMEs in 2014, with the goal
of helping SMEs to improve their green performance and take advantage of opportunities
presented by the global transition to a greener economy. Its objectives and actions are
grouped in five thematic areas:

1. Greening SMEs for more competitiveness and sustainability. Actions to help
SMEs reduce production costs and increase productivity through better resource
efficiency, supported by information, advice, access to finance and technology
transfer mechanisms.

2. Green entrepreneurship for the companies of the future. Support for SMEs in
accessing opportunities in the environmental goods and services market through
the development of eco-innovation clusters and the facilitation of business
partnering for skills and knowledge exchange.

3. Opportunities for SMEs in a greener value chain. Support for SMEs in
entering circular economy activities such as re-manufacturing, repair,
maintenance, recycling and eco-design by addressing value chain barriers,
promoting collaboration and promoting new business models based on efficiency
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and the reuse of materials and/or waste.

4. Access to new markets for green SMEs. Growth-supporting actions to help
SMEs access new markets by promoting a greener internal market, enabling
access to international markets and facilitating green technology uptake in partner
countries.

5. Governance. Monitoring and evaluation, co-ordination between EU member
states and SME stakeholders, and consultations on SME policy developments.

With its holistic approach to supporting the greening of SMEs, the Green Action Plan
demonstrates the benefits of co-ordinating action to reduce duplication and enhance
impact. Although it is an EU-wide plan, the approach could also be replicated at the
national level.

The Green Action Plan is expected to raise awareness among SMEs of the benefits of
resource efficiency, the improved productivity and competitiveness stemming from the
circular economy and the existence of a range of resource efficiency actions that can be
accessed under different EU programmes, including COSME (Competitiveness of
Enterprises and Small and Medium-sized Enterprises), Horizon 2020 (the EU’s research
and innovation programme) and the European Structural and Investment Funds.

Source: European Commission (2017), “Green Action Plan for SMEs: Turning environmental
challenges into business opportunities”, http://www.switchtogreen.eu/?p=1180.

Implementation: Green growth plans for SMEs require a budget

To provide a proxy for policy implementation and commitment, the ASPI takes into
account whether there is a budget associated with implementing environmental policies
around SMEs. Thailand and Singapore have committed money directly from the national
budget to implement plans, with Singapore budgeting SGD 1.5 billion (Singapore dollars)
to implement the Sustainable Singapore Blueprint 2015 and Thailand budgeting
THB 30 million (Thai baht). Malaysia has committed to greening 20% of its public
procurement by 2020.

However, most other AMS policies to support green growth are funded by external
sources on a project-by-project basis. This is particularly the case in countries without
strong green policies in place. Donor funding of projects can play a vital role in kick-
starting green growth policies for SMEs and provide a conduit for technical assistance.
Examples include the Switch programme in Myanmar, which supports sustainability in
the garment manufacturing sector, and the Environmental Management Support
Programme in Lao PDR. However, governments should aim to support green growth
plans directly from the budget, even if the scope and amount is modest. This helps ensure
stability over the long term, and indicates to investors and enterprises that it is a priority.

Another important element of implementation is sector-specific planning. Different
economic sectors have different environmental challenges and opportunities. They can
also react to different types of incentives and can be reached through different channels.
Most AMS, even those without national plans to support SME greening, have some
degree of sectoral support. This includes Malaysia, which has specific greening policies
for the energy, construction and transportation sectors; the Philippines, whose greening
manufacturing roadmap has provisions for the automotive, plastics, pulp and paper,
construction, and furniture industries; and Cambodia, which has policies supporting more
sustainable manufacturing.
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Monitoring and evaluation: Assessment of greening policies is essential

Viet Nam conducts regular monitoring and reporting on the implementation of its
greening policies, generally on a biannual basis. Malaysia conducts quarterly monitoring
of its policy implementation, and the Singapore Sustainable Blueprint is tracked annually.
Other countries struggle with monitoring and evaluation, often lacking regular systems,
and none of the AMS conduct regular third-party reviews of the implementation of their
greening policies. Monitoring and evaluation of policy implementation is vital, as it helps
inform policy makers on what works and does not, whether pilot programs should be
scaled up or modified and whether resources are being well spent. As support for
greening SMEs in ASEAN increases, policies should be structured with monitoring and
evaluation strategies from the outset.

Sub-dimension 2.2: Incentives and instruments for greening SMEs

A wide range of tools are available to governments to support SME greening. Some
correlate with support for SME development more broadly, such as access to finance and
assistance with entering new markets, while others are specific to environmental
concerns, such as regulatory incentives and eco-labelling initiatives. This sub-dimension
assesses countries on these incentives and instruments, as well as their progress on
implementation and evaluation. Broadly speaking, government support for SMEs falls
under two main areas: regulatory features and structures that incentivise SMEs to adopt
greener practices, and support schemes and financial incentives that support greener SME
practices. With some exceptions, both are still developing in most AMS. However, there
is clear interest across the region in trying new approaches for supporting green growth.

Table 5.2. Scores for sub-dimension 2.2: Incentives and instruments for greening SMEs

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Median SID

Planning and design 1.00 166 364 232 466 100 397 466 430 4.66 381 1.46
Implementation 121 183 28 141 536 100 348 558 390 3.08 297 1.56

Monitoring and evaluaton ~ 1.00 1.00 1.83 1.00 306 100 183 474 183 183 183 1.13

Total sub-dimensionscore  1.09 160 292 165 466 1.00 332 509 363 3.38 312 137

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

Planning and design: Regulatory incentives can encourage SME greening

Environmental regulatory practices in AMS vary widely, with different approaches and
degrees of centralisation. AMS face the same challenges in environmental regulation as
other countries around the world: how to balance the need for a clean environment with
the regulatory burden placed on industry and government. Environmental regulation and
enforcement, including the need for environmental impact assessments (EIAs), generally
focus on larger enterprises and projects in sectors where environmental impact is likely to
result from activity. These sectors include natural resource extraction (mining, forestry
and energy); construction; infrastructure development; and other emitting industries such
as chemical and garment production. However, regulations are often unevenly applied.
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OECD countries have tried to address this challenge by implementing information-based
tools and regulatory and economic incentives to encourage SMEs to improve their
environmental performance, to comply with regulatory requirements and to adopt broader
green practices that go beyond what is required by law. This may involve simplification
of regulatory requirements for SMEs through standardised permits or general binding
rules for low-risk activities, and requiring operators to notify regulators before they begin
an activity. SMEs can be encouraged to establish environmental management systems
(EMS) through reduced inspection frequency or enforcement penalties. The burden for
both industry and government should also be reduced wherever possible through
regulatory co-ordination. As noted under sub-dimension 2.1, there are significant
potential benefits for all parties when environmental issues are not kept in a separate silo
from the government’s other interactions with SMEs.

The Philippines Environment Partnership Programme encourages self-monitoring and
self-regulation Box 5.2). The Philippines has also advanced its regulatory process by
moving some environmental certificates and permits online. This supports access for
SMEs and reduces the burden on government. Self-reporting and the use of a rule-based
system, as opposed to customised permitting, can help to increase environmental
performance for SMEs. However, most countries in the region do not have explicit
environmental regulatory incentives or, as in Cambodia and Lao PDR, are still in the
process of developing their environmental regulatory approach to SMEs.

Box 5.2. An example of good practice: Philippines Environment Partnership Programme

The Philippines Environment Partnership Programme (PEPP) was created in 2003 by the
Environmental Management Bureau of the Department of Environment and Natural Resources
(DENR-EMB) to support industry self-regulation and reporting while improving environmental
performance. It includes incentives and assistance for SMEs to achieve cleaner production
standards. The PEPP has two tracks:

o Track I gives recognition and incentives to enterprises that go beyond compliance in their
environmental performance. To qualify for Track 1, enterprises need to show they have
been consistently environmentally compliant for three years prior to the date of
application and that they have gone beyond compliance through actions such as
implementing an EMS, undertaking pollution prevention or waste minimisation
initiatives, or engaging in community or social responsibility programmes.

o Track2 is an assistance programme aimed at industry associations and individual
companies, particularly SMEs that are not yet compliant with environmental regulations
but that are committed to improving their performance. Successful applicants sign an
environment consent agreement, a legally binding accord between the company/industry
association and the DENR-EMB that commits the company to:

o 1implement environmental management plans within the framework of an
environmental management system

o attain waste reduction targets within an agreed timeframe and agree to means of
verification

o adopt pollution prevention and/or cleaner production
o provide an environmental performance report to EMB.

Source: DENR-EMB (2017), Philippines Environmental Partnership Program (PEPP): Catalyst for Holistic
Environment Partnership, http://pepp.emb.gov.ph/.
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The ASPI 2018 results show that while regulatory approaches and incentives are still
developing, economic incentives are relatively further ahead in the region. Almost all
AMS offer some form of financial incentives for greening, including grants, soft loans
and tax incentives for businesses investing in green technologies. Thailand, the
Philippines, Indonesia, Viet Nam, Singapore and Malaysia have measures specifically to
help SMEs access funds for green investments, or provide tax and/or customs waivers for
different types of environmentally designated equipment. These are vital for helping
SMEs to adopt greener practices and invest in new equipment.

For example, Indonesia’s Centre of Forest Development Financing (Pusat P2H) operates
under the Ministry of Environment and Forestry. It provides soft loans to micro and small
enterprises through a variety of structures, both directly and through intermediaries, and
by establishing revenue sharing arrangements. It offers long payback periods (up to
16 years), grace periods and below-market interest rates. However, many of the green
finance assistance programmes in AMS do not target SMEs specifically, and SMEs may
have trouble accessing programmes that are scaled for larger enterprises. Some of the
financial incentives are also funded by donors, which may impact their longevity.

Implementation: Targeting SMEs increases the impact of incentives

AMS governments struggle to show evidence that SMEs are benefiting from regulatory
incentives. This is true even in the countries most advanced on this issue: the Philippines
and Thailand. Although this may reflect still nascent approaches to results monitoring, it
points to the need to target SMEs specifically in regulatory incentives.

There is better evidence of the impact on SMEs of support schemes and financial support,
although again countries face challenges. The most advanced AMS in this area are
Malaysia, Singapore and Indonesia, which have programmes to support access to green
finance that specifically target SMEs. Other countries with green finance support schemes
that were potentially accessible to SMEs, such as Viet Nam, have struggled to ensure that
SMEs are aware of the available support.

The issue of targeting also impacts support for EMS. Malaysia, Viet Nam and Indonesia,
for example, promote ISO 14001 standards for environmental management and provide
technical assistance for implementation (in Malaysia assistance is provided specifically
for SMEs through SME Corp.). While ISO 14001 is the globally recognised standard for
EMS, it is technically difficult, aimed at larger enterprises and expensive for most small
enterprises to implement. Thailand also promotes ISO 14001, but has coupled that with
support for a more simplified EMS for SMEs that operates on a graduated basis. OECD
countries have also adopted this strategy, providing simplified EMS schemes specifically
for SMEs, with less onerous requirements or requirements that are graded so that an SME
can become progressively greener (OECD, 2018 forthcoming;s)).

Governments have an important role to play, not just in providing tools to SMEs for
becoming greener but also in helping to expand the market for green products in order to
help enterprises make a better business case for investing in greener practices. This
support can come both directly, through greening public procurement, as well as
indirectly, by developing eco-label regimes. For instance, Malaysia mandated in its
11™ Malaysia Plan (2016-2020) that 20% of public procurement must meet standards for
reducing environmental impact and mitigate the impact of human activities. The plan is
supported by complementary programmes that will help SMEs to produce green products
and adopt green practices. Support includes capacity building through the MyHIJAU
SME & Entrepreneur Development Programme; funding through the Green Technology
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Finance Scheme; eco-labelling; and support for the adoption of EMS. Other AMS,
including Singapore, Viet Nam and Thailand, have implemented eco-labelling and green
certification schemes.

One of the most vital aspects of supporting greener SMEs is providing them with access
to information — not just on how they can comply with environmental regulation, but also
on how greener practices can have a positive impact on their bottom line and what
options exist to help them become more resource efficient. Singapore has a one-stop
portal, E2Singapore (Energy Efficient Singapore), which provides information on these
issues to enterprises, including SMEs. In the region as a whole, however, significant
improvement is necessary. Provision of information aids environmental compliance and
helps to ensure that other initiatives, such as regulatory and financial incentives and
support schemes, are able to reach SME:s.

Monitoring and evaluation: Tracking the results of incentives and support is vital

The region needs to improve its approach to monitoring and evaluating the impact of
incentives and schemes to support the greening of SMEs. This is a vital step for assessing
whether policies are working, for making changes to improve them and for justifying
ongoing funding. Although Singapore, Viet Nam and Malaysia all conduct some
monitoring, it is most often carried out by the same agencies and ministries that
implement the policies. Other AMS do not perform any monitoring or evaluation.

The way forward
Figure 5.3 illustrates the results of the 2018 ASPI assessment for Dimension 2 on the
greening of SMEs. It categorises countries into different levels of policy development,

based on their weighted average across the two sub-dimensions.

Figure 5.3. Weighted scores for Dimension 2: Environmental policies and SMEs
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Note: The graph demonstrates the level of policy development in each AMS indicated by the 2018 ASPI
scores. Countries fall into one of three categories and are ordered in this category alphabetically.
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For most AMS, support for enterprise greening and environmental policies in general are
at an early stage of development. In many AMS, even in some that have a green growth
strategy in place and are working to support greener practices for SMEs, coordination
between SME development agencies and those agencies supporting the adoption of
greener practices could be further enhanced.

However it is also clear that there is a strong interest in most AMS to develop and refine
approaches to SME greening. Going forward, policy makers could consider a number of

options:

Table 5.3. Policy recommendations to boost the greening of SMEs

Level of policy

Challenges

Policy recommendations

Early stage

Cambodia,
Myanmar, Brunei
Darussalam and
Lao PDR

Disconnect between the
agencies supporting SMEs
and those supporting
greener practices

Lack of awareness about the
advantages of greening and
mechanisms available

Develop national policies that specifically support the
greening of SMEs, as opposed to industry broadly, and
that have clear action plans and timelines.

Establish one-window agencies that support SMEs in
becoming greener with advice and signposting to
available resources.

Mid stage

Indonesia,
Philippines, Viet
Nam and Thailand

Lack of awareness about the
advantages of greening and
mechanisms available

Monitoring mechanisms are
generally already developed,
but further evaluation
mechanisms are still lacking

Develop communication strategies and information
tools to reach out to SMEs and help them understand the
business case for adopting more energy and resource-
efficient practices.

Strengthen monitoring and evaluation of the
implementation of incentives and support schemes
targeting SMEs in order to track their effectiveness and
improve them.

Advanced stage

Malaysia and
Singapore

SMEs might be
disadvantaged compared to
larger companies in having
access to available
incentives

Potentially disconnect
between the programmes
supporting SMEs and those
supporting greener practices

Establish environmental regulatory regimes that
differentiate between SMEs and larger enterprises,
and that take account of the risk level of the activity being
pursued, with regulatory incentives for going beyond
compliance and with assistance for SMEs to accomplish
this.

Mainstream strategies to support SME greening within
the overall approach to supporting SMEs, including
technical assistance, access to finance, regulatory
incentives and market access.
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Chapter 6. Access to finance

Introduction

An extensive literature supports the principle that barriers to accessing formal external
finance prevent all firms from reaching their optimal size, and that greater access to a
broad range of financial products can also aid innovation (Ayyagari et al (2017;
Aghion, Fally and Scarpetta, 2007,;). Well-functioning financial markets that allow firms
to access alternative sources of financing, outside informal finance and retained earnings
allow competitive firms to invest further in tangible assets, to select more efficient
organisational forms (Demirguc-Kunt, Love and Maksimovic, 2006;,), and to ride out
periods of stunted or volatile cash flow (Siedschlag et al., 20144).

While all firms seem to benefit from well-functioning financial markets, studies show that
this is particularly critical for small to medium-sized enterprises. Studies indicate that
financing obstacles do indeed impede growth in small firms, often to a greater extent than
in large firms (Beck etal., 2006;s;). Moreover, SMEs often find it harder to access
external financing. Financial institutions are often reluctant to lend to this segment — even
though it can be perceived as attractive — given the higher risk profile associated with it.
This is largely due to the high failure rate among small firms combined with three
challenges implicit in SME lending: information asymmetry, principal/agent problems
and transaction costs.

Information asymmetry reflects the fact that the owner/operator of an SME tends to have
more accurate information on firm operations than an external financier due to the
difficulty of capturing all relationships, activities and funds in formal reporting
documents like financial statements (OECD, 2015)). Principal/agent problems stem from
the risk that once financing is received, an entrepreneur may not use the funds in the way
they were intended, potentially increasing the risk of non-repayment. SME financing is
more exposed to this risk due to the greater opacity surrounding this type of enterprise
and the more limited exit options available to them. Finally, transaction costs tend to be
higher in SME lending due to the need to conduct the same, or more rigorous, checks for
the appraisal, monitoring and enforcement of lower-value loans as for large loans. These
fixed costs reduce the lending profit margin for banks and can drive a wedge between the
funding costs of such institutions and their expected return on investment (Beck and de la
Torre, 2007(7)). Such costs are largely transferred to SMEs via interest rates and fees and
collateral requirements, which can render the total loan costs prohibitively expensive.

These three challenges exist in all economies to some extent, but they tend to be
particularly pronounced in emerging economies, where SMEs may lack professional
management and financial literacy skills, where gaps may exist in the legal framework to
protect creditor rights, and where financiers may have more opportunities to gain
acceptable returns from other borrowers given limited market-based financing
alternatives, and thus less incentive to invest in the skills and technology required to lend
to SMEs. This also appears to be the case in ASEAN. Data collected by the International
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Finance Corporation suggest that SMEs faced a credit shortage totalling
USD 184.7 billion in 2010, while a study of seven ASEAN Member States (AMS) found
that SMEs tend to experience credit rationing and high risk premiums, particularly in the
lower-income AMS and among SMEs that are small and new (Harvie, Narjoko and Oum,
20135)). Moreover, the study found limited access to finance to have a significant impact
on the innovation capability and export market participation of SMEs.

This identified competitive disadvantage, coupled with the belief that taking corrective
action can create positive spillovers for an economy as a whole, is a key rationale for
policy intervention in the field of SME finance, particularly in emerging economies.
Policy makers wishing to address these gaps can take various steps. They include
providing support for the development of institutions to mitigate credit risk, such as credit
information facilities and collateral registries, and adopting rules and regulations to
protect creditor rights and to streamline settlement procedures in the event of insolvency.
The key is to avoid many of the market distortions associated with government-sponsored
SME financing programmes and policies that risk diverting funds away from the most
productive and creditworthy enterprises. Policy makers should therefore carefully
consider where interventions are needed and which instruments are the most suitable, and
carefully monitor both their costs and their benefits.

Assessment framework

The framework used to assess policy interventions for boosting SME finance in ASEAN
(Dimension 3) covers two sub-dimensions. The first looks at the legal and institutional
framework governing SME lending in ASEAN — namely the rules, regulations and
facilities available to structure and inform lending to this segment. The second looks
more closely at the capacity of financiers in each AMS and the policy instruments
provided to support them more directly in lending to SMEs, with the output being the
range of financial products available to SMEs in ASEAN. These sub-dimensions and key
components are illustrated in Figure 6.1.

Figure 6.1. 2018 ASPI framework for increasing SME access to financing

Dimension 3: Access to finance for SMEs
Creditor rights
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Credit information bureau
*  Listing facilities

3.1 Legal, regulatory and institutional framework

Bank loans
Microfinance

3.2 Diversified sources of enterprise finance . Equity instruments

e Crowdfunding

*  Asset-based lending

In the 2018 ASPI framework, the first sub-dimension is assigned the greatest weight. The
logic underpinning this choice is based on various studies that have shown the level of
institutional development to be the most significant determinant of cross-country
variation in SME access to financing (Beck et al., 2006(5;). The component looks at the

ASEAN SME POLICY INDEX 2018 © OECD, ERIA 2018



6. ACCESS TO FINANCE | 85

extent to which some of the information asymmetries and principal/agent problems
implicit in SME lending are mitigated. It looks at the depth and breadth of credit
reporting systems, which can reduce information asymmetries faced by lenders in
assessing the credit risk of a prospective borrower. It looks at registries for recording the
ownership and value of assets, both immovable and movable, which can reduce moral
hazard' and guarantee partial repayment in the event of loan default. It looks at creditor
rights, which protect the ability of creditors to reclaim their money in the event of default.
Finally, it measures facilities for listing firms, including SMEs.

The second component looks at the products available to SMEs across AMS. Traditional
debt finance provided by commercial banks is generally the most common source of
external finance for the ordinary and short-term needs of low- to medium-risk SMEs.
Generating moderate returns, it is generally characterised by stable cash flow, modest
growth, tested business models and access to collateral or guarantees. Policy makers
looking to stimulate the flow of this type of credit to SMEs can consider providing
(properly structured) guarantees and lines of credit on the supply side, or financial
literacy programmes and interest rate subsidies on the demand side.

Another form of debt finance provided to SMEs by financial institutions is microfinance.
Microfinance institutions (MFIs) provide relationship-based lending to very low-income
borrowers or to borrowers located in remote areas. Alongside loans, most MFIs provide
basic financial literacy modules prior to credit allocation, and other advisory services to
support business development. Instead of asking for collateral, which many of their
clients do not have, most MFIs pool borrowers together, using peer pressure as a buffer to
incentivise loan repayment.

Aside from traditional debt finance and microfinance, SMEs can benefit from access to
alternative financing instruments. These have been discussed at length by the OECD
(2015()) and are illustrated in Table 6.1. This group of instruments can be characterised
by different degrees of risk and return.

Table 6.1. Taxonomy of alternative financing instruments

Low riskireturn Low risk/return Medium risk/return High riskireturn
Asset-based finance Alternative debt “Hybrid” instruments Equity instruments
e  Asset-based lending o  Corporate bonds e  Subordinated e  Private equity
e Purchase order o Securitised debt loans/bonds e Venture capital
finance o Private placements o Silent participations o Business angels
e Warehouse receipts e Crowdfunding (debt) e Participating loans e Specialised platforms
e Leasing e Profit participation for public listing of
rights SMEs
e  Convertible bonds e  Crowdfunding
o Bonds with warrants (equity)

e Mezzanine finance

Source: OECD (2015), http://dx.doi.org/10.1787/9789264240957-en.

The 2018 ASPI framework covers asset-based finance and equity instruments, but does
not score countries on the presence of hybrid instruments and includes only one
alternative debt instrument (debt crowdfunding). This limitation is due to the lack of bond
markets across the Asia region, including Southeast Asia.
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In sum, the 2018 ASPI assessment broadly covers products that could be grouped under
three headings: cash flow-based financing, asset-based financing and viability-based
financing. The first covers credit lines and loans provided by banks, microfinance
institutions and government entities; the second covers products such as leasing,
factoring, purchase order finance and warehouse receipts, normally provided by banks;
and the third covers equity provided by business angels and specialised equity funds and
platforms, including venture capital (VC) funds. These are defined and discussed in
greater detail under sub-dimension 3.2.

Analysis
The overall assessment results for Dimension 3 (Access to finance) are presented in
Figure 6.2. Countries are scored for each sub-dimension on a scale of 1 to 6, with 6 being

the highest. Detailed analysis by sub-dimension follows.

Figure 6.2. Weighted scores for Dimension 3 by sub-dimension
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on access to finance of enterprise finance

Sub-dimension

Sub-dimension 3.1: Legal, regulatory and institutional framework

The legal, regulatory and institutional framework is of key importance in mitigating
information asymmetries and principal/agent problems in the process of allocating credit
to SME:s.

On the debt side, cash flow-based finance, which remains the most common source of
SME external financing in OECD countries, depends on the ability of lenders to assess
the creditworthiness of SMEs and ascertain future earnings. This process relies on having
a credit reporting system in place where lenders can retrieve the credit histories of
prospective borrowers. In formulating contracts that protect against credit risk, lenders are
greatly assisted by a comprehensive secured transaction framework, reliable and deep
asset registries, and strong creditor rights. Asset-based debt financing instruments depend
particularly on the environment for secured transactions.
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On the equity side, facilities that allow SMEs with high growth potential to access risk
capital to finance their growth provide them with an alternative financing source that may
be more suited to their needs. Many OECD countries have developed junior boards for
their stock exchanges, allowing SMEs at this stage of development to access public
equity with lower listing requirements. This facility is most relevant for SMEs that
exhibit strong growth prospects and are sufficiently structured to meet a base level of
reporting and corporate governance requirements.

The 2018 ASPI framework incorporates these elements, assigning the greatest weight to
the legal framework for commercial lending (70%). Credit reporting systems and
facilities for SME listing are assigned 20% and 10% respectively.

Table 6.2. Scores for sub-dimension 3.1: Legal, regulatory and institutional framework

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Med. StD

Credit information bureau 577 366 440 263 523 223 240 533 403 326 3.8 121
Legal and regulatory framework for
commercial lending

Stock market operations and facilities for SME
listing

Total sub-dimension score 524 379 459 283 538 200 287 539 442 365 410 1.13

526 452 52 378 600 100 378 526 526 526 526 1.36

155 320 460 238 515 238 433 6.00 543 322 377 142

Note: scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

The median score across ASEAN is high in terms of institutions for credit information
reporting, but rather low in terms of the creditor rights/secured transactions framework
and facilities for SME listing. There is rather high variation across all groupings,
however, with Singapore scoring high across all areas, Brunei Darussalam scoring high
for the first and second blocks, and Malaysia and Thailand scoring high for the first and
third blocks.

Credit information bureaus: Limited credit information may penalise SMEs

The two main lending technologies used by financial institutions to extend credit to SMEs
are relationship lending and transaction-based lending (Berger and Udell, 20024)).
Transaction-based lending technologies like credit scoring are becoming increasingly
preferred in most mature financial markets for lending to SMEs (Berger and Black,
2011p07), since such methods can lower transaction costs and decrease agency problems.
Unlike relationship lending, which relies on “soft” information gathered over time by a
loan officer, transaction-based lending often relies on “hard” quantitative data for
ascertaining the creditworthiness of a prospective borrower (Berger and Udell, 20029)).

Credit reporting systems play an important role in the facilitation of transaction-based
lending. All but one AMS have a credit reporting system in place. In most countries this
service is provided by private credit bureaus or a mix of private credit bureaux and public
credit registries. The exceptions are Brunei Darussalam and Lao PDR, which use a public
credit registry. Since public credit registries are generally created for the purpose of
monitoring system-wide banking risk, they tend to collect only data on loans above a
certain threshold, meaning that private credit bureaus can be more effective at increasing
the coverage of smaller firms (Hengel, 2010(,;). Brunei Darussalam’s credit registry,
however, is a full credit bureau that collects both positive and negative credit information
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on all types of loan regardless of the amount. The country that does not yet have a credit
reporting system in place, Myanmar, has made important progress since the 2014 ASPI
assessment by enacting a regulation in March 2017 to allow for the establishment of
credit bureaus. The Myanmar Banks Association and NSP Holdings of Singapore had
signed a memorandum of understanding (MoU) in 2016 to set up a credit bureau in the
country.

Three AMS — Indonesia, Malaysia and Viet Nam — use a dual credit-reporting system. In
these countries, a regulation was passed allowing for the creation of private credit
bureaus. These credit bureaus work alongside the registry, building on its data to provide
credit scoring services. Other AMS appear to be considering the adoption of similar
models to increase the depth and breadth of credit information coverage. In Lao PDR, for
instance, where systems currently cover only 11.2% of the adult population, the central
bank is in talks with international financial institutions on how to reform its credit
reporting system to allow for the creation of private credit bureaus in the country.

Where credit information is available, it is generally accessible and comprehensive. In all
remaining AMS except Cambodia, financial institutions can access a borrower’s credit
information online. In terms of the depth of information, positive and negative credit data
are collected in all remaining AMS except one (Cambodia), and in seven countries at
least two years of historical data are distributed (all except Cambodia and the
Philippines). However, coverage provided by credit reporting systems is highly varied —
ranging from 73.4% of the adult population in Brunei Darussalam to 8% of the adult
population in the Philippines. In four AMS, these systems became operational over the
past six years. The Philippines is currently working on reforming its credit reporting
system to increase coverage. In 2008, it passed the Credit Information System Act and
created a public corporation, entitled the CIC, which is responsible for collecting,
collating and disseminating information provided by private credit bureaus. One of its key
achievements has been the issuance of a memorandum by the Securities and Exchange
Commission requiring all financial institutions to submit their five-year historical and
current credit data by a stipulated date.”

The Strategic Action Plan for SME Development (SAP SMED) 2016-25 lists the
harmonisation of credit reporting, and potentially the creation of an ASEAN-level credit
information system, as a strategic long-term goal. The findings of the 2018 ASPI suggest
that important progress has taken place over the last ten years in building up credit
information systems across ASEAN. However, there remain significant disparities in the
breadth and depth of coverage across AMS that must be addressed as a first step.
Promising signs can already be observed in cross-border co-operation, for instance with
the passage of an MoU between the Myanmar Banks Association and NSP Holdings of
Singapore. Once these disparities have been decreased, ASEAN policy makers could look
at finding ways to foster mutual recognition and common disclosure requirements among
national credit information bureaus and registries, and at harmonising the regulation and
standards that currently govern credit information reporting.

Legal and regulatory framework: Some gaps remains in secured transaction laws

The legal and regulatory environment for commercial lending also affects the ability of
banks to utilise contracting elements that enable them to overcome information opacity
and principal/agent problems (Berger and Udell, 2006,,; OECD, 2015)) and thereby
reduce their credit risk. One of the most common of these elements in SME financing is
securitisation. However, the efficacy of securitisation as a credit-risk mitigation
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technology depends on a country’s legal framework for secured transactions, its creditor
rights and its systems for registering assets. These conditions also influence the viability
of asset-based lending.

All AMS have a cadastre in place for registering immovable property, though in some
countries, like Cambodia, these systems are still being piloted and are therefore not yet
fully functional. Nine AMS have a movable assets register in place (all except Myanmar),
but in the Philippines this remains a document-based system covered by the Registry of
Deeds. Five AMS® — Brunei Darussalam, Cambodia, Indonesia, Lao PDR and Viet Nam —
have a centralised registry for listing movable assets®, and in six AMS — Brunei
Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia and Singapore — third parties can
conduct registrations, amendments, cancellations and searches online. In only three AMS
— Cambodia, Lao PDR and Brunei Darussalam — are these registries notice-based,
whereby potential creditors can easily assess their ranking priority in potential claims
over specific collateralised assets.

Credit risk can be decreased not only by having access to a reliable and comprehensive
asset registry, but also by having clearly crafted rules over perfection and priority in case
of competing claims on or interests in the same assets (World Bank, 2015(;3;). According
to World Bank (2017ay,4;) data, only Malaysia and Singapore currently have clear rules
over perfection and priority in place, while Brunei Darussalam and Cambodia have
completed most of the reforms required. In Brunei Darussalam, the Secured Transactions
Order (2016) includes provisions on the perfection of security interests (Part IV) as well
as the order of priority between security interests (Part VI). Non-possessory security
rights such as liens and hypothecation are only recognised without a specific description
of the collateral in Brunei Darussalam, Cambodia, Malaysia, Singapore and Viet Nam.

Few AMS have a sufficient legal framework overall for conducting secured transactions,
according to the World Bank Doing Business methodology. In the World Bank’s 2018
assessment, only the three civil law countries (Cambodia, Lao PDR and Viet Nam) are
scored as having a complete legal framework in place. Outside ASEAN, many common-
law jurisdictions are currently reviewing their secured transaction frameworks to
ascertain whether and how reform is needed. Canada, New Zealand, Australia and Jersey
have recently enacted Personal Property Securities Registration Act regimes based on
Article 9 of the US Uniform Commercial Code, which is generally held as a model for
secured transaction reform in common-law countries (see Box 6.1). Brunei Darussalam,
which operates under common law in commercial affairs, has recently overhauled its
secured transaction framework, removing many of the ambiguities over perfection,
priority and notification of collaterals.” Thailand has also enhanced its secured transaction
laws through the introduction in 2016 of its Business Collateral Act, which increases the
range of eligible securities and the enforcement rights of secured creditors.

Box 6.1. Secured transactions under common law: New Zealand’s PPSA regime

Many common law countries currently lack a unified statute for secured transactions, meaning
that such transactions tend to be governed by a number of different laws. This can increase
complexity in the legal framework governing secured transactions, with treatment varying
based on type of legal entity. Without clear rules governing secured transactions, particularly
on the perfection and priority of collaterised assets, financial institutions may be reluctant to
make use of hedging instruments such as securitisation to extend loans. This can particularly
penalise SMEs, which may have fewer assets to collatarise and not be covered under existing
secured transaction laws.'
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With this in mind a number of common laws have started to amend domestic legislation
governing the possession and transference of security interests. Many have adopted a Personal
Property Security Act (PPSA) regime, which establishes a single national regime governing
security interests in personal property, covering most tangible and intangible assets, including
intellectual property.

New Zealand introduced its PPSA regime in 1999. Some good practice features of the regime
and its implementation include:

Design features:

1. Uniform rules: a wide range of security devices (including fixed and floating charges)
were replaced with a single concept, that of the security interest. All are now subject to
the same rules of registration, priority and, generally, enforcement.

2. Perfection flexibility: a security interest can be perfected by registration, possession or
(in the case of financial collateral) control. Registration can also be done in advance of
the security being created (“notice filing”).

3. Clearer ownership: a national, centralised, electronic registry was established.

4. Priority coherence: a clear set of rules were introduced to govern competing claims on
security interests. Priority is typically determined based on the date of perfection.

Implementation features:
1. Involvement of stakeholders early on in reform process.
2. Justification of departure from status quo.
3. Continued to educate stakeholders on nature of reforms post-implementation.

Changes to the legal framework governing secured transactions can be politically contentious,
particularly among legal professionals. However surveys indicate a high approval rating for the
regime among practitioners in New Zealand (Gedye, 2012).

1. In many common law countries secured transactions are principally governed under the country’s
Company Act, meaning that only incorporated entities tend to be covered and a highly restrictive regime
is applied to unincorporated entities (such as sole proprietorships and partnerships).

2. Gedye (2012) cites an approval rating of 95%.

Source: SSM (2017), https://www.ssm.com.my/sites/default/files/acts/konsultasi awam_ppsr.pdf; STR
(2017) https://securedtransactionslawreformproject.org/.

In terms of enforcement rules, secured creditors are paid first in the event of either
business liquidation or a debtor defaulting outside an insolvency procedure in only four
countries: Brunei Darussalam, Malaysia, Singapore and Thailand. In three countries —
Indonesia, Lao PDR and Myanmar — they are paid first in neither case. In four countries —
Brunei Darussalam, Cambodia, Indonesia and the Philippines — the debtor can file a stay
on enforcement of a security interest. In Brunei Darussalam, under the Secured
Transaction Order, this stay is automatic when the debtor is insolvent. However, in eight
AMS, a range of out-of-court debt resolution procedures are possible. The only countries
that face some obstacles in this area are Indonesia and the Philippines, according to
World Bank data. In Indonesia, auction houses generally insist that banks can only
liquidate collateral with a court order, meaning that out-of-court debt resolution is
complicated in practice if not by law. In addition, creditor rights are negatively affected
by loopholes in Indonesia’s Bankruptcy Law, last amended in 2008, whereby creditors
can be prevented from enforcing their security interest for up to 270 days if the debtor
obtains a debt moratorium, or 90 days of s/he is declared bankrupt. Strong creditor rights
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are particularly important in countries that demonstrate lower judicial efficiency — for
instance in Cambodia, Lao PDR, Myanmar and Viet Nam, where procedures to resolve
insolvency can take five years or more (World Bank, 2017ay,4;).

Stock market operations: Most AMS have launched a junior board for SME listing

All AMS have a stock exchange except Brunei Darussalam, which is due to establish one
in the next few years. These stock exchanges vary in depth and liquidity — capitalisation
ranges from around 228% of GDP in Singapore to 40% in Viet Nam, and turnover from
68% in Thailand to 13% in the Philippines.® Lao PDR and Cambodia have had a stock
exchange in place since 2012, and Myanmar since 2016, but currently all three exchanges
have fewer than ten firms registered, with most firms being state-owned enterprises. In
these three countries, therefore, relatively few enterprises of any size have access to
public equity financing, and this constraint is particularly acute for SMEs. In the six
countries with the deepest stock markets, the number of listed companies per
10 000 people is only particularly substantial in Singapore and Malaysia, which have
listed 8 542.5 and 2 863.4 companies per 10 000 people respectively.” In Indonesia, the
Philippines, Thailand and Viet Nam, the figure ranges from 205.7 (Indonesia) to 952.6
(Thailand), skewed towards the lower end (World Bank, 2018;5)).

Figure 6.3. Depth and churn of ASEAN stock markets, 2017
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Note: Dataset does not include recent data for Brunei Darussalam, Cambodia, Lao PDR and Myanmar.
Source: World Bank (2018), http://www.worldbank.org/en/publication/gfdr/data/financial-structure-database.

Six AMS — Cambodia, Indonesia, Malaysia, the Philippines, Thailand and Singapore —
have also established a junior board on which SMEs can list. Malaysia, Singapore and
Thailand have had such facilities in place for ten years or more and have more than 100
listed firms. Indonesia launched its junior board, the IDX Incubator, this year, with the
goal of listing 1000 “unicorn” start-ups with a total market capitalisation of
USD 1 billion by 2020. In 2015, Cambodia launched its junior board, called the Growth
Board, for the CSX, and an Excellence Programme for building SME capacity to meet
listing requirements, although the board remains relatively shallow and illiquid. In Viet
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Nam a similar proposal is being considered, though various Vietnamese start-ups have
criticised the measure, contending that few start-ups in the country have the valuation size
and structure for the facility to reach any sustainable level of depth and liquidity. The
most advanced junior board in the region is the Singapore’s Catalist. As of December
2017, it had 201 listed companies (200 primary listings and 1 [PO) with a combined
market capitalisation of SGD 12.8 billion (Singapore dollars) (SGX, 20174)).

To facilitate the listing of small firms and increase market capitalisation, some AMS
provide support programmes for SMEs. The Securities and Exchange Commission in
Thailand ran two programmes from 2012-16, namely the Scheme of The New Stock,
Pride of the Province, and the Scheme of Creative Innovation Stock, Pride of Thai.
Thailand’s Department of Industrial Promotion is currently running a programme
preparing entrepreneurs to list on the Market for Alternative Investment (MAI) within
three years of programme inception. In Singapore, such programmes are also provided,
but they are delegated to the private sector, specifically the country’s stock exchange
(SGX). In carrying out these programmes, the SGX is known to partner with the public
sector. For instance, it announced in 2017 that it would be partnering with Exploit
Technologies Pte Ltd, the commercialisation arm of the Agency for Science, Technology
and Research (A*Star), to select high-potential tech start-ups and SMEs and support them
in raising growth capital on private or public capital markets in Singapore. The advantage
of such a scheme is that it enables founders to tap into A*Star’s research and
development (R&D) and product development capabilities alongside SGX’s knowledge
of listing requirements and marketing.

Viet Nam does not yet have a junior board, but a secondary market, UPCoM, was created
for the Hanoi Exchange (HNX) in 2009. At the time of writing, UPCoM counted 710
listed companies with a total market capitalisation USD 27.4 billion, making it more than
double the size of the HNX main board.® The market enables enterprises of different sizes
to access equity financing with no listing fees. Since 2017, HNX has begun to categorise
UPCoM listed firms by size in order to better monitor and supervise the market.
Currently, 40 UPCoM Large, 291 UPCoM Medium and 379 UPCoM Small companies
are listed. HNX is also looking to establish a market for start-up firms. In Malaysia, the
LEAP Market (Leading Entrepreneur Accelerator Platform) was launched on 25 July
2017, with the aim of providing SMEs with an alternative platform to raise equity funds
in an efficient, fast and transparent manner. Aside from fundraising, the platform provides
SMEs with an opportunity to raise their visibility, by being a listed entity, and to enhance
their corporate governance and operational standards. Listing on the LEAP Market could
also enable small firms to take a first step towards listing on the country’s ACE’ or Main
Market platforms in the future. Due to the risks associated with investing in companies
that are at developmental stage, only sophisticated investors (those individuals and
corporations that fulfil certain income or net asset-value thresholds) can invest in
companies listed on the LEAP Market. The creation of the LEAP Market is part of an
accelerated push by the government to stimulate alternative financing in the country.

Stock exchange consolidation has taken place within various AMS over recent years. In
the Philippines, the Manila Stock Exchange and the Makati Stock Exchange were merged
in 1992 to form the Philippines Stock Exchange (PSE). In Indonesia, the Surabaya Stock
Exchange and the Jakarta Stock Exchange were merged in 2007 to form the Indonesia
Stock Exchange (IDX). In Viet Nam, two stock exchanges still exist, the Hanoi Stock
Exchange, formed in 2005, and the Ho Chi Minh Stock Exchange, formed in 2000. Steps
are currently underway to merge these two markets, which it is hoped will increase
transparency and foreign investment. The authorities expect this process to be completed
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in 2018. Such processes can increase the scale and solidity of listing facilities, allowing
them more room to develop specialised SME-platforms.

Sub-dimension 3.2: Diversified sources of enterprise financing

SMEs require access to a range of financial products suitable to their stage of
development, particularly if they are to bridge the “growth capital gap” (OECD, 2015)).
Three types of financial products can be discerned in the literature: cash flow-based
financing, asset-based financing and viability-based financing.

The first covers traditional debt, usually provided by commercial banks. This type of
financing is contingent on future cash flow as the principal source of repayment, and a
pre-decided share of the principal and interest must be repaid at regular intervals
regardless of the performance of the investment or the financial situation of the borrower
(OECD, 2015). It is the most common form of SME financing found in most markets,
since it tends to be less risky for the lender and therefore cheaper than other forms of
financing. It is generally well suited to serve the day-to-day and short-term financing
needs of SMEs that are able to demonstrate stable cash flow, modest growth, tested
business models and access to collateral or sureties (OECD, 2015). The credit allocation
decision for these products is based on an appraisal of estimated future income along with
collateral support.

The second type of product covers lending that is based on the liquidation value of a
particular asset owned by or due to the firm. Common assets include accounts receivable
(factoring), letters of credit (trade finance), agricultural commodities (warehouse
receipts), purchase orders (purchase order finance), and vehicles, machinery and
equipment (leasing). This type of financing often allows for increased repayment
flexibility and quicker access to credit or goods, which can be a useful facility for a
growing firm that faces temporary and immediate cash flow shortages, for instance in
fulfilling a particular order. Such instruments are often provided with a revolving facility,
which allows for more flexibility than instalment credit by allowing firms to access
additional funds once advances on an initial asset are paid off (OECD, 2015). This can
be a helpful facility for bridging recurring or cyclical cash flow shortages.

The third product type covers all instruments targeted at high-potential SMEs, where
investors take on a high level of investment risk in return for a share of future profits.
This type of financing is based on the perceived viability of a firm’s business model and
the profits to be gained from it. It covers all forms of public equity (stocks and shares)
and private equity (venture capital and private equity), as well as certain classes of
mezzanine finance. The financing allocation decision for these products is either based on
direct contact with the firm (business angels and venture capital or other forms of private
equity), often supported by fund managers in the case of non-VC private equity, or
indirect communication via company accounts and activity reports regulated by a
designated government authority (public equity).

The 2018 ASPI covers all three product types, grouping asset-based and equity financing
together as alternative sources of enterprise finance. Cash-flow based debt is also split
into two categories: i) conventional credit lines and loans provided by banks; and
if) microfinance. Policies that support access to bank credit are assigned the greatest
weight, accounting for 70% of the overall score. Policies to support microfinance are
assigned the second highest weight, or 20%, given the need to increase financial inclusion
in many AMS. Policies to stimulate alternative sources of enterprise finance are assigned
a weight of 10%.
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Table 6.3. Scores for sub-dimension 3.2: Diversified sources of enterprise financing

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Med. StD.

Bank credit 348 117 459 117 546 117 526 6.00 550 381 420 1.81
Microfinance NA 454 458 416 488 3.08 465 NA 512 466 4.62 0.58

Alternative sources of enterprise finance  3.81 262 439 243 514 228 379 6.00 452 373 380 1.14

Total sub-dimension score 352 198 457 189 531 166 499 600 532 397 427 1.5

Note: scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

The median score across AMS is generally the same in all three product groups, though
with quite high cross-country variation in terms of the level of policies to facilitate access
to bank credit, reflecting disparities in income levels across ASEAN. Of the three, fewer
policy interventions seem to be taking place in the area of stimulating SME access to
alternative financing instruments, a pattern that can also be observed in OECD countries.

Bank credit: Many interventions for SMEs flow through state-owned institutions

The 2018 ASPI indicator covering policies to stimulate bank credit scores countries on
two main instruments. The first, a credit guarantee scheme (CGS), is generally regarded
as a more “market-friendly” and scalable instrument for increasing general credit to
SMEs. It provides banks with an additional surety in the event of loan default, thereby
decreasing the credit risks faced by banks and thus often increasing the extension and
improving the contracting terms of debt products. The second, an export financing
scheme, is an SME financing tool that supports one of the main priorities of the ASEAN
community. It provides exporters with a concessional short-term financing facility, with
the objective of increasing a country’s overall exports.

Five ASEAN countries have a public or public/private credit guarantee scheme in place,'
and six AMS have government-sponsored export financing schemes. Brunei Darussalam,
Cambodia, Lao PDR and Myanmar currently have neither facility, though the necessity of
the former is limited in Brunei Darussalam given its small size and well capitalised
banking sector. Singapore has no credit guarantee scheme, but Enterprise Singapore
(SPRING at the time of information gathering and validation) continues to offer a range
of risk-sharing products with eligible banks — including a SGD 2 billion SME Working
Capital Loan Programme and a SGD 500 million Venture Debt Programme. In both
schemes, SPRING covered 50% of loan default risks.

Many of the programmes designed to increase bank credit for SMEs appear to flow
through state-owned entities. For instance, of the six AMS that have government-funded
export financing schemes in place, five are run through EXIM banks, as is the case in
Indonesia, Malaysia, the Philippines, Thailand and Viet Nam. This is a popular model in
emerging and developing markets, where operational risks are generally higher, and thus
the backing of a sovereign entity can facilitate financiers to take on a higher level of
credit risk. In the remaining country with export financing schemes, Singapore, such
instruments are provided by Enterprise Singapore (IE Singapore at the time of
information gathering and validation) as dedicated export credit lines to commercial
banks. Two main products are available: the Internationalisation Finance Scheme and the
Trade Credit Insurance Scheme. The second mitigates the risk faced by would-be and
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current SME exporters, while the first enables SMEs to access up to SGD 30 million in
credit facilities to support overseas expansion. In Brunei Darussalam, DARe has
partnered with a local state-owned bank to provide a Microcredit Financing Scheme,
which provides up to BND 15 000 to eligible firms with no collateral requirement.

Of the five countries with a public or public/private credit guarantee scheme, Malaysia
and the Philippines have multiple schemes running alongside each other, while Indonesia
and the Philippines have funded a network of schemes that are run at the provincial level.
These approaches are generally intended to increase outreach, but may lack co-ordination
and thus risk duplication of effort. In some countries, a network approach may mean that
schemes become operational more often in regions that already have higher capacity, and
thus perhaps lower need, as appears to be the case in Viet Nam. Most schemes provide
portfolio guarantees as the dominant type of support, though some also offer individual
guarantees. Some AMS have also developed credit enhancement programmes for their
CGS in order to increase financial inclusion. In Malaysia, the Credit Guarantee
Corporation introduced a Credit Enhancer Scheme in 2006 that allows for risk-adjusted
pricing to be applied to SMEs. In the Philippines, the Credit Surety Fund was created in
2008 to facilitate the financing of riskier SMEs by pooling monetary contributions from a
wide range of stakeholders, including co-operatives, non-governmental organisations
(NGOs) and local government units, thereby reducing default risks by lowering
information opacity faced by commercial banks.

Box 6.2. Credit guarantee schemes for SMEs: Design elements and good practices

Credit guarantee schemes are an instrument under which a guarantor contracts with a
creditor to repay a proportion of a loan or loan portfolio disbursed to a third party in the
event of default. This arrangement can help to stimulate bank lending to SMEs by
providing banks with a security to lend to firms that are otherwise creditworthy but do not
have sufficient collateral to obtain a loan. In principal, it should have the effect of
reducing both credit rationing and collateral requirements, though such a scheme should
be carefully designed to ensure it achieves its additionality and sustainability objectives.'

A few design considerations
Four initial elements should be formulated in the design of a CGS:

e The mission statement. This is the basis on which the scheme’s operational
objectives will be set, and outlines its purpose and objectives to future
stakeholders (for instance, partner banks).

o The delivery mechanism. Guarantees can be disbursed to cover an individual loan
or a portfolio of loans. The advantage of the latter is that it entails lower
operational costs and more rapid disbursement. The advantage of the former is
that it allows the scheme’s owners to have a greater say in the type of firms that
are guaranteed, and to have greater oversight for monitoring purposes. In either
case, credit appraisal should always be performed by the partner bank.

o Ownership of the scheme. The scheme’s owners are those who provide funds and
perform executive governance of the entity. They can be public, private,
public/private or international bodies. In many OECD countries, a public/private
model is favoured, but the model selected will depend on available funding,
oversight requirements and the institutional setting of each country.
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e The target group. This defines the scope of the scheme. It will determine whether
the scheme targets specific sectors and/or regions, and how firm size is measured.
Almost all CGS in OECD countries target SMEs across a range of sectors. Where
schemes are mono-sectoral, they often target agricultural or rural SMEs,” though
these often also come with a much higher level of implicit lending risk.

Good practices in designing an additional and sustainable CGS

CGS must be carefully designed. A number of features could be considered to increase
the scheme’s additionality and sustainability:

o A partial coverage rate. In most OECD countries, guarantees cover only a share
of the loan’s principal. This is designed to mitigate moral hazard by ensuring that
the creditor remains partially liable in the event of default and thus does not
extend loans to non-creditworthy SMEs. Generally a rate of not higher than 70%-
80% is advised."

e A competitive bank selection process. Creating a competitive environment around
the disbursement of guarantees, particularly when the scheme is first
implemented, will encourage banks to strive harder to meet its additionality aims.
Chile’s FOGAPE scheme auctions its guarantees to commercial banks, which
must then bid for guarantees. The successful bidder is the one that is prepared to
offer the highest leverage and the lowest interest rates.

e Risk-adjusted fees. In principal, risk-adjusted fees enable the scheme to offset
higher credit risk (and thus greater likelihood of default) through higher pricing.
Japan’s Credit Guarantee Corporations charge annual fees indexed to the
borrower’s credit risk, ranging from 0.5-2.2%, and these are determined by the
scheme’s credit-risk database (OECD, 2013).

e A diversified portfolio. Portfolio diversification reduces a scheme’s exposure to
co-variant risks. Diversification can be achieved by guaranteeing firms from a
range of sectors or regions, or by guaranteeing loans with a range of maturities or
loan purposes. Lithuania’s ACGF is an example of a sectoral-focused scheme that
has achieved diversification by extending guarantees to activities that are ancillary
to agriculture, and by blending the type of agricultural activities it supports, to
cover activities that have both short-term and long-term business cycles (crop
production and livestock breeding, respectively).

1. The additionality of a CGS is defined in two parts, one being the scheme’s financial additionality and the
other its economic additionality. Financial additionality refers to the increase in the volume of credit flowing
towards viable SMEs as a result of the scheme. Specifically, it refers to guaranteed credit that would not have
been provided without the guarantee, or more favourable credit conditions that emerge as a result of the
guarantee — for instance, longer maturities or lower interest rates. Economic additionality describes the effect
of increased access to finance on overall economic welfare. This is generally measured in terms of increased
sales, employment, investment or innovation by the supported SME or, at the macro level, by increased
competitiveness and growth. Sustainability refers to the CGS’s ability to cover its own costs while increasing
leverage towards its target group. A sustainable scheme will also encourage more reliable partner banks to
trust the value of the scheme’s guarantees, thus increasing the volume of credit extended to target firms. A
scheme’s sustainability will depend on its ability to encourage lender participation so as to achieve a
sufficient volume of credit. > Beck et al. (2009) noted that, in a survey of 76 partial guarantee schemes around
the world, 29 were mono-sectoral schemes and 12 of these were targeted at agricultural or rural enterprises.
Source: OECD (2013); Beck et al. (2009), https://doi.org/10.1016/.jfs.2008.12.003.
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In terms of performance, the CGS in Malaysia and the Philippines seem to demonstrate a
low net loss rate, but in Indonesia, Thailand and Viet Nam the net loss rate is higher than
commonly advised. Few of the credit guarantee funds in Viet Nam are fully operational,
and banks have reported limited trust in the programme (Le, 2016(;7y).

Policy makers can tap into a range of other instruments to stimulate bank credit to SMEs,
though many of these risk introducing market distortions and therefore are not scored in
the ASPI framework. The most common instrument used across ASEAN as a whole tends
to be the provision of a credit line to banks for SME lending, which is currently provided
in eight countries (all except Brunei Darussalam and Myanmar). In Cambodia, Indonesia,
the Philippines and Malaysia, interest rate subsidies are provided. In two AMS —
Indonesia and the Philippines — mandatory lending programmes have been implemented.
The first dates back to 2012, when Bank Indonesia issued a regulation stipulating that
banks should allocate 20% of their total loan portfolios to SMEs by 2018. The second is
covered by the Philippines’ Magna Carta for MSMEs, which states that until 2018 (ten
years post the act coming into effect) all lending institutions registered with the central
bank should direct at least 8% of their total loan portfolio to MSMEs. Both of these
programmes are due to expire in 2018. Anecdotal evidence suggests that the impact of
these mandatory lending programmes is limited. In the Philippines, for instance, banks
tend to prefer to pay the fine for non-compliance or to channel funds to firms that
deliberately understate their assets in order to qualify as an SME (Aldaba, 2011};s)).

One of the most substantial SME financing schemes in the region is the Kredit Usaha
Rakyat (KUR) in Indonesia. This scheme started as a financial access programme,
providing partial credit guarantees for loans to micro and small-to-medium-sized
enterprises. The original programme ran from 2009 to 2014, with outstanding loans
supported by the KUR totalling IDR 49.5 trillion (Indonesian rupiah) by 2014, or 14% of
all outstanding loans to MSMEs (World Bank, 2017byg;). Similar to other schemes
mentioned previously, the majority of the KUR is channelled through state-owned banks:
85% of total KUR-backed guarantees were disbursed by the BRI, Mandiri and BNI
banks. Between 2009 and 2014, BRI alone disbursed 65% of the entire KUR programme
(World Bank, 2017by;9;). In 2015, it was decided to continue the scheme, but to transmute
it into more of a subsidised credit programme, with an interest rate subsidy component
added to lower the cost of financing for MSMEs. The programme represents a sizeable
investment by the government of Indonesia, sending a clear message of its commitment
to financial inclusion. However, in an assessment of the KUR, the World Bank expressed
concern over two new additions to the scheme, namely the interest rate subsidy
component and the fact that it no longer limits KUR-backed loans to first-time borrowers.
Both are likely to substantially increase the fiscal cost of the scheme for the government
of Indonesia and to reduce its additionality over the long term (World Bank, 2017by;4;)

Finally, seven AMS have established a development bank to address the missing market
for SME finance. These are the Rural Development Bank in Cambodia, the Lao
Development Bank, the Bank Perusahaan Kecil dan Sederhana Malaysia Berhad (SME
Bank) in Malaysia, the Small and Medium Industrial Development Bank in Myanmar, the
Development Bank of the Philippines and the Small and Medium Enterprise
Development Bank of Thailand. An important development is the establishment in Brunei
Darussalam of an SME Bank in late 2017 (after this ASPI assessment was completed).
This bank, called Bank Usahawan, started its operations in 2018, and operates in
accordance with Islamic Sharia principles. In Indonesia, the government is a majority
shareholder of BRI, a commercial bank that specialises in providing banking services to
MSMEs.
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Microfinance: AMS are increasing regulatory oversight of MFIs

Eight countries in ASEAN'? have an active network of non-bank microfinance providers.
In Thailand and Viet Nam, credit unions and financial co-operatives appear to dominate,
with each country hosting 1 986 and 1 167 institutions respectively in 2016, according to
IMF data. According to the same data, there were no MFTI institutions in Thailand that
year, and just four MFIs in Viet Nam, which were of the deposit-taking variety. Lao PDR
and the Philippines have a mix of credit unions/financial co-operatives and microfinance
institutions, with the latter being more dominant in Lao PDR (it had 76 MFIs in 2016,
mostly of the non-deposit taking variety, relative to 28 credit unions/financial
co-operatives). Myanmar has no credit unions/financial co-operatives, but 167
microfinance institutions, mostly deposit-taking (108). In Malaysia co-operatives and two
large MFIs (non-deposit taking) are the main sources of non-bank microfinancing, but the
country’s microfinancing needs are principally served through banks. No data is available
for Cambodia, though there are eight deposit-taking MFIs, 56 non-deposit taking MFIs
and 18 rural credit operators registered with the Cambodian Microfinance Association.
The majority of these entities provide loans to households rather than firms.

In Cambodia, Lao PDR, the Philippines, Myanmar and Viet Nam, microfinance activities
have principally been catalysed by NGOs, both international and domestic. In the
remaining three countries — Indonesia, Malaysia and Thailand — microfinance activities
have been driven by the government. The largest microfinance programme in Thailand is
the government-sponsored Village and Urban Revolving Fund — a scheme with a network
of 80 000 village banks and 8.5 million borrowers in 2011, and one of the largest in the
world (The Economist, 2013,;). In Lao PDR the “village bank” model of microfinance
also predominates, but these were set up by NGOs and donor agencies after the country
began to open up in the 1990s. Accurate data on these village banks is scarce, though it
has been estimated that members numbered around 430 000 (6% of the Laotian
population) in 2011 and held an aggregated loan portfolio of around USD 37 million
(GIZ, 2012;7). In Indonesia, the People’s Credit Banks (BPRs) are the most prevalent
form of microfinance facility, and the government is a majority shareholder. In Malaysia,
microfinance is principally provided through state-owned banks and three large MFIs:
Amanah Ikhtiar Malaysia (AIM), the Economic Fund for National Entrepreneurs
(TEKUN) and Yayasan Usaha Maju (YUM). AIM is an NGO, while YUM and TEKUN
are run by the government (YUM falls under the Ministry of Finance and TEKUN under
the Ministry of Agriculture and Agro-based Industry). In total, ten financial institutions
provide microfinance in addition to non-bank entities, and 33% of the total SME
financing they provide (as of 2017) takes the form of microfinance, up from 22% in 2010.
In additign, the country has one co-operative bank, Bank Rakyat, which was established
in 1954.

Since the last assessment in 2014, some AMS have stepped up measures to bring MFIs
and rural credit operators into the formal financial system. In 2015, the Philippines
enacted the Microfinance NGOs Act, which required all MFI NGOs to file regular reports
with the country’s Microfinance NGO Regulatory Council, and for this institution in turn
to submit an annual report to the president of the Philippines and relevant committees
(EIU, 2016y,,;). Financial reporting rules were also updated for co-operatives via the
Co-operative Development Authority. In the same year, Indonesia enacted its new
Microfinance Law, an initiative to increase oversight of smaller microfinance providers,
coupled with an institution mapping exercise, led by the Financial Services Authority
(OJK). In Thailand, the government made the formalisation and consolidation of existing
MEFT providers a lynchpin of its Master Plan for Financial Inclusion, which was adopted
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in 2015. Similar steps had already been taken in Malaysia, with the approval of an
institutional framework for microfinance by the National SME Development Council in
2006. In Lao PDR, Cambodia and Myanmar, there remain many unregistered entities
engaging in microfinance activities, and there do not currently appear to be sufficient
programmes in place to formalise them (EIU, 2016,,)). This is largely due to capacity
constraints. Legal directives have been attempted previously, for instance via the
Regulation on the Establishment and Implementation of Microfinance Institutions in Lao
PDR (No.10/BoL) in 2005 or the Prakas on Registration and Licensing of Microfinance
Institutions in 2000 (Cambodia). In some cases, regulatory gaps can also be attributable to
the rapid growth of the sector: in Cambodia, the size of microfinance loans grew at four
times the income growth of the average borrower between 2004 and 2014 (Hutt, 201753)).

Many countries have started to implement proactive financial inclusion strategies over
recent years, with supply-side microfinance policies and programmes playing a key role.
Following the development of an institutional framework for microfinance in 2006, Bank
Negara Malaysia developed a range of microfinance products for disbursal by three state-
owned banks. Thailand’s Master Plan for Financial Inclusion, which runs until 2018,
likewise aims to increase the microfinancing products provided by specialised financial
institutions. In the Philippines, the government launched a National Strategy for Financial
Inclusion in 2015, alongside a range of programmes to pursue it. Finally, to complement
regulatory measures taken by OJK, Bank Indonesia developed Branchless Banking rules
in 2015 and piloted the scheme as part of a push to increase the number of banked
citizens in the country. Financial inclusion programmes are particularly imperative in
Cambodia, Indonesia, Lao PDR, Myanmar, the Philippines and Viet Nam, where the
proportion of the 15+ population with a bank account ranges from 12.6% in Cambodia to
35.9% in Indonesia.

Many microfinance schemes across ASEAN target women entrepreneurs as opposed to
offering universal access. In some countries this choice reflects the fact that microfinance
services have principally been provided by NGOs, which have adopted a Grameen
approach.* This is the case in the Philippines, which has an active and long-established
microfinance sector (MCP, 2016,4)). In Malaysia, the country’s largest MFI, Amanah
Ikhtiar Malaysia (AIM), also adopts a Grameen approach and provides microfinancing
predominantly to women in order to promote income-generating activities (VMWG,
2014,57). The same is true for YUM. Conversely in Viet Nam, this approach has been
influenced by the way that microfinance developed in the country — since the beginning,
the Women’s Union of Viet Nam has been a major partner in implementing many of the
country’s microfinance policies and programmes (VMWG, 2014,s)). This approach is
consistent in AMS where women have much higher rates of financial exclusion than men,
as is the case in Cambodia, Thailand and Malaysia. However, the validity of this
approach could be explored in financial inclusion strategies in the Philippines, Viet Nam
and Indonesia, where women are more likely to be banked than men (World Bank,
2014)). In these countries in particular, microfinance facilities may be directed more
towards achieving social goals, such as poverty alleviation, than increasing
competitiveness through more equal competition among enterprises.

Alternative sources of finance: Such instruments remain scarce in many AMS

Asset-based financing instruments are well developed in some AMS, but remain
underdeveloped in others. Countries such as Malaysia, Thailand and Singapore have legal
frameworks that support the use of asset-based financing instruments, and the use of such
instruments is rather common. In Thailand, this was accelerated by the passage of the
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Business Collateral Act in 2016. Other countries, such as Cambodia and Lao PDR, have
developed legal frameworks for leasing and factoring, but the use of such products is
rather limited, mainly due to difficult court procedures that render it difficult to liquidate
assets. In some AMS, such as Viet Nam, regulation of factoring and leasing is rather
fragmented, with at least five different entities holding different responsibilities. Leasing
and factoring products are not currently available in Brunei Darussalam or Myanmar.

In terms of access to equity instruments, there is a high level of variation across the
region. The bulk of PE/VC deals take place in Singapore, with Malaysia and Indonesia
vying for the region’s second place. In the top five destinations for PE/VC funds, which
include Viet Nam and Thailand, these funds ranged from USD 3.7 billion in Singapore to
USD 72 million in Thailand in 2015, with funds in Viet Nam and Thailand climbing in
2016 while dropping in Singapore, Malaysia and Indonesia (AVCJ, 2017(7). The
majority of these deals are in the technology, media and telecommunications sector
(Preqin, 2017,5); Bhalla et al., 201259)). A trade sale is the most common form of exit,
followed by an initial public offering (AVCJ, 2017,7)), as is the case in many OECD
markets. As indicated in sub-dimension 3.1, an IPO is not a common exit option offered
in Brunei Darussalam, Cambodia, Lao PDR or Myanmar, given the lack or limited depth
of stock exchanges in these countries.

Policy makers have attempted to stimulate this area of SME financing to varying degrees.
Over recent years, Malaysia has been working on the development of its private
equity/venture capital (PE/VC) industry, chiefly by directing institutional investor funds
such as Khazanah (Malaysia’s sovereign wealth fund) and Kumpulan Wang Persaraan
(one of the country’s largest pension funds) towards venture-backed start-ups. In addition,
it has introduced the SME Investment Partner (SIP) Programme as its third High Impact
Programme under the SME Masterplan (2012-2020), which aims to increase SME access
to non-bank financing."” In Singapore, various schemes are in place to catalyse the supply
of venture capital. These schemes include a tax exemption for VC funds; StartupSG
Equity, whereby the government will co-invest with a qualified third-party investor in a
start-up; and the Early Stage Venture Fund, whereby the government seeds funds to
selected VC firms that wish to invest in Singapore-based early-stage tech start-ups.

In sum, however, there are relatively few government-sponsored programmes to stimulate
alternative finance in ASEAN. Many of the policies implemented in this area are
concerned with secured transaction reform, a necessary condition to facilitating the use of
asset-based financing instruments, or involve the creation of a junior board for SME
listing. In some AMS there is not yet a critical mass of SMEs demanding such products,
and therefore it is not a priority area for policy makers. However, some countries are
exploring innovative ways to boost alternative financing, both as a means to provide a
wider range of financial products for SMEs and to increase financial resilience and
investment opportunities. In Malaysia, the government is piloting a new initiative to
develop open application interfaces that can be used by third-parties to access the
databases of financial institutions in order to design more innovative financial products.
In many AMS, the SME agency or business support centres are also working to increase
demand by providing SMEs with advisory services or awareness-raising programmes on
the types of instrument available to them. This is the case in Brunei Darussalam,
Malaysia, the Philippines, Singapore and Thailand.
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The way forward

As in many other policy dimensions, the financing landscape for SMEs is highly
heterogeneous across ASEAN. However, a number of trends can be observed.

Figure 6.4. Weighted Scores for Dimension 3: Access to finance
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Note: The graph demonstrates the level of policy development in each AMS as indicated by the 2018 ASPI
scores. Countries fall into one of three categories and are ordered in this category alphabetically.

The majority of countries that fall within the “early stage” and lower “mid stage” bracket
have undergone a wave of institution building over the past five years — in some cases,
almost from scratch. This has principally been in the shape of secured transaction reform.
Many have also completed (Cambodia and Brunei Darussalam) or recently begun (Lao
PDR, Myanmar and the Philippines) work to increase credit information coverage. In
these countries, SME finance is principally provided through microfinance facilities. The
bulk of public subsidy programmes in this area are targeted at increasing SME access to
bank loans, and tend to be in the form of an SME-specialised development bank, as well
as a refinancing scheme for selected commercial banks.

The countries that fall within the “mid stage” category have focused on boosting some of
the institutions developed previously — for instance their country’s secured transaction
framework, its movable assets registry, and developing facilities for SME listing. These
countries have tended to concentrate efforts across all three product categories covered in
sub-dimension 3.2. In microfinance, they have stepped up efforts to bring MFIs and rural
credit operators into the formal financial system and have made them a pivotal part of
financial inclusion strategies. To stimulate bank financing, they provide a mix of
programmes, most notably refinancing, credit guarantee and export financing schemes. In
the case of Indonesia and the Philippines, interest rate subsidies are also provided, and a
mandatory lending programme is in place. Efforts to boost alternative financing
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instruments pivot around secured transaction reform, the creation of SME listing
platforms and financial literacy programmes for start-ups.

The countries within the “advanced stage” category have already developed mature
financial markets, with the institutions required to provide sophisticated financial
products. These countries have concentrated on boosting the level and efficiency of
financial intermediation in order to increase the availability of long-term local currency
funding and the menu of financial products available for innovative firms. In turn, it is
hoped that an increase in PE/VC financing will foster the development of deeper and
more vibrant financial markets. In Malaysia, the government is also looking to boost
financial inclusion.

Across the region as a whole, and in line with the ASEAN Economic Community’s
pursuit of innovation-led growth, there appears to be particular interest in developing
alternative financing instruments — a trend that may be somewhat premature in some
AMS.

In order to increase access to finance for SMEs in the region, governments could
prioritise the following steps going forward:

Table 6.4. Policy recommendations to increase SME access to finance

Level of policy Challenges Policy recommendations

o Develop legislation and provide support to
facilitate the introduction of credit bureaus.
Private credit bureaus can be a cost-effective
way to increase coverage while providing value-
added services such as credit scoring that would
lower transaction costs for banks.

Very little credit information is

available. This makes it difficult to

establish the likelihood of

repayment, and credit is thus

commonly allocated to groups e Introduce legislation to oblige MFIs and

rather than individuals. utility companies to report credit information
to the country’s central banks, and make this
data publicly accessible.

Early stage
e Develop a national strategy for financial

atied e education. Policy makers could consider

PDR and Financial literacy tends to be rather developing a financial e(_jucation_ strgtegy fO( the
e low, particularly among micro population in general, Wlthl specific |ntewgnt|oqs
4 enterprises. that target SMEs. To build knowledge in this
area, countries could consider becoming
members of the OECD/INFE.
e Look into the development of a credit
SMEs, particularly micro guarantee scheme. Credit guarantee schemes
enterprises, own few assets to can be a market-friendly instrument to
collateralise, and in several of incentivise lending to SMEs. A diagnostic
these countries land rights remain exercise could be completed to explore whether
unclear.16 a CGS is desirable and feasible, as well as what

form it should take.

e Enhance institutions to support secured

Mid stage bank lending, for instance via centralisation

Firms have more assets to of the movable assets registry. All mid-stage
Brunei collaterise, but financial institutions countries have a movable assets registry, but it
Darussalam, still find it difficult to firmly secure is often still difficult to'ﬂrr'nly establish ownership.
Indonesia, the claims over assets provided as Movable asset_ reglstrles_ could t?e ‘further
Philippines collateral. developed, for |n§tance via centralisation, to
Thailand a;1 d Viet ensure that all notices recorded under secured

Nam transactions legislation can be easily retrieved.

Capital markets remain rather o Consider directing a small amount of
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shallow, as is common across government funds towards high-growth
many middle-income countries, firms, for example institutional investor funds or
and this limits the use of equity by co-investing with a third party. This may be a
instruments. way to catalyse equity financing where private
investors and high-growth firms are scarce.

Ambiguities remain in the national e Review secured transaction legislation to
framework for secured transactions ensure that any ambiguity has been
- particularly as concerns the filing minimised, for instance by adopting a law
of securities by unincorporated similar to Article 9 of the Uniform Commercial
entities and individuals. This may Code. This recommendation is shared across
limit collateralisation options and many common law countries.

access to a range of financial

Advanced stage products.

Malaysia and e Consider developing common standards on

Shespe Demand for innovative financial data sharing and information security for
products is increasing, both from financial institutions, to support the use of
national and regional firms. APIs that may stimulate the development of

customised and innovative financing solutions.

o  Further  experiment with  regulatory

Demand for regulatory oversight of sandboxes. Regulatory sandboxes can be a
innovative products such as fintech good way to test regulation in innovative new
is increasing areas.

Notes

! By ensuring that a borrower has some “skin in the game” in the event of default.
? Memorandum Circular No. 3/2016.
3 Namely, Brunei Darussalam (2014), Cambodia (2013), Lao PDR (2012), Viet Nam (2014).

% The Secured Transactions Filing Office in Cambodia, the Fidusia Registry Office in Indonesia, the Registry
Office for Security Interests in Movable Property in Lao PDR, and the National Registration Agency for
Secured Transactions in Viet Nam.

> Specifically, in 2016 with the enactment of its Secured Transactions Order and creation of a collateral
registry within the AMBD.

6 World Bank Financial Structure database, data from 2017. No data for Cambodia, Lao PDR or Myanmar.

7 World Bank Financial Structure database, data from 2016 (last available data).
8 Which has 384 companies listed and a total market capitalisation of USD 10.1 billion.
% ACE is Bursa Malaysia’s existing junior board.

10 Namely, Indonesia, Malaysia, the Philippines, Thailand and Viet Nam. Singapore and Brunei Darussalam
are not scored in this area, given their limited need for this type of instrument.

" Beck et al. (2009(30)) report a median coverage ratio of 80% across 76 schemes worldwide, but a lower rate
is usually advised for schemes that are more risk-averse (such as those that cannot count on public subsidies)
or that are exposed to higher risk (such as those that target only one sector).

12 All excluding Brunei Darussalam and Singapore, which are not scored on these indicators given their small
and mostly urban population.

3 Bank Rakyat is an Islamic co-operative bank that was established in 1954 under the Co-operative
Ordinance of 1948.

'4 An approach which theorises that repayment rates are higher among female borrowers than male.
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!5 The SIP is a co-funding initiative between the government of Malaysia and private investors. It aims to
provide financing to SMEs, mainly those in the start-up phase. Under this programme, three investment
entities, or SME Partners, have been appointed to raise funds for SMEs from private investors, which will be
matched by an initial capital investment from the government. Once sufficient capital is raised, these SME
Partners are required to provide financing to viable SMEs from all sectors.

'S For instance in Cambodia where the majority of land titles are soft titles (those which are only established
and recognised at the local government level) and the cadastre is only in a pilot phase.
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Chapter 7. Access to market and internationalisation

Introduction

For most of human history, production and consumption have been tightly bundled
together, as the prohibitive cost of moving goods resulted in a geographic clustering of
production and people (Baldwin, 2006(;;). Baldwin and others argue that this situation
was disrupted by two great production “unbundlings” that precipitated a significant
expansion in global trade. The first of these unbundlings was highly aggregative, and had
the effect of substantially increasing income disparities between countries — disparities
that became persistent as firms in higher-productivity countries continued to innovate,
scale and increase their productivity, and thus the price and quality competitiveness of
their goods, via agglomeration.'! The second, brought about by a reduction in
communication and co-ordination costs, allowed firms in industrialised countries to take
advantage of productivity-adjusted wage gaps in lower-income countries (Baldwin,
2006y;;) by unpacking their operations and beginning to “trade in tasks” (Grossman and
Rossi-Hansberg, 2008,). This second unbundling affords firms in lower-income
countries the opportunity to trade competitively’ on global markets, with trade in turn
acting as a competitive pressure to incentivise the firm to boost its productivity over time.

The development of global value chains (GVCs) — a result of the second unbundling —
enables countries to industrialise without first establishing an extensive industrial base.
SMEs may have a particular role to play in this process. Their flexibility may enable them
to adapt quickly, making them particularly well suited to fill supply niches (OECD,
20133;; OECD, 20084)). Linkages between SMEs and larger international firms can also
be an important conduit for transferring know-how, technology and better quality inputs,
and can allow SMEs to specialise while increasing their productive and innovative
capacity (see also (Lopez Gonzalez, 2017;s;; OECD, 2018 forthcoming).
Internationalisation can also benefit SMEs in industrialised countries: SMEs often use
internationalisation as a tool to grow and achieve economies of scale that would not be
possible while operating in the domestic market alone (OECD, 2009).
Internationalisation may be particularly important for high-technology start-ups since it
allows them to recover initial fixed costs more quickly, and because their business
success often depends on being able to get to market and scale as rapidly as possible
(Burgel et al., 2000)).

Despite these benefits, SMEs are generally less likely than larger firms to internationalise.
Their limited size, resources, managerial structure and geographic location can result in
informational, technical and administrative barriers that make it difficult to access
finance, comply with quality standards, bridge connectivity and infrastructure constraints,
innovate or find and develop suitable human capital (UNCTAD, 2010(9;; Harvie, Narjoko
and Oum, 2013y()). Policy interventions designed to increase SME presence in export
markets and global value chains thus often focus on export financing facilities, training
programmes and portals for international marketing, “business matchmaking” activities
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between SMEs and multinational corporations (MNCs), support to acquire internationally
recognised product quality certification, support for attending international trade fairs and
the creation of e-commerce platforms on which SMEs can list (Duval and Utoktham,
2014(;1;; Yuhua and Bayhaqi, 2013(,)). These programmes are often part of a country’s
overall economic development and/or export promotion strategy.

Assessment framework

The framework used to assess the sophistication and intensity of policies to enhance
market access for SMEs covers five sub-dimensions. These sub-dimensions look at
policies and programmes to encourage SMEs to internationalise, help them upgrade their
capacity and take advantage of the new opportunities opening up with global
technological change. The sub-dimensions and their key components are presented in
Figure 7.1.

Figure 7.1. ASPI framework for assessing SME access to market and internationalisation

Dimension 4: Access to market and internationalisation

d Export promotion governmental programmes and agency
4.1 Export promotion . Major trade fairs participation
. FTA compliance and orientation

*  Business matchmaking with MNCs and large exporters
4.2 Integration to global value chains *  Linkages with external or intermediary suppliers
»  Technology transfers from MNCs

*  Legal framework for e-trading activities
4.3 Use of e-commerce e E-trading platform availability
*  Access to e-commerce platforms

U Financial support for quality standard improvement
4.4 Quality standards *  Promoting compliance with international standards
«  Service quality certification coverage

OECD Trade Facilitation Indicators

Customs procedures compliance programmes
Transparency and predictability

Simplification of procedures

4.5 Trade facilitation

The five sub-dimensions were weighted based on expert opinion. Sub-dimension 4.1 was
assigned a weight of 50% based on the notion that this is a foundational step to encourage
SMEs to think global. Sub-dimensions 4.2 and 4.5 were assigned the second highest
weights (15% each), based on the rationale that integration into GVCs and trade
facilitation are an important next step, greatly supporting SMEs that have started to think
about going global. Sub-dimensions 4.3 and 4.4 on the use of e-commerce and quality
standards were assigned weights of 10%, since they are more concerned with helping
SMEs to increase the sophistication of their products and trade networks. These weights
do not imply that policy makers should prioritise export promotion, for instance, above
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other “access to market” related measures. Priorities should be decided on a case-by-case
basis, following a clear articulation of policy objectives as well as an analysis of firm-
level dynamics in each country. The OECD (2018 forthcoming;), for instance, has found
the use of foreign inputs to be a significant determinant of firm-level productivity among
a sample of Southeast Asian SMEs.

Four of the five sub-dimensions consist of three thematic blocks that are weighted as
follows: i) planning and design, 35%; ii) implementation, 45%; and iii) monitoring and
evaluation, 20%. The exception is sub-dimension 4.5, where the four thematic blocks
have each been assigned a weight of 25%.

Analysis

Score

The overall median across ASEAN in Dimension 4 is 4.55, suggesting that the region as a
whole is already quite advanced in this area. However, country-to-country variation is
high, both overall and in the five sub-dimensions, suggesting wide variation in policy
development across ASEAN member states.

Figure 7.2. Weighted scores for Dimension 4 by sub-dimension
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4.5 Trade facilitation

The highest regional median score at sub-dimensional level is in the area of export
promotion, which receives a high score of 5.02, although cross-country variation is again
high. This is unsurprising given the fact that many AMS have long pursued an export-
oriented growth strategy. Going forward, policy makers could prioritise interventions in
the areas of GVC integration and trade facilitation, which are both important for SME
internationalisation but receive a lower regional median score of 3.86.

Sub-dimension 4.1: Export promotion

Globalisation can open up new opportunities for SMEs, providing them with access to
higher-quality factors of production and knowledge transfer, as well as new markets.
However it can also expose them to new challenges. Globalisation can heighten
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competitive pressures, as imports and foreign firms enter the domestic market, and SMEs
can be affronted by a host of trade challenges as they seek to internationalise.

Table 7.1. Exporting firms and direct exports in ASEAN, by firm size

Economy Share of firms exporting directly Share of total sales that are exported directly (%)
Small Medium Large Small Medium Large
Cambodia ' 6.9 19.1 26.9 6.8 16.7 26.3
Indonesia 2 53 79 25.2 29 5.0 11.7
Lao PDR 1.1 19.8 219 0.7 7.7 17.7
Malaysia 2 43 19.2 69.0 22 76 30.3
Myanmar 1 1.2 10.7 39.6 1.2 53 38.2
The Philippines 2 39 9.0 23.6 1.8 6.1 16.6
Thailand 1 22 34 28.1 0.8 20 18.9
Viet Nam 2 4.0 1.5 36.1 22 6.6 21.6
Czech Republic 3 29.9 45.7 60.1 11.8 19.2 38.8
Poland 3 10.2 19.8 36.4 39 6.7 17.5
Mexico 4 0.7 9.1 15.9 0.1 2.1 5.6

Note: 1. Data from 2016. 2. Data from 2015. 3. Data from 2013. 4. Data from 2010. 5. Defined as those
where exports constitute at least 10% of sales.

No data is available for Brunei Darussalam and Singapore, which are not covered by the Enterprise Surveys.
For further information on firm size classification, please refer to the WBES methodology. Data from select
export-oriented OECD countries provided for comparison.

Source: World Bank (2015); World Bank (2016).

Firm-level surveys suggest that SMEs are under-represented in export activity, which
may support an argument for export promotion policies targeted at SMEs. As indicated in
Table 7.1, which presents data from the World Bank Enterprise Surveys, SMEs have a
lower propensity to export than larger firms and those that do export do so in lower
relative volumes. This appears particularly pronounced for smaller firms, and is a trend
also observed in OECD countries.

The indicators covered in this sub-dimension explore initiatives by ASEAN Member
States (AMS) to reduce some of the cost for SMEs exporting across borders, provide
them with information on trading opportunities and requirements, support their
attendance at major trade fairs, and support their compliance with free trade agreement
(FTA) rulings and quality certification.

Table 7.2. Scores for sub-dimension 4.1: Export promotion

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Med. StD.

Planning and design 337 384 576 312 6.00 408 600 600 600 576 576 1.16
Implementation 372 284 536 224 574 255 532 600 562 428 480 1.37

Monitoring and evaluaton 232 1.00 533 166 500 232 566 600 533 300 400 1.78

Total sub-dimension score  3.32 282 549 243 569 304 562 6.00 570 454 502 134

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.
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The 2018 scores suggest that AMS as a whole are relatively well advanced in the area of
planning and design of export promotion policy and less advanced in the area of
monitoring and evaluation. It is in this final block where variation is also highest.

Planning and design: Export promotion can be integrated into broader strategic
goals

The 2018 assessment suggests that Indonesia, Malaysia, the Philippines, Singapore,
Thailand and Viet Nam have developed comprehensive export promotion programmes
for SMEs, while Brunei, Cambodia, Lao PDR and Myanmar are currently at an
intermediate stage of policy development.

All AMS have an export promotion agency in place, which is usually embedded in the
Ministry of Commerce or a related ministry. Countries with relatively advanced export
promotion policies have integrated these efforts into broader strategic goals and planning
documents. In Malaysia, for instance, the Going Export programme, a government-
co-ordinated initiative to expedite SME exports, is one of the six High Impact
Programmes covered under the country’s SME Masterplan 2012-20. Countries with less
developed export promotion policies, by contrast, tend to have only scattered initiatives in
place for SMEs. These tend to take the form of facilitating SME participation in trade
fairs. They also tend to lack targeted export promotion policies for SMEs, and some are
still developing more structured national export strategies.

Implementation: Some countries offer SMEs an array of export support

The 2018 findings suggest that Indonesia, Malaysia, the Philippines, Singapore and
Thailand have relatively well-advanced policies and programmes in place to promote
SME exports. These programmes appear to be fully operational and well-funded. They
tend to offer SMEs support across a wide range of areas, from trade policy information
and market intelligence to complying with FTA rulings.” They not only facilitate SME
participation at major trade fairs but also support them with marketing, product
development and navigating export markets. Indonesia and Thailand, for instance, have
established trade centres in major cities around the world in order to promote the products
and services of local SMEs. These centres also provide market research and information
on overseas markets and organise export promotion activities.

Other countries offer more limited support for SMEs. In Cambodia, Lao PDR and
Myanmar, for instance, export promotion initiatives for SMEs tend to be limited to
supporting attendance at major trade fairs and ad hoc training courses organised in
partnership with development partners. Cambodia currently lacks initiatives to support
SMEs in navigating the country’s FTAs, while Myanmar and Lao PDR lack services to
facilitate self-certification and compliance with rules of origin.

Monitoring and evaluation: Only a few AMS assess export promotion regularly

In Indonesia, Malaysia, the Philippines and Singapore, the agency responsible for export
promotion appears to have concrete monitoring and evaluation mechanisms in place. The
annual performance reports of these agencies are made publicly available. In Cambodia
and Lao PDR, meanwhile, relatively little monitoring and evaluation currently takes
place.
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Sub-dimension 4.2: Integration into global value chains

Developing and advanced countries are increasingly participating in GVCs. This has
allowed firms to increase the volume and sophistication of exports without having to
master every step required to produce a final product (Stamm, 2004(5; Baldwin,
2013(14)). At a firm level, however, the benefits of GVC participation ultimately depend
on the extent to which firms can use this position to obtain efficiency gains (Lopez
Gonzalez, 2016y;5)). In particular, the OECD finds the sourcing of foreign value added to
be associated with greater productivity, more sophisticated exports and less concentrated
export structures (Kowalski et al., 2015)).

While it might not make sense for all SMEs to participate in GVCs, integration into
global value chains may accord advantages to many. SMEs can benefit on both the
buying side (via access to more sophisticated and competitively priced inputs) and on the
selling side (via new opportunities to meet a supply niche and specialise) (Lopez
Gonzélez, 2017s5)). Public policy can play an important role in building SME capacity
and interest in linking up with GVCs, as well as attracting and targeting foreign firms and
encouraging them to engage SMEs as suppliers.

Table 7.3. International linkages in ASEAN firms, by firm size

Firms using material inputs and/or Total inputs that are of foreign Firms exporting indirectly (at
Economy supplies of foreign origin (%) origin (%) least 10% of sales)
Small Medium Large Small Medium Large Small Medium Large
Cambodia ! 39.0 434 94.5 25.7 29.5 90.9 38 0.5 32.7
Indonesia 2 1.6 10.7 42.3 09 4.6 16.4 36 28 75
Lao PDR! 5.0 35.7 714 34 21.7 59.1 27 3.1 76
Malaysia 2 45.8 46.7 44.0 17.9 12.6 13.8 6.9 14.6 5.8
Myanmar 1 15.5 26.2 74.3 124 18.3 53.8 0.1 0 3.0
The Philippines 2 238 53.9 774 15.0 316 48.6 1.5 0.9 28
Thailand 1 4.2 36 7.7 1.8 1.0 27 0 1.1 14
Viet Nam 2 245 50.9 65.8 13.9 319 37.2 24 39 5.9
Czech Republic 3 68.6 88.6 100.0 275 38.6 42.5 6.3 94 3.1
Poland 3 48.3 55.2 70.3 234 23.1 29.9 45 41 8.6
Mexico4 40.4 50.8 80.3 19.7 16.7 27.8 14 33 5.1

Note: 1. Data from 2016. 2. Data from 2015. 3. Data from 2013. 4. Data from 2010.

No data available for Brunei Darussalam and Singapore. For further information on firm size classification,
please refer to the WBES methodology. Data from select export-oriented OECD countries provided for
comparison.

Source: World Bank (2015); World Bank (2016).

Firm-level surveys suggest that ASEAN firms are less likely to source foreign inputs than
firms in a number of export-oriented OECD countries. The gap between smaller and
larger firms appears particularly pronounced. In a number of AMS small enterprises are
significantly less likely to source foreign inputs than larger enterprises (Table 7.3). A
number of exceptions can be seen: the Enterprise Survey findings suggest that a relatively
high percentage of SMEs in Cambodia, Malaysia, the Philippines and Viet Nam source
foreign inputs. In all cases, however, more could be done to promote further SME
linkages on the import side.

The indicators covered in this sub-dimension look at the sophistication and intensity of
government programmes to promote linkages between SMEs and MNCs and/or larger
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exporters, and/or with external or intermediary suppliers. They also explore the level of
policies and programmes in place to promote technology transfer from MNCs to SMEs.

Table 7.4. Scores for sub-dimension 4.2: Integration into global value chains

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Med. StD.

Planning and design 33 336 504 253 540 194 407 600 576 588 455 1.4
Implementation 265 224 474 266 558 100 348 600 600 433 3.90 1.64

Monitoring and evaluaton ~ 1.00 155 377 100 265 1.00 265 487 432 100 210 143

Total sub-dimension score  2.57 249 465 228 493 133 352 577 558 420 386 1.44

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to chapter 2 and annex A for
further information on the methodology.

The 2018 scores suggest that AMS have a number of policies and programmes in place to
promote SME participation in GVCs, but that there is considerable space for further
development, with the region as a whole receiving a median score of 3.86. A high
standard deviation for this sub-dimension also suggests considerable variation between
countries, with some countries offering a comprehensive range of policies and
programmes that are systematically monitored and evaluated.

Overall, Singapore and Thailand appear to be the most advanced in this area. Singapore
has long promoted technology transfer and other linkages between MNCs and SMEs.
Starting from the 1980s, its Economic Development Board has provided subsidies for
local SMEs to employ engineers and technicians from MNCs over a period of two years
(Vandenberg etal., 20157)). In Thailand, the Bureau of Supporting Industries
Development (BSID), under the Ministry of Industry, and the Board of Investment Unit
for Industrial Linkage Development (BUILD) have played a major role in fostering SME
participation in GVCs. Associated initiatives have included a free sourcing service
provided by BUILD, helping both Thai and foreign buyers source parts in Thailand, and
business matching activities by BSID in co-ordination with SME banks.

Planning and design: Some AMS have strong policies for integrating SMEs into
GVCs

Singapore and Thailand have the most comprehensive programmes in place to promote
SME participation in GVCs. In Singapore, for instance, Enterprise Singapore (SPRING
Singapore at the time of information gathering and validation) has developed a number of
initiatives to promote SME integration into GVCs and support them in moving up the
value chain. These include the Partnership for Capability Transformation (PACT)
programme, the Local Enterprise and Association Development programme, the
Technology Adoption Programme and the Collaborative Industry Projects programme.
Indonesia, Malaysia and Viet Nam have also made notable progress in this area. In Viet
Nam, the government has mandated measures to support MNC-SME linkages for SMEs
engaged in ancillary industries.* These measures include business matching through
specialised industrial parks and foreign direct investment (FDI) incentives. They are part
of a strong political commitment to deepen Viet Nam’s participation in regional
production networks, which has become particularly pronounced following the country’s
accession to the World Trade Organisation in 2007 (Vo, Nguyen and Bui, 20175)).
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The remaining AMS are at an earlier stage of policy development, but work is taking
place, often supported by development partners. In Lao PDR, the Ministry of Commerce
and Industry and the Lao National Chamber of Commerce and Industry, in partnership
with barterfli Holdings, provides paid assistance for SMEs to connect with foreign
companies.’ In Myanmar, the UN Industrial Development Organization (UNIDO) and the
US Agency for International Development (USAID) are implementing a number of
programmes to increase SME participation in GVCs. The country, with donor support,
also has established training facilities in a number of Special Economic Zones (SEZs) that
support SMEs in linking up with foreign firms and upgrading their participation in these
networks.

Implementation: Three countries have well-funded GVC integration programmes

Malaysia, Singapore and Thailand are well advanced in this area. They have a number of
programmes in place, and these programmes are well funded and executed. In Singapore,
for instance, around SGD 300 million (Singapore dollars) was allocated for PACT, and
another SGD 80 million was earmarked to enhance the programme. Between March 2013
to March 2016, an estimated 1 024 SMEs were involved in 147 projects under the
enhanced PACT programme. In Thailand, meanwhile, BUILD allocated
THB 23.9 million (Thai baht) in 2017 for programmes to promote SME-MNC and SME-
large enterprise linkages. It is difficult to pinpoint the exact budget apportioned to such
programmes in Thailand since they are implemented by a number of different agencies.

Among the remaining AMS, Viet Nam has established a relatively strong policy
framework for SME-GVC integration, but programmes are not yet fully operational and
performance has not been assessed. The same hold true for Cambodia, which has
highlighted SME integration into GVCs under its Industrial Development Policy 2015-25.
Those with less-developed policy planning in this area also seem to have fewer and less
comprehensive programmes in place. In Lao PDR, there appears to only be one
programme (the Plaosme initiative) and a number of ad hoc business matching sessions.
In Myanmar, there are no clear measures in place.

Monitoring and evaluation: All AMS could improve their monitoring of GVC
integration

All AMS receive relatively low score in this area, although Singapore and Thailand
clearly lead the way. Both conduct programme monitoring and reviews, but the results are
not made public.

Brunei Darussalam, Cambodia, Lao PDR, Myanmar and Viet Nam do not seem to have
clear monitoring mechanisms in place, and Lao PDR and Myanmar seem to be at the very
early stage of implementing policies in this area. Indonesia, Malaysia and the Philippines
conduct some monitoring of GVC integration programmes and policies. In the
Philippines, the Export Marketing Bureau of the Department of Trade and Industry (DTI)
reviews programmes through client satisfaction feedback. These programmes are not
independently monitored by a third party.

Sub-dimension 4.3: Use of e-commerce

The use of e-commerce is expanding rapidly, with online sales expected to account for
more than 16% of total retail sales worldwide by 2021 (eMarketer, 2018[19]).6 This
development opens up important new opportunities for SMEs, which can use e-commerce
to access non-traditional markets while bypassing some common size-related constraints.’
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E-commerce is also becoming increasingly important in Southeast Asia. Significant
growth is anticipated over the next ten years, with some analysts forecasting a compound
annual growth rate of around 32% (Google-Temasek, 2017[20])8 Southeast Asia’s
perceived potential in this space is attracting bullish investment. The region has already
produced a number of internet “unicorns” (companies valued at over USD 1 billion), with
Chinese companies and investors such as Alibaba Group and JD.com particularly active.
Perhaps the most notable business-to-consumer e-commerce company in the region is
Lazada. As of April 2017, Lazada was registering around 41.4 million monthly page
views in Thailand and 54.4 million in Indonesia alone (eMarketer, 20189}

Figure 7.3. E-commerce growth in Southeast Asia (USD billion)
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Source: Google and Temasek (2017).

This robust private sector activity opens up new opportunities for public-private
collaboration. For instance, Singaporean SMEs can now market themselves online, free-
of-charge, by listing on the 99% SME website, thanks to a partnership among Singtel,
DBS, and Lazada Singapore (Straits Times, 2017;;). In Indonesia, the executive
chairman of the Alibaba Group has stood as special advisor to the government’s steering
committee on its e-commerce roadmap since 2017. Private sector collaboration could be
considered an important aspect of public programmes to promote the use of e-commerce.

Table 7.5. Scores for sub-dimension 4.3: Use of e-commerce

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Med. StD.

Planning and design 474 224 558 390 6.00 350 558 600 600 516 537 1.21
Implementation 377 233 589 254 532 144 498 600 589 353 437 159

Monitoring and evaluaton 155 100 487 100 488 100 432 600 430 210 320 1.85

Total sub-dimension score  3.66 203 557 271 5.47 2.07 506 6.00 5.61 3.82 444 1.46

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to chapter 2 and annex A for
further information on the methodology.
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Focusing on the policy environment for increasing SME use of e-commerce, this sub-
dimension looks at the availability of e-trading platforms in each AMS (such as
e-payment and logistic facilities and online marketplaces), at government programmes to
facilitate SME access to these platforms, and at the sophistication of legal and regulatory
frameworks to govern e-commerce activities.

The 2018 scores show that the region performs moderately well in this area as a whole,
and particularly in planning and design, where it registers a median score of 4.44.

Planning and design: Legal frameworks for e-commerce vary in sophistication

Indonesia, Malaysia, Singapore and Thailand appear to be the most advanced in the area
of planning and design. These countries have clear legal instruments in place to govern e-
commerce, e-payments and consumer protection. The Philippines follows closely behind,
and it is currently undertaking steps to enhance its regulatory framework for e-commerce
— notably by amending its Consumer Act to include a provision on e-commerce.
Cambodia, Lao PDR and Myanmar do not yet have a clear strategy in place to promote e-
commerce, and legal frameworks remain incomplete.

Implementation: Targeted e-commerce programmes for SMEs are important

Indonesia, Malaysia, Singapore and Thailand receive the highest scores in this area, and
each is implementing targeted e-commerce programmes for SMEs on a national scale.
These programmes include the Smart Online SMEs programme in Thailand and the
SMEs Go Digital initiative in Singapore and Indonesia. In Malaysia, the government
launched a Digital Free Trade Zone (DFTZ) in 2017, in partnership with the Alibaba
Group (Box 7.1). Malaysian government agencies are also implementing other e-
commerce initiatives for SMEs, such as SME Corp.’s “Go e-Commerce” programme.

Box 7.1. Streamlining e-commerce transactions: Malaysia’s DFTZ

Malaysia and Alibaba Group launched a Digital Free Trade Zone (DFTZ) in 2017 to provide
a holistic e-commerce trading environment for SMEs and other companies. Said by Malaysia
to be the world’s first digital free trade zone, the DFTZ aims, by 2025, to double the growth
rate of SME goods exports in order to reach USD 38 billion, to facilitate USD 65 billion
worth of traded goods and to create 60 000 Malaysian jobs.

The DFTZ combines physical and virtual zones. It has an “eFulfillment (SMECorp.,
2017271) Hub” to help SMEs export their goods easily; a “Satellite Services Hub” to connect
SMEs with relevant services; and an “eServices Platform™ for digital management of cargo
clearance and other cross-border trade processes. Its objective is to provide an opportunity
for SMEs to thrive in the global marketplace.

SME:s that use the DFTZ will have access to:

e A dedicated Malaysia Pavilion page in Alibaba featuring “Made in Malaysia”
products

e Trained and certified e-commerce advisors
e A detailed analytic dashboard and report of store and sales performance

e Traffic from Alibaba’s other marketplaces, such as Tmall.com, TaoBao and
1688.com

To enjoy these benefits, SMEs need to register their business entities, be exporters or
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interested in exporting, and produce or manufacture “Made in Malaysia” products. The
DFTZ thus encourages the formalisation of SMEs and domestic production, as well as
facilitating SME use of e-commerce to go global.

Source: SME Corp. (2017), http://www.smecorp.gov.my/index.php/en/programmes/2015-12-21-09-44-
11/digital-free-trade-zone-dftz; MYDFTZ (2017), https://mydftz.com.

The remaining AMS have begun to enhance their legal and regulatory frameworks for e-
commerce, but do not generally have specific programmes in place targeting SMEs. In
Cambodia, Lao PDR, Myanmar and Viet Nam, targeted measures take the form of ad hoc
workshops and seminars, but comprehensive programmes are currently missing.

Monitoring and evaluation: Progress is needed on assessing e-commerce
Strategies

AMS have less advanced mechanisms in place for monitoring and evaluating e-commerce
initiatives, with the exception of Singapore (which scores 6.0). Two notable performers in
this area are Malaysia and the Philippines, which have set up dedicated bodies to monitor
implementation of their e-commerce strategies. Malaysia established a joint secretariat to
monitor all programmes implemented under the National e-Commerce Strategic
Roadmap. In the Philippines, an E-commerce Office was set up under the DTI to monitor
implementation of the Philippines E-Commerce Roadmap 2016-20. Indonesia and
Thailand have internal monitoring mechanisms in place for all programmes, but they
rarely conduct specific and in-depth reviews of a particular programme.

No clear mechanisms for the monitoring and evaluation of e-commerce programmes have
yet been identified in Cambodia, Lao PDR or Myanmar. This can also be explained by
the relatively limited work currently taking place in this area in those countries.

Sub-dimension 4.4: Quality standards

Quality assurance is an important condition for SMEs to scale in export markets. SMEs
are most commonly encouraged to consider compliance with general standards such as
those set by the International Organization for Standardization (ISO). Compliance with
commonly recognised standards can send an important signal to customers that an SME’s
products and services conform to a certain level of quality, enabling them to better
compete with larger companies. Additional requirements may be in place — according to
the Standards Map database of the International Trade Centre (ITC), any firm exporting
from one of the ten AMS may need to comply with any of 115 standards (ITC, 2017[23]).9

Yet SMEs may be deterred from obtaining quality certification by factors including a lack
of awareness, complicated requirements (ITC, 2016p,4) and/or high upfront costs. A
survey of SMEs in Thailand, for instance, found that restrictive health, safety and
technical standards in foreign markets, such as sanitary and phytosanitary (SPS)
requirements, were the most significant barrier to trade perceived by SMEs
(Punyasavatsut, 2010p,5)). Table 7.6 indicates that smaller firms are much less likely to
obtain internationally recognised quality certification than larger enterprises, and are less
likely to possess internationally recognised quality certification than similar-sized firms
in export-oriented OECD countries.
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Table 7.6. ASEAN firms with international quality certification, by firm size

Share of firms with an internationally recognised quality certification (%)

Economy

Small Medium Large
Cambodia ! 5.1 29 18.6
Indonesia 2 20 111 60.2
Lao PDR! 0.5 3.8 214
Malaysia 2 8.5 15.6 72.0
Myanmar * 1.7 25 37.6
The Philippines 2 4.6 9.7 36.4
Thailand ! 5.6 4.0 42.5
Viet Nam 2 46 1.7 37.9
Czech Republic 3 224 61.7 87.6
Poland 3 20.0 46.0 62.9
Mexico4 191 34.6 30.6

Note: 1. Data from 2016. 2. Data from 2015. 3. Data from 2013. 4. Data from 2010.

No data available for Brunei Darussalam and Singapore. For further information on firm size classification,
please refer to the WBES methodology. Data from select export-oriented OECD countries provided for
comparison.

Source: World Bank (2015); World Bank (2016).

The indicators included in this sub-dimension look at the availability of support
programmes to increase compliance with quality standards, support schemes to obtain
quality certification, and the presence of adequate funding behind these programmes and
comprehensive monitoring mechanisms to regularly assess their performance.

Table 7.7 Scores for sub-dimension 4.4: Quality standards

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Med. StD.

Planning and design 348 183 600 183 600 100 600 600 433 18 390 1.98
Implementation 533 266 498 299 566 166 532 600 533 499 516 1.41

Monitoring and evaluaton 210  1.00 4.87 100 320 1.00 432 6.00 487 265 293 175

Total sub-dimension score  4.03  2.04 531 218 529 130 536 6.00 489 341 446 1.58

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to chapter 2 and annex A for
further information on the methodology.

The 2018 scores rank the region as a moderate performer in this area, with substantial
cross-country variation, particularly in the area of planning and design. As a whole, the
region is relatively well advanced in implementation, where it scores 5.16.

Planning and design: A comprehensive strategy is needed on quality standards

Brunei Darussalam, Indonesia, Malaysia, the Philippines and Singapore particularly stand
out in this area. In the Philippines, the government has provided capacity-building
programmes for SMEs to enhance understanding of quality and food-safety standards. A
certification subsidy from the Department of Agriculture is also available for SMEs in the
Philippines. In Singapore, capability development grants and vouchers are available to
encourage more SMEs to adopt relevant standards. In Malaysia, SME Corp.’s SME Hub
runs a National Standards Compliance Programme, which provides SMEs with advice
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and technical assistance to increase standards compliance. In Indonesia, the Ministry of
Co-operatives and SMEs (MCSME) has included programmes related to increasing
compliance with quality standards under its SME strategy. In Brunei Darussalam, an
MSME Standards Advisory Programme has been offered by the National Standards
Centre to increase MSME awareness of quality standard requirements, via workshops and
advisory sessions, and between 2006 and 2016 the country ran a certification programme
specifically targeted at MSMEs.

Cambodia, Lao PDR, Myanmar and Viet Nam have planned few initiatives in this area.
Cambodia and Myanmar have established dedicated bodies for overseeing activities on
standards compliance, but a comprehensive strategy is missing. In Viet Nam, the
government has mandated all Vietnamese enterprises to be supported through measures to
increase their product quality and productivity by 2020."° However little seems to have
been done to target SMEs specifically.

Implementation: Quality certification for services is rare among AMS

Implementing agencies are operational and quality certification programmes are well-
funded in many AMS. In Indonesia, for example, SMEs receive facilitation and assistance
from the MCSME in the form of training and special discounts for SMEs to apply for
certification of their products or services. The budget for the programmes in 2015 totalled
almost IDR 12 billion (Indonesian rupiah), and 89% of the budget was realised, with
1 000 11SMEs participating in the programmes, according to the ministry’s performance
report .

In 2016, Singapore allocated up to SGD 100 million for a five-year period to increase
standards adoption via the Singapore Standardisation Programme and Singapore
Accreditation Programme. In the Philippines, the budget for programmes on standards
adoption is a mix of government funding and donor support. For example, Germany’s
GIZ collaborated in a project called Standards in the Southeast Asian Food Trade. The
Philippines’ Department of Agriculture allocated more than PHP 10 million (Philippines
pesos) in 2017 as a subsidy for organic farming certification.

In contrast, Cambodia, Myanmar and Lao PDR still show limited capacity for
implementing quality standard programmes, and they usually rely on donor support. For
example, USAID supported Viet Nam’s ISO programmes for SMEs.

The implementation category also scores ASEAN member states on quality certification
for service sectors like tourism, health or education. Very few AMS have developed a
clear framework for this. Indonesia, Malaysia and Singapore have established a
regulatory environment for standards in the service sector. Indonesia has done this
through its Minimum Service Standard, particularly for education and health services.
Indonesian ministries also enact more technical regulations, such as the Tourism
Ministry’s law on tourism service quality certification. In Singapore, certification services
are largely delivered by private service providers and cover a vast variety of service-
sector certifications. Likewise in Malaysia, non-governmental accreditation bodies
deliver service quality certification in some areas, such as health care (the Malaysian
Society for Quality in Health) and financial services (the Institute of Internal Auditors
Malaysia). Service quality certification in other countries, including Brunei Darussalam
and Thailand, mainly involves tourism.
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Monitoring and evaluation: Assessment needs to focuses on programme impact

Indonesia, Malaysia, the Philippines, Singapore and Thailand have relatively clear
monitoring mechanisms in place for their quality certification programmes. Often,
however, these tend to take the form of ordinary measures to monitor the activity’s use of
budget, rather than specific impact. In Thailand, for instance, some monitoring takes
place on the use of the budget by the Bureau of the Budget.

Little monitoring and evaluation of quality standard programmes appears to take place in
Cambodia, Lao PDR and Myanmar. However this is also due to the fact that few such
programmes are currently in place in these countries.

Sub-dimension 4.5: Trade facilitation

Progress in advancing trade facilitation is key to boosting cross-border trade, particularly
for SMEs. SMEs tend to exhibit lower capacity for dealing with administrative and
regulatory procedures (Duval and Utoktham, 2014;,;), smaller networks and lower
bargaining power, a lower awareness and rate of compliance with international standards,
inadequate or expensive access to financing, and a lower level of information and
knowledge on international trade issues (UNESCAP-ITC, 2016y,5)). Studies have shown
that as trade facilitation advances, so does the likelihood that SMEs will begin to export,
and that measures to increase policy predictability and access to information technology
services can have a particularly significant effect (Li and Wilson, 2009/,7)). Others have
shown how a reduction in customs and trade clearance times can have a greater impact on
the likelihood of SME participation in international production networks than it does for
larger enterprises (Duval and Utoktham, 2014;,y).

The indicators included in this sub-dimension look at the presence and nature of public
programmes to support SME compliance with customs procedures. Specifically, they
look at the existence of facilities to bridge information gaps for SMEs — for instance
manuals or other guidelines, support centres, and / or a trade portal. They also look at
progress in simplifying customs procedures, for instance via the creation of an e-customs
platform, an Authorised Economic Operator (AEO) programme'> and /or a National
Single Window (NSW) facility. They look at whether these programmes and facilities
include specific criteria for SMEs and whether support programmes are in place. Finally,
this sub-dimension also integrates the 2017 OECD Trade Facilitation Indicators (TFI) for
ASEAN countries.

Table 7.8. Scores for sub-dimension 4.5: Trade facilitation

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Med.  StD.

OECD TFI 475 350 433 267 475 225 350 6.00 517 517 454 113

Planning and design 265 348 433 100 430 100 430 600 348 1.00 348 1.63

Transparency and
predictability

Simplification of procedures 370 244 443 224 547 318 244 536 443 287 344 145

487 377 487 487 600 432 488 6.00 487 487 487  0.64

Total sub-dimension score 3.99 330 449 2.69 513 269 3.78 584 448 348 3.89 0.97

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.
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Overall, the region performs moderately well on enhancing trade facilitation for SMEs.
The regional median is 3.89, indicating a mid-level stage of development. Variation
across countries is lower than in the other sub-dimensions of Dimension 4, indicating
relatively more equal policy implementation across countries for trade facilitation for
SMEs.

OECD TFlIs: Indicators rate several AMS as advanced in trade facilitation

The 2017 OECD TFIs were used to help assess trade facilitation measures in AMS. These
indicators measure the extent to which countries have introduced and implemented trade
facilitation measures in absolute terms. Four sets of these indicators are included in the
2018 ASPI: i) information availability; ii) fees and charges; iij) formalities-documents;
and iv) formalities-procedures.

Figure 7.4. AMS performance on OECD Trade Facilitation Indicators, 2017
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Note: Scores are on a scale of 0 to 2, with 2 being the highest. For the purpose of this assessment, only four of
the Trade Facilitation Indicators were selected.
Source: OECD Trade Facilitation Indicators (2017), http://www.oecd.org/trade/facilitation/indicators.htm.

Singapore is scored the highest on these indicators.”” This is not surprising given
Singapore’s long outward-looking trade policy. Thailand and Viet Nam also achieve high
scores, placing them at an advanced level of development in this thematic block. By
contrast, Lao PDR and Myanmar are still at an early stage.
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Planning and design: Clear strategies are needed to help SMEs with customs
compliance

Singapore received the highest scores in this area, followed by Indonesia, Malaysia and
the Philippines. Singapore does not have specific programmes in place to support SME
compliance with customs procedures, but it provides numerous resources that can be used
by SMEs. These resources include the Singapore Customs Academy, which offers
courses that are available for all traders, and the Singapore Customs website, which offers
multiple enquiry points for all traders. In addition, the country’s SME centres'* provide
assistance and services for SMEs, and this includes support in the area of business
facilitation and guidance on tapping into government schemes and grants in general. In
Indonesia, the government has developed an initiative that exempts export-oriented SMEs
from import duties and taxes. The initiative, Kemudahan Import Tujuan Ekspor, is
administered by the Indonesian Customs Office.

In contrast, most initiatives in Lao PDR, Myanmar and Viet Nam are part of broader
regional initiatives such as the development of a national single window. Some have
developed a trade portal, but few other programmes are in place.

Transparency and predictability: Procedural guidance is available in all AMS,
but is generally not SME-specific

All AMS provide user manuals or procedural guidance on trade facilitation, however this
guidance, which is publicly available, is generally not specific to SMEs and the level of
information varies across countries. Singapore and Malaysia appear to be the most
advanced in this area, followed by Brunei Darussalam, Lao PDR, Indonesia, the
Philippines and Thailand, which are very close to the advanced stage of policy
development.

A notable initiative to highlight is the Lao PDR Trade Portal (LPTR), which serves as a
single-stop point for SMEs to navigate import and export procedures. Through the LPTR,
traders can find information on tariff rates, related legal documents, forms and
procedures, as well as measures, standards and requirements related to trading across
borders. Lao PDR’s progress in increasing the transparency and predictability of cross-
border trade has been highlighted as a good role model by UNESCAP and others
(UNESCAP-ITC, 20165¢)).

Simplification of procedures: Myanmar has made notable progress

Malaysia and Singapore receive the highest scores in this area. They have developed
mature e-customs systems equipped with related IT-support programmes for SMEs. They
each have an AEO programme in which volume traded is not the criteria for the AEO
qualification, opening the door to SMEs. They both also have a well-developed national
single windows. Malaysia has made particular efforts to engage local SMEs in its NSW,
notably via the creation of myTRADELINK. This is a trade facilitation portal that
provides special discounts to SMEs, as well as free training for first-timers when they
register for its services.

Most AMS have a national single window in place, but these are at different stages of
implementation. For instance, the second phase of the Philippines National Single
Window was stalled for several years due to bidding issues, and its functions are currently
covered by TradeNet, a unified online trade facilitation system developed by the Inter-
Agency Business Process Interoperability team.
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Among the countries at a lower level of policy development in trade facilitation,
Myanmar demonstrates notable progress. It has considerably simplified barriers to trade,
for instance by installing an e-customs system, adopting an AEO programme and
implementing a national single window, complete with related IT training for traders. In
July 2013, its customs department began to implement the Myanmar Automated Cargo
Clearance System (MACCS), which is part of the Myanmar Customs Intelligent System
being built to support the single window. MACCS, a collaboration between the
governments of Myanmar and Japan, was officially launched in January 2017 and was
implemented in the Yangon region in 2017, with broader implementation expected in
2018 (EICVCH, 2017[28])-

The way forward

One can typically observe robust policy support for export promotion, and countries have
often invested significant resources in this area. However, regional results mask important
cross-country variations, and in most countries more could be done to target specific
barriers faced by SMEs. Despite the significant cross-country variation, a number of
trends can be observed, which are illustrated in Figure 7.5 and described in further detail
below.

Figure 7.5. Weighted scores for Dimension 4: Access to market and internationalisation
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Note: The graph demonstrates the level of policy development in each AMS indicated by the 2018 ASPI
scores. Countries fall into one of three categories and are ordered in this category alphabetically.

The majority of countries that fall within the “early stage” category have made significant
progress in the area of trade facilitation, particularly customs reform. They now face the
challenge of enhancing policies that may enhance SME participation in GVCs and their
use of e-commerce, as well as providing support for SME adoption of quality standards.
These countries typically benefit from donor support, particularly for increasing SME
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adoption of quality standards. Many of these programmes may be linked to the AEC
agenda.

The majority of countries that fall under the “mid-stage” category already have a policy
framework and institutions in place for most of policy areas covered under this
dimension. The one area that tends to be less developed is e-commerce, with many
countries still developing a policy framework for these interventions and upgrading
existing regulation. Most countries are now seeking to ensure that planned policies are
implemented and are sufficiently resourced. In the area of trade facilitation, initiatives
such as custom reform and the development of single windows are ongoing and have
shown positive results, but many initiatives apply to all firms and do not specifically
address the needs of SMEs.

In general, those in the “advanced stage” category have developed a comprehensive
policy framework and are well-advanced in implementation. Some are world leaders in
this area. However some gaps could still be addressed, often in the areas of e-commerce,
trade facilitation, and enhancing GVC participation.

Among the five sub-dimension, and institutionally, framework for ecommerce activities
are not yet in place or currently being developed. Challenges toward greater participation
in GVCs are more in program implementation while support for quality certification in
services are still limited in many of these countries.

In order to encourage SMEs to internationalise and increase their market access, policy
makers could prioritise the following steps going forward:

Table 7.9. Policy recommendations to increase access to markets for SMEs

Level of policy Challenges Policy recommendations

e Conduct a comprehensive assessment on the
competitiveness gap of SMEs’ exports. This
) assessment would be a first step in creating more
Export assistance for SMEs tends to systematic and specific policy measures to support
be ad-hoc in nature SMEs in exporting. This assessment should cover all
factors affecting SME propensity to export, including

those implied by regulations.

o Ensure connectivity cross-country for seamless
movement of goods (whether final or intermediate).
Connectivity is an important pre-requisite for SME

it participation in GVCs. Good connectivity can reduce

i trade costs between firms within the country. The

Cambodia, Lao following are required to develop a robust connectivity:
PDR and

Myanmar o Establish well-connected hard infrastructure (i.e.,

Lack of support and infrastructure to roads, ports, industrial parks, urban amenities,

promote linkage development etc.) within countries. In general, this ensures

between SMEs and MNCs seamless movement of goods with important

impact on the development of networks between
production chains/units.

o Reform trade and investment regime. An open
trade policy can facilitate the supply flow of
intermediate inputs, while a flexible investment
regime can create demand for SMEs’ product
through outsourcing.
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Legal instruments to support the
growth of e-commerce (e.g. on e-
payments or consumer protection) are
incomplete and there has been no
clear strategy to enhance the use of
e-commerce among SMEs

Clear monitoring and evaluation
framework is absence in the member
states of this group — partially related
to immaturity of policy design

Align regulations and investment policy in order to
provide a conducive business environment for the
development of e-commerce. This is a first step for
establishing a strong participation of SMEs in e-
commerce. Investment policy needs to be flexible and
open to major global investors.

Introduce regulatory framework for better
monitoring and evaluation. It is important for
countries in the early stage of policy development to
introduce and integrate a framework and measures for
effective monitoring and evaluation, and this should be
considered at the very early stage of policy formulation.

Mid stage

Brunei
Darussalam, the
Philippines and
Viet Nam

Service quality certification is not yet
well-incorporated, while service
sectors are becoming prominent in
international trade

Some trade facilitation infrastructure
is still to be developed

Specific initiatives to support SMEs in
accessing and utilising trade
facilitation infrastructure are not yet
well-developed

Specific integration policy elements
for SMEs are missing in the countries’
broad strategy to attract foreign MNCs

The regulatory framework may not
have been designed to maximise
SME participation in e-commerce

Improve connectivity within countries and conduct
reforms to improve trade facilitation. The trade
facilitation performance of SMEs in the member states
classified under this group is perhaps not as strong as
it could be. Issues at (e.g. inefficient ports or customs)
and within borders (e.g. missing infrastructure or
logistic facilities) seems to be a strong contributing
factor.

Update infrastructure to help SMEs meet
international standards. It is important for member
states to maintain their level of conformance with
international standards. In a more globalized
environment, countries must be adaptive to fast-
changing product standard and a rise in non-tariff
measures.

Develop programmes that could enhance current,
models of partnership between MNCs and SMEs.
Programmes supporting SME participation in GVCs in
some countries have not been as strong as in other
member states. In these countries, more could be done
to enhance partnership programs that would link local
SMEs to firms that operate in GVCs.

Reform regulations to intensify and increase the
participation of SMEs in e-commerce activities. In
these countries issues have started to emerge,
especially pertaining to fiscal matters such as tax
collection, or how fiscal incentives could foster higher
SME participation in e-commerce activities.

Monitoring and evaluation appear to
be lacking in most areas

Improve regulatory framework for better monitoring
and evaluation. In addition to reviewing and designing
a better framework for evaluation, developing stronger
ties with the private sector through deeper consultation
could provide an additional way to monitor and assess
the impact of public programmes.
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Some initiatives to promote SME
participation in global production
networks are still focusing on certain
sectors or industries, while SMEs are

Intensify and widen sectoral coverage for policies
supporting SME export and participation in GVCs.
It is important for member states in this group to

Advanced dynamically spread across all sectors explore support programmes for developing new

stage in the economy products and new markets for SME exports. This could
help to sustain SME growth in the country.

IMng;ni?;a, Usually these countries would also be Conduct studies to prepare a regulatory framework

Singgpor’e and looking to upgrade in GVCs, moving and po_licy measures  to enhance the third

Thailand to activities that involve the high- unbundling. This assumes the country has also

speed movement of products within
chains, more advanced production
technology, and more intensive use of

moved into quite an advanced stage vis-a-vis in its
services sectors, especially those closely related to
GVCs.

the digital economy

Notes

! The theory posits that the “first unbundling” took place in two waves between 1850 and the 1980s, with a
hiatus from 1914 to the 1960s, while the “second unbundling” began in the 1980s and continues to the present
day. The first was triggered by a decrease in transportation costs, which allowed for a spatial separation of
factories and consumers as productive firms increased the price competitiveness of their products and thus
reached new customers. The phenomenon led to an agglomeration of production as competitiveness began to
hinge on specialisation and achieving the critical mass required to realise economies of scale as well to
develop and diffuse innovations. The second unbundling, dated to the 1980s, was initiated by huge strides in
ICT adoption and sophistication that significantly reduced communication and co-ordination costs. The net
result was the ability to spatially unbundle factories and offices (Baldwin, 2006(;;) and outsource labour-
intensive activities to lower-wage countries, thereby increasing price competitiveness.

2 Mainly on labour cost in labour-intensive activities.

3 For instance providing guidance on new rules under the FTA and assistance with self-certification.

* Through the Prime Minister’s Decision No. 1556/QD-TTg, dated October 17 2012.

> Plaosme initiative, in collaboration with barterfli Holdings.

61In 2017, e-commerce sales were already estimated to account for around 10% of total retail sales worldwide.

7 For instance, e-commerce can lower barriers to entry by eliminating certain sunk costs such as investment in
a physical retail space. It can also connect supply and demand with minimum transaction costs, helping SMEs
to reach non-traditional markets. Engagement in e-commerce can lead to higher productivity, heightened
competition, greater consumer choice and the creation of new jobs (Rillo and de la Cruz, 2016g)).

8 Google and Temasek estimate that the gross merchandise value of e-commerce sales in first-hand goods in
Southeast Asia will increase from around USD 10.9 billion in 2017 to around USD 88.1 billion by 2025.

? The exact number will depend on the origin and destination countries, as well as the product or service.
1 Decision No. 712/QD-TTg.

"Laporan Kinerja Kementerian Koperasi dan UKM Indonesia Tahun 2015, page 66. Available at
http://www.depkop.go.id/uploads/tx_rtgfiles/lakipkkukm2015_01.pdf

"2 The World Customs Organisation (WCO) defines an AEO as “a party involved in the international
movement of goods in whatever function that has been approved by or on behalf of a national Customs
administration as complying with WCO or equivalent supply chain security standards.” The idea is that
customs will trust AEOs and expedite procedures for them.

13 See https://sim.oecd.org/default.ashx?ds=TFI for further information on the OECD’s TFI scores.

' For instance the SMECentre@ASME, with the support of Enterprise Singapore.
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Chapter 8. Institutional framework

Introduction

The institutional framework for SME policy shapes the scope and efficacy of
interventions. It defines the segment of enterprises that can benefit from targeted policies
and how interventions are organised. Institutions, and the laws, regulations and policies
they produce, define the “rules of the game” that influence the actions and behaviour of
economic actors (North, 1990,;; Williamson, 2000(,)) and policy makers.

Implementing an effective and efficient SME policy is a challenge across different
country income groups, even in countries that benefit from substantial public resources
and a competitive public administration. This is due to the highly diverse nature of any
SME population and its geographic spread, and to the significant impact that SME policy
has on economic growth, employment and social inclusion, rendering it a highly political
topic. The fact that SME policy cuts across many different policy areas also makes
implementation challenging. The co-ordination, sequencing and targeting of interventions
thus becomes critical to effective SME policy.

The institutional framework for SME policy should include both a “hardware” component
and a “software” component. The hardware component is the set of bodies in charge of
elaborating, implementing, monitoring and evaluating SME policy, at both the central and
local levels, as well as their physical structures and human and financial resource
allocations. The software component determines how and whether those institutions work
together towards reaching common objectives, how they interact with target enterprises
and their representatives, and how they interact with a broader community of SME policy
stakeholders including employers, employees, local administrations, academics,
development assistance agencies and non-governmental organisations (NGOs).

Assessment framework

The assessment framework for this policy dimension on institutional framework
(Dimension 5) is comprised of three sub-dimensions, each covering different building
blocks of SME policy. The first and third are concerned with the scope of SME policy,
and the second covers the organisation of interventions and strategic planning.

Sub-dimension 5.1 considers the nature and use of the respective country’s SME
definition. The object is to define the scope of an SME policy and to establish a common
understanding of the target of public policies and programmes in order to facilitate
co-ordination among public institutions. Alongside an assessment of whether a definition
exists and is used consistently, this sub-dimension looks at the nature of the definition
itself: the criteria it uses and whether it segments an “SME” by sub-class (micro, small
and medium). The type of criteria used has implications for data collection and the
efficacy of policies. If the purpose of SME policy is to address market failures of scale
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and scope, the definition must define the limit above which such structural market
failures no longer play a significant role.

Figure 8.1. ASPI 2018 framework for assessing institutional framework

Dimension 5: Institutional framework

Legal definition

31 ehEaefhiton *  Consistent use of definition in legislation

National SME development strategy

Alignment of national SME strategies to ASEAN SAP SMED (2016-
2025)

SME policy implementation agency or equivalent

Availability of statistical data on SMEs

5.2 Strategic planning, policy design and
coordination

5.3 Informal economy *  Measures to tackle informal economy

Sub-dimension 5.2 looks at how SME policy interventions are organised, whether mid-
and long-term strategic planning is conducted, whether co-ordination and consultation
mechanisms are in place, whether the impact of policies is monitored and evaluated, and
whether a comprehensive set of SME statistics is regularly collected. This sub-dimension
covers both the “hardware” of SME policy (institutions, budgets and resources) and its
“operation software” (strategic approach, action plans, policy mandates, co-ordination
and consultation mechanisms), as mentioned in the introductory section.

Sub-dimension 5.3 covers the informal economy. In many ASEAN member states, a
significant number of SMEs, particularly those operating at micro level, can be
considered informal — either entirely (they are absent from formal business registers), or
in part (they adopt informal practices that make them non-compliant with government
laws and regulations). Enterprise informality is a complex phenomenon with wide social,
fiscal and legal/regulatory ramifications. While this assessment considers the size and
structure of the informal economy to be an important consideration for SME policy
makers, informal enterprises mostly operate outside the scope of SME policy, and
therefore this sub-dimension is restricted to examining the intensity of policies and
research dedicated to tackling informality. Brunei Darussalam, Malaysia and Singapore
are not assessed here, since they have indicated that informality at enterprise level plays a
marginal role and that addressing the phenomenon is therefore not a priority objective.

The assessment framework assigns a weight of 10% to sub-dimension 5.1 (the SME
definition), 60% to sub-dimension 5.2 (strategic planning, policy design and
co-ordination) and 30% to sub-dimension 5.3 (measures to tackle the informal economy).
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Analysis

The overall assessment results for Dimension 5 are presented in Figure 8.2. Countries are
scored for each sub-dimension on a scale of 1 to 6, with 6 being the highest. Detailed
analysis by sub-dimension follows.

Figure 8.2. Weighted scores for Dimension 5 by sub-dimension

6.00 — MYS Mys 6 SGP
VNM O SGP THA
5.00 — LAO
2 THA IDN PHL
PHL O IDN ®
400 — BRN Q KHM Bl VNM
@ MMR oty L
5 THA
& IDN-@ PHL
3.00 —
LAO
KHM
MMR O KHM LAO
2.00 —
MMR
1.00 —
\ \ \
5.1 SME definition 5.2 Strategic planning, policy design 5.3 Measures to tackle
and co-ordination informal economy

Sub-dimension

Sub-dimensions 5.1 and 5.2 show a relatively high and similar ASEAN median score.
However, significant dispersion can be observed in sub-dimension 5.2, suggesting
significant variation in the level of policy development across the region. Sub-dimension
5.3 presents a lower ASEAN median score and an equally significant dispersion of scores
at the country level.

Sub-dimension 5.1: SME definition

Although the ten ASEAN Member States (AMS) are moving towards closer co-operation
in the area of SME policy,' they have not adopted a common SME definition, unlike the
European Union, for instance. Each AMS has its own SME definition, which reflects the
country’s economic characteristics, its policy priorities and the level of data available on
enterprise dynamics.

Table 8.1. Scores for sub-dimension 5.1: SME definition

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Median StD.

Planning and design 395 395 451 506 600 377 451 543 487 543 469 0.70

Total sub-dimensionscore  3.95 395 451 506 6.00 377 451 543 487 543 469 0.70

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.
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In line with international good practices, most AMS have adopted a multi-criteria
definition of SMEs or MSMEs that covers both employment and either total assets or
turnover. Brunei Darussalam and the Philippines rely on a single criterion to determine
size: namely, employment in Brunei Darussalam and total assets in the Philippines.
Employment is the most common criterion used across AMS, as it is the easiest
characteristic to observe and a proxy good indicator of enterprise structure. Only
Indonesia and the Philippines do not use employment as the central criterion for SME
classification. In Lao PDR, Malaysia, Myanmar and Thailand, different thresholds are
applied based on the enterprise’s main sector of activity. While sectoral differentiation
may facilitate better policy targeting, it can also increase the complexity of data
collection, particularly in countries that may currently have less sophisticated statistical
systems in place.”

Table 8.2. SME definitions in AMS by type, criteria and sector approach

Type Criteria Sector approach Upper threshold for
Economy Legal Working Employment Assets ~ Turnover Cross-sectorial ~Sector-specific employment
Brunei 4 v v 100
Cambodia v v v v 200
Indonesia v v v v =
Lao PDR v v v v 99
Malaysia v v v v 200
Myanmar v 4 4 v v 600
Philippines 4 v v .
Singapore v v v v 200
Thailand 4 v v v 200
Viet Nam v v v v v 200

SME size thresholds vary considerably across the region but respond broadly to standard
international practices. All AMS except Myanmar use fairly restrictive criteria to set the
threshold between medium and large enterprises, using a maximum threshold of 200
employees for medium-sized enterprises. Given that many enterprises in the
manufacturing sector tend to engage in labour-intensive operations, particularly in the
lower-income AMS, a restrictive upper limit may prevent a number of medium-sized
enterprises with relevant growth potential from receiving policy support. It may also
result in a relatively small share of medium-sized enterprises in the total SME population.

SME definition: All public agencies should recognise a common definition

All AMS except Brunei Darussalam and Singapore have given a formal basis to their
SME definition by either enshrining it in a specific SME law or charter’ or through a
specific act issued by the mandated ministry. Brunei Darussalam and Singapore have
taken a more flexible approach, using a definition that responds to the operational needs
of the various government agencies implementing SME policies.

This definition sets the scope of SME policies and programmes, while establishing a
common denominator for policy co-ordination across different government agencies. It
also provides a single classification for private enterprises to determine their size, which
can be useful for accessing certain programmes. It would therefore be good practice for
all public agencies to recognise a common SME definition. Currently this only appears to
be the case in Malaysia, with other AMS using a number of different definitions with
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varying degrees of internal co-ordination. In several cases, for example in Lao PDR, the
national statistical office uses enterprise size categories that do not correspond with the
official definition, potentially depriving policy makers of a solid statistical base. Some
AMS have established inter-agency working groups that are currently reviewing the
country’s SME definition in order to establish a common understanding of the target
segment among public agencies.”

Sub-dimension 5.2: Strategic planning, policy design and co-ordination

SME policy tends to be horizontal in nature. It is applied in a wide range of policy areas
and requires intervention by a number of different public agencies to be effective. Since it
generally aims to produce structural change, it tends to require a longer policy cycle to
take effect. SME policy thus requires a strategic medium-term approach with close
co-ordination among different public agencies, and this should be built on consensus
through consultation with the private sector and other policy stakeholders.

To organise policy interventions effectively, countries often elaborate a multi-year
strategic document for SME development — either as a stand-alone strategy or as part of a
national medium-term development plan. A well-structured strategy should usually
include the following elements: i) a clear indication of how the SME sector is expected to
perform at the end of the strategy timeline; ii) well-defined and quantifiable objectives, as
well as intermediary targets; iii) an outline of how to organise policy interventions to
achieve these objectives; and iv) the sequence of policy interventions. It should indicate
the resources required to implement the strategy, as well as how to monitor and evaluate
implementation. The strategy should be elaborated on the basis of intense consultation
within and outside the public administration in order to build consensus among different
stakeholders. Strategy elaboration should be based on solid evidence, in particular a
thorough understanding of the characteristics and trends of the SME population. It should
also usually be developed in reference to broader development plans or strategies at the
national and regional levels.

On a broader level, the roles of different agencies involved in policy design,
implementation and monitoring and evaluation should be clearly assigned. Action plans,
usually annual, should be in place to govern the mobilisation of human and financial
resources over the short-term.

Table 8.3. Scores for sub-dimension 5.2: Strategic planning, policy design and co-ordination

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Median StD.

Planning and design 343 293 547 404 576 284 510 576 588 4.66 488 1.13
Implementation 522 203 453 244 600 238 452 600 58 3.68 452 148

Monitoring and evaluation ~ 2.34 2.04 412 149 562 143 538 6.00 431 29 354 1.65

Total sub-dimension score  4.02 235 477 281 584 235 489 592 55 3.88 440 1.31

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

The median score for this sub-dimension is relatively high, at 4.40. Yet the standard
deviation is also high at 1.31, indicating a wide dispersion in performance across AMS.
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Planning and design: AMS share a culture of consensus building on SME strategy

All AMS agree on the benefit of adopting a strategic approach to SME policy, but they
are at different stages of policy development and implementation. Indonesia, Malaysia,
the Philippines, Singapore, Thailand and Viet Nam carry out strategic planning for SME
development, in line with many good-practice approaches noted above. Most are
currently implementing mid-term strategies for SME development. In the Philippines, a
new strategy has been drafted to cover the period 2017-2022. In Viet Nam, a new strategy
is being prepared following the approval of a new SME law in June 2017.

At the time of assessment, Lao PDR’s new SME strategy (that would run until 2020) was
pending approval, and Brunei Darussalam had begun to elaborate its first SME strategy.
Cambodia has enacted two major strategic documents, the Cambodia Industrial
Development Policy (2015-20) and the National Development Plan (2014-18), both of
which include a section on private-sector and SME development, and it planned to
elaborate a dedicated SME strategy in 2018. Myanmar has not yet put in place a
comprehensive SME strategy, but it has elaborated plans to increase the competitiveness
of its tourism and garment industries, and both of these plans include an SME component.
Where strategies are in place, they generally conform to SAP SMED 2016-25 goals.

All AMS share a culture of consensus building around the government’s strategic
objectives for SMEs, and this is typically achieved through inter-ministerial consultation
and private-public dialogue. Most AMS view SME policy as a tool for achieving
productive transformation, and therefore place significant emphasis on enterprise
internationalisation, integration into global value chains, linkages between SMEs and
larger enterprises, and technological upgrading and innovation. In Malaysia, Singapore
and Viet Nam, SME policy primarily targets enterprises with high growth potential,
mainly in the advanced technology sector or within specific manufacturing sectors. In
many AMS, however, SME policy is also used as a means to achieve inclusiveness
objectives. In Thailand, for instance, policy makers adopt a firm life-cycle approach to
SME development, and they provide support measures to further both inclusiveness and
competitiveness objectives.” In Indonesia, and to some degree the Philippines and Lao
PDR, a much stronger emphasis is placed on the social aspects of SME policy, for
instance as a means to alleviate poverty. In these countries, a strong emphasis is placed on
support for micro enterprises and measures to reduce informality.

Table 8.4. Status of SME strategic planning among AMS

Status of national strategic plans for SMEs

Economy

Developed Being developed Period covered

Brunei v

Cambodia v

Indonesia v 2015-19
Lao PDR v 2016-20
Malaysia v 2012-20
Myanmar v

The Philippines v 2017-22
Singapore v 2016-20
Thailand v 2017-21
Viet Nam 1 v 2016-20

Note: 1. At the time of assessment Viet Nam had recently passed a new SME law (in 2017), and this was
serving as a broad strategy for SME development.
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In most ASEAN member countries, SME policy is governed by a ministry connected to
the economy — for instance the Ministry of Economy, Trade or Industry — in line with the
productive transformation approach. In Indonesia, SME policy is governed by a dedicated
ministry for SMEs and co-operatives that was established in its current form in 1995. In
Thailand, SME policy is supervised by the National Board of SME Promotion, which is
chaired by the prime minister. Policy in most AMS is conducted centrally, while in
Indonesia and Philippines, two large and geographically dispersed countries, many SME
support programmes are led by local authorities, often in co-operation with central
government institutions.

Implementation: Four AMS have specialised SME development agencies

Four AMS — Brunei Darussalam, Malaysia, Singapore and Thailand — have created a
specialised agency for SME development, and one AMS (Viet Nam) has created a
specialised agency for enterprise development in general. These agencies contribute
significantly to SME policy elaboration, lead policy implementation and manage intra-
agency co-ordination. They manage a broad range of support programmes,’ and are
typically well-resourced. The agencies in Brunei Darussalam, Malaysia and Thailand are
exclusively dedicated to this task, while the agency in Singapore performs a number of
parallel functions.

Malaysia established a specialised SME development agency in 1996, and this was
rebranded as SME Corp. in 2009. The agency is a central co-ordinating body under the
Ministry of International Trade and Industry. It is in charge of implementing the
country’s SME Masterplan (2012-20), which involves co-ordinating policy interventions
carried out by 15 ministries and more than 65 government agencies at central and
provincial levels. SME Corp. also acts as a secretariat for the National SME Development
Council, chaired by the prime minister. It employs over 300 staff.

Thailand established the Office for SME Promotion (OSMEP) in 2000. This agency
reports directly to the National Board of SMEs Promotion, which is chaired by the prime
minister. OSMEP is responsible for overseeing implementation of the national SME
Promotion Plan (2017-21), which involves co-ordinating SME policy-related
interventions carried out by 20-30 government agencies, managing the integrated budget
for SME development’ and monitoring implementation of the SME Promotion Plan. It
employs around 200 staff.

Singapore established an agency responsible for SME development, among other tasks, in
1996, and this was rebranded as the Standards, Productivity and Innovation Board
(SPRING) in 2002. The agency falls under the institutional umbrella of the Ministry of
Trade and Industry, but it enjoys considerable operational autonomy. MTI governs
SPRING Singapore via a set of key performance indicators that are developed for the
agency, and they have a contractual relationship. On 1 April 2018 SPRING Singapore
merged with International Enterprise Singapore, the government agency in charge of
helping Singaporean companies to internationalise, to form Enterprise Singapore.

Brunei Darussalam and Viet Nam have established their agencies more recently, but they
are advancing quickly. Brunei Darussalam established a dedicated SME development
agency, Darussalam Enterprise (DARe), in 2016. This agency offers a variety of business
development services as well as logistical support to local enterprises. Viet Nam
established its Enterprise Development Agency (EDA) in 2010, and this agency has an
SME division. The EDA operates under the Ministry of Planning and Investment, and
SME policy elaboration and co-ordination is conducted through the Council for SME
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Development, which is chaired by the prime minister. The country’s new Law on SME
Support and an associated decree provide new guidelines on public support for SME
development.

In the remaining AMS,® the functions of policy elaboration, implementation, monitoring
and evaluation are concentrated in a single unit situated within the line ministry in charge
of SME policy. The Philippines and Indonesia have a relatively well-developed
institutional framework, and the central ministry can rely upon a network of
implementation units across the country, established with the support of local authorities.
In Cambodia, Lao PDR and Myanmar, the institutional framework for SME policy is still
being developed.

In the Philippines, the policy scope and mandate for SME development has been defined
under the Magna Carta for MSMEs since 1991.° The mandate for SME development has
been assigned to the Department of Trade and Industry (DTI), while policy action is
co-ordinated through the SME Development Council, which brings together all line
ministries and government agencies involved in SME policy. A similar structure is
replicated at the provincial level. Direct enterprise assistance is provided through a
network of Negosyo Centres, which are co-managed by local authorities. Their role was
enhanced in 2014 under the Go Negosyo Act.

In Indonesia, the Ministry of MSMEs and Cooperatives is responsible for SME
development and it also manages central government instruments for SME support. These
instruments mainly focus on improving access to finance, with two notable examples
being the SME Revolving Fund and the KUR microcredit programme.'® The Ministry of
Economic Affairs is responsible for policy co-ordination, while Bappenas, the national
planning ministry, ensures that these policies are consistent with national development
objectives. Enterprise assistance is provided by a network of business development
centres at the local level.

Cambodia and Lao PDR have a dedicated department or unit for SME development that
sits within the line ministry responsible for SME policy. In Cambodia, the General
Department for SMEs, under the Ministry of Industry and Handicraft, has limited policy
implementation capacity due to a lack of funding and human resources. It therefore
generally exercises a regulatory function, and SME development programmes tend to be
conducted in co-operation with bilateral and multilateral donors.

In Lao PDR, the Department for SME Promotion is part of the Ministry of Industry and
Commerce. Its policy implementation capacity is limited, and enterprise support is mainly
provided by donor-funded projects. A first pilot SME support centre was established in
2017 in Vientiane in co-operation with the Chamber of Industry and Commerce, the
Department of SME Promotion (within the Ministry of Industry and Commerce), and
GIZ. The plan is to establish similar centres in the country’s main economic centres.

In Myanmar, SME policy is guided and co-ordinated by an inter-ministerial body, the
Central SME Development Committee, which is chaired at the highest government level.
The mandate over SME policy has been assigned to the Ministry of Industry, but other
line ministries retain responsibility for SMEs operating in non-manufacturing sectors.
Over the last three years, the Ministry of Industry has established SME Centres across the
country. It plans to establish a dedicated SME development agency and bring the centres
under its aegis, but development plans have been slowed by the fact that the SME
Development Committee rarely meets and by limited human and financial resources.
More concrete plans to establish this agency have recently been proposed.
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Monitoring and evaluation: A lack of reliable data can hinder assessment

Monitoring of SME policy is conducted across all AMS. Regular monitoring and
advanced mechanisms have been established in the countries with the most advanced
institutional frameworks (Malaysia, the Philippines, Thailand and Singapore). Indonesia
and Viet Nam are working on improving current monitoring systems, which partly rely
on information provided by local administrations. Brunei Darussalam, Cambodia, Lao
PDR and Myanmar have implemented a limited number of SME support programmes,
which rely mainly on monitoring performed by international and bilateral donors.

Impact evaluation of SME support programmes commissioned by public institutions is
relatively rare in the ASEAN region. In Singapore, Enterprise Singapore (SPRING
Singapore at the time of information gathering and validation) regularly commissions
independent evaluations of its major enterprise support programmes to independent
experts and academics. The evaluation reports remained confidential, but their
conclusions were taken into account during periodic programme reviews. In Malaysia,
SME Corp., with the assistance of the World Bank, undertook a Study on Early
Assessment of the Malaysia SME Masterplan to assess the implementation of the plan’s
High Impact Programmes, including the performance of their monitoring and evaluation
frameworks. In the Philippines, the DTI has commissioned an independent review of the
2011-2016 SME Development Plan, but no programme impact evaluation studies have
commissioned so far.

Reliable and timely data on SME population characteristics and trends allow governments
to design policy actions based on strong evidence. Such data form the basis for effective
monitoring and evaluation. But standards on official SME data vary considerably across
the ASEAN region which could contribute to confusion.

The most economically developed countries (Singapore, Malaysia and Thailand) release
yearly data, including information on SME numbers, employment, turnover, and, except
for Thailand, value added, divided by enterprise classification size, sector and location.
Viet Nam is also producing increasingly complete sets of SME statistics, while Brunei
Darussalam has started to collect SME data regularly. Philippines Statistical Authority
produces fairly complete SME data, but the figures are issued irregularly and are subject
to time delays. In Indonesia, the data set is limited and the classification of independent
farmers as SME units results in a bloating of the total SME population. SME data for
Cambodia, Lao PDR and Myanmar are limited and the available data sets are often
incomplete. In Myanmar, for instance, SME statistics include only enterprises operating
in the manufacturing sector and registered with the Ministry of Industry; likely
underestimating the total number of SMEs in the country. In Lao PDR, SME data exclude
micro enterprises (the large majority of enterprises) and, in a country where enterprise
informality is estimated to be extensive, official statistics significantly underestimate total
employment in MSMEs.

Sub-dimension 5.3: Measures to tackle the informal economy

Most mid- and low-income ASEAN Member states have a large informal sector. As
informality plays only a marginal role in two relatively high-income countries — Malaysia
and Singapore — they are not included in the following analysis.

The presence of a large number of informal enterprises has significant implications for
social, fiscal and economic growth. Those implications extend to enterprise development
and competition dynamics, and are therefore highly relevant for SME policy. The level of
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informality is often particularly high among micro enterprises and self-employed
entrepreneurs, which make up a large share of the SME population. These enterprises and
entrepreneurs have no public voice or representation, and there are no official statistics
documenting their existence, only anecdotal evidence and ad hoc surveys. A considerable
section of the enterprise population thus risks being confined to a limbo outside the scope
of SME policy.

A broad definition of the informal sector includes all enterprises and self-entreprencurs
that produce legal good and services but are not compliant with labour, fiscal and
administrative laws and regulations (Feige, 2016p;). There are different degrees of
informality, from unregistered enterprises and self-entrepreneurs with no relations with
the public administration (total informality) to enterprises that are registered and
acknowledged by the public administration but that are not fully compliant (partial
informality). The most common cases of non-compliance relate to non-respect of labour
regulations, non-payment or partial payment of social security and pension contributions,
and tax evasion.

The reduction of informal labour has wide implications for social inclusion and public
health, and it is these areas that have attracted the highest attention from economists,
international organisations (particularly the ILO) and policy makers. The same is true of
informality’s fiscal implications. The implications of informality on enterprise
development have been relatively less studied, mainly due to the extreme difficulty of
collecting data for empirical analysis.

In general terms, informal enterprises tend to have lower operational costs than their
formal peers. Informality tends to be higher in sectors where non-qualified labour is the
main production factor, entry of barriers are low and economies of scale play a very
limited role. In those sectors — traditional services, low-scale construction activities and
labour-intensive manufacturing such as garment, furniture and food processing —
competition from informal enterprises undercuts the margins of more formal enterprises.
This distorted competitive dynamic reduces incentives to formalise and has a negative
impact on capital accumulation and on the upgrading of production processes and the
introduction of product innovation. These factors may force formal enterprises to move
towards partial informality or to rely on informal suppliers and sub-contractors to retain a
competitive edge. Informal enterprises are less inclined to invest in skills development
and in fixed assets, also because they are excluded from formal access to finance.

A high rate of enterprise informality is common in many rapidly developing countries and
can be viewed as a transitory phenomenon that is driven by economic necessity and will
decrease as more opportunities open up in the formal sector. Factors that increase
informality include lack of social benefits in the formal sector and high costs, like taxes,
that are imposed on formal employees and entrepreneurs. Informality can also result from
a dual economic system, with informal workers and entrepreneurs providing cheap
labour, goods and services to the formal sector.

Since the informal economy tends to be hidden, both the forces driving it and the
characteristics of informal enterprises across ASEAN remain largely opaque. The scarce
available data indicates that informality is also pervasive in mid-income and well-
diversified ASEAN economies. In Indonesia and Philippines, informal labour represents
around 70% of total employment in the non-agricultural sector. In Viet Nam and
Thailand, the informal labour share is respectively 44% and 42% (ILO, 2013 4)).
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The assessment framework for sub-dimension 5.3 looks first at the efforts of the selected
AMS to document, analyse and understand the issue of informality. It then considers the
government policy response and the status of policy implementation. The final set of
indicators covers the phase of monitoring and evaluation.

Table 8.5. Scores for sub-dimension 5.3: Informal economy

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Median StD.

Planning and design NA 265 348 265 NA 183 348 NA 515 515 348 1.18
Implementation NA 265 377 265 NA 100 375 NA 265 375 265 0.93

Monitoring and evaluation NA 183 265 100 NA 100 3.06 NA 265 224 224 0.76

Total sub-dimensionscore N/A 249 344 232 NA 129 352 NA 353 3% 344 087

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

The overall assessment scores for this sub-dimension are relatively low. The median
score for the seven countries covered by the assessment is 3.44, but the level of standard
deviation is also relatively low at 0.87, indicating that no country has made major
progress in this area.

Planning and design: Toleration of informality is higher in lower-income AMS

Of the seven AMS scored in this sub-dimension, four have made attempts to evaluate the
size and characteristics of the informal sector (Indonesia, the Philippines, Thailand and
Viet Nam). In three countries (Cambodia, Lao PDR and Myanmar), where the level of
informality is believed to be particularly high among micro enterprises, the government is
currently considering policy options to tackle informality.

The countries in the first group generally consider that informality is mainly driven by the
regulatory system’s complexity and high compliance costs, but that it is also generated by
poor enforcement of labour regulations, particularly for labourers who have low skills and
limited information, and by the lack of access for most micro enterprises to formal
external financing. Statistical information about the size and characteristics of the
informal sector are drawn mostly from the population census and labour force and
household surveys, complemented by ad hoc surveys conducted by international
institutions, NGOs and independent researchers. Data availability remains limited, is
often not updated and mainly relates to informal labour.

In Cambodia, Lao PDR and Myanmar, informality is largely seen as way of securing
employment opportunities and subsistence for large segments of the low-income
population. Self-entrepreneurship and informal household business activities act as a
buffer given the lack of social protection and the high rate of urbanisation. At the same
time, an increasing number of formal jobs are being generated in labour-intensive
manufacturing activities, such as garment production in Cambodia and Myanmar, or in
the service sector, such as tourism in Lao PDR.
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Implementation: AMS are tackling informality from different perspectives

The four countries that are most advanced in planning and design have taken action to
reduce the level of informality, although the level of implementation still remains rather
limited. There is scant evidence of targeted government actions to tackle informality in
the lower-income AMS, where toleration of informality is higher.

In Indonesia, the government is trying to tackle formalisation of the informal sector from
different perspectives. It has created incentives for informal enterprises to register as
companies by providing free registration for micro enterprises and simplifying the
registration process. It is also facilitating access for all micro and small enterprises to a
system of subsided loans and government-backed credit guarantees (the KUR
programme), regardless of the formal or informal status of the company, with the
expectation that an informal enterprise will move towards formalisation once it starts to
expand its operations.

In the Philippines, most government action is directed at reducing the level of informal
labour through a series of pro-active programmes conducted by the Department of Labour
and Employment. The government is also simplifying company registration procedures,
extending the network of Negosyo centres that provide assistance and information to
formal and informal entrepreneurs, and creating incentives to push informal enterprises
towards formalisation, for example by reserving 10% of the total value of public
procurement tenders for formal MSMEs.

In Thailand, a large number of enterprises (around 2.2 million) are known to the
authorities but are currently classified as non-juristic entities. Only around 600 000
enterprises are currently classified as juristic entities. Non-juristic entities are those
enterprises that are unincorporated'' yet still licensed to operate (usually by the local
government administration). Thailand is currently working on a legal framework to
enable sole ownership enterprises to register as a juristic entity. While the government
has not yet put in place a comprehensive strategy for the reduction of informality, the
National Economic and Social Development Board has been active in this area. After it
organised a national conference on the matter, the reduction of informality became a main
objective of Thailand’s national economic and development plans.

Table 8.6. AMS shadow economies, 1991-2015 (% of official GDP)

Economy Average Standard deviation
Brunei 29.8 1.2
Cambodia 46.0 6.8
Indonesia 19.8 1.6
Lao PDR 30.3 38
Malaysia 315 2.8
Myanmar 514 6.9
Philippines 39.3 55
Singapore 11.9 1.3
Thailand 50.6 34
Viet Nam 15.1 2.3
ASEAN 32.6 3.6

Note: “The shadow economy” refers to all economic activities that are hidden from government authorities.
Source: Schneider and Medina (2018), https://doi.org/10.5089/9781484338636.001.
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Viet Nam is currently developing initiatives to encourage household enterprises, where
informality is prevalent, to register as incorporated enterprises. This is part of its objective
of reaching the bar of 1 million registered enterprises by 2020. At the same time, it is
tackling the issue of informal labour and monitoring the progress of labour force surveys
conducted by the General Statistical Office.

Monitoring and evaluation

Few AMS have monitoring mechanisms in place to assess the performance of
programmes to tackle informality, since few countries have a concrete strategy to tackle
informality. Some countries do monitor the performance of specific initiatives. For
instance in some countries the main initiative in this area is to increase the ease of
company registration. These countries often use some metrics to monitor performance
here, for instance performance in the World Bank’s Doing Business, or the number of
local government offices where registration can now be conducted. However few AMS
conduct assessments of informal or previously informal enterprises to ascertain the
effectiveness of public programmes and policies.

The way forward

The institutional framework is the main building block for effective and time-consistent
public policy towards the SME sector. A strong correlation exists between the level of a
country’s institutional and policy framework and the results achieved across the other
policy dimensions. The development of the overall institutional and policy framework
varies considerably among the AMS Figure 8.3. However, a number of trends can be

observed.
Figure 8.3. Weighted scores for Dimension 5: Institutional framework
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Note: The graph demonstrates the level of policy development in each AMS indicated by the 2018 ASPI
scores. Countries fall into one of three categories and are ordered in this category alphabetically.
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Countries in the “early stage” of policy development are generally still in an early phase
of institution building. While a multi-criteria definition of SMEs has been developed, the
public administration generally uses a common definition of SMEs consistently. Some
countries are still the in process of formulating comprehensive strategic documents to
guide policy interventions for SME development. Many of these countries are in an early
implementation phase. Instead of a specialised agency, policy elaboration and
implementation is generally performed by a single unit placed within a ministry
responsible for industry, commerce or trade. Human and financial resources are often
limited, which can reduce the unit’s capacity for policy implementation. SME data for
impact evaluation is often incomplete, and few programmes are comprehensively
evaluated. The level of informality in these countries is often high, particularly among
micro-enterprises, and governments are still considering how to tackle this issue.

Countries in the “mid stage” have largely built institutions for SME policy and are now
fully engaged in policy implementation — testing and refining strategic planning and
policy co-ordination mechanisms. The majority of the countries have established a
common SME definition and an SME or enterprise development agency (Thailand,
Brunei and Vietnam). In large and geographically dispersed countries (Indonesia and the
Philippines) SME development programmes tend to be implemented by local authorities,
with a central authority acting as co-ordinator. Regular monitoring mechanisms have
typically been established, although there tends to remain a lack of robust and regular
data for effective monitoring. Many of these countries have made attempts to evaluate the
size and characteristics of the informal sector and have taken actions to reduce the level
of informality, although the level of implementation still remains rather limited.

Countries in the “advanced stage” have established institutions that are aligned with
internationally-recognised good practices. Specialised development agencies contribute
significantly to SME policy elaboration, and they also coordinate implementation with
different line ministries and agencies. Some countries have established an agency with the
single task of developing the SME sector, while others have established an agency that
also performs other parallel functions. Monitoring and evaluation mechanisms are
generally advanced, and are supported by robust and timely data.

Across the region as a whole, AMS are moving towards closer co-operation in the area of
SME policy. However, the varying stages of economic development may present some
challenges here. Going forward, policy makers could consider the following policy
options:

Table 8.7. Policy recommendations to enhance the institutional framework for SME policy

Level of policy Challenges Policy recommendations

. Leverage donor support. Donor support can be
used to augment resources. In addition to financial
resources, policy makers could consider integrating
project implementation units into government

Early stage structures in order to build further capacity within
Limited human and financial government institutions
ggrgt;(;dclla, L ir;’sp(fg:s:;;r:;}r/]rs:rt)relltz;titr;ohcy . Set policy objectives in relation to resources

available. Policies and elaborated during the
design phase should carefully consider the
resources required for desired interventions, in
order to ensure that they can realistically be
implemented.

Myanmar
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The level of informality is particularly
high among micro-enterprises and
self-employed entrepreneurs, and
there is a lack of reliable statistical
data on the dynamics of informality

Enhance cooperation with entities that have
extensive contracts with informal enterprises.
Working more closely with such entities, such as
NGOs, micro-finance institutions and local public
administration, may help central governments to
gain a clearer picture of informality in the country

Develop data collection through enterprise
surveys. Where policy makers lack resources for a
comprehensive enterprise census, they could

consider conducting a survey on the topic, or by
utilising studies conducted by bi- or multi-lateral
agencies such as bilateral donors, UN agencies
and international organisations.

. Clearly define clear roles and responsibilities of
different actors. Policy makers could consider
conducting a stock take of SME development
interventions carried out by different government
agencies, assigning the body that holds the
ultimate mandate for SME development to lead the
exercise. This could be followed by a clear

In a number of countries, some
government bodies have overlapping
responsibilities

Mid stage delineation of responsibility by policy area.

Brunei . Enhance data collection. In some countries data
Darussalam, on the SME population is collected irregularly, with
Indonesia, the key indicators missing, or by using a different SME
Philippines and definition to the one used by other public
Viet Nam authorities. This can hamper governments’ ability to

Some countries could further refine design evidence-based policies.

:)hjig;;c;ﬁﬁ; f evidence-based . Ensure that strategies include measurable
targets, and develop annual action plans. This
will be important in later assessing the
effectiveness of policies, and ensuring that policy
interventions are implemented on time and
appropriately sequenced.

Advanced . Continue to focus on improving and refining

policy  co-ordination and monitoring
stade S mechanisms. These countries could focus on
These countries typically host enhancing the use of systematic independent

Malaysia, dynamic enterprises, and must stay impact evaluations for their most important support
Singapore and  reactive to their needs programmes. This evaluation should be planned
Thailand

from the outset, with data collection requirements
identified.

Notes

' As demonstrated by the adoption of the SME Blueprint and the SAP SMED.
? For instance, this may be the case in Lao PDR and Myanmar.

3 As has been the case in Viet Nam, Indonesia and Lao PDR.

* For instance in Cambodia and Indonesia.

> To enhance inclusion, policy makers provide support for micro and community enterprise
development. To enhance competitiveness, policy makers provide support for innovative and
technology-intensive SMEs.
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6 . .. .
Such as measures to increase access to finance, training and advanced business development
services.

7 The number of government agencies varies by fiscal year.
¥ Cambodia, Lao PDR, Indonesia, Myanmar and the Philippines.

? The Magna Carta for MSMEs is a legislative act that was approved in 1991 and amended in
2008.

' The KUR microcredit programme is a large subsided credit scheme for MSMEs.

' These enterprises also tend to be absent from the official company register.
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Chapter 9. Legislation, regulation and tax

Introduction

In a well-functioning market economy, policy makers develop rules to govern the market
and maximise public welfare. These rules are designed to maintain competition and to
promote positive spill overs from economic activity, for instance by supporting public
investment in common goods such as infrastructure, law and order, and education
(through the payment of taxes), or by mitigating negative externalities such as risks to
public health and safety or adverse effects on the environment. The rigidity of these rules
may vary, ranging from soft tools, such as implicit or explicit signals and
communications, to progressively harder instruments, such as direct and indirect
incentives or mandatory rules and regulations.

Compliance with these rules invariably increases the cost of doing business (OECD,
2004;3; Schiffer and Weder, 2001, and studies have shown that these costs tend to be
particularly onerous for SMEs (EC, 2007;3;). SMEs tend to possess fewer internal
resources than larger firms. They may need to seek external advice or invest in specific
training, which costs more for SMEs than for larger firms (OECD, 2017;). Moreover,
the success and comparative advantage of SMEs generally derives from their flexibility
(OECD, 20174;), and rules that constrain this flexibility may lead to the exit or stagnation
of otherwise promising firms. This is particularly the case for rules that are frequently
changed or sporadically enforced.

Onerous regulations may encourage firms to select informality over compliance. Informal
practices may increase profit margins in the short run — through the avoidance of tax,
administrative burdens and social security contributions — and can theoretically allow
enterprises to retain their flexibility. Over the long run, however, informal practices can
limit economy-wide productivity growth. Informal enterprises may face higher barriers to
accessing finance, high-quality inputs and managerial talent, while being further exposed
to rent-seeking by public officials (Bannock and Mariell, 2003s;; La Porta and Shleifer,
2014s)). Regulations that drive a significant proportion of SMEs to operate informally
may have a detrimental impact on public budgets, the environment and inequality, as well
as economic structure and net productivity as a whole. Bannock et al. (2003(5)) have
argued that unrealistic rules and unpredictable enforcement may divide an economy into
formal and informal sectors, erecting a barrier between the two, and thereby creating an
entrenched dual economy.

Yet the ability of policy makers to correct informality should not be overstated. Many
ASEAN Member States (AMS) face high levels of informality, but this is generally
corrected over time by economic growth (La Porta and Shleifer, 2014). Various studies
suggest that many informal enterprises operate in their own economy, displaying very
little interaction with formal enterprises, and may lack the productivity ever to be able to
compete as a formal enterprise (La Porta and Shleifer, 2014;;). Where informal and
formal firms do transact, the latter may prefer for the former to remain informal in order
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to keep their own costs low." Informal enterprises are a source of livelihood for the
poorest in many emerging markets, and the net result of imposing regulatory and taxation
requirements may be to drive such enterprises out of business, resulting in poverty and
destitution among informal workers and entrepreneurs (La Porta and Shleifer, 2014)).

Regulations are often developed under the influence of shifting economic views, political
changes and reactions to market distortions (De Grauwe, 20177, which increases their
complexity and unpredictability and adds more burden on SMEs. Rather than pushing
firms to register and increase tax and regulatory compliance, either through costly
incentive programmes or strict enforcement measures, policy makers could ensure that
regulations are designed with SMEs in mind. This approach has been adopted in many
OECD countries, including those in the EU, with the “Think Small First” principle. This
principle requires public officials to consider the interests of SMEs early on in the policy-
making process in order to ensure that they are not overly onerous on SMEs and that
public initiatives effectively address their needs. Such rules should be proportional,
accountable, transparent and consistent (OECD, 2004,;) and designed in consultation
with the private sector and other relevant stakeholders, with the aim of producing a more
holistic assessment of their impact. The institutionalisation of good practices in
developing regulatory and tax policies, the provision of digital platforms, and the
rationalisation of procedures for registration and compliance can help create a more
conducive environment for SMEs (OECD, 2018 forthcomingjg)).

Assessment framework

The assessment framework for Dimension 6 focused on legislation, regulation and tax, is
structured around five sub-dimensions. Two of these sub-dimensions cover the process of
developing regulation, and three cover the facilities and procedures surrounding the key
points of transaction between an enterprise and the public administration: company
registration, the ease of filing taxes and the use of digital versus analogue platforms for
payment of pensions and other forms of social security.

Sub-dimension 6.1 assesses whether public-private consultations are conducted to inform
the development of business-related regulations, and if they are frequent, transparent and
representative. Such consultations are an important element of good regulatory practice,
enabling policy makers to establish a constructive, transparent and open dialogue with
representatives of the SME sector; obtain feedback on proposed reforms; and better
calibrate regulatory measures that maximise compliance while minimising negative
impacts on private-sector activity.

Sub-dimension 6.2 looks at legislative simplification and whether the potential impacts of
regulatory reform are evaluated. In particular, it considers whether mechanisms are in
place for systematic review of legislation, such as regulatory impact analysis (RIA) or a
similar tool to assess the impact of reforms, particularly for major regulations. In
addition, it looks at whether the impact analysis includes an SME-specific component.

Sub-dimensions 6.3 and 6.4 look at policies governing two main transactions with the
public sector, namely: company registration and tax filing, as well as their respective
performance. This is mainly assessed using World Bank data.
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Figure 9.1. ASPI 2018 framework for assessing legislation, regulation and tax

Dimension 6: Legislation, regulation and tax

6.1 Public-private consultations

Frequency and transparency of consultations
Private sector involvement in consultations
Ex-post evaluation

6.2 Legislative simplification and regulatory impact
analysis

Initiatives to streamline regulation
Formal requirements

Use of regulatory impact analysis
Consideration of SME specific aspects

6.3 Company registration

Steps, time, cost required to register (WBDB)
One-stop-shop company registration

Online registration

Use of single identification numbers
Monitoring and evaluation

6.4 Ease of filing tax

Tax payments for a manufacturing company
Time required to comply with three major taxes
Postfiling index

World Bank Doing Business indicators

6.5 E-government

Online filing of tax, social security, pensions online
Encryption
Database integration among public institutions

Sub-dimension 6.5 gauges the sophistication of e-government services. Digital platforms
can significantly lower compliance costs for smaller companies by reducing the time and
cost required to visit public administration offices and fill out paper forms. The indicators
used in this dimension cover the existence and operability of e-government platforms,
harmonisation between different government databases, and the use of electronic

signature, or other unique forms of identification.

In aggregating Dimension 6 assessment scores, the first three sub-dimensions have been
assigned an equal weight of 25% each, while sub-dimension 6.4 on ease of tax filing
carries a weight of 10%, and sub-dimension 6.5 on digital government services is

assigned a weight of 15%.

Analysis

The overall assessment results for Dimension 6 are presented in Figure 9.2. Countries are
scored for each sub-dimension on a scale of 1 to 6. Detailed analysis by sub-dimension

follows.
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6.5 E-government

The indicators included in this sub-dimension are divided into three blocks. The first row
covers the frequency and transparency of public consultations. In particular, it looks at the
existence of mandatory requirements for public consultation; the structure, practice and
frequency of those consultations; and the existence and use of feedback and comment-
collection mechanisms. The second row examines the openness and transparency of
private-public dialogue, as well as the ability of the private sector to initiate dialogues.
The final row considers whether the performance of public-private consultations is
monitored and evaluated.

Table 9.8. Scores for sub-dimension 6.1: Public-private dialogue

BRN KHM DN LAO MYS MMR PHL SGP THA VNM Median  StD.
Frequency and transparency 283 298 322 281 5.11 206 416 497 469 3.85 354 099
Private-sector involvement in PPCs 1.09 339 461 329 534 433 516 600 487 403 447  1.31
Monitoring and evaluation 1.55 100 265 155 487 155 375 543 375 155 210 1.50
Total sub-dimension score 188 275 366 275 515 286 448 547 458 346 356 1.12

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

ASEAN SME POLICY INDEX 2018 © OECD, ERIA 2018



9. LEGISLATION, REGULATION AND TAX | 151

Frequency and transparency: Dialogue is common, but structure varies

All AMS use public-private consultations (PPCs), but their frequency and nature differs
considerably. Broadly, three country groupings can be observed: i) those that have
developed a solid, open and constructive practice of public-private dialogue (Singapore
and Malaysia); ii) those that have established the basis for a constructive dialogue, but do
not yet have robust feedback and monitoring mechanisms in place (Indonesia, Thailand,
the Philippines and Viet Nam); and iii) those that have established channels for public-
private dialogue, often through partnership with a business association or equivalent, but
do not have a formal structure in place that promotes transparent, open and regular
dialogue (Brunei Darussalam, Cambodia, Lao PDR and Myanmar).

In Singapore, while there is no legal requirement for public-private consultation, public-
private dialogue is commonplace. This dialogue is part of a well-established practice of
engaging the private sector in policy design and implementation, with sectoral
organisations occasionally implementing government-sponsored projects. Private-sector
representatives are active board members in each of the key governmental agencies. The
Pro-Enterprise Panel (PEP), a public-private panel chaired by the head of the civil service
and comprised mainly of business representatives, is a prime example of this partnership.
An online government platform, named REACH (“reaching everyone for active citizenry
@ home”) is provided so that the general public can engage with the government,
including on rules and regulations that affect them. Public officials are encouraged to
share draft regulations on this platform in order to gather feedback from the public. In
Malaysia, a requirement to conduct consultation with the private sector and the general
population is stipulated in the National Policy on the Development and Implementation of
Regulations (NPDIR).> These consultations are framed by guidelines issued in 2014 by
the Malaysia Productivity Corporation (MPC), an agency under the Ministry of
International Trade and Industry (MITI) that is tasked with promoting productivity
enhancement and productive transformation. Public-private consultations are
decentralised, with a regulator in charge of structuring the process and extending
invitations to the private sector. The minimum period for conducting public consultation
is 4 to 12 weeks, but integration of private-sector feedback (namely how and when) is left
to the regulator’s discretion.

In Thailand, the most advanced country in the second grouping, a requirement to conduct
consultation with stakeholders, including the private sector, is stipulated in the country’s
new Constitution.” This includes the timing of public-private consultations, which must
be held for a minimum of 15 days before the enactment of the law or regulation. In
addition to timing, the constitution provides a structured approach to the consultation
process, by requiring ministries to disclose detailed information on the legislation ahead
of the consultation process and provide a report to conclude the results of all
consultations, among others. Two websites are used to publish all ongoing consultations
with stakeholders and the Office of SME Promotion have also been actively involved in
consultations with the private sector on specific policies.

In Indonesia and the Philippines, the practice of public-private consultation is
commonplace, but the process is less structured and well-defined than in other countries.
Private-sector organisations may review and comment on the initial draft of new or
revised regulations and may be involved in the final review process, but this is not always
the case.

In Viet Nam, the private-sector consultation process is defined under the Law on the
Promulgation of Legislative Acts, which was approved in 2013. This law sets out
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guidelines for conducting consultations, including a standard consultation time of
30 days. In addition, a public portal is in place to gather public feedback. During
elaboration of the new Law on SME Support, public-private consultations were held
during both the pre-drafting and final drafting phases. The private sector also participated
in the elaboration of the Law on SME Support.

The remaining AMS are in the process of creating a systematic framework for public-
private consultation, often in close partnership with business associations.

In Cambodia, an official Private Sector Forum was established in 1999, which holds a
plenary session twice a year under the chairmanship of the prime minister.* However the
activities covered by the Forum mainly focus on investment issues and large projects. Ten
private-sector working groups dealing with both sectoral and horizontal issues, including
one group dedicated to SMEs, meet regularly throughout the year. Further consultations
are conducted by line ministries under the guidance of a regulatory oversight body within
the Executive that advises them on conducting RIA applications and on structuring the
consultation process.

In Myanmar, open public-private dialogue is more recent, having been formalised for the
first time in 2012. Consultations are now rather common, with the private sector playing a
major role in shaping and promoting economic reform. It is also often engaged to act as
partner in projects promoted by bilateral and multilateral donors, compensating for the
relatively low level of development of government organisations. However a systematic
framework for public-private consultations is not yet in place, and there is room for
increasing their transparency.

In Lao PDR, private-sector organisations are consulted during the elaboration of major
legislative acts, regulations and strategic documents such as the new SME development
strategy.

In Brunei Darussalam, the practice of conducting regular private-public dialogue sessions
is quite recent, and is part of the government’s ongoing efforts to build widespread
awareness about reforms affecting the private sector. These dialogues take place on a
regular basis, but often take the form of informal public-private consultations. The
government is currently developing a set of guidelines for public engagement.

Private-sector involvement in PPCs: Policymakers tend to drive the agenda

Singapore, Malaysia and the Philippines demonstrate the strongest performance in this
area — with Singapore, which has a solid history of private-sector involvement in PPCs,
scoring a perfect 6. In these countries, the private sector plays an active role in
consultation meetings, and a wide range of stakeholders are involved. The private sector
can contribute to the agenda of these meetings and call for exceptional meetings when
deemed necessary. Singapore and Malaysia have assigned a body to deal with formal
recommendations coming from the private sector. In Malaysia, this body is the Special
Task Force to Facilitate Business (PEMUDAH).

In Indonesia, Myanmar, Thailand and Viet Nam, the private sector has less space to set
the agenda and the range of participants may be more limited, but consultations are
common and SME representatives participate in the discussions. In Indonesia and the
Philippines, SME associations are regularly invited to PPC meetings and actively provide
their feedback. In the Philippines, the private sector is also given a platform to voice any
concerns, via the National Competitiveness Council (NCC) of the Philippines, where the
private sector acts as a co-chair and represents half of the members. In other countries,
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consultations are generally conducted through a national chamber of commerce or
business association. In the case of Thailand, consultations are normally conducted in
partnership with the Thai Chamber of Commerce and the Federation of Thai Industries,
which now have a committee representing SMEs. In the case of Viet Nam, business
associations are usually engaged in consultations, including the Viet Nam National SME
Association. In Myanmar, the dialogue is very much driven by the Union of Myanmar
Federation of Chambers of Commerce and Industry (UMFCCI), a private-sector
organisation with more than 30 000 members that operates as a federation of sectoral and
regional organisations. The UMFCCI plays an active role in the National SME
Development Committee, and SME associations are engaged when the issue directly
affects SMEs.

In other AMS, the private sector has less space to set the agenda of consultation meetings,
and SMEs are rarely represented in discussions. In Cambodia, public-private dialogue is
mainly government-driven, but the private sector can request meetings of a joint
government-private sector working group, co-chaired by a senior minister and a private-
sector representative. In Lao PDR, consultations are also government-driven, and are
mainly conducted in partnership with business associations and chambers of commerce
such as the National Chamber of Commerce and Industry (LNCCI). The LNCCI, in
partnership with the Ministry of Industry and Commerce, also organises an annual Lao
Business Forum, which is chaired by the prime minister. The event is structured around a
number of private-sector working groups linked to different business sectors and serves
as a platform for discussing barriers to doing business and propose solutions. In Brunei
Darussalam, the private sector can openly engage the public sector on emerging issues,
but these discussions are generally informal and may only represent SMEs on an ad hoc
basis. The government is currently trying to engage more SME representatives in public-
private dialogues — one of the main tasks of the new SME development agency (DARe),
for instance, is to initiate a dialogue between local SMEs and government agencies
responsible for regulating them.

Monitoring and evaluation: Assessment of PPCs is rare in ASEAN countries

Few AMS conduct reviews of PPCs. In some countries, a survey is distributed at the end
of a consultation session and this feedback is used to consider how future consultations
will be conducted. Where reviews take place, they are generally not made publicly
available. Few countries have a formal mechanisms whereby SMEs can provide formal
feedback on their level of participation in the decision-making process of PPCs. In
Malaysia and Singapore, reviews are conducted and SMEs can provide their feedback,
but making these reviews public is left to the regulators’ discretion.

Sub-dimension 6.2: Legislative simplification and regulatory impact analysis

This sub-dimension looks at measures taken by AMS to steer and implement regulatory
reform. In particular, it examines initiatives to improve the business environment and
simplify administrative requirements that may be overly burdensome on SMEs. Box 9.1
illustrates twelve good principles for creating a conducive legal, regulatory and
administrative environment for SMEs.

The assessment framework for this sub-dimension looks at the extent to which current
laws and regulations have been reviewed and at how new laws and regulations have been
developed, including their quality and impact.
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Box 9.1. An “SME-friendly” legal, regulatory and administrative environment

The OECD (2004) has characterised an “SME-friendly” environment as one where:
1. Property rights are clearly recognised.
2. Contracts are easily enforced.

3. A simple and transparent tax system with low compliance costs is operational and
perceived as fair.

4. Businesses are able to register with the authorities through a simple and inexpensive
system, preferably via the internet.

5. Business licensing requirements are minimised, and when enforced they aim to safeguard
the health and safety of consumers and labour rather than to serve as a source of revenue
for local and/or central government.

6. Labour regulations are balanced and flexible, protecting the rights of labour and the firm
equally.

7. SMEs interact with a streamlined customs administration that is efficient, simple and
transparent.

8. Financial sector regulations (banking, insurance, leasing) recognise SME constraints and
include legal and regulatory instruments that enable commonly available SME assets to be
used as collateral.

9. Public administrators at the local level appreciate entrepreneurs as contributors to
economic growth, treat them fairly and are committed to limiting corruption.

10. Legislation and regulations are gender blind, applying equally to men and women.

11. SMEs can easily set up and join membership organisations.

12. Bankruptcy legislation does not impose unduly high penalties on entrepreneurs or SMEs.
Source: OECD (2004), https://www.oecd.org/cfe/smes/31919278.pdf.

As with other sub-dimensions, it is structured around three phases of the policy cycle.
Focus is placed on whether RIA has been integrated into the process of developing
regulations, since this can help to anticipate the costs and benefits of new laws and
regulations.

Table 9.9. Scores for sub-dimension 6.2: Legislative simplification and RIA

BRN  KHM IDN LAO MYS MMR PHL SGP THA VNM Median  StD.

Planning and design 2.66 293 348 265 5.72 1.28 266 458 3.48 247 280 147
Implementation 43 232 370 272 504 155 327 570 230  3.09 318 1.22
Monitoring and evaluation 1.00 265 348 265 5.58 1.00 183 431 1.83 3.48 265 1.39
Total sub-dimension score 2.94 260 357 268 538 1.34 277 503 262 29 285 114

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.
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All ten AMS are committed to improving their business climate through regulatory
reform. Many focus on reforms in areas where they score lowest in the World Bank’s
annual Doing Business report. Only Malaysia and Singapore have adopted a systemic and
comprehensive approach to regulatory reform that goes beyond targeted interventions.
These two countries have established a number of institutions and practices to
periodically review and streamline existing regulations, and they have institutionalised
the use of impact assessment in the development of new or current regulations. Both
countries have also embraced digital government solutions as a way to streamline
administrative procedures.

Planning and design: Most AMS have structures for reviewing legislation

Over recent years, many AMS have established inter-agency bodies to review laws and
regulations affecting the private sector. This is the case in Brunei Darussalam, Cambodia,
Indonesia, Malaysia, the Philippines and Singapore.” In Malaysia, this task is carried out
in partnership with the Malaysia Productivity Corporation (MPC). In some countries, for
instance Brunei Darussalam and Indonesia, the review process is conducted in reference
to the country’s performance in the World Bank’s Doing Business assessment. In Brunei
Darussalam, an Ease of Doing Business Steering Committee was established in 2011
under the office of the prime minister. It brings together nine ministries and government
agencies that together form 13 “champion groups.” In other countries, regulatory reform
is taking place on a more vertical basis and is the responsibility of the regulator.

In a number of countries, regular reviews are required under a policy or law. This is the
case in Malaysia, under the National Policy on the Development and Implementation of
Regulation (NPDIR), and in Thailand, under the Royal Decree on the Revision of Laws
and the Licensing Facilitation Act.® Both Malaysia and Thailand have developed their
frameworks in reference to OECD guidelines. In Singapore, improving regulatory
performance is seen as one of the main tasks of each government institution, which has
been considered highly effective.” Regulatory reform is designated to the regulator, but
regular reviews are demand-driven rather than a formal requirement. Ministries and
public agencies are expected to review rules and regulations® every two to three years,
and the Pro-Enterprise Panel (PEP) publishes an annual ranking of the best performing
public institutions.

In Indonesia, Malaysia, Thailand, Viet Nam, Cambodia and Lao PDR, the use of RIA is
required. In Indonesia, RIA has been mandatory for all new regulations since July 2017.
In Malaysia, all ministries and public agencies have been required to undertake RIA since
2013, under the co-ordination of the MPC. In Thailand, Article 77 of the new
Constitution’ stipulates that an impact assessment should be performed on each draft law.
Viet Nam’s law on the promulgation of legislative acts requires a RIA assessment as part
of the approval process of new legislation. In 2016, Cambodia established a working
group with the task of making the use of RIA mandatory for the promulgation of all
major legislative acts and regulations. In Lao PDR, all draft laws that go to the National
Legislative Assembly require the completion of an Impact Assessment Note.

Implementation: Streamlining of existing regulations is used more widely than
RIA

A number of countries have embarked on a thorough review of regulations affecting the
private sector. In 2000, Singapore completed a comprehensive reform programme that
was designed to remove redundant regulations. In 2016, Malaysia and the Philippines
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have also conducted similar programmes, with Malaysia completing ten such reviews and
the Philippines implementing this under the Repeal Project. In Malaysia, the MPC is
working with local authorities to modernise the country’s business licensing system and
PEMUDAH regularly conducts consultations with the private sector.'” Brunei
Darussalam is undertaking this process through its Ease of Doing Business Steering
Committee. Indonesia and Thailand are also undertaking regulatory review and reform
while Myanmar has been undertaking reviews as part of its political and economic
transition process.

Table 9.10. World Bank rankings on ease of doing business, 2014 vs. 2018

Economy Year
2014 2018
Brunei 59 56
Cambodia 137 135
Indonesia 120 72
Lao PDR 159 141
Malaysia 6 24
Myanmar 182 171
Philippines 108 113
Singapore 1 2
Thailand 18 26
Viet Nam 99 68

Note: The methodology has changed between 2014 and 2018.
Source: World Bank (2014); World Bank (2017), http:/www.doingbusiness.org/.

The use of RIA has been fully institutionalised in only one country (Malaysia). In
Singapore, the use of RIA is not required, but impact is regularly considered in the
development of new and current regulations. RIA is applied only when a major review of
regulations is undertaken, given the relatively small size of the economy and ongoing
efforts to improve regulation within the public administration. Most of the remaining
AMS are raising awareness on the use of RIA in the development of regulations. In
Cambodia, Lao PDR and Viet Nam, RIA offices have been established to promote the use
of RIA in the development of regulations. In Lao PDR and Viet Nam, this office resides
within the Ministry of Justice, while in Cambodia the office has been transformed into a
Regulatory Executive Team, operating under the country’s Economic Social and Cultural
Council. In Indonesia, this task has been assigned to Bappenas; in the Philippines, to the
National Economic Development Agency; and in Thailand, both the Council of State and
the Ministry of Justice are implementing measures to encourage the use of RIA.

A number of countries have developed guidelines and/or handbooks to assist public
officials in implementing RIA. Guidelines were developed in Indonesia (in 2013), Lao
PDR and Viet Nam (in 2005), while a RIA handbook or manual was developed in
Cambodia (in 2014) and Viet Nam (in 2010 and 2014). In Cambodia and Lao PDR, this
was carried out with technical assistance from the Asian Development Bank and, in Viet
Nam, with the support from Germany’s GIZ. In Malaysia and Thailand, both guidelines
and a handbook have been developed. In Malaysia, guidelines on the application of RIA
and a handbook on good regulatory practices were developed by the MPC. In Thailand,
guidelines on the use of RIA for public officials were developed by the Council of State
and a RIA manual was developed by the Ministry of Justice in 2016.
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Table 9.11. World Bank RIA indicators among AMS

Is there a
specialised
— government body
Do ministries or tasked with
reguialory gy, ¢ Th " Thi " iewing and
agencies conduct . is assessmen This assessment . occment lis assessmen reviewing an
; is distributed ona s distributed on s is distributed monitoring
an impact o ; ) is distributed )
Economy unified website the website of the ; through targeted  regulatory impact
assessment of . through public
for all proposed relevant ministry . outreach to assessments
proposed (not yet ; meetings
regulations or regulator stakeholders conducted by
adopted) SO
. other individual
regulations? X
agencies or
government
bodies?
Brunei Darussalam No No No No No No
Cambodia No No No No No No
Indonesia Yes No No No No No
Lao PDR Yes Yes No No Yes Yes
Malaysia Yes Yes Yes No No Yes
Myanmar No No No No No No
The Philippines No No No No No No
Singapore Yes No No No No No
Thailand Yes No No Yes Yes No
Viet Nam Yes Yes Yes No No No

Note: Please refer to World Bank Global Indicators of Regulatory Governance for the detailed methodology.
Source: World Bank (2016a), https://rulemaking.worldbank.org/.

Almost all AMS have provided training for public officials on the use of RIA. In
Cambodia and Lao PDR, public officials have also participated in study visits to countries
where the use of RIA is more advanced. Singapore’s Civil Service College provides an
“Introduction to Regulatory Impact Assessment” course.

Monitoring and evaluation: Assessment of the use of RIA is rare in the region

In four countries — Cambodia, Lao PDR, Malaysia and Viet Nam — a government body
has been nominated to decide when regulatory impact analysis should take place. In three
countries — Indonesia, Singapore and Thailand — this decision is left to the regulator’s
discretion. These assessments are only for major regulations and are occasionally
available online, such as in Viet Nam. Few AMS conduct assessments on the
effectiveness of RIA in leading to modifications of regulatory proposals.

Malaysia has systematic procedures in place for monitoring and evaluating the use of
RIA. It has nominated the MPC to assess regulatory proposals and whether RIA should
take place. Once conducted, the regulatory impact statement should be posted on the
websites of both the regulator and the MPC after the decision is officially announced.

The Philippines has piloted the use of RIA and no government body has been assigned to
decide when it should take place and assessments are not made available online.
Myanmar and Brunei Darussalam are not currently using RIA.

Sub-dimension 6.3: Company registration procedures

Entrepreneurs first interact with government institutions when they go through company
registration procedures and other formalities linked to starting a business. Complex and
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costly procedures tend to deter enterprise formalisation. They also generate opportunities
for corruption and can involve high fees by professional intermediaries such as lawyers,
notaries and accountants, further raising the indirect cost of starting a business. However,
data collected during the registration process feed into the country’s business register, a
primary source of information for public and private institutions like banks, credit
registries, legal firms, etc., and are used by national statistical offices to collect structural
business statistics, including SME statistics. It is therefore important that company
registration and “starting a business” procedures be transparent, simple, predictable and
relatively inexpensive.

This sub-dimension analyses how these procedures are structured in the ASEAN member
countries. Company registration and procedures for starting a business can be divided into
three phases. The first covers pre-registration (registration of the company, name,
company bylaws, etc.) and procedures that are completed for the issuance of the company
registration certificate. The second phase covers procedures related to notification of the
company’s establishment to the various concerned branches of the administration, such as
tax authorities, labour office, pension fund, etc. The final phase covers compliance with
licensing procedures at the national and/or local level, when required.

Table 9.12. Scores for sub-dimension 6.3: Company registration procedures

BRN KHM IDN  LAO MYS MMR PHL SGP THA VNM Median  StD.

Performance (WB Doing Business) 444 131 256 319 319 288 225 538 413 319 319 110
Implementation 6.00 218 324 289 4.08 3.36 265 6.00 430 479 372 127
Monitoring and evaluation 3.77 155 483 155 430 265 265 6.00 265 265 265 1.37
Total sub-dimension score 5.01 175 333 272 381 305 251 578 391 380 357 113

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

The first thematic block uses scores from the 2018 World Bank’s Doing Business “ease
of starting a business” indicator."" This indicator looks at the number of procedures, time
and cost required to start a business, as well the minimum capital requirement, if in place.
The second thematic block examines whether one or multiple registration numbers are
issued by administrative bodies, whether a one-stop shop'’ has been created and is
functional, whether an electronic registration system has been created and whether a body
has been created to guide new entrepreneurs through the process. The last thematic block
assesses whether a monitoring and evaluation process takes place.

Performance: Singapore stands out in terms of ease of starting a business

The ease of starting a business varies greatly across ASEAN, with countries ranking from
6" out of 190 countries (Singapore) to the bottom tier of the 2018 Doing Business report.

The development of new information technologies (IT) supporting digital government
offers the potential for far quicker and simpler company registration and notification
procedures. This has led to a significant reduction of the time needed to complete the
overall starting-a-business process, as well as the cost of handling a new registration, as
indicated by the performance of leading countries in the Doing Business ranking for this
sub-dimension. However, achieving those results requires a high level of co-ordination
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and co-operation between different branches of the public administration, often
complemented by legislative changes and a substantial investment in IT equipment.
While IT may enable countries rapidly to improve their performance, reforming the
company registration system is often a complex process built on political support and

driven by a leading government agency.

Figure 9.3. AMS performance in the World Bank “starting a business” indicators (2018)
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Brunei Darussalam, Singapore and Thailand exhibit strong performance in this area, with
Singapore and Thailand being some of the top performers globally. In Cambodia,
Indonesia, Lao PDR, Malaysia, Myanmar, the Philippines, and Viet Nam, starting a
business requires over 6 procedures. In five of these countries (Cambodia, Indonesia, Lao
PDR, the Philippines and Viet Nam) this begets long registration completion times, with
registration generally taking over 20 days and up to 99. Cambodia, Indonesia, Myanmar
and the Philippines set high registration fees and pre-tax payment requirements, while
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Cambodia and the Philippines require a minimum capital down-payment upon
registration.

Table 9.13. AMS performance in the World Bank “starting a business” indicators (2018)

Paid-in min. capital

0,
Economy Procedure (number) Time (days) faos;:a( |/:\ g;;ir) (% of income per
P capita)
Brunei Darussalam 515 12.5 1.1 0
Cambodia 9 99 51.3 82.5
Indonesia 11.2 23.1 10.9 0
Lao PDR 8 67 35 0
Malaysia 85 18.5 54 0
Myanmar 12 14 401 0
The Philippines 16 28 15.8 3
Singapore 3 25 0.5 0
Thailand 5 45 6.2 0
Viet Nam 9 22 6.5 0

Note: Figures represent an average of the male and female scores.
Source: World Bank (2017), http://hdl.handle.net/10986/28608.

Implementation: AMS are using online portals to streamline company registration

Many AMS have undertaken reforms to streamline company registration. Malaysia, for
example, is conducting a comprehensive process to integrate business registration and
licensing systems through a single gateway, under the SME Masterplan (2012-2020)."
This initiative is being undertaken in three phases, namely: i) the development of a
gateway for business registration and licensing; ii) integration of the country’s business
registration and licensing systems; and iii) implementation of the initiative in Sabah &
Sarawak.

Streamlining has been achieved through the introduction of single registration numbers,
one-stop shops and online portals. Since the last assessment, Thailand has established a
single registration number,'* a network of one-stop shops across the country and an
electronic portal that allows enterprises to complete some registration procedures
online."” Brunei Darussalam has also made significant progress since the last assessment.
In 2015, the country’s Registry of Company and Business Names'® launched a portal for
online registration. The single registration number issued by the Registry is now shared
automatically via direct interface with the Employees Provident Fund and the tax
administration system, which then utilise the same registration number for company
identification. In Indonesia, an online registration system has been introduced, where
firms can register once they have bought a voucher to pay the registration fee. An online
registration system is currently being developed in the Philippines by the country’s
Securities and Exchange Commission. Myanmar and Viet Nam are each currently
establishing a network of one-stop shops.

Singapore’s company registration process stands out in particular. The entire process is
managed by the Accounting and Corporate Regulatory Authority (ACRA), which acts as
a single-window one-stop shop. ACRA issues the single identification number used by
the company for all interactions with the public administration. The company registration
application is submitted online via the Bizfile portal. Applicants may select their
company profile, with standard company by-laws attached. The entire application can be
completed online in 15 minutes, and applicants may download the incorporation
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certificate after payment of a standard fee of SGD 300 (Singapore dollars), or about
USD 230. The process relies on the digitalisation and interconnection of all public sector
data bases. In 2016, ACRA conducted a review of the some filing services such as
renewal of business registration, change of address, abolished the need for a company
seal and introduced a mobile phone application for company registration. The mission of
ACRA, established in 2004, is to provide a responsive and trusted regulatory environment
for businesses, public accountants and corporate service providers. In addition to acting
as a company register, the agency performs other functions — as regulator of accounting
standards, advisor to the government, monitor of corporate compliance — and it is the
main collector and source of corporate data in the country.

Monitoring and evaluation: Assessment is often based on “Doing Business”
indicators

Most AMS have a specific institution in place that is responsible for company registration
and any associated reforms. In most countries, this is a department within the Ministry of
Industry or equivalent. In Singapore, the nominated body is the Accounting and
Corporate Regulatory Authority, a statutory body under the Ministry of Finance. In
Brunei Darussalam, the nominated body, the Registry of Companies and Business
Names, has also been housed under the Ministry of Finance since 2012. Many of these
bodies monitor reforms to streamline company registration procedures, often through
monitoring progress on the “starting a business” indicator of the World Bank’s Doing
Business assessment. Some countries also have a feedback function on their company
registration website. Few AMS seem to have concrete frameworks in place to monitor the
implementation and process of company registration, which are separate from monitoring
progress on the indicators covered by the Doing Business.

Sub-dimension 6.4: Ease of filing taxes

Filing taxes may entail considerable time and indirect costs for small enterprises,
particularly when the number of tax payments is high and spread across various
administrations. The introduction of an electronic tax filing and payment system can
substantially reduce those charges.

This sub-dimension assesses AMS on the basis of the World Bank’s 2018 Doing Business
data. The indicators used look at the number of tax payments per year, the time required
to file tax payments, and the post-filing index, which measures the ease of claiming a
VAT refund and going through a corporate income tax audit. The availability and
sophistication of platforms for electronic tax filing is reviewed under sub-dimension 6.5.

Table 9.14. Scores for sub-dimension 6.4: Ease of filing taxes

BRN KHM IDN LAO MYS MMR PHL SGP THA VNM Median StD.

Performance (WB Doing Business) 3.78 322 267 156 489 267 378 544 378 433 1.00 1.08

Total sub-dimension score 378 322 267 156 489 267 378 544 378 433 1.00 1.08

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.
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Performance: Procedures for filing taxes remain burdensome in many AMS

The ease of filing taxes varies across AMS, but in many countries SMEs face complex
and time-consuming procedures for filing and paying taxes. Only Singapore, ranked 7", is
among the global top tier countries in the 2018 Doing Business. Brunei Darussalam,
Indonesia, the Philippines, Malaysia, Thailand and Viet Nam are ranked in the second
tier, while Cambodia, Lao PDR and Myanmar are ranked in the bottom tier.

Table 9.15. World Bank “paying taxes” indicators

Economy Payments (number per year) Time (hours per year) Post-filing index (0-100)
Brunei 15 64.2 0
Cambodia 40 173 25.97
Indonesia 43 207.5 68.82
Lao PDR 35 362 18.57
Malaysia 8 188 52.65
Myanmar 31 282 45.54
Philippines 20 182 50
Singapore 5 64 71.97
Thailand 21 262 73.41
Viet Nam 14 498 95.71

Note: Please refer to the World Bank Doing Business 2018 report for the detailed methodology.
Source: World Bank (2017), http://hdl.handle.net/10986/28608.

In many countries, the filing of corporate income tax is associated with a particularly high
number of payments, standard hours required to file and tax wedge on profits.

Sub-dimension 6.5: E-government services

Digital government facilities can greatly increase the ease of interacting and exchanging
information between enterprises and public institutions. Micro and small enterprises can
particularly benefit from access to digital government services, via time and resource
savings. The fact that most AMS have achieved a good level of IT infrastructure and a
relatively advanced level of internet and mobile phone penetration is a good base for the
introduction of digital government services.

Table 9.16. Percentage of individuals using the internet, 2016

Economy / region Share of population (%)
Brunei 90.0
Cambodia 324
Indonesia 254
Lao PDR 21.9
Malaysia 78.8
Myanmar 25.1
Philippines 55.5
Singapore 81.0
Thailand 475
Viet Nam 46.5
ASEAN 39.0
Africa 19.9
Arab States 418
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Asia & Pacific 415
CIS 65.1
Europe 779
The Americas 64.0

Note: ASEAN figures are estimated as a weighted average for the total population by country.
Source: (ITU, 2016), https://www.itu.int/en/[TU-D/Statistics/Pages/stat/default.aspx. Author’s calculations.

Table 9.17. Share of firms using e-mail to interact with clients/suppliers, by firm size

Share of firms using e-mail to interact with clients/suppliers (%)

Economy Small (5-19) Medium (20-99) Large (100+)
Cambodia @ 53.6 69.8 88.5
Indonesia b 23.0 55.8 85.0
Lao PDR @ 215 46.1 80.5
Malaysia b 734 35.9 90.9
Myanmar a 18.6 29.9 82.1
The Philippines © 89.7 743 88.2
Thailand 2 51.7 48.6 74.3
Viet Nam b 97.1 87.0 98.3

Note: a. Data from 2016. b. Data from 2015. No data is available for Brunei Darussalam and Singapore,
which are not covered by the Enterprise Surveys.
Source: World Bank (2015); World Bank (2016b), http://www.enterprisesurveys.org/.

This sub-dimension focuses on a limited number of e-government services that are highly
relevant for SMEs. The first row looks at the existence of online platforms for filing tax,
social security and pension contributions as well as whether an electronic signature or
electronic ID has been adopted. The second looks at whether these platforms are fully
operational and integrated with other government services. For instance, it explores
whether enterprises must submit information to a number of different government bodies,
which may increase the burden of compliance on SMEs. The final row looks at whether
the government collects satisfaction surveys and whether feedback from these surveys is
fed back into enhancement of these platforms.

Table 9.18. Scores for sub-dimension 6.5: E-government services

BRN  KHM IDN LAO MYS MMR PHL SGP THA  VNM Median ~ StD.
Planning and design 6.00 1.83 515 141 4.74 1.00 516 600 515 3.49 494  1.82
Implementation 5.33 1.28 266 155 3.49 1.00 293 600 321 1.83 279 159
Monitoring and evaluation 6.00 100 430 1.00 5.15 1.00 265 600 348 1.00 3.06 201
Total sub-dimension score 5.70 1.4 386 139 426 1.00 365 600 394 224 3.76  1.69

Note: Scores are on a scale of 1 to 6, with 6 being the highest. Please refer to Chapter 2 and Annex A for
further information on the methodology.

E-government services are in a relatively embryonic phase in most AMS, with the
exception of tax services, which are more advanced. While a median score of 3.76
indicates a fair deployment of e-government services, this masks considerable variation
across the region, which is the highest of all sub-dimensions in Dimension 6.
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Planning and design: Most AMS have operational e-government platforms

All AMS except Myanmar have developed e-government platforms. In Cambodia and
Lao PDR, only tax e-filing platforms are currently available. Cambodia, Lao PDR,
Myanmar and Viet Nam are in the process of piloting broader e-government platforms,
but Viet Nam is rapidly moving from piloting to a comprehensive rollout. Most AMS
have created an electronic signature or digital identifier.

Implementation: New e-government services are expected to complement online
tax filing

Tax filing is the most advanced e-government service across AMS. It is operational to
some extent in nine countries, with the only exception being Myanmar. However it is
only possible to complete all tax filing procedures online in Brunei Darussalam,
Malaysia, Singapore and Thailand. Other services are less operational in most AMS, with
facilities to file social security returns being generally more advanced than facilities to
file pension contributions. The integration of public databases appears to be relatively
limited in most AMS. The exceptions are Singapore and Brunei Darussalam, which have
fully integrated systems. However the implementation of e-government services is
expected to increase at a fast pace, as governments are stepping up investment in IT,
technical capacity and knowledge exchange in this area.

Monitoring and evaluation: Some AMS still lack feedback on e-government
services

Feedback on the use and effectiveness of e-government services is only collected
regularly and fed back into platform development in Brunei Darussalam, Indonesia,
Malaysia, Singapore and Thailand. In Singapore, GovTech Singapore conducts an annual
“satisfaction with digital government services” survey, while some services feature a
feedback button on site. In Thailand, the Electronic Government Agency undertakes a
satisfaction survey to further improve its services.'” Feedback is collected occasionally in
the Philippines, and it is also used to inform platform development. Feedback on the use
and effectiveness of e-government services is not currently collected in Cambodia, Lao
PDR, Myanmar or Viet Nam.

The way forward

The legal, regulatory and tax environment for SMEs varies significantly from country to
country, as do the intensity and sophistication of policies in this area. However, a number
of trends can be observed.

The majority of countries that fall within the “early stage” and early “mid stage” bracket
have tended to focus on easing and streamlining company registration. They have
therefore tended to focus on streamlining permitting and licensing requirements,
upgrading company acts and developing ICT systems to facilitate greater co ordination
among government agencies. These countries have also begun to pilot RIA in order to
enhance existing and future regulations. This has often been done with donor support, and
has often involved setting up a RIA office in the country’s Ministry of Justice. Public-
private consultation is often channelled through a chamber of commerce or equivalent.
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Figure 9.4. Weighted scores for Dimension 6: Legislation, regulation and tax
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Note: The graph demonstrates the level of policy development in each AMS indicated by the 2018 ASPI
scores. Countries fall into one of three categories and are ordered in this category alphabetically.

Most countries in the “mid-stage” have embarked upon a process of regulatory review
and reform. A number have done this in reference to their performance in the World
Bank’s Doing Business assessment and have created an inter-ministerial committee to this
end. Most have e-government platforms in place, although these vary in sophistication
and the range of services provided. Many are currently trying to enhance their tax
administration, often through the development of e-filing platforms. Most of these
countries are trying to socialise the use of RIA and other good regulatory practices, but
often leave the terms to the discretion of the regulator, and these practices can sometimes
take the form of a “box ticking” exercise, with some important aspects, such as an ex-post
evaluation, missing.

Singapore is the only country to fall within the “advanced stage” bracket, but Malaysia is
closely approaching. Both of these countries have undertaken a comprehensive process of
regulatory review and reform, and both have taken significant steps to embed good
practices into the development of regulations, as well as to raise awareness among
regulators. Both have invested significantly in the development of e-governance
platforms over recent years, and in Singapore most government transactions can now be
completed online and in very little time. Both countries have adopted an “active
participation” model of stakeholder engagement, whereby regulations are developed as
part of an ongoing partnership between the agency and the stakeholder.

Across the region as a whole, stakeholder engagement is a common practice, but it varies
on metrics of transparency, openness and rigour. A relatively weak tax administration
system is also common across most of the region, and this tends to be the e-government
platform that is developed first.
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In order to enhance the legal, regulatory and tax environment for SMEs in the region,
policy makers could prioritise the following actions going forward:

Table 9.19. Policy recommendations to enhance the regulatory environment for SMEs

Level of policy Challenges Policy recommendations

e Continue to streamline company registration
procedures. Governments could advance in the
following areas: i) simplify notification procedures by
establishing one-stop shops across the country;
ii) review pre-registration and non-essential licensing
requirements (thus reducing indirect costs and
facilitating compliance); and i) introduce digital
company registration services wherever possible to
ease the burden on registration agencies, reducing
delays and costs.

e Continue to participate in regional co-operation

Company registration remains initiatives. ASEAN has established a regional task
rather burdensome. force on company registration, and this can be a
good forum to exchange good practices, explore

avenues for collaboration, and align systems. Such

initiatives may be particularly valuable in countries

Early stage that face resource constraints.

Cambodia, Lao e Continue to invest in ICT infrastructure in
PDR and government offices. This can not only facilitate
Myanmar greater decentralisation, allowing local governments

to support company registration and input data into a
centralised system, but it is also an important
prerequisite for the future development of e-
governance platforms.

e Continue to develop the use of good regulatory
practices and build capacity. In most of these
countries, good regulatory practices take place but
are not yet part of a systematic process, and
expertise remains rather low. More could be done to

Good regulatory practices are often train regulators on the application of these

not used systematically. procedures, for instance on how to complete a
thorough regulatory impact statement or how to
conduct a PPC complete with an ex-post evaluation.
This could be done via secondments and study visits,
among other initiatives.

o Pursue regulatory review and reform, clearly
delineating regulatory res