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This paper is based on an ongoing study on micro, small and medium 

enterprises (MSMEs) in ASEAN. Empirically, based on a survey of existing country-

studies and national data in Asian developing region, including member states of 

ASEAN, Tambunan (2009a,b) finds that MSMEs have made significant contributions to 

domestic economy, albeit to varying degrees, measured in terms of their shares in: (a) 

total number of enterprises; (b) total generated employment; (c) production value or 

value added; (d) aggregate output or gross domestic product (GDP); (e) total number 

of enterprises set up by women entrepreneurs; and (f) regional dispersal of industry. 

Even, a considerable number of MSMEs are exporting enterprises and thus they are 

earning foreign currencies which are important for the national economy; although as 

percentage of country's total export, it varies by country. MSMEs also tend to 

dominate the corporate community in these countries, at least in terms of company 

registrations, if not always in terms of aggregate size. In Indonesia, for example, those 

enterprises have always been the main players in domestic economic activities, 

accounting for more than 99 percent of all existing firms across economic sectors and 

providing employment for over 90 percent of the country’s total workforce, mostly 

women and the youth. In other countries in the region such as Cambodia and Lao PDR, 

MSMEs represent the vast bulk of the corporate sector.  

  The main objective of the study is to answer the following 

research questions: does trade and investment liberalization in the context of ASEAN 

Economic Community (AEC) 2015 matter for MSMEs in individual member states? 

What are the main challenges, opportunities as well as likely impact on the 

enterprises? In ASEAN, the impact of economic, especially trade liberalization or trade 

policy reforms, focusing on economic growth and development of domestic 

manufacturing industry, has been studied extensively. However, the impact of 

international trade liberalization on the existence or the growth of MSMEs in the 

region remains an under-researched area of both the literature on MSMEs in the 

region and in general. This study, thus, tries to fill this gap. 

  The above research questions are particularly important for 

ASEAN for two main reasons. First, MSMEs have historically been the main player in 

the region's economy, accounting for more than 90 per cent of all firms across sectors  
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and providing employment for over 90 percent of the region's total workforce, mostly 

women and young uneducated people. Second, trade regimes in almost all member 

states (with the exception of Myanmar and to a lesser extent, Lao PDR and Cambodia) 

have changed, though gradually, from a protected market to an open economy.  

  In the past 20 years, many free trade area (FTA) agreements 

have been established not only within member states, known as ASEAN FTA or AFTA, 

but also ASEAN with a number of other countries including Republic of Korea (ROK), 

Japan, Australia and recently with China, known as  China-ASEAN FTA or CAFTA 

(Oktaviani et al., 2008). The consequent of these FTA agreements is obvious: there is a 

free flow of goods, services and investment entering ASEAN market, including from 

China with very cheap prices (Lloyd and Smith, 2004). In addition, in 2015, ASEAN will 

become a single market region with the implementation of AEC. This transformation 

may have negative impacts on local MSMEs in (if not all) some member states, if their 

products cannot compete with those from non-ASEAN countries.  This means that 

local MSMEs in these member states have lost their 'natural' protection, and there is 

reason to fear that the enterprises would not survive in the era of free trade and 

investment with the implementation of AEC 2015. 

  The paper consists of two main parts. The first part deals with 

theoretical discussion on challenges, opportunities and likely impact of the 

implementation of AEC 2015 on MSMEs. At least theoretically expectation, the 

implementation of AEC 2015 will transform ASEAN into a single market and 

production base, like the European Union, that will enhance ASEAN’s competitiveness. 

All still existing tariffs on exports and imports will be eliminated and non-tariff barriers 

(NTBs) will be gradually phased out. ASEAN investors will be free to invest in all 

economic sectors throughout the region. There will be a free movement of 

professionals and skilled labour. Simple, harmonised and standardised trade and 

customs requirements are expected to reduce transaction costs. The AEC 2015 will 

then boost the development of production networks and thus it will foster the 

regional integration of priority sectors and allow for the free movement of business 

persons, skilled labour and talents. An ASEAN single market and production base 

comprises five core elements: free flow of goods; free flow of services; free flow of 

investment; freer flow of capital; and free flow of skilled labour. A single market for 

goods and services and enhance ASEAN’s capacity to serve as a global production 

centre to better meet the demands of the global supply chain. Consequently, only 

local MSMEs which have high degree of competitiveness (those which are highly 

efficient and innovated) can be benefited from it. 

  The second part presents and discusses recent development of 

MSMEs and their current main constraints. It presents and discusses various issues 



 

The 2
nd

 IBSM, International Conference on Business and Mangement 
2 – 4 October 2013, Chiang Mai - Bangkok 

 

including the growth in total number of MSMEs and their generated employment and 

output. This part comes with some evidence on the importance of the enterprises in 

domestic economy of some ASEAN member states (not all because countries like 

Myanmar, Lao PDR, Cambodia and Viet Nam either do not produce national data or 

they are not publicly available or not easy to access). The evidence shows that MSMEs 

account for more than 99 percent of all existing firms across sectors and provide 

employment for over 90 percent of the countries' total workforce. By sector, as in 

developing countries in general, the majority of MSMEs in ASEAN (except Singapore) 

are found in agriculture.  

This part also analyses export performance of MSMEs and their 

competitiveness in the region with Indonesia as the case study. As in many other 

developing countries, another important feature of ASEAN MSMEs is that most of the 

enterprises are domestic market oriented for a number of reasons, including their lack 

of crucial inputs: technology, skilled workers, information especially on market 

potentials, knowledge on appropriate global business strategies, and capital for 

financing export activities. Especially for micro and small enterprises (MSEs), doing 

international marketing is too costly, as they have to deal with such as promotion, 

distribution, communications, export license, transportation and logistic. 

Nevertheless, based on government data which are available in some member states, 

in some groups of industries including furniture, textile and garments, footwear, and 

processed foods, many SMEs do export and their export grow every year. 
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