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INTRODUCTION

Cassey Lee, Dionisius Narjoko, and Sothea Oum

The economic importance of small and medium-sized enterprises  
(SMEs) is widely recognized and acknowledged by researchers and 
policymakers in Southeast Asia. This is not surprising as SMEs 
typically account for about 97–99 per cent of total enterprises and 
60–80 per cent of total employment in Southeast Asian countries (Lee 
and Zhang 2016). Such statistics notwithstanding, SMEs are often 
viewed as being disadvantaged compared to large firms because they 
lack economies of scale and face resource constraints (Harvie 2015). 
In the theoretical and empirical trade literature on heterogeneous  
firms, these disadvantages translate into low productivity which affects 
SMEs’ exporting behaviour. For countries in Southeast Asia, this is a 
serious problem given the fact that many, if not all, countries in the 
region are committed to achieving greater intra- and inter-regional 
economic integration. This is to be achieved via the formation of 
the ASEAN Economic Community (AEC) as well as participation in 
bilateral and regional free trade agreements (FTAs). The question that 
follows then is this — can manufacturing SMEs participate effectively 
in economic integration given the disadvantages they experienced? It 
was with this question in mind that the Economic Research Institute  

1

01 ch1 SMEs&Eco Integration-5P.indd   1 20/3/19   5:01 pm

Masiah
Text Box
Reproduced from SMEs and Economic Integration in Southeast Asia, edited by Cassey Lee, Dionisius Narjoko and Sothea Oum (Singapore: ISEAS – Yusof Ishak Institute, 2019). This version was obtained electronically direct from the publisher on condition that copyright is not infringed. No part of this publication may be reproduced without the prior permission of the ISEAS – Yusof Ishak Institute. Individual chapters are available at 
<http://bookshop.iseas.edu.sg>. 

http://bookshop.iseas.edu.sg


2	 Cassey Lee, Dionisius Narjoko, and Sothea Oum

for ASEAN and East Asia (ERIA) and ISEAS – Yusof Ishak Institute 
(ISEAS) collaborated to undertake a research project to better understand 
the current state of manufacturing SMEs’ participation in economic 
integration. This book is a collection of the research papers from the 
project. 

The chapters in this book are organized into two sections. The first 
part covers country papers. The countries included are Cambodia, 
Indonesia, Laos, Malaysia, Myanmar, Philippines, Thailand and Vietnam. 
These are based on primary data collected in the research project. 
The second part covers linkages between multinational enterprises 
(MNEs) and SMEs in Southeast Asia. Chapters in this category rely 
on secondary data and fieldwork interviews with MNEs operating in  
the region.

For the country studies, several methodological challenges were 
encountered right from the inception of the project. These affected the 
sampling approach to be adopted for the surveys. First, due to financial 
constraints, the project could only cover 200–300 firms per country.  
Due to this relatively small sample size, it made sense to focus mainly  
on a few key industries. The main criteria for the choice of these 
industries was the importance of these industries to the country (see 
Table 1.1). 

A second methodological problem relates to the lack of a single 
definition of SMEs amongst Southeast Asian countries. To overcome  
this problem, a single definition (based on OECD discussion notes)  
was used to guide the sampling of firms by firm size.1 A third 
methodological decision was to include large-sized firms in the surveys. 
This was important in order to compare between SMEs and large 
firms and identify factors that uniquely affect SMEs’ participation in 
economic integration. The guide for sample size distribution given to 
country researchers is as follows:

•	 30–40 per cent of sample: firms with 11–49 workers
•	 40–50 per cent of sample: firms with 50–249 workers
•	 20 per cent of sample: firms with 250 or more workers

Finally, the questionnaire used for the survey comprised of 40 
questions organized into ten key sections: (1) general information, 
(2) sales and exports, (3) production and inputs, (4) employment and 
human resource, (5) technology and innovation, (6) ASEAN Economic 
Community, (7) utilization of free trade agreements, (8) government 
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support, (9) other comments, and (10) risk preferences. The questionnaire 
was designed to generate data that could be used to econometrically 
test the determinants of participation in regional integration. From the 
onset of the project, the project coordinators made no effort to impose 
standardized econometric specifications. This encouraged the country 
chapter writers to experiment with a variety of specifications which  
include determinants of: (i) export participation, (ii) import participation, 
(iii) FTA utilization, and (iv) production network participation.

What are the general findings of the country chapters? Overall, there 
is still a low level of awareness of AEC amongst SMEs, especially in 
some of the less developed ASEAN member countries. In these countries, 
there is significant uncertainty amongst SMEs about how the AEC will 
impact their businesses. The uneven progress in the implementation of 
the National Single Window — which affects customs procedures — is 
also reflected in the findings of this study. An important facilitator of 
SME internationalization is FTA. The relatively low utilization rate of 
FTAs amongst SMEs, especially in the less developed Southeast Asian 
countries, indicates that the barriers to using FTAs remain real and 
substantial. Government support for SME development — including 
those aimed at encouraging SMEs to export — remain uneven across 
ASEAN member countries. As ASEAN moves towards another vision of 
a more integrated community by 2025, more attention needs to be paid 
to SME development to ensure that the fruits of regional integration 
can be equitably shared.

Several key findings emerge in the studies on MNEs in the region. In 
the study on Japanese MNEs operating in ASEAN countries, large firms 
are more likely to use FTA schemes in exporting compared to SMEs. 
The key obstacle to FTA utilization is the need to obtain certificates 
of origins. The study on South Korean MNEs in Vietnam highlights 
the difficulties faced by domestic SMEs in integrating into the global 
production networks. Significant government support is needed to  
bring this about. The role of government is also highlighted in the 
study on Taiwanese MNEs in ASEAN countries. In particular, the study 
argues that whilst the second unbundling of production opens up 
opportunities for SMEs to participate in the global production networks, 
obstacles exist but these can be overcome by industrial policies aimed 
at anchoring flagship MNEs and by strengthening the local industrial 
base and linkages along the value chain/supply chain. The study on 
Cherry, the Chinese automotive MNE in Malaysia, demonstrates that 
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premature entry of MNEs could feature very limited linkages between 
MNEs and domestic SMEs. This problem has been compounded by 
government policies that favour domestically-owned automotive firms.

The studies in this volume collectively demonstrate that the 
participation of SMEs in regional integration is a challenging problem. It 
is hoped that this book will provide insights to scholars and policymakers 
in the Southeast Asia region and beyond on how to enhance SMEs’ 
participation in regional and global economy in the future.

Note

1.	 See the entry for SMEs at <https://stats.oecd.org/glossary>.
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