
POLICY GUIDEBOOK FOR MSME DEVELOPMENT IN ASIA AND THE PACIFIC i
CONTENTS



ii POLICY GUIDEBOOK FOR MSME DEVELOPMENT IN ASIA AND THE PACIFIC
2ND EDITION

The shaded areas of the map indicate ESCAP members and associate member.*

* The designation employed and the presentation of material on this map do not imply the expression of any opinion
whatsoever on the part of the Secretariat of the United Nations concerning the legal status of any country, territory,
city or area or of its authorities, or concerning the delimitation of its frontiers or boundaries.

The Economic and Social Commission for Asia and the Pacific (ESCAP) serves as the United
Nations’ regional hub promoting cooperation among countries to achieve inclusive and sustainable
development. The largest regional intergovernmental platform with 53 member States and
9 associate members, ESCAP has emerged as a strong regional think-tank offering countries sound
analytical products that shed insight into the evolving economic, social and environmental dynamics
of the region. The Commission’s strategic focus is to deliver on the 2030 Agenda for Sustainable
Development, which it does by reinforcing and deepening regional cooperation and integration to
advance connectivity, financial cooperation and market integration. ESCAP’s research and analysis
coupled with its policy advisory services, capacity building and technical assistance to governments
aims to support countries’ sustainable and inclusive development ambitions.



POLICY GUIDEBOOK FOR MSME DEVELOPMENT IN ASIA AND THE PACIFIC i
CONTENTS

POLICY GUIDEBOOK
FOR MSME DEVELOPMENT
IN ASIA AND THE PACIFIC

2nd Edition



ii POLICY GUIDEBOOK FOR MSME DEVELOPMENT IN ASIA AND THE PACIFIC
2ND EDITION

POLICY GUIDEBOOK FOR MSME DEVELOPMENT IN ASIA AND THE PACIFIC
2nd Edition

United Nations publication
Copyright © United Nations 2022
All rights reserved
Printed in Thailand
ST/ESCAP/3000

For further information on this publication, please contact:
Ms. Rupa Chanda
Director
Trade, Investment and Innovation Division
ESCAP
Rajadamnern Nok Avenue
Bangkok 10200, Thailand
E-mail: escap-tiid@un.org

Reference to dollars ($) are to United States dollars unless otherwise stated.

Where the designation “country or area” appears, it covers countries, territories, cities or areas.

Bibliographical and other references have, wherever possible, been verified. The United Nations bears no
responsibility for the availability or functioning of URLs.

The views expressed in this publication are those of the authors or case study contributors and do not
necessarily reflect the views of the United Nations.

The opinions, figures and estimates set forth in this publication are the responsibility of the authors and
contributors and should not necessarily be considered as reflecting the views or carrying the endorsement
of the United Nations. Any errors are the responsibility of the authors.

Mention of firm names and commercial products does not imply the endorsement of the United Nations,
and any failure to mention a particular enterprise, commercial product or process is not a sign of
disapproval.

The use of the publication for any commercial purposes is prohibited, unless permission is first obtained
from the Secretary of the Publication Board, United Nations, New York. Request for permission should state
the purpose and the extent of reproduction.



POLICY GUIDEBOOK FOR MSME DEVELOPMENT IN ASIA AND THE PACIFIC iii
CONTENTS

Foreword

The majority of firms in the Asia-Pacific region are micro, small and medium-sized enterprises (MSMEs),
and it is undeniable that they are an important source of economic growth for the region. A large number
of people are employed by MSMEs, and they provide a key proving ground for new business models and
technological innovation.

Across the region, MSME policy and coordination mechanisms vary widely. Some countries have key
ministries through which MSME policy is coordinated, while others address MSME issues at the sectoral
level and do not make extensive efforts to coordinate MSME policy across industries. There is no single
best way to organize MSME institutions in a country, as the situation of Asia-Pacific States is diverse.
Policies affecting MSMEs, however, should be generated in a consistent manner that reflects a broad
understanding of their place in the economy and their potential to contribute to growth, GDP, employment,
and overall development. As MSMEs typically draw on limited pools of accounting, regulatory and legal
expertise, they stand to be advantaged by government policy, but also face difficulties in understanding
changing policies and accessing benefits available to them.

To enhance the work of policymakers seeking to address the multi-faceted problems faced by MSMEs,
ESCAP has produced the second edition of the Policy Guidebook for MSME Development in Asia and the
Pacific. This Guidebook sheds light on the issues that high-level policymakers will need to think about when
modifying the structure of relevant MSME institutions in their States, and provides many solid examples
of what Asia-Pacific States are doing to improve the business environment for MSMEs. We hope that by
presenting a wide-ranging guide that considers both economy-wide policies, and lower level, micro-level
policies affecting MSMEs, policymakers will be better able to understand the interconnections that make
this area of policy so challenging.

In addition to covering broad economic policies that affect MSMEs, the Guidebook is organized to address
specific MSME issues under two predominant themes – competitiveness and sustainability. Competitiveness
of MSMEs is always of interest to policymakers, because fundamentally improving competitiveness of
MSMEs will be the primary way to allow them to become more successful and to grow. Sustainability, on
the other hand, is of key importance for achieving the Sustainable Development Goals (SDGs) and enabling
countries to progress along a path of more inclusive, environmentally sound growth.

Given that each country has evolved its own policies, institutional frameworks and support mechanisms
for MSMEs according to its needs and its progress with its own development strategy, the policies discussed
in this Guidebook may not be universally relevant. Nevertheless, the Guidebook aims to present examples
of best practice and illustrate the connections between different areas of sustainable development and
MSMEs, in order to better allow policymakers to respond to the individual circumstances of their economies.

Rupa Chanda
Director
Trade, Investment and Innovation Division, ESCAP
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Explanatory notes

The term “Asia and the Pacific” in this MSME Policy Guidebook refers to the 58 regional members and
associate members of the United Nations Economic and Social Commission for Asia and the Pacific
(ESCAP). They include the following group of countries and territories: Afghanistan; American Samoa;
Armenia; Australia; Azerbaijan; Bangladesh; Bhutan; Brunei Darussalam; Cambodia; China; Cook Islands;
Democratic People’s Republic of Korea; Fiji; French Polynesia; Georgia; Guam; Hong Kong, China; India;
Indonesia; Iran (Islamic Republic of); Japan; Kazakhstan; Kiribati; Kyrgyzstan; Lao People’s Democratic
Republic; Macao, China; Malaysia; Maldives; Marshall Islands; Micronesia (Federated States of); Mongolia;
Myanmar; Nauru; Nepal; New Caledonia; New Zealand; Niue; Northern Mariana Islands; Pakistan; Palau;
Papua New Guinea; the Philippines; Republic of Korea; Russian Federation; Samoa; Singapore; Solomon
Islands; Sri Lanka; Tajikistan; Thailand; Timor-Leste; Tonga; Turkey; Turkmenistan; Tuvalu; Uzbekistan;
Vanuatu; and Viet Nam.

A. Countries and territories by geographic subregion

Time series data are presented according to geographical classification, with the exception of developed
economies, which are grouped separately. Throughout this Guidebook, countries and territories may be
referred to by a shortened version of their official name or, for some of the graphs presented, their
International Organization for Standardization (ISO) code. Where the designation “country or area” appears,
it covers countries, territories, areas and/or cities.

Developed Economies: Australia, Japan and New Zealand.

East and North-East Asia: China; Democratic People’s Republic of Korea; Hong Kong, China; Macao, China;
Mongolia; Republic of Korea.

South-East Asia: Brunei Darussalam; Cambodia; Indonesia; Lao People’s Democratic Republic; Malaysia;
Myanmar; Philippines; Singapore; Thailand; Timor-Leste; Viet Nam.

South and South-West Asia: Afghanistan; Bangladesh; Bhutan; India; Iran (Islamic Republic of); Maldives;
Nepal; Pakistan; Sri Lanka; Turkey.

North and Central Asia: Armenia; Azerbaijan; Georgia; Kazakhstan; Kyrgyzstan; Russian Federation;
Tajikistan; Turkmenistan; Uzbekistan.

Pacific: American Samoa; Cook Islands; Fiji; French Polynesia; Guam; Kiribati; Marshall Islands; Micronesia
(Federated States of); Nauru; New Caledonia; Niue; Northern Mariana Islands; Palau; Papua New Guinea;
Samoa; Solomon Islands; Tonga; Tuvalu; Vanuatu.

B. Notes on legal responsibilities

The opinions and estimates set forth in this publication are the responsibility of the authors and should
not necessarily be considered as reflecting the views or carrying the endorsement of the United Nations.
Any errors are the responsibility of the authors. The designations employed and the presentation of the
material in this publication do not imply the expression of any opinion whatsoever on the part of the
secretariat of the United Nations concerning the legal status of any country, territory, city or area, or of
its authorities, or concerning the delimitation of its frontiers or boundaries.

Mention of firm names and commercial products does not imply the endorsement of the United Nations.

Bibliographical and other references have, wherever possible, been verified. The United Nations bears no
responsibility for the availability or functioning of URLs.
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used throughout the publication: A hyphen (-) indicates that the item is not applicable. A point (.) is used
to indicate decimals. A space is used to distinguish thousands and millions. Totals may not add up precisely
because of rounding off.
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INTRODUCTION

Introduction

Background for this Guidebook

Micro, small and medium-sized enterprises (MSMEs) are widely recognized for the important contributions
they make to sustainable development, in terms of contributions to economic growth, creation of decent
jobs, provision of public goods and services as well as poverty alleviation and reduced inequality. MSMEs
comprise a major share of total private sector entities. both in developed and developing countries.

Statistics on MSMEs, in particular, are scarce as most are active in the informal sector. Surveys indicate
that MSMEs in the Asia-Pacific region comprise 98 per cent of all enterprises and employ 50 per cent of
the workforce. They contribute from about 17 per cent to national GDP in low-income countries, including
India, to between 40 and 50 per cent in the higher income countries such as Malaysia and Singapore.
MSMEs account for more than 90 per cent of licensed companies in the Asia-Pacific region.1 In general,
MSMEs increase production and exports, and facilitate income growth while providing fertile ground for
enterprise development.

This Guidebook and the Sustainable Development Goals

MSMEs are instruments of inclusive growth that touch the lives of the most vulnerable and marginalized.
The critical contribution of MSMEs to broader social economic objectives, including job creation, makes
them a key priority area for achieving the Sustainable Development Goals (SDGs). Job creation through
MSMEs will often directly benefit the poor and vulnerable, particularly women and youth, thereby directly
reducing poverty, increasing income and creating a positive impact on household investments in education
and health over time. MSME development has the potential for wide-reaching impacts on the SDGs globally,
including SDG 1 (end poverty), SDG 2 (zero hunger), SDG 3 (good health and well-being), SDG 5 (gender
equality), SDG 8 (promote inclusive and sustainable economic growth, employment and decent work), and
SDG 9 (improve sustainable industrialization and fostering innovation).

MSMEs are crucial to the “Leaving No One Behind” principle that is central to the 2030 Agenda for
Sustainable Development.2 Given MSME contributions to achieving the SDGs, the Addis Ababa Action
Agenda on Financing for Development3 underlined the importance of MSMEs for job creation as well as
innovation for sustainable development in developing countries. MSMEs are also more likely to hire from
groups with lower probabilities of finding employment such as young people, older workers and less-skilled
workers including women workers. MSMEs also contribute to the SDGs through the business practices they
prefer to adopt, the sectors in which they operate and the impact they have on the broader economy. MSMEs
replace obsolete patterns with innovative ones through ‘creative destruction’, create jobs for people excluded
from the traditional labour market and run businesses with pronounced social purposes (social
entrepreneurship). The 2030 Agenda for Sustainable Development also advocates for national Governments,
financial institutions and development banks to support MSME growth by providing a conducive regulatory
framework, innovative financing solutions and systematic entrepreneurship training programmes.4

1 The Asian Development Bank (ADB, 2013) has found that SMEs contributed, on average, 30 per cent of total export value in Asia during
2007-2012. Asia SME Finance Monitor (ASM), p. 5.
2 United Nations, Transforming Our World: The 2030 Agenda for Sustainable Development, A/RES/70/1. Available at https://
sustainabledevelopment.un.org/content/documents/21252030%20Agenda%20for%20Sustainable%20Development%20web.pdf.
3 United Nations, Addis Ababa Action Agenda of the Third International Conference on Financing for Development. Available at https://
sustainabledevelopment.un.org/content/documents/2051AAAA_Outcome.pdf.
4 United Nations, Concept Note: Global Symposium on the Role of Micro-, Small- and Medium-Enterprises (MSMEs) in the achievement
of the Sustainable Development Goals (SDGs). Available at https://sustainabledevelopment.un.org/content/documents/18341concept_
note_2704_final.pdf.
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Purpose and aims of this Policy Guidebook

In the Asia-Pacific region, countries have evolved their own policies, institutional framework and support
mechanisms for MSMEs according to their individual needs, stage of economic development and culture.
Country experiences from this vast and diverse region offer a considerable marketplace to draw upon.
However, most of these policies target MSMEs operating in the formal sector, while in fact the vast majority
of MSMEs operate in the informal economy. According to the International Labour Organization (ILO), two
billion people worldwide work informally, most of them in emerging and developing countries. In Asia and
the Pacific, more than 68 per cent of the workforce is in the informal sector.5 Because of the large number
of MSMEs operating in the informal sector, reliable and accurate statistics on the sector are often lacking,
preventing effective policies.

MSMEs still need wider policy support to continue to promote business ownership and entrepreneurial skills,
facilitate their transition from the informal to formal economy, help businesses grow and participate actively
in the global economy. MSMEs play an important role in the overall social and economic well-being of their
countries, contributing to far-reaching solutions to pressing issues facing humanity, i.e., health, education,
decent work, societal and gender equality, food security, more sustainable agriculture, advancing sustainable
industrialization and innovation, disaster risk reduction as well as to resilience-building. On top of all these,
MSMEs help large enterprises grow by supporting backward linkages supplying primary, secondary and
intermediate raw materials along the supply chain, thus contributing significantly to the socioeconomic
development of a country.

To address the above non-exhaustive list of issues, this Guidebook aims to provide information to relevant
policymakers in Asia-Pacific countries on what one needs to know, and what one needs to do, to implement
MSME policy measures that can be most useful for MSME development given the specific country conditions
in the face of macroeconomic impacts, intense domestic and international competition as well as internal
and external shocks, including the climate change and pandemics such as COVID-19, among others. In
particular, the Guidebook aims to outline policies based on best practices that help MSMEs to become
more sustainable, develop international competitiveness and participate effectively in regional and global
value chains (RGVCs).

The Guidebook takes further account of the challenges that Asia-Pacific countries face. It is also intended
act as a guide and reference point for Governments and regulators by providing a roadmap for planning,
assessing and implementing policy and legal measures to support more robust and resilient MSMEs. The
Guidebook also shares innovative approaches for evidence-based decision-making and highlights relevant
best practices. Thus, this Policy Guidebook offers comprehensive and practical policy interventions to
facilitate MSME development in the region. Policies shared here highlight two issues of importance in
developing MSMEs – competitiveness and sustainability.

The Guidebook comprises four parts plus an epilogue:

1. Setting the scene – mapping the current policy, institutional and legal framework for MSMEs in
Asia and the Pacific;

2. General policies influencing MSMEs;

3. Specific MSME targeted policies – competitiveness;

4. Specific MSME targeted policies – sustainability (robust and increased resilience).

The target audience for this Guidebook

The target audience consists of policy and decision-makers working towards the development of sustainable
and competitive MSMEs. The MSME Policy Guidebook aims to reach, inform and inspire policy and
decision-makers, professionals, practitioners, young professional officials and researchers working towards
evidence-based sustainable development across all sectors.

5 ILO, 2018, Women and men in the informal economy: A statistical picture, third edition. Available at https://www.ilo.org/global/publications/
books/WCMS_626831/lang—en/index.htm.
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Part I

Setting the scene: Mapping the current policy,
institutional, and legal framework for MSMEs

in Asia and the Pacific

MSMEs serve as fertile ground for enterprise development. MSMEs contribute to maintaining high mobility
of the labour market, and narrow development gaps among localities. Each country has evolved its own policy,
institutional and legal framework, and support mechanism suiting its needs, stage of development, ethos,
culture and understanding of the role of MSMEs. Many countries in the Asia-Pacific region as well as various
multilateral and bilateral development agencies have implemented a variety of interventions as part of their
MSME development strategies.

In order to set the scene, chapter I provides a general overview of the current policy, institutional and legal
framework prevalent in countries of the vast and diverse Asia-Pacific region. Due to this diversity, there are
a multitude of policies on developing MSMEs from which to draw. In addition, there are many regional
agencies that operate and provide technical assistance in the MSME policy space. With the above in mind,
chapter I ties into all the other parts of the Guidebook and can serve as reference when navigating this
publication. It will link to an online knowledge hub and database providing details of each country’s policy,
institutional and legal framework.
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Chapter I

Definitions, typologies and
contributions of MSMEs

There is no official or universally accepted definition of an
MSME. References to employment, annual turnover and size of
balance sheet can be used but the most common indication
remains the number of employees. The ILO, the International
Finance Corporation (IFC) and the Eurostat’s Structural Business
Statistics identify commonly used definitions as follows – micro
enterprises have 1-10 employees, small enterprises have 10-50
employees, while medium-size enterprises employ 50-200
employees, or even up to 250. From a survey of 93 economies
where a breakdown between MSMEs was available, the IFC notes
that 83 per cent of all MSMEs are micro enterprises, reflecting
the importance of very small businesses worldwide.6

A. Definitions of MSMEs

The definitions used vary widely among countries, and depend on
the phase of their economic development, the size of the country
as well as on the prevailing social conditions. Although various
measures/criteria are used to define MSMEs – such as the
number of employees, invested capital, assets, sales volume and
production capacity – employment is the most frequently used.
In general, an MSME is considered to have fewer than 500
employees, although many countries use a lower threshold, at
about 300 or 100 employees. The Eurostat definition (fewer than
250 employees) is applied in 19 European countries and is
currently the most widely accepted definition. In the Asia-Pacific
region, some countries, such as Malaysia, differentiate between
manufacturing and services MSMEs (in this case, services
MSMEs are usually defined as smaller than manufacturing
MSMEs). Often, statistics on MSMEs exclude cottage and micro
enterprises; for example, China distinguishes between township
and village enterprises (TVEs)7 and MSMEs. Singapore
distinguishes between local and overseas MSMEs. Some countries
distinguish between autonomous MSMEs and those connected
to a large enterprise or group, or identify an MSME in terms

6 Kushnir, Mirmulstein and Ramalho, “Micro, Small and Medium Enterprises Around
the World: How Many Are There, and What Affects the Count?”, IFC, 2010.
7 TVEs in China include collectively-owned enterprises at the county and village levels,
which are part of the cooperation enterprises operated by farmers and the self-
employed enterprises operated by families in rural areas.
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Table I.1
Sample of country definitions of MSMEs

Country MSME definition

By number of employees By size of assets, capital, or turnover

Armenia Micro Enterprises: Employing up to Micro Enterprises: Enterprises with a maximum
nine people. annual sales turnover of AMD 100 million

(US$ 20,991); and/or with an annual balance
sheet not exceeding AMD 100 million
(US$ 20,991).

Small Enterprises: Employing up to Small Enterprises: Enterprises with a maximum
49 people. annual sales turnover of AMD 500 million

(US$ 1,049,349); and/or with an annual
balance sheet not exceeding AMD 500 million
(US$ 1,049,349).

Medium Enterprises: Employing Medium Enterprises: Enterprises with a maximum
up to 249 people. annual sales turnover of AMD 1,500 million
Source: Amendments to the Law (US$ 3,148,047); and/or with an annual balance
on State Support of Small and sheet not exceeding AMD 1,000 million
Medium Entrepreneurship (2011). (US$ 2,099,019).

Source: Amendments to the Law on State Support
of Small and Medium Entrepreneurship (2011).

Brunei Darussalam Micro Enterprises: Employing up to Micro Enterprises: Enterprises with net assets
nine people. under B$ 60,000 (US$ 44,544), excluding land

and buildings used by the business; or with
annual sales under B$ 100,000 (US$ 74,263).

Small Enterprises: Employing Small Enterprises: Enterprises with net assets
between 10 and 29 people. under B$ 600,000 (US$ 445,440), excluding

land and buildings used by the business; or with
annual sales under B$ 1 million (US$ 742,630).

Medium Enterprises: Employing Medium Enterprises: Enterprises with net assets
between 30 and 99 people. under B$ 3 million (US$ 2,227,866), excluding
Source: ADB Asia SME Monitor 2020 land and buildings used by the business; or with
database. annual sales under B$ 5 million

(US$ 3,713,111).
Source: ADB Asia SME Monitor 2020 database.

India Micro Enterprises: Enterprises with net assets
under Rs. 1 crore (US$ 133,173) and annual
sales turnover under Rs. 5 crore (US$ 4,665,865).

Small Enterprises: Enterprises with net assets
under Rs. 10 crore (US$ 1,331,729) and an
annual sales turnover between Rs. 5 crore
(US$ 665,864) and Rs. 50 crore
(US$ 6,658,645).

of management structure. However,
regardless of definitional discrepancies,
when viewed from a managerial and
organizational perspective, MSMEs are
distinguished from others by the
following characteristics: (a) they are
usually independently owned and
operated; (b) they are closely controlled
by owners/managers who also contribute

most, if not all, of the operating capital; and (c) the principal
decision-making functions rest with the owners/managers. MSMEs
are, therefore, a group of firms, heterogeneous in size and nature
that, when taken together, has a significant direct and indirect
participation in the national product as well as in employment
absorption and creation. Therefore, MSMEs are also important in
terms of equity benefits and distribution of income. Table I.1
provides examples of definitions of MSMEs in some advanced
countries of the region.
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Medium Enterprises: Enterprises with net assets
up to Rs. 20 crore (US$ 2,663,458) and an
annual sales turnover between Rs. 50 crore
(US$ 6,656,055) and Rs. 250 crore
(US$ 33,280,275).
Source: Micro, Small and Medium Enterprises
Development (MSMED) Act, 2006, revised in
2020.

Indonesia Micro Enterprises: Enterprises Micro Enterprises: Enterprises with maximum net
employing up to four people. assets of IDR 50 million (US$ 3,528), including

land and buildings used by the business; or with
a maximum annual sales turnover of IDR 300
million (US$ 21,172).

Small Enterprises: Enterprises Small Enterprises: Enterprises with net assets
employing between five and between IDR 50 million (US$ 3,528) and
19 people. IDR 500 million (US$ 35,287), excluding land

and buildings used by the business; or with an
annual sales turnover between IDR 300 million
(US$ 21,172) and IDR 2.5 billion (US$ 176,499).

Medium Enterprises: Enterprises Medium Enterprises: Enterprises with net
employing between 20 and 99 people. assets between IDR 500 million (US$ 35,264)
Source: Central Bureau of Statistics and IDR 10 billion (US$ 705,285), excluding
of Indonesia, Badan Pusat Statistik, land and buildings used by the business; or
BPS, used in the 2016 Indonesian with an annual sales turnover between IDR 2.5
Economic Census and in the BPS billion (US$ 176,321) and IDR 50 billion
Survey of Micro and Small (US$ 3,526,425).
Enterprises. Source: Indonesia’s Republic National

Law 20/2008.

Japan MSMEs in the retail trade: Enterprises MSMEs in the retail trade: Enterprises whose
employing up to 50 people. capital or total amount of investment does not

exceed ¥ 50 million yen (US$ 439,798).

MSMEs in the service industry: MSMEs in the service industry: Enterprises
Enterprises employing up to whose capital or total amount of investment
100 people. does not exceed ¥ 50 million (US$ 439,798).

MSMEs in the wholesale trade: MSMEs in the wholesale trade: Enterprises
Enterprises employing up to whose capital or total amount of investment
100 people. Others: Enterprises does not exceed ¥ 100 million (US$ 879,659).
employing up to 300 people. Source: Small and Medium-sized Enterprise
Source: Small and Medium-sized Basic Act (amended in 1999).
Enterprise Basic Act (amended
in 1999).

Lao People’s Micro Enterprises: In production of Micro Enterprises: In manufacturing: Enterprises
Democratic commercial goods, trade and service. with maximum net assets of LAK 100 million
Republic Enterprises employing up to five (US$ 9,839); or with a maximum sales turnover

people. of LAK 400 million (US$ 39,359).

Small Enterprises: In production of In trade: Enterprises with maximum net assets
commercial goods, trade and service. of LAK 150 million (US$ 14,764); or with a
Enterprises employing between six maximum sales turnover of LAK 400 million
and 50 people. (US$ 39,359).

Medium Enterprises: In production In services: Enterprises with maximum net assets
of commercial goods, trade and of LAK 200 million (US$ 19,692); or with a
service. Enterprises employing maximum sales turnover of LAK 400 million
between 51 and 99 people. (US$ 39,359).
Source: ASEAN SME policy index, Source: ASEAN SME policy index, OECD, 2018.
OECD, 2018.

Table I.1. (continued)

Country MSME definition

By number of employees By size of assets, capital, or turnover
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Malaysia Micro Enterprises: In manufacturing, Micro-Enterprises: In manufacturing, services and
services and other sectors, Enterprises other sectors. Enterprises with a sales turnover
employing up to four people. under RM300,000 (US$ 72,265).

Small Enterprises: In manufacturing, Small Enterprises: In manufacturing, enterprises
enterprises employing between five with a sales turnover from RM300,000
and 74 people. In services and other (US$ 72,265) to RM15 million
sectors, enterprises employing (US$ 3,613,323).
between five and 29 people.

Medium Enterprises: In manufacturing, In sales and other services: Enterprises with a
enterprises employing between 75 sales turnover from RM300,000 (US$ 72,265)
and 200 people. In services and other to RM3 million (US$ 722,606).
sectors, enterprises employing Source: Circular on New Definition of SMEs,
between 30 and 75 people. 2014.
Source: Circular on New Definition
of SMEs, 2014.

Myanmar Micro and Small Enterprises: In retail Micro and Small Enterprises: In retail business,
business, wholesale business and enterprises whose capital or total amount of
services, enterprises employing investment does not exceed MMK 50 million
up to 30 people. In manufacturing, (US$ 26,862).
enterprises employing up to
50 people. In labour-intensive
manufacturing, enterprises employing
up to 300 people.

Medium Enterprises: In retail business In services and wholesale business, enterprises
and wholesale business, enterprises whose capital or total amount of investment
employing between 31 and 60 people. does not exceed MMK 100 million
In services, enterprises employing (US$ 53,724).
between 51 and 100 people. In Source: Myanmar SME Development Law,
manufacturing, enterprises employing 9 April 2015.
between 51 and 300 people. In
labour-intensive employing
manufacturing, enterprises between
301 and 600 people.
Source: Myanmar SME Development
Law, 9 April 2015.

Pakistan Micro Enterprises: Enterprises
employing up to 10 people.
Source: Circular No. 3. 2014
issued by the State Bank of Pakistan,
Agricultural Credit and Microfinance
Department.

Small Enterprises: Enterprises Small Enterprises: Enterprises with a maximum
employing up to 50 people. annual sales turnover of PKR 150 million
Source: Circular No. 02 of 2016, (US$ 866,133.90).
issued by the State Bank of Pakistan, Source: Circular No. 02 of 2016, issued by the
Infrastructure, Housing and SME State Bank of Pakistan, Infrastructure, Housing
Finance Department. and SME Finance Department.

Medium Enterprises: In manufacturing Medium Enterprises: In manufacturing, services
and services, enterprises employing and trading, enterprises with an annual sales
between 51 and 250 people. turnover between PKR 150 million (US$ 866,133)
In trading, enterprises employing and PKR 800 million (US$ 4,619,380).
between 51 and 100 people. Source: Circular No. 02 of 2016, issued by the
Source: Circular No. 02 of 2016, State Bank of Pakistan, Infrastructure, Housing
issued by the State Bank of Pakistan, and SME Finance Department.
Infrastructure, Housing and SME
Finance Department.

Table I.1. (continued)

Country MSME definition

By number of employees By size of assets, capital, or turnover
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Philippines Micro Enterprises: Enterprises Micro Enterprises: Enterprises with maximum
employing up to nine people. net assets of PHP 3 million (US$ 59,229).

Small Enterprises: Enterprises Small Enterprises: Enterprises with net assets
employing between 10 and between PHP 3,000,001 (US$ 59,229.77)
99 people. and P 15 million (US$ 296,165).

Medium Enterprises: Enterprises Medium Enterprises: Enterprises with net
employing between 100 and assets between PHP 15,000,001 (US$ 296,165)
199 people. and PHP 100 million (US$ 1,974,433).
Source: Philippine Statistics Authority. Source: Magna Carta for Micro, Small and

Medium Enterprises (MSMEs).

Singapore MSMEs: Enterprises employing MSMEs: Enterprises with maximum sales of
up to 200 people. SGD 100 million (US$ 74,242,754).
Source: Ministry of Trade and Source: Ministry of Trade and Industry of
Industry of Singapore. Singapore.

Thailand Micro Enterprises: In manufacturing, Micro Enterprises: In manufacturing, trade and
trade and service sectors, enterprises service sectors, enterprises with a maximum
employing up to five people. annual sales turnover of Baht 1.8 million

(US$ 54,418).

Small Enterprises: In manufacturing, Small Enterprises: In manufacturing, enterprises
enterprises employing between six and with an annual sales turnover between Baht 1.8
50 people. In the trade and service million (US$ 54,418) and Baht 100 million
sectors, enterprises employing (US$ 3,023,391).
between six and 30 people.

Medium Enterprises: In manufacturing, In the trade and service sectors, enterprises
enterprises employing between 51 and with an annual sales turnover between Baht 1.8
200 people. In the trade and service million (US$ 54,418) and Baht 50 million
sectors, enterprises employing (US$ 1,511,785).
between 31 and 100 people. Source: SME Promotion Act B.E. 2562 (2019).
Source: SME Promotion Act
B.E. 2562 (2019).

Viet Nam Micro Enterprises: In every sector, Micro Enterprises: In agriculture, forestry,
enterprises employing up to fisheries, industry and construction, enterprises
10 people. with a maximum annual sales turnover of

VND 3 billion (US$ 131,912) or a total capital
of VND 3 billion (US$ 131,912).

Small Enterprises: In agriculture, In commerce and services: Enterprises with a
forestry, fisheries industry and maximum annual sales turnover of VND 10
construction, enterprises employing billion (US$ 439,708) or a maximum total
between 11 and 100 people. capital of VND 3 billion (US$ 131,912).
In commerce and services, enterprises
employing between 11 and 50 people.

Medium Enterprises: In agriculture, Small Enterprises: In agriculture, forestry, fisheries
forestry, fisheries, industry and industry and construction, enterprises with a
construction, enterprises employing maximum annual sales turnover of D50 billion
between 101 and 200 people. (US$ 2,193,853) or a total capital of up to
In commerce and services, VND 20 billion (US$ 877,541).
enterprises employing between Source: Law No. 04/2017/QH14;
51 and 100 people. Decree No. 39/2018/ND-CP.
Source: Law No. 04/2017/QH14;
Decree No. 39/2018/ND-CP.

Note: Exchange rates from www.xe.com from October and November 2021.

Table I.1. (continued)

Country MSME definition

By number of employees By size of assets, capital, or turnover
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The importance of MSMEs to long-term
economic growth and stability derives
from their size and structure which,
under adequate conditions (i.e., well-
developed factor markets), allow them
the flexibility and ability to confront
adverse economic conditions. MSMEs
are generally more labour-intensive than
large firms and, therefore, have lower
capital costs associated with job
creation (although digitalization is
rapidly picking-up pace during COVID-
19, with greater numbers of MSMEs
made of individuals known as digital
nomads). Consequently, MSMEs play
an important role in fostering income
stability, growth and employment. The
development of MSMEs is also
important for poverty alleviation and
the promotion of more pluralist
societies. According to the data
provided by the International Council
for Small Business (ICSB), formal and
informal Micro, Small and Medium-
sized Enterprises (MSMEs) make up
more than 90 per cent of all firms and
account, on average, for 70 per cent of
total employment and 50 per cent of
GDP.8

B. Common characteristics of
MSMEs

The MSME population is typically
composed of very diverse businesses in
terms of age, size, ownership, business
models, and entrepreneurs’ profiles,
motivations and aspirations. Despite
this, MSMEs have some common
characteristics. MSMEs typically have
low revenue, but it should be noted
that lower revenue does not necessarily
translate into lower profitability.
Established small-scale businesses
often own their facilities and
equipment outright which, in addition
to other factors, helps to keep costs
lower than more leveraged businesses.
Often, MSMEs employ smaller teams of
employees than companies that operate

on larger scales. The smallest businesses are run entirely by
single individuals or small teams. A larger small-scale business
can often get away with employing fewer than 100 employees,
depending on the type of business. MSMEs generally have a
smaller market area, although with digitalization this has changed
to more niche marketing that can have a global reach, depending
on product delivery. Yet, in general, small-scale businesses serve
a much smaller area than corporations or larger private businesses.
The smallest-scale businesses serve single communities, such as
a convenience store in a rural township.

The very definition of small-scale prevents these companies from
serving a locale much larger than a local area, since growing
beyond that would increase the scale of a small business’s
operations and push it into a new classification. MSMEs are often
sole proprietorships, partnerships or limited liability companies.
These forms of organization provide the greatest degree of
managerial control for company owners, while minimizing the
hassle and expense of business registration. MSMEs often
operate only in a limited area. These firms are not likely to have
sales outlets in multiple municipalities, provinces or countries,
for example. A large number of small-scale businesses operate
from a single office, retail store or service outlet, or from home.

Given the above, characteristics of MSMEs are evolving in the
face of technology and innovation. The Internet, with its social
media platforms such as Facebook, offers online opportunities to
set up business homepages with little or no investment involved.
In general, the Internet has created and expanded the space for
MSMEs to fill various gaps left by larger corporations
Digitalization can reduce overheads, increase online shopping and
facilitate payment, and thus expand the number of people who
shop or procure services from the comfort of their own homes.
Today, delivery services such as Grab Food have opened
opportunities and increased access for even the smallest vendors
to provide products and services that were once mainly in the
realm of large chains or big business.

C. Typologies of MSMEs

1. Formal or informal sector

The informal sector accounts for a huge number of firms and
workers across the world, and the informal sector in the Asia-
Pacific region absorbs, on average, about 68 per cent of the
labour force, although the average for developing and emerging
economies alone is 71 per cent.9 Informal MSMEs tend to be
small in size, are often less productive than formal enterprises,
yet contribute significantly to economic activity and employment.
Unregistered firms rely mostly on informal financing, which is

8 The International Council for Small Business, https://icsb.org/about-us.
9 OECD/ILO, 2019, Tackling Vulnerability in the Informal Economy, Development Centre Studies, OECD Publishing, Paris. Available at
https://doi.org/10.1787/939b7bcd-en.
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associated with lower firm growth and increased firm illegality.10

Small businesses remain informal as they lack the incentives or
capacity to formalize. Creating the appropriate environment for
informal MSMEs to formalize takes time, as many do not see
incentives such as access to new market opportunities and to
financial and non-financial services, making it a profitable
decision for them to register their business. The degree of
informality varies significantly across developing economies. For
example, at the low end of the scale, studies have estimated that
the percentage of employment in the informal sector in non-
agricultural activities is less than 10 per cent for countries. At
the high end of the scale, the percentage surpasses 75 per cent
for countries. As a result, different country strategies to cope with
informality may be necessary depending on the degree of
informality present in the economy.11

Informal sector businesses are defined as all firms that are
unregistered with a registration office, municipality or tax
authority, or owners and employers of micro enterprises that
employ few paid workers.12 Informal employment is defined as
employment without a contract, unregistered with the relevant
authority such as the social security agency or Ministry of Labour,
and employment not entitled to receive social security benefits.

Given the background on informal MSMEs, formal MSMEs tend
to perform better than informal enterprises. At the macro level,
an increase in the number and/or size of formal enterprises
translates into higher GDP levels and growth rates. The ILO13

highlights that the costs associated with becoming and remaining
formal include: entry costs (registration costs); taxes, fees and
social contributions; and compliance costs (e.g., with labour
regulations and property registration). Benefits associated with
being formal include a reduction in the risk of closure or having
to pay fines or bribes, and greater ease to establish an enterprise
at a permanent location. Formal enterprises have better access
to (public) business development services, financial services and
insurance services, and get better access to more diverse
markets.

2. Manufacturing; agricultural/rural, and services MSMEs

Manufacturing MSMEs are enterprises engaged in the
manufacturing or production of goods pertaining to any industry,
or employing plant and machinery in the process of value
addition to the final product having a distinct name or character
or use. In Malaysia, for example, MSMEs in the manufacturing
sector are involved in activities such as processing and
production of raw materials, e.g., food, beverages, textiles,
petroleum, wood, rubber as well as the assembling and

manufacturing of electrical and
electronics appliances and components,
among others. Malaysian MSMEs
account for more than 90 per cent of
the total manufacturing establishments
in the country.14

Agricultural and rural MSMEs play a
key role in securing access to food,
alleviating poverty and growing the
economy in rural areas that are often
underserved. Small companies are
found at each link of value chains as
input suppliers, farmers, traders,
processors, wholesalers and retailers. In
countries such as India, population
growth is increasing pressure on land,
and agricultural production cannot
absorb the ever-increasing rural labour
force in agricultural employment. This
leaves rural non-farm MSMEs to absorb
those released from agriculture but not
absorbed in the urban industries. The
scope of rural industries relies on
utilizing the natural and human
resources existing in the countryside.
The features of rural industrialization
are low investment of capital, labour
intensity and use of simple technology
by employing local human and material
resources.

Services MSMEs today export expertise
directly to foreign markets, using digital
platforms or other means; indirectly by
providing services to local affiliates of
multinational firms; or they sell to local
exporters. MSMEs also engage with
foreign firms through franchise
agreements and by using foreign
platforms for conducting their business
locally.

3. Startups or growing enterprises

MSMEs play an important role in the
wider eco-system of businesses.
Startups and young firms, which are

10 Ayyagari, Beck and Demirgüç-Kunt (2007). “Small and Medium Enterprises Across the Globe,” Small Business Economics 29:
415-434.
11 ILO (2012). Measuring informality: A Statistical Manual on the informal sector and informal employment. ILO. Geneva.
12 ILO (2012). Measuring informality: A Statistical Manual on the informal sector and informal employment. ILO. Geneva.
13 ILO (2014). Enterprise formalization: Fact or fiction? A quest for case studies.
14 Saleh and Ndubisi, 2006, SME Development in Malaysia: Domestic and Global Challenges. School of Economics, University of Wollongong,
NSW, Australia, Economics Working Papers.
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generally small or micro enterprises, are
the primary source of net job creation
in many countries, and are the driving
force of innovation and sustainability in
the private sector.15 Startups are
different from traditional businesses,
primarily because they are designed to
grow fast. By design, this means that
they have something they can sell to a
very large market. For most businesses,
this is not the case. In the world of
business, the word “startup” goes
beyond a company just getting off the
ground. It is also associated with a
business that is typically technology-
oriented and has high growth potential.
Startups have some unique struggles,
especially with regard to financing,
because while the promises of fast
growth and high returns are appealing to
investors, the risks are commensurately
high.

The reduction of barriers to entry in
some markets that the Internet and
digital commerce has brought about
has also resulted in startups that
might be termed “digital native”.
These businesses have very limited
attachment to any physical location or
market, and might consider themselves
(in practice more than in legal fact) as
being only partially bound by the legal
system of any one location. Having
the ability to sell digital products or
services online, with low overheads,
means these firms can access huge
numbers of customers and grow
extremely quickly. For this reason,
digital native startups are starting to
be recognized as in need of unique
regulatory approaches.

4. Cottage industries, townships and
other typologies

A cottage industry is a small-scale,
decentralized manufacturing business
often operated out of a home rather
than a purpose-built facility. In a

country such as Bangladesh, cottage industries typically produce
artisanal products using traditional methods for local
consumption.16 For these reasons cottage industries may be
impossible to scale up substantially; if they can be, it may be
difficult to do so without changing the essential character of the
business. Cottage industries can, however, have beneficial effects
for diversifying income sources in households, and providing
opportunities to women and persons with disabilities whose other
employment options might be limited. In China, a particular class
of business called the Township and Village Enterprise, owned
and managed mostly by rural communities, became prominent in
the latter half of the 20th century (see box I.1).

15 ILO (2015). Small and medium-sized enterprises and decent and productive employment creation.
16 Tasneem and Biswas, 2014, Role of Cottage Industry in the Economic Development of Bangladesh: An Empirical Study. IOSR Journal
of Business and Management (IOSR-JBM), vol. 16. No. 10, pp. 10-18.

Box I.1
Township and village enterprises in China

In the Chinese context, township and village enterprises (TVEs)
are a heterogenous group of enterprises that have played
a significant role in the industrialization of China since the
1970s. Generally, when these enterprises became a part of
China’s industrial growth, ownership of TVEs was dispersed
across all members of a local community, with ownership
shares being non-transferable. TVEs were substantially under
local government control, with the benefits to the community
being returned as wages or public services. With the prices or
distribution of certain inputs also controlled through local
government, the success of some TVEs could be partially
attributed to being connected to the planning system via local
government. Various reforms have tried to address concerns
over the somewhat nebulously defined property rights in TVEs
over the years. Given the increasing demands on local
government finances throughout the 1990s, the pressures on
successful TVEs to provide more resources to local governments
to fund services has resulted in an increasingly difficult
environment for them.

The structure of TVEs in China owes much to the particular
bias towards public, rather than private, ownership of assets
during the country’s development. Rather than being a strictly
defined class of enterprises, TVEs encompass a wide variety of
ownership structures that differ depending on the local
circumstances. Nevertheless, through subsequent decades of
economic reforms, more and more TVEs are being privatized,
management duties are increasingly being separated from
ownership, and the ownership of assets held by the TVEs are
being more strictly defined.

Source: Wei Zou (2003), “The Changing Face of Rural Enterprises”, China
Perspectives, available online at https://journals.openedition.org/chinaper
spectives/773.



DEFINITIONS, TYPOLOGIES AND CONTRIBUTIONS OF MSMEs 13
CHAPTER I



14 POLICY GUIDEBOOK FOR MSME DEVELOPMENT IN ASIA AND THE PACIFIC
2ND EDITION



MSMEs IN ASIA-PACIFIC: A BRIEF OVERVIEW 15
CHAPTER II

MSMEs IN ASIA-PACIFIC: A BRIEF OVERVIEW 15
CHAPTER II

Chapter II

MSMEs in Asia-Pacific: A brief
overview

MSMEs are the backbone of the Asia-Pacific region’s economy
and, due to their often-local nature, they can contribute to local
resilience and economic complexity. MSMEs kindle domestic
demand, create jobs, innovate, and compete nationally and,
potentially, regionally. Access to finance and expanded markets
are the key to MSME growth. Traditional MSME strengths in the
region are in wholesale and retail trade, agribusiness, food
processing, accommodation and other service-related business.

MSMEs are a driving force behind Asia’s economies, accounting
for an average 97 per cent of all enterprises and 69 per cent
of the national labour force. Their contribution to GDP is
considerably smaller, being on average about 41 per cent of each
country’s GDP.17 Increased FDI inflows since the 2007-2008
global financial crisis encouraged the entry of large multinational
enterprises (MNEs) into Asia, which created new demands for
domestic products and services from MSMEs, typically in
supporting industries for parts and components.18 Accordingly,
such linkages were expected to improve labour productivity
if MSMEs actively joined global value chains. However, the
COVID-19 pandemic has caused a decline in domestic and
foreign demand on, and investments in, MSME products and
services. MSMEs are unstable entities, easily disrupted by
external shocks such as economic and financial crises, disasters
and sudden changes of business environment (like reaction to
a pandemic).

Across the Asia-Pacific region, there are notable differences
between the various regions and the MSMEs that make up
considerable parts of these economies. From the largely agrarian
MSMEs of Central Asia and the Pacific, to the more industrialized
manufacturing MSMEs of North-East Asia and the service-
oriented MSMEs of South Asia, the makeup of small businesses
in the region is diverse. Some broad observations of the different
Asia-Pacific regions and the most notable factors of the MSMEs
within them follow.

17 Data for Asian countries from ADB Asia Small and Medium-Sized Enterprise
Monitor, 2015 and 2020.
18 Ibid.
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Central Asia

The role of MSMEs in the Central Asian
economies varies considerably, with
figures indicating that they employ
from a low of 19 per cent of employees
in Kyrgyzstan to 77 per cent in
Uzbekistan. The real number is hard
to estimate accurately, due to
the presence of an uncounted (or
undercounted) informal economy
making up about 0ne-third or more of
these nation’s economies.19

MSMEs make a larger contribution
to the non-resource rich agrarian
economies of Central Asia. In
Afghanistan, for example, in 2009,
80-90 per cent of the enterprises
were classified as MSMEs (defined
as enterprises with less than 300
employees). Most of these enterprises
were rural businesses and contributed
to more than 50 per cent of GDP and
75 per cent of employment.20 In
Tajikistan, according to the latest
figures available from 2015, 54.7 per
cent of the firms were classified as
MSMEs according to the national
definition and accounted for about half
of total employment in the country.21

Uzbekistan presents similar structural
characteristics. Although only firms
with less than 100 employees were
classified as MSMEs, they accounted
for 56 per cent of total GDP and 76.5
per cent of employment in 2014.22

In comparatively wealthier Azerbaijan
and Kazakhstan, a majority of firms are
classified as MSMEs (94 per cent and

90 per cent, respectively), but they contribute a much smaller
proportion of GDP (20 per cent of GDP in 2014, in Kazakhstan).
This is explained by the GDP of those countries being
substantially concentrated in the oil and gas industries, which is
not typically the domain of MSMEs.23, 24

North-East Asia

Since the economic reformation in China, MSMEs have become
one of the driving forces in the economy. In 2019, the number
of MSMEs was estimated to be more than 38 million. According
to the SME Promotion Law of China, MSMEs are classified based
on the number of employees, annual revenue and total assets.
For example, a medium-sized agricultural enterprise is required
to hire a minimum of 500 people. A small-sized construction
enterprise can have a maximum business revenue of US$ 8.5
million. Compared to the MSMEs in other economies, which often
employ below 100 or 500 people, MSMEs in China stand out for
their large size. Currently, MSMEs represent more than 90 per
cent of the enterprises in the country. They also contribute more
than 60 per cent to GDP and 70 per cent to patents, and
account for 80 per cent of nationwide jobs in the country.25 The
primary sectors for MSMEs in China are the industrial sector,
construction, transportation, wholesale and retail business, and
hotels and restaurants.

In the Republic of Korea and Japan, since the industrialization
of those countries, MSMEs have typically supplied parts and
components to very large firms or conglomerates (Zaibatsu in
Japan and Chaebol in the Republic of Korea) as subcontractors.
There are 3.5 million MSMEs accounting for 99.7 per cent of
the total number of companies in Japan.26 One of the six parts
of an industry revitalization plan announced by the Government
of Japan in 2013 was to enhance innovation of SMEs through
mobilizing resources, encourage entry into strategic markets and
support MSMEs to export. The Government of the Republic of
Korea has been making efforts to promote MSMEs and reduce
their reliance on Chaebol.

In Mongolia, MSMEs make up almost 98 per cent of businesses
but contribute only about 25 per cent of the country’s GDP.27 The

19 Abdih and Medina, 2015, “Measuring the Informal Economy in the Caucasus and Central Asia”, International Monetary Fund Working
Paper, May. Available at https://www.imf.org/external/pubs/ft/wp/2013/wp13137.pdf.
20 ESCAP, 2017, Building a Resilient Digital Economy: Fostering SMEs in Central Asia, Asia-Pacific Information Superhighway (AP-IS) Working
Paper Series. Available at https://www.unescap.org/sites/default/d8files/knowledge-products/SMEs%20in%20SPECA%20final.pdf.
21 Regional Environment Center for Central Asia, 2015, “Tajikistan: country situation assessment”, Working Paper, August. Available at
http://prise.odi.org/wp-content/uploads/2015/08/Tajikistan_Country_Situation_Assessment.pdf.
22 Kan, 2015, “Do Initial Conditions Matter? A comparative analysis of SME Development in Russia, Kazakhstan, and Uzbekistan”,
No. 639, CIS Discussion Paper Series.
23 Reuters, “Azerbaijan sees 1.8 pct GDP growth in 2016, bases budget on $50 oil price”, 20 October 2015. Available at http://
www.reuters.com/article/azerbaijan-budget-idUSL8N12K1IO20151020.
24 Rabobank, 2015, “Country Report Kazakhstan”, 24 June. Available at https://economics.rabobank.com/publications/2015/june/country-
report-kazakhstan/.
25 Statista, 2021, Number of SMEs in China 2012-2020. Available at https://www.statista.com/statistics/783899/china-number-of-small-
to-medium-size-enterprises/.
26 SME Support Japan, 2021. Available at https://www.smrj.go.jp/english/.
27 Zolzaya and Zhou, (2018, The research of Mongolian SMEs’ human resource recruitment and selection in some problem [sic], Proceedings
of the Mongolian Academy of Sciences, vol. 58, No. 1, pp. 160-172. Available at: https://www.mongoliajol.info/index.php/PMAS/article/view/
980.
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SME Law was introduced in 2007 in which MSMEs are defined
differently in different sectors, but always less than 200
employees, and with limits on turnover.28

Pacific

Pacific Small Island Developing States (SIDS) have extremely
limited domestic markets and, thus, limited growth opportunities.
Their competitiveness is also hampered by high transaction costs
in moving goods across borders, making it difficult for them to
become competitive and expand to international markets.

In Pacific SIDS, MSMEs also face many problems regarding
access to finance, particularly in the agricultural sector. Many
commercial banks are typically risk-averse and may be unwilling
to recognize some specialized equipment as capital that can be
loaned against, given the small or remote markets in which any
seized property would have to be sold. The legal and regulatory
framework, including insurance and credit rating practices, is also
underdeveloped, contributing to a difficult environment for
MSMEs seeking credit to expand their businesses.

South Asia

In South Asian countries, MSMEs are prevalent across the
economies, playing an important role not only in agriculture and
services, but also in manufacturing. In Bangladesh, for example,
some 99 per cent of all non-farm enterprises fall into the MSME
category, providing employment for 20.3 million Bangladeshi
workers.29 The distribution of enterprises by broad economic
activities and size reveals that the majority of MSMEs operate in
non-manufacturing activities (around 90 per cent); however, 50
per cent of medium-sized businesses undertake manufacturing
activities.30

In Sri Lanka, MSMEs account for 45 per cent of the country’s
employment, and 52 per cent of the country’s GDP.31 Similarly,
in Pakistan, MSMEs account for 78 per cent of the country’s
industrial employment and 40 per cent of the country’s GDP.32

In Nepal, approximately 10 per cent of MSMEs are involved in
manufacturing, but this figure rises to 20 per cent for medium-

sized enterprises.33 The Maldives differs
somewhat from other South Asian
countries due to its size. Outside of the
capital, where tourism is a significant
sector, the MSMEs in more remote
parts of the country are heavily involved
in fisheries and agriculture.

South-East Asia

Asian Development Bank research has
found that 97 per cent of enterprises
in this region are MSMEs, and employ
69 per cent of the workforce and
contribute 41 per cent of the GDP.
Between 61 and 89 per cent of
MSMEs in this region are in services,
many engaged in traditional wholesale
and retail trade. The proportion of
MSMEs taking part in manufacturing
activities in the region varies from 5
to 17 per cent. From 2010 to 2018,
MSMEs in South-East Asia contributed
an average of 20 per cent to countries’
export value.34

The MSME sector in South-East Asia is
quite dynamic and various efforts are
being made to improve opportunities
for smaller businesses. Indonesia,
Malaysia, the Philippines and Thailand
have, for example, created dedicated
MSME stock markets to increase the
financing options available to these
businesses. ASEAN maintains a
Coordinating Committee on Micro,
Small and Medium Enterprises
(ACCMSME) as a forum for discussion
of MSMEs, and regional support for
MSMEs from member States trying to
expand internationally.

28 EY, “Mongolia’s New Accounting and Auditing Laws”, 2016.
29 Bangladesh Bureau of Statistics, 2013, Preliminary Report on Economic Census 2013.
30 World Bank Financing Solutions for Micro, Small and Medium Enterprises in Bangladesh, 2019.
31 Sri Lanka, National Policy Framework for Small Medium Enterprise (SME) Development.
32 Pakistan SME Development Plan. Available at https://www.pc.gov.pk/uploads/pub/FIRST_05_PAGES_of_SMEs_Sector_(1)1.pdf.
33 Kharel and Dahal, 2020, Small and Medium-Sized Enterprises in Nepal: Examining Constraints on Exporting. ADBI Working Paper
No. 1166. Tokyo: Asian Development Bank Institute. Available at https://www.adb.org/publications/sme-nepal-examining-constraints-exporting.
34 ADB Asia Small and Medium-Sized Enterprise Monitor 2020, vol. 1 – Country and Regional Reviews, October 2020.
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Chapter III

Framing MSME Development Within the
Sustainable Development Goals

MSMEs have the potential to contribute to the SDGs. As
businesses that operate in so many sectors – manufacturing,
agriculture, tourism and services – and as agile innovators
discovering new ways of doing business, there are many different
ways for MSMEs to further the cause of sustainable development.
This chapter provides some insight into why MSMEs are relevant
to the SDGs, and how MSME policy can enhance the contributions
of these smaller businesses.

Policymakers in any given area who are striving to meet
a country’s SDG commitments can consider how MSME
development issues will align with the SDG in question. The
SDGs are transformative, and to meet them businesses will need
to discover ways to do business differently. Furthermore, as larger
scale changes take place around them, as a result of countries’
commitments to sustainable development, MSMEs will need to
adapt to more sustainable ways of doing business. Even
policymakers, who do not generally focus specifically on MSME
issues, may need to consider the effects of their SDG-related
policies on MSMEs or could benefit from knowing how MSMEs
can contribute to a more sustainable world. According to the
Business and Sustainable Development Commission, sustainable
business models could open economic opportunities worth US$
12 trillion and create 380 million jobs by 2030, with more than
50 per cent35 located in developing countries.

When coordinating a country’s MSME objectives with its policies
to achieve the SDGs, countries will naturally have to consider the
level of development of the MSMEs within their homeland. For
countries where a majority of MSMEs are informal, focusing first
on bringing those businesses into the formal economy, which may
help with their growth as well as assist their workforce with social
protection, and help the Government to accurately understand the
dynamics of their economy; such an approach may be a
significant priority. Where many firms are informal, policies that
target energy efficiency (Goal 7) or responsible consumption and
production (Goal 12) in MSMEs could pose implementation and

35 Business and Sustainable Development Commission, 2017, Better Business, Better
World: The Report of the Business and Sustainable Development Commission.
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compliance problems. For those
countries with more formalized
MSMEs, looking to policies concerning
competition and investment might rise
in importance as a means to achieve

Goals 8 and 9. The strategic goals of a country regarding the
SDGs should feed down to sectoral policies, including MSME
policies; in turn, the nature of these sectors and the progress
being made should create feedback for further refinement of
high-level strategic goals. Figure III.1 illustrates the SDGs.

Figure III.1
The 17 Sustainable Development Goals

A. Goal 1: End poverty in all its
forms everywhere

Among the very poor, MSMEs are
typically large providers of income and
employment, and may constitute an
important vehicle for the savings of
families. In this regard, improving
MSME productivity has the potential to
lead to higher wages, inclusive growth
and reduction in poverty.

With most poor in developing countries
not employed and not earning enough

to lift themselves out of poverty, job creation in the private sector
has proved to be a main driver in the fight against poverty. During
the past 30 years, the private sector has contributed to a sharp
decline in the share of the population in the developing world
living below the poverty line, from 52 per cent to 22 per cent.36

MSMEs contribute significantly to the employment creation
process of the private sector. In emerging markets, four out of
five new positions in the formal sector were created by MSMEs,
which is about 90 per cent of total employment.37

Informal enterprises engage poor and marginalized populations.
In lower income economies, a large share of MSMEs are informal
enterprises and serve as a source of livelihood for the base of the
pyramid population, made up of 4 billion people that earn less

36 Kok and others, 2013, Is Small Still Beautiful? Literature Review of Recent Empirical Evidence on the Contribution of SMEs to
Employment Creation, International Labour Organization (ILO) and Deutsche Gesellschaft fur Internationale Zusammenarbeit (GIZ).
37 Lessidrenska, 2019, SMEs and SDGs: Challenges and opportunities, OECD Development Matters Blog.
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than US$ 3,000 a year.38 It is estimated that more than 70 per
cent of the workforce in developing countries operates in the
informal economy either through self-employment or from work
in enterprises that are not legally registered businesses.39 Given
the flexibility of the informal economy, it provides opportunities
for the poor, including women and youth, to earn money. Given
the scale of informal employment, particularly in developing
economies, support in formalizing MSMEs would be a step
towards achieving Goal 1.

Policy measures to support Goal 1

MSMEs are taking a lead in helping to meet most of the
economic-related SDGs. Thus, policymakers can:

● Ensure that labour markets and regulations for small MSME
employers are straightforward, and present no impediment to
recruiting, training and employing workers from poor,
disadvantaged or rural backgrounds;

● Through education and outreach programmes, provide the
tools and training necessary to support entrepreneurship
among rural, poor and underserved populations;

● While seeking to integrate businesses into the formal
economy, so that they benefit from a wider variety of
government support and legal protection, ensure that policies
adequately recognize the contributions to poverty alleviation
made by the informal economy and do not unnecessarily
penalize informal MSMEs.

B. Goal 2: End hunger, achieve food security and
improved nutrition and promote sustainable agriculture

In many developing economies, MSMEs play a large role in the
agriculture sector, and hence are the key to achieving food
security and enhancing sustainable agriculture. Target 2.3 of the
SDGs directly references MSMEs by aiming to double the
agricultural productivity of small-scale food producers. In Asia-
Pacific countries, the proportion of food produced by small-scale
producers varies widely (from 43 per cent in Nepal, to 85 per
cent in Armenia, for example40) as do incomes (from a few
hundred United States dollars per year to more than US$ 3,000
per year in countries such as Viet Nam and Mongolia.41).

Small-scale farming by MSMEs can foster multi-cropping and
less intensive agricultural practices, ensure sourcing from local
entities, and demonstrate transparency in the agricultural supply
chain, particularly when sourcing.42 All these factors can

contribute to more sustainable
agriculture. Furthermore, the presence
of local-scale agriculture in rural
communities can contribute to a wide
spread of knowledge of appropriate
agricultural techniques and conditions,
in turn enabling better food security.

MSMEs have proved receptive to new
techniques for improving the food
supply chain. In India, food waste-
reducing technologies minimize post-
harvest losses and have resulted in
reducing losses by more than 60 per
cent – and increased smallholder
farmers’ incomes by more than 30 per
cent.43 Areas for innovation and new
business include manufacturing of
agricultural machinery that reduces
carbon emissions, management of
agricultural waste and tools to improve
fertilizer use. While MSMEs are already
active in these areas, building MSME
capacity and enabling access to
technology for small and medium-sized
agriculture-based enterprises can
contribute significantly to the
achievement of Goal 2.

Policy measures to support Goal 2

The measures include:

● Recognizing the contributions of
small-scale agricultural producers
to food security and local
communities, particularly in LDCs,
and encouraging small-scale
farming that fills local niches;

● Assisting MSMEs to recognize
the opportunities tied to more
sustainable agriculture, including
access to green markets, longevity
of certain resources (e.g., fisheries
and topsoil), and the roles they
can play in strengthening local
communities via food security and
nutrition;

38 Hammond and others, 2007, The Next 4 Billion: Market Size and Business Strategy at the Base of the Pyramid, World Resources Institute
(WRI) and the International Finance Corporation, World Bank Group.
39 Ibid.
40 Food and Agricultural Organization, Performance tracking of SDG 2.
41 Ibid.
42 Edwards, 2018, United Nations Sustainable Development Goals for Small Businesses.
43 Business and Sustainable Development Commission, 2017, Better Business, Better World.
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● Enhancing technology access and
provision of skills to agricultural
MSMEs to improve productivity and
protect agricultural regions from
degradation.

C. Goal 3: Ensure healthy lives
and promote well-being for all at
all ages

The health-care sector is not frequently
mentioned in conjunction with MSMEs.
Nevertheless, a survey conducted by
the AXA Group and the United Nations
Environment Programme (UNEP)
found 9 per cent of the 1,104 MSMEs
surveyed were involved in the health-
care sector.   MSMEs can provide
better-quality health-care services as
well as a wide range of basic laboratory
and imaging services.45 Further,
MSMEs are progressively taking the
leading role as innovators of low-cost,
high-volume delivery models, driven by
increased competition for the same
customer base. However, MSMEs are
facing multiple challenges, such as
the lack of strict regulatory standards
and the lack of resources to hire
professionals with skills to manage the
operational inefficiencies.46

To achieve SDG 3, MSMEs can
contribute to areas such as low-cost
surgery, better disease management,
telehealth, remote patient monitoring,
records management and health-care
training. MSMEs already play a key role
in these areas. The World Health
Organization (WHO) estimates that
achieving the SDG health targets would
require new investments, increasing
over time from (a) an initial US$ 134
billion annually to US$ 371 billion, or
US$ 58 per person, by 2030 under the
“ambitious scenario”, and (b) new
investments increasing from an initial
US$ 104 billion per year to US$ 274

billion, or US$ 41 per person, by 2030 under the “progress
scenario”.47

Policy measures to support Goal 3

The main measures to support Goal 3 include the following
approach:

● Informality of a business can mean that employees or owners
do not have access to certain health-care or social security
benefits. Therefore, formalizing MSMEs can play a role in
improving health outcomes;

● Health care can be an area where regulation of service
provision is very complex. Streamlining the administrative and
regulatory burden on health-care service providers could
enable the participation of more MSMEs;

● To mitigate the COVID-19 pandemic, work-from-home
measures have been enacted by many countries.
Governments may look to guiding their MSMEs in instituting
practices that enable them to effectively remain working
while staff stay home or use hybrid models.

D. Goal 4: Ensure inclusive and equitable quality
education and promote lifelong learning opportunities
for all

In many developing countries, public schools alone are
insufficient to ensure the inclusiveness of education services
needed to reach the targets included in SDG 4. In many
countries, MSMEs conducting business in the education sector
could provide complementary education services, expanding the
access to educational services to the general public. MSMEs
could contribute to achieving SDG 4 by expanding inclusive
access to education services and improving skills of youth and
women for obtaining decent jobs. MSMEs often play a role in the
technical and vocational education and training sector through
offering work-based learning programmes like apprenticeships. In
some areas, MSMEs can be a key provider of education services,
such as private schools or tutoring centres.48

While also acting as providers of education in underserved areas,
MSMEs also stand to benefit significantly from steps towards
achieving SDG 4. As a key source of employment for many poor
people across the region, MSMEs draw their talent from a pool
that receives patchy access to high-quality education. By further
improving the reach of education at all levels, but particularly the
disadvantaged, MSMEs will have access to higher skilled and
more adaptable workers.

44 Blue Orchard Academy, 2017, SMEs and SDGs: Supporting Small and Medium Enterprises to Achieve the Sustainable Development Goals
– Insights from a Blue Orchard Survey.
45 Private Sector and Development (PS&D), 2018, Does the Private Sector Help Improve Healthcare Systems in Developing Countries? Private
Sector & Development (PS&D) Magazine, Agence Française de Développement.
46 Ibid.
47 WHO, 2017, Online Q&A: Sustainable Development Goals Health Price Tag.
48 OECD, 2018, Development Cooperation Report 2018: Joining Forces to Leave No One Behind, Paris.
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Policy measures to support Goal 4

The measures include:

● Supporting MSMEs in the creation of apprenticeships, career
education, internships, work-based learning and programmes
that give students earlier access to business environments;49

● Providing employees with continuous learning opportunities
to improve their skills for their current and future
employment.50 This may be achieved by mobilizing
international, private or government funds.

E. Goal 5: Achieve gender equality and empower all
women and girls

A significant number of MSMEs are women-owned or led, and
SDG 5 aims to improve women’s access to economic resources,
promote gender equality and include women in decision-making
at all levels of society. Based on the findings from the
International Finance Corporation’s (IFC) Enterprise Finance Gap
Assessment Database, East Asia and the Pacific have the highest
overall number of women-owned MSMEs, while South Asia has
the least.51 Formal women-owned MSMEs are more likely to have
a larger presence in (a) the retail and wholesale, and (b) health-
care, beauty, and cosmetics sectors. They have close to equal
footing in the tourist, transport, hotels and restaurants, and trade
sectors, and a slightly lower presence in the manufacturing,
agriculture, and construction sectors.52

The IFC has found that women constitute a fifth of the total
workforce in the MSME sector.53 Disaggregated data across
MSMEs shows that women’s employment, like ownership, is the
highest in the case of micro enterprises, followed by small and
then medium enterprises. According to available data, the rate
of women’s employment in registered MSMEs is 20 per cent and
13 per cent in unregistered enterprises.54 However, women are
employed predominantly in low-skilled jobs and face low wages,
adverse working conditions, and almost a complete lack of social
security and maternity benefits, or protection against sexual
harassment. Improving employment conditions for women in
MSMEs will therefore help to achieve this SDG.

Policy measures to support Goal 5

The measures include:

● The Women’s Empowerment
Principles, promoted by UN Women
and the UN Global Compact,
provide a framework for promoting
gender equality in the workplace,
marketplace and community.
Policymakers should consider how
to encourage implementation of
these principles fully in MSMEs for
the benefit of businesses and
women;55

● Encouraging MSMEs to adopt
gender inclusive policies within
their business practice and in their
value chains. This includes
ensuring equal pay and benefits for
work of equal value, zero-tolerance
of all forms of violence at work,
supporting women with flexible
work arrangements, providing child
and dependent care support,
promoting women in management
positions and increasing gender
balance in the teams.56

F. Goal 6: Ensure availability and
sustainable management of water
and sanitation for all

MSMEs provide water and sanitation
services, and technological innovations
in this space inspire MSMEs, such as
taking “water from air.”57 MSMEs fill
the gap in many developing countries
where the public sector fails to reach
communities, particularly low-income
families. In Asia, MSMEs, either

49 Blue Orchard Academy, 2017, SMEs and SDGs: Supporting Small and Medium Enterprises to Achieve the Sustainable Development Goals
– Insights from a Blue Orchard Survey.
50 Edwards, 2018, UN Sustainable Development Goals for Small Businesses.
51 IFC, 2014, Women-Owned SMEs: A Business Opportunity for Financial Institutions. A Market and Credit Gap Assessment and IFC’s
Portfolio Gender Baseline. International Finance Corporation, the World Bank Group.
52 Ibid.
53 International Center for Research on Women (ICRW), 2014, Gender Issues in the Micro, Small and Medium Enterprises Sector in India.
World Bank.
54 Ibid.
55 UN Women, 2020, The Power of Working Together: Emerging Practices that Advance Women’s Economic Empowerment. Available at
https://www.empowerwomen.org/en/weps/about.
56 Edwards, 2018, UN Sustainable Development Goals for Small Businesses.
57 Water from Air. Available at https://waterfromairmachine.com.au.
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through their own funds or with loans
and some equity, are delivering water
and creating sanitation infrastructure in
the rural-remote or dense-urban areas.
These MSMEs provide, in various
innovative ways, safe water in cans or
affordable water filtration systems;
similarly, they provide household
latrines with onsite waste treatment or
transportation and treatment/recycling
of the waste. MSMEs in the water and
sanitation sector, however, face
difficulties in viability due to limitations
in demand, lack of business and
technical skills, and financial
challenges such as access to credit.
Capacity-building of MSMEs in the
sector can contribute to the goal.

The agricultural and food supply chain
also play a role in water conservation.
The discussion of Goal 2 above touches
on the importance of agricultural
MSMEs; the agriculture sector is by far
the largest user of freshwater,
accounting for nearly 70 per cent of
global water withdrawals. Saving just a
fraction of this can alleviate water
stress in other sectors, particularly in
arid countries where agriculture can
consume as much as 90 per cent of
available water resources.58 MSMEs
active in the agricultural value chain
can contribute to water savings by
increasing productivity of food crops,
improving water management practices
and technologies, implementing
sustainable agricultural practices, and
growing fewer water-intensive crops.

The World Bank identified a potential
US$ 1.2 trillion market for MSMEs in
the developing world in the area of
“clean technology” for the decade
ending in 2023.59 This includes
numerous opportunities in waste
management. MSMEs are well-placed
to operate in this sector as they are

already engaged in areas such as construction, installation,
operations and maintenance, and the connection that MSMEs
have to local markets.

Policy measures to support Goal 6

The measures include:

● Facilitating the provision of water, sanitation and hygiene
(WASH)60 facilities at MSMEs’ workplaces, and developing
advocacy and education campaigns for WASH among
employees;

● Ensuring that MSMEs are included in campaigns to improve
waste management and water efficiency across all industries;

● Conducting assessments in industries where water polluting
chemicals are widely used, to determine where MSMEs can
make an outsized contribution to water quality improvement
by substituting more environment-friendly alternatives in
preference to hazardous substances.

G. Goal 7: Ensure access to affordable, reliable,
sustainable and modern energy for all

Goal 7 targets energy access, energy efficiency and sustainability.
Individual MSMEs generally have low environmental footprints,
mostly due to their lack of size. Due to the number of MSMEs
in the economy, however, their combined contribution to energy
demand is large. MSMEs may produce more pollution than big
businesses because of their informal nature and the resulting lack
of regulations and supervision.61 Studies have estimated that
these businesses can contribute up to 60-70 per cent of
pollution levels in developing economies.62 Encouraging MSMEs
to adopt green technology and other environment-friendly
strategies is therefore essential to achieving Goal 7. A study in
India showed that an estimated 26 million MSME enterprises
account for about 45 per cent of India’s industrial production and
40 per cent of exports; out of 400 manufacturing clusters, nearly
half comprise energy-intensive sectors (metallurgy ceramics,
glass, textiles etc.).63 According to the study, the majority of the
MSME clusters use conventional and inefficient technologies. The
total energy-saving potential of MSMEs in 36 clusters was
identified as about 16 per cent of their total energy consumption.
Uptake of energy efficiency measures remains low and is
attributable to non-availability of technologies, lack of local
service providers, poor technical capacities of MSMEs and limited
access to credit. Box III.1 introduces an MSME providing an
innovative model for rolling out renewable energy infrastructure
in India.

58 UN-Water, 2018, Sustainable Development Goal 6 – Synthesis Report on Water and Sanitation.
59 World Bank, 2014, Building Competitive Green Industries: The Climate and Clean Technology Opportunity for Developing Countries.
60 WHO, 2020, WASH in health-care facilities. Available at https://www.who.int/water_sanitation_health/facilities/healthcare/en/.
61 Asia Pacific Economic Cooperation (APEC) Policy Support Unit, 2018, Identifying Green, Sustainable and Innovative MSMEs in APEC.
Policy Brief No. 19.
62 Ibid.
63 Agence Française de Développement (AFD), Bureau of Energy Efficiency (BEE) French Environment and Energy Management Agency
(ADEME), and the Energy and Resources Institute (TERI) (undated). Benchmarking and Mapping Indian MSMEs Energy Consumption.
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Policy measures to support Goal 7

The measures include:

● Establishing energy efficiency certifications and education for
MSMEs to reduce energy emissions;

● Reducing the use of polluting transport by MSMEs
employees, such as cars and planes, by prioritizing
telecommunications and low-energy modes of transport;

● Investment in local infrastructure to ensure that MSMEs,
particularly in underserved and rural areas, can access
sustainable energy rather than unsustainable and inefficient
traditional fuel sources;

● Supporting MSME investment in R&D related to sustainable
energy services in order to accelerate the energy transition;

● Ensuring that government programmes to incentivize green
initiatives and renewable energy are applicable to MSMEs
that would take advantage of them, and not unduly limited
to only non-commercial participants, or alternatively, only
large commercial participants.

H. Goal 8: Promote sustained, inclusive and
sustainable economic growth, full and productive
employment and decent work for all

About a third of the GDP of emerging economies comes from
MSMEs, and efforts to include informal businesses in these
measurements can raise that total to above half of GDP.64 Jobs
provided by MSMEs, however, usually have lower salaries, grant
fewer workers rights, and may be more insecure than larger
enterprises. Because of informality, it is also difficult to ensure
that jobs provided by informal MSMEs are fully covered by a
social protection network. The formalization and development of

entrepreneurship, as envisaged in this
goal, will require tackling various
challenges that MSMEs face, including
creating more enabling policy and
regulatory frameworks, increasing
access to finance and market
information, building up MSMEs
capabilities and improving MSME-
relevant infrastructure.

Further, strengthening the ability of
MSMEs to access markets and expand
their businesses through value chains is
also a key approach. Access to credit
continues to be a constraint on the
growth of both formal and informal
MSMEs. With limited assets to use as
collateral, MSMEs are often perceived
by commercial financing institutions as
high-risk borrowers, which means they
pay higher interest rates and fees.
Increasing access to credit for MSMEs
can occur through new and innovative
methods (box III.2).

Box III.1
Simpa Networks in India

Simpa Networks provides a basic, portable solar home system
in an off-grid utilities model to primarily rural customers
in India through a lease-to-own model. The system includes
a low-cost meter connected to a cloud-based software that
enables Simpa to track customer usage. Customers make an
initial down payment for the installation and then select how
much energy credit to purchase. A portion of this payment
covers the repayment cost of the system, while the rest goes
to Simpa as profit and to cover operational costs. Once fully
paid (typically within two to three years), the system unlocks
permanently and continues to produce electricity for the
customer for free. Simpa has installed over 15,000 solar home
systems in India and is rapidly growing.

Source: http://www.simpaenergy.in.

64 OECD, 2017, Enhancing the Contributions of SMEs in a Global and Digitalised Economy.

Box III.2
The ICICI Bank MSME Programme

The ICICI Bank, in India, has
positioned itself to partner with
MSMEs and provide non-traditional
financial services that enable them
to access finance on terms more
suited to their special circumstances.
The bank’s approach counts on
relationship managers, market
segmentation, site visits and credit
scorecards based on particular
industries to determine MSME
creditworthiness. With this approach,
the bank has built up its client base
to almost 1 million MSMEs. While
this has dramatically increased the
business’s MSME loan portfolio and
its revenues, the accompanying
challenge is that since MSMEs
borrow less money, a much higher
number of loans need to be issued
to make this strategy profitable.

Source: The Climate and Development
Knowledge Network (CDKN), 2015,
“Increasing MSME Access to Climate
Finance.”
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Policy measures to support Goal 8

The measures include the following:

● Given the role MSMEs play in
providing employment, they will
substantially contribute to goal 8.
However, to ensure the growth they
generate is inclusive, sustainable
and provides decent work, measures
to formalize MSMEs such as
enabling regulation and providing
training for MSMEs should be
enacted;

● Grant facilities, preferential rates
and loan guarantee programmes
can be put in place to bridge the
finance gap for MSMEs gap. Well-
managed schemes need to provide
support and capacity-building to
ensure owners of small-sized
businesses only take on acceptable
amounts of risk and avoid bad
debts;

● MSMEs should not have excessive
exemptions from the labour market
regulations applied to larger firms,
and they must be encouraged to
resist unfair hiring practices,
promote decent work standards and
play their part in ensuring access
to social security provisions for all.

I. Goal 9: Build resilient
infrastructure, promote inclusive
and sustainable industrialization,
and foster innovation

This goal covers three areas: (a)
provision of resilient infrastructure; (b)
industrialization, including development
of small-scale industrial enterprises;
and (c) promotion of research and
innovation. Small-scale industrial
enterprises, which certainly include
MSMEs, are directly relevant to the
goals. Manufacturing value-added
of small-scale enterprises varies
considerably across developing countries.

The infrastructure needs of MSMEs
may differ from those of larger
businesses. While high-capacity
transmission lines and heavy transport

infrastructure serving industrial parks will serve businesses on the
larger end of the spectrum, and possibly medium enterprises,
small and micro enterprises are more likely to depend on local,
decentralized infrastructure. MSMEs can also play a role in the
provision of such infrastructure, such as through partnering with
telecommunications providers to roll out infrastructure in
underserved areas. By their nature, MSMEs are also typically
well-placed to create innovations that find success in particular
niches of the economy, and in a large enough field of innovators
some of these will be able to replicate their success in broader
environments. To achieve this, MSMEs need access to coaching
and training services that will enable them to target new markets
and successfully transition through the different stages of
business growth.

Policy measures to support Goal 9

The measures include:

● Supporting MSMEs in the uptake of new technologies
through require capacity-building, knowledge and technology
transfer, financial resources and an enabling policy
framework;

● Facilitating access to finance for MSMEs that enable
business owners to innovate, improve efficiency and expand
into new markets, while being able to fail in a non-
catastrophic manner should these innovations and expansion
fail;

● Where possible, open up markets that have typically been
monopolized by large firms (such as infrastructure provision),
such that MSMEs may be able to enter into providing
services enabled by new technology such as smart metering
electricity or microgrids.

J. Goal 10: Reduce inequality within and among
countries

This goal has a range of targeted outcomes, including: (a)
increasing incomes for low income earning groups; (b) ending
discrimination; (c) promoting social, economic and political
inclusion; (d) promoting better wage and social protection
policies; (e) facilitating safe migration; (f) reducing remittance
fees; (g) monitoring regulation of global financial markets; and
(h) increasing the participation of the LDCs in the international
system.

MSMEs are often located in isolated geographic locations with
lower levels of population and limited markets that do not have
enough scale to attract larger firms. Research has shown that
smaller businesses tend to spend more of the money they make
from a local area within that area, demonstrating their potential
to regenerate economically disadvantaged places. MSMEs tend
to be labour-intensive and employ many segments of the
population, including young people, women, low-skilled workers
and the disabled.
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Social enterprises can help bridge inequalities, and many social
enterprises are MSMEs. They bring innovative solutions to the
problems of poverty and fill gaps in service delivery. In many
countries, social enterprises are an increasing phenomenon.
Companies pursuing social impact as a part of their core business
strategies are seeing increased access to financing in a diversity
of forms – philanthropic grants and impact investments, partial
credit guarantee, and payment for performance. An example is
provided in box III.3.

can be more motivated to contribute to
improvements in the local environment
and be more concerned with the quality
of the local municipality. Enabling local
businesses to pursue opportunities to
upgrade their cities will contribute to
the achievement of this goal (box III.4).

Box III.3
MSMEs accelerating inclusivity in Singapore – Dignity
Kitchen

Dignity Kitchen is a social enterprise that runs Singapore’s first
and only community food court. It is operated by people with
disabilities and the socially disadvantaged. The business
provides educational and employment opportunities in the food
services industry to vulnerable people from all walks of life,
including those with physical, intellectual and mental
disabilities, ex-offenders, at-risk youth, victims of domestic
violence, cancer cases and stroke survivors. Dignity Kitchen
offers bespoke cashier training to the hearing- and visually-
impaired – the cashier machines have Braille markings and
stickers attached to them and provide height-adjustable
countertops to create a more enabling work environment for
wheelchair-bound ‘hawkerpreneurs’.

Source: Project Dignity Singapore. Available at https://projectdignity.sg.

Policy measures to support Goal 10

The measures include the following:

● Male and female employees of the same competency should
receive the same remuneration. Employees should not be
preferentially treated based on discriminatory grounds such
as gender, race or religion;

● States should include the employees of MSMEs in their
social protection systems, including access to paid leave,
social security contributions and payment of life, accident
and unemployment insurance.

K. Goal 11: Make cities and human settlements
inclusive, safe, resilient and sustainable

MSMEs in cities can contribute to challenges common across all
concentrated urban areas, such as affordable housing, waste
management and transport. Where cities have unique problems,
the small scale of MSMEs can help to find local solutions and
make cities more resilient and sustainable. Where the
management of a firm is intrinsically linked to the area in which
it operates, which is often the case for small businesses, they

Box III.4
Daily Dump improves organic
waste management in India

Daily Dump is dedicated to
empowering households, individuals
and urban communities across
India to convert their organic
waste to high-quality compost.
One hundred and thirty Indian
cities generate 120,000 tons of
waste per day, of which more than
50 per cent is wet/organic waste.
Municipalities face huge challenges
in handling this waste. Daily Dump
started in 2006 with a core team of
three members, two support members
and potters who made prototypes.
Their range of composting solutions
has prevented 4,400 kg of waste
from reaching land dumps. Once
the organic waste production
reaches a certain volume, it is
transported to villages to support
organic farming.

Source: Daily Dump, http://www.dailydump.
org.

Policy measures to support Goal 11

The measures include:

● Through local MSME associations
or Chambers of Commerce,
encourage MSMEs to take part in
discussions and analysis of the
problems in their local cities;

● Provide a conducive environment
for startups and other MSMEs to
recognize and take up sustainable
and commercial activities that
contribute to resilient and
sustainable cities, such as by
considering whether services which
may have typically been provided
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by regional monopolies can be
exposed to competition at smaller
scales.

L. Goal 12: Ensure sustainable
consumption and production
patterns

This goal includes targets for
substantially reducing waste generation
through prevention, reduction and
recycling by 2030, and promotes
sustainable management of natural
resources, sustainable lifestyles and
consumption behaviour as well as
sustainable business practices and
sustainability reporting for businesses.

MSMEs make up a core portion of
economic activity. Therefore, reducing
their environmental impact will be
necessary to reach this goal. In Asian
and Pacific countries such as India, for
example, there are a significant number
of MSMEs that belong to categories
recognized as highly-polluting
industries, i.e., chemical and allied
industries, leather industries, textile
processing, drugs and pharmaceuticals,
agro-chemicals and food processing
industries.65 MSMEs find it hard to
comply with environmental standards
due to factors such as the lack of: (a)
information, access to capital,
adaptation of environmental regulations
to the social, economic and technical
reality of local businesses, and effective
possibilities of control bodies; (b)
difficulty in recruiting qualified
personnel; and (c) less awareness
about environmental issues and
less environmental pressures from
stakeholders. Building the capacity of
MSMEs in these areas is therefore the
key to the achievement of this goal.

Policy measures to support Goal 12

The measures include:

● Encouraging MSMEs to reduce manufacturing impacts by
substituting raw materials in products with post-consumer
materials through recycling and upcycling;66

● Promoting incentives that significantly reduce waste and
ensure that any unavoidable waste is utilized to the fullest
possible degree (e.g., organic waste as fuel or fertilizer);

● Encouraging local government provision of audit services to
MSMEs to see where money is being spent, what waste it
relates to and what MSME entrepreneurs could do to prevent
negative environmental impacts, as the first step towards
developing an impact reduction plan;67

● Encouraging the creation of start-ups and MSMEs dealing
with public procurement, consumer information (such as eco-
labelling and certification), sustainable tourism, lifestyle
education, building renovation, construction and food
systems.

M. Goal 13: Take urgent action to combat climate
change and its impacts

Climate change continues to be a focus of the international
community, and action needs to be taken immediately to ensure
a sustainable future for all. This goal targets adaptation against
impacts of climate change, strengthening planning to integrate
climate risks at various levels, increasing awareness of
stakeholders on climate risks and impacts, and building global
cooperation to support climate action and the capacity of
countries to address climate issues.

MSMEs have the potential to make vulnerable populations
and households climate-resilient. Given that MSMEs create
employment and entrepreneurship for a large proportion of the
population in developing countries, they can enhance capacities
of households through stable and diversified incomes to help
withstand the impacts of climate-induced shocks and stressors
such as pandemics. For MSMEs themselves, however, their lack
of access to capital and the concentration of their activity to
limited geographic areas can make them more vulnerable to the
effects of climate change. In this regard, actions to mitigate
climate impacts can have beneficial effects for the stability and
wellbeing of MSMEs as well as their ongoing support of local
employment and service provision.

65 Aguilar, 2016, Promoting the Participation of Small and Medium-Size Enterprises (SMEs) in Green Public Procurement. The Sustainable
Public Procurement (SPP) Programme of the 10-Year Framework of Programmes on Sustainable Consumption and Production Patterns
(10YFP).
66 Edwards, 2018, UN Sustainable Development Goals for Small Businesses.
67 Karlstrom, 2018, What impact can SMEs have on the Sustainable Development Goals? Royal Society for the Encouragement of Arts,
Manufactures and Commerce (RSA).
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Policy measures to support Goal 13

The measures include:

● Providing knowledge products to MSMEs to help them better
understand climate risk as well as build resilience into a
company’s assets and supply chain;

● Enhancing the ability of MSMEs to use more sustainable
forms of travel and product delivery through integrating them
with modern supply chains and logistics networks, and
leveraging technology to streamline dispatch;

● Promoting responsible procurement practices and the
adoption of energy efficient LED lighting.

N. Goal 14: Conserve and sustainably use the oceans,
seas and marine resources for sustainable development

Small-scale fishery and marine-based enterprises are directly
relevant to this goal, which pursues sustainable management of
marine and coastal ecosystems, and the protection of marine
resources and environments. Target 14.b specifically mentions
small businesses that “provide access for small-scale artisanal
fishers to marine resources and markets.” The small-scale,
artisanal fishery sector encompasses pre-harvest, harvest and
post-harvest, and employs both men and women in almost equal
measure, with a high female participation in fish processing and
small- scale fish trading operations.68 Some 90 to 95 per cent
of the catch produced by small-scale landings is used for
consumption by local communities and in some developing
countries, including SIDS. If small-scale fishers had the capacity
to monitor fishery management systems, it could help in part to
relieve environmental pressures stemming from overfishing and
stem the tide of illegal, unreported and unregulated (IUU)
fishing.

New business models/solutions offer opportunities to help MSMEs
achieve the SDGs. The OECD projects a marked acceleration in
economic activity in the ocean by 2030, based on the rapidly
expanding ocean industries combined with expectations of
moderate growth in already large industries such as maritime and
coastal tourism, offshore oil and gas, shipbuilding, and maritime
equipment.69 Conservatively, ocean-based industries’ gross value-
added could double in size by 2030, reaching around US$ 3
trillion. Some ocean industries’ value-added is set to grow even
faster than the world economy.70 These industries include marine
aquaculture, capture fisheries, fish processing, offshore wind and
port activities. Emerging trends include the use of living marine
resources such as algae for pharmaceuticals and chemicals, trade
of non-edible seafood products for use in cosmetics, and marine

renewable energy sources including
wave, tidal and ocean thermal energy
conversion, and marine biotechnology.

Policy measures to support Goal 14

The measures include:

● Developing training as part of
business development programmes
on product lifecycles for MSMEs to
understand which products could
likely find their way into marine
environments;

● Incentivizing MSMEs to record and
disclose information on the
chemical makeup and material
usage of products, packaging and
processing systems to facilitate
closing the loop;

● Promoting understanding of climate
risk and build resilience into a
company’s assets and supply chain;

● Proposing an ecosystem-based
management approach for MSMEs
and fishery companies with specific
rules to fight IUU.

O. Goal 15: Protect, restore and
promote sustainable use of
terrestrial ecosystems,
sustainably manage forests,
combat desertification, halt and
reverse land degradation, and
halt biodiversity loss

Small-scale food producers make up
90 per cent of farmers worldwide.
Adoption of agro-ecological methods
through capacity-building of small-scale
producers can foster biodiversity,
natural soil fertility, water conservation
and biological control of insects as
well as shift food production to a
sustainable path. Today, much of what
we eat is produced by an industrial
agricultural system that has maximized
yields, but which threatens human

68 United Nations, 2017, Oceans Conference Concept Paper Partnership dialogue 5: Increasing Economic Benefits to Small Islands
Developing States and Least Developed Countries, and Providing Access for Small-Scale Artisanal Fishers to Marine Resources and Markets.
69 OECD, 2019, Rethinking Innovation for a Sustainable Ocean Economy.
70 Ibid.
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health, and degrades both land and
sea. Here, MSMEs can take up organic
agriculture to reduce consumer reliance
on food from industrial agricultural
production systems. Organic agriculture,
as a part of sustainable agriculture in
developing countries, offers a unique
combination of low external input
technology, environmental conservation
and input/output efficiency.

More and more enterprises are seeing
the commercial potential in sectors
related to ecological restoration,
including those whose main value
proposition is linked to forest and
landscape restoration. This may be a
direct link – for example, enterprises
that plant trees – or an indirect one,
such as companies that offer
technology or consulting services for
restoration. A restoration enterprise can
also include companies whose revenue
is not directly linked to restoration, but
whose customers are drawn to them
because they channel their profits
toward restoration. Existing MSMEs and
start-ups need to be supported with
capacity-building to tap the new
business opportunities stemming from
contributing to the SDGs.

Policy measures to support Goal 15

The measures include:

● Commitment to, and implementation
of responsible sourcing practices
beyond compliance, applying
environmental and social safeguards
for all raw materials and
commodities;

● Promoting technology innovation
by MSMEs to maximize resource
efficiency, reduce ecosystem impacts
and decrease carbon emissions.

P. Goal 16: Promote peaceful and inclusive societies
for sustainable development, provide access to justice
for all, and build effective, accountable and inclusive
institutions at all levels

This goal focuses on reducing all forms of violence, and ending
exploitation, trafficking and violence against, and torture of
children. The targets promote rule of law, calls for reducing illicit
financial and arms flows, reducing corruption, promoting
transparency of institutions, promoting participatory decision-
making and access to information, ensuring legal identity through
birth registration, promoting international cooperation, and non-
discriminatory laws and policies.

Maintaining sound business ethics and integrity can help to
strengthen customer relationships, improve reputation and win
more business. Businesses no longer view adoption of good
governance standards as compliance but also internalize these
approaches as part of business risk management strategies.71

MSMEs can adopt strong governance principles if they are
provided with the necessary support and resources. This is
another strong reason to provide MSMEs with support to
formalize where possible, as it brings them into the broader
structures of governance, regulation and protection that can aid
in the protection of workers from violence, trafficking or
exploitation.

MSMEs have a part to play in conflict and violence prevention.
They provide incomes to poor families, women and youth through
employment and entrepreneurship opportunities. Supporting
women and youth-led enterprises is therefore considered an
effective strategy for violence prevention, as incomes from
entrepreneurship can motivate young people not to take up arms
or to participate in crime. Supporting youth and women-led
businesses, particularly those who are marginalized (such as
persons with disabilities) can contribute to a more inclusive
society which, in turn, promotes peace. Individual MSMEs have
the potential to adopt actions in their business practice to
contribute to this goal.

Supply chain policies and programmes offer key opportunities for
companies to scale up their sustainability practices, thus
contributing to the advancement of the SDGs. Traceability is the
ability to identify and trace the history, distribution, location and
application of products, parts and materials, to ensure the

71 The Sustainable Development Goals Fund, University of Pennsylvania Law School, and McDermott Will & Emery LLP, 2017, Business
and SDG 16, Contributing to Peaceful, Just and Inclusive Societies.
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reliability of sustainability claims in the areas of human rights,
labour (including health and safety), the environment and anti-
corruption.72 Adopting traceability schemes and initiatives can
lead to an increase in market base and appeal (box III.5).

Q. Goal 17: Strengthen the
means of implementation and
revitalize the global partnership
for sustainable development

This goal covers multiple topics,
including financing of development
aims, international partnerships and
cooperation, and cooperation across
science, technology, data and other
fields. For an overview of global and
regional organizations and platforms
that are working on topics of relevance
to MSMEs, see appendix A and the
example in box III.6.

MSMEs are a source of partnership to
implement the SDGs. Small businesses
address societal needs through market
solutions, as demonstrated by social
enterprises (see Goal 10). MSMEs
also play a role in public-private
partnerships (PPPs) to provide services
for addressing various developmental
challenges. They can participate in
dialogues with Governments and
communities to find solutions to
development problems as they work
closely with communities. They can
contribute to society through Corporate
Social Responsibility (CSR) practices.

CSR has been a well-known concept,
although the interpretation of this
concept differs among countries,
companies and stakeholders. In some
cases, CSR has been abused as a
marketing ploy, masking unsustainable
practices of companies; in others it has
simply constituted a charity event,
again, often to mask the negative
impacts of companies’ operations.
Increasingly, companies are adopting
sustainable business practices as
an integral part of their corporate
strategies. Some businesses also
engage in social or impact investment
and/or play active roles in development
cooperation, including the provision of
disaster relief and humanitarian
assistance. In this regard, the concept

Box III.5
Promoting stronger governance in MSMEs

Global traceability organizations, such as the Forest
Stewardship Council, the Marine Stewardship Council and UTZ
Certified, engage with stakeholders along the entire value
chain. This allows for the development of a credible and robust
chain of custody standards and certification for products from
the raw material to the final use phase. Dipantara, a small
community wood-trading initiative in the province of Java,
Indonesia, has developed a group business model aimed at
helping smallholder farmers and farmers’ groups in the Asia-
Pacific region to sell their wood to the international market.
Maisons du Monde, a UN Global Compact participant signatory,
and The Forest Trust homeware retail member have supported
the Dipantara farmers’ initiative by placing orders for their
stores. Dipantara, as a non-profit business entity, partners with
farmers’ groups and farmers that have registered with the
business. It has successfully helped these farmer groups
achieve Forest Stewardship Council certification. The initiative’s
efforts help buyers identify the source of wood and trace it
back to the tree stump, while at the same time increasing
revenues for farmers with smallholdings

Source: United Nations Global Compact, 2016, A Guide to Traceability for
SMEs: The Drivers, Opportunities, Challenges and Implementation Steps for
Small and Medium-Sized Enterprises (SMEs) Looking to Adopt Traceability
in their Supply Chains.

Policy measures to support Goal 16

The measures include:

● Guiding MSME networks and associations to provide ready-
made codes of conduct for adopting ethical business
practices and standards, in order to enable smoother
integration of these standards across value chains;

● Ensuring that clear and accessible information is available for
MSMEs regarding acceptable practices in accordance with
international standards on violence and exploitation;

● Supporting organizations or participation of employees in
training programmes on the prevention of violence;
incorporating violence prevention measures in enterprise
management regulations.

72 United Nations Global Compact., 2016, A Guide to Traceability for SMEs: The Drivers, Opportunities, Challenges and Implementation
Steps for Small and Medium-Sized Enterprises (SMEs) Looking to Adopt Traceability in their Supply Chains.
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Global Compact, Global Reporting Initiative and ISO 26000, have
been increasingly adopted by many companies, usually the bigger
MNEs. However, two main issues can be identified that require
attention by both policymakers and companies. First, many
companies in the Asia-Pacific region, and in particular the
millions of MSMEs, are slow to adopt RBC instruments as they
are considered to undermine their competitiveness and belong to
the realm of the public sector. Second, the increasing number
of different RBC instruments and sustainability frameworks has
led to a certain level of confusion, and imposed cumbersome and
duplicative reporting burdens on companies; therefore, some form
of convergence is required.

Aside from RBC instruments, individual MSMEs have the
potential to adopt actions in their business practice to contribute
to the goals. For example, an MSME can seek out a local
community initiative that advances sustainable and inclusive
development that the organization is close to, and have a
conversation on how the business can support their work. They
could also partake in SDG-related partnerships like the United
Nation’s Make the Global Goals Local campaign, the SDG
reporting initiative and locally-based sustainability initiatives.

Policy measures to support Goal 17

The measures include:

● Addressing emerging issues in the Asia-Pacific region better
through further research, guidance, and capacity-building
among MSMEs (especially in the areas of biodiversity, human
rights and supply chains);

● Promoting and showcasing best practices in the application
of global RBC instruments;

● Encouraging business networks in the Asia-Pacific region,
including multi-stakeholder partnerships, to develop guidance
and tools for RBC;

● Bridging the implementation gap between global RBC
instruments and Asia-Pacific companies by offering
companies more useful guidance for implementation of these
instruments.

R. Strategic coordination to achieve the SDGs

A full discussion of policy coordination to achieve the SDGs is
beyond the scope of this book; nevertheless, some observations
on governance structures with regard to the SDGs and MSMEs
are offered here.

While overall national guidance is important, much of the
responsibility and work of implementing the SDGs lies with local
institutions. As such, work is required to create effective
coordination mechanisms between all the various local bodies
that implement SDG policies and higher-level supervisory bodies
that set and evaluate country-level strategies. The implementation
of the SDGs will necessarily require making difficult trade-offs

Box III.6
World Bank early stage MSME
finance in India

For example, in the area of Early-
Stage MSME Finance, the World
Bank’s MSME Growth, Innovation and
Inclusive Finance Project in India
improved access to finance for
MSMEs in three vital but underserved
segments: early stage/startups,
services and manufacturing. A credit
line of US$ 500 million, given to the
Small Industry Development Bank of
India (SIDBI), was designed to
provide an affordable longer-term
source of funding for underserved
MSMEs. Technical assistance of
about US$ 3.7 million complemented
the lending component and focused
on capacity-building of SIDBI and the
participating financial institutions
(PFIs). In addition to directly
financing MSMEs, disbursing a total
of US$ 265 million in loans, the
project pushed the frontiers of MSME
financing through the development of
innovative lending methods that
reduced turnaround time, reached
more underserved MSMEs and
crowded in more private sector
financing. It also reached new clients,
women-owned MSMEs and MSMEs in
low-income states. The project
supported SIDBI in the scaling-up of
the Fund of Funds for Startups,
which aims at indirectly disbursing
US$ 1.5 billion to startups by 2025.
SIDBI’s “contactless lending” platform,
a digital MSME lending aggregator
and matchmaking platform, has
crowded in US$ 1.9 billion of private
sector financing for MSMEs, making
it the largest online lender in India.

Source: https://projects.worldbank.org/en/
projects-operations/project-detail/P151544.

of CSR has evolved, and today is often
referred to as “corporate sustainability”
or “responsible business practices”
(RBP) or responsible business conduct
(RBC).

Various global RBC instruments and
sustainability frameworks, such as the
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requiring the involvement of different ministries, departments,
agencies, and centres of government to find the balance between
at times competing goals. A survey conducted by the OECD for
example, found that coordinating across ministries was the
biggest challenge listed by centres of governments (presidents
and prime minister’s offices) in delivering on the SDGs.73

One possible mechanic through which SDG coordination can be
achieved is by identifying a key ministry for each SDG to
coordinate and steer policy and targets for that goal. An inter-
ministerial committee or board can then comment on
coordination matters, and further compile relevant inputs for
informing policy and strategy at the highest level, such as in a
Presidential or Prime Ministerial Office.

Regardless of the institutional structure, it is recommended that
inter-ministerial commissions be endorsed at the highest level (by
the head of state or government), and engage ministries of

73 OECD, Survey on the role of the Centre of Government in the implementation of the SDGs (OECD 2016).
74 UNDP (2017), The Institutional and Coordination Mechanisms Guidance Note on Facilitating Integration and Coherence for SDG
Implementation.

planning, finance and economy, health,
education and social development,
agriculture, environment, and gender
equality, the chambers of commerce,
and national statistical offices.74

Furthermore, commissions should have
local government participation, as well
as representation from civil society
and academia. Non-governmental
representatives should act as
interlocutors on behalf of their broader
constituency and, in this regard, it is
important to ensure that the process is
transparent. For more information on
coordination mechanisms of SDG
implementation, refer to the UNDP
guidance note.
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Part II

General economic policies influencing MSMEs

Part II discusses government policies that influence MSME development in various countries. As the
leading creators of new working places and a vital core of the market economy, the experiences from
various countries show that MSMEs are a vital link to economic well-being. Government policies affect
different levels of entrepreneurial activity. The mix of policy options depends on several factors,
including the prevailing attitudes of the population towards entrepreneurship, the structure of the
labour force, the size and role of government, the prevalence of the current level of entrepreneurial
activity, among others. Since MSMEs can directly alleviate poverty by increasing income levels and
creating jobs, Governments have embraced policies promoting development and growth.

Therefore, Part II shares typical characteristics of a set of macroeconomic policies that countries adopt
and tailor to meet their national, provincial and local development needs that have direct and indirect
impacts on MSME development.
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Chapter IV

Macroeconomic issues that matter for
MSMEs

A. Macroeconomic policy levers for MSME development

Macroeconomic theory studies a country’s general economic
activities and the policy factors that have an impact on them. The
economic policy aims to grease the wheels of economic activity,
ensuring productivity and job quality while maintaining financial
stability. A Government can use policy levers to stabilize the
economic cycles in optimizing its economic performance, and can
apply various tools and measures to achieve these purposes.
A Government has the power to tax and spend (fiscal policy).
Similarly, it has authority over the central bank, which sets the
interest rates that influence credit (monetary policy).

Macroeconomic policy refers to how Governments and other
policymakers intervene to improve economic performance and
well-being.75 It starts with setting policy objectives to achieve
sustainable economic growth and development, stable prices and
full employment. Macroeconomic policy is critical for businesses,
including MSMEs, due to its influence on business performance
and growth. Macroeconomic policymaking targets economic
variables such as inflation, exchange rates and employment
levels, and changes in policy settings at the macro level also filter
down to the level of MSMEs. Therefore, macroeconomic stability
is one of the primary issues of economic policymaking and among
the usual objectives of a country’s central bank. 76

Macroeconomic policy intervention, however, is a challenging task
as some of the objectives set potentially conflict with each other.
For example, a central bank could set inflation targets that often
run counter to reaching full employment. This is because the
tools used to reduce price inflation are usually increased interest
rates or restricted credit – they slow down economic activity.77

Further, assuming a “one-size-fits-all” macroeconomic stimulus
plan aimed at businesses will not have the same effect on all
industries.

75 ILO, 2015, National Employment Policies: A Guide for Workers’ Organisations. How
do Macroeconomic and Sectoral Policies Affect Employment?.
76 Mehrling, “Why central banking should be reimagined,” BIS Papers #79: Re-thinking
the lender of last resort, September 2014: 109.
77 Atkin and La Cava, 2017, ‘The Transmission Of Monetary Policy: How does it
work?’, RBA Bulletin, September, pp. 1-8.
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Keeping the aforementioned in mind,
policymakers need to choose between
different policy instruments once policy
objectives and targets have been
established. These instruments are the
levers of control of the macro-economy.
They include monetary instruments,
such as interest rates set by the central
bank, and fiscal instruments like tax
rates and government spending. For
example, government infrastructure
programmes or a policy of low-interest
rates will induce employment growth
through increased spending by
government and private actors.78

MSMEs can be critical to realizing
the macroeconomic objectives of a
Government. If the policy environment
incentivizes MSMEs, a Government will
benefit in the long term by increased
revenue from tax (personal and
corporate tax). The economy will
witness new investments, growth and
development. MSMEs play a crucial
role in the transition and developing
countries and constitute a significant
source of employment and generate
significant domestic and export
earnings.79 Therefore, MSME
development emerges as a critical
instrument in poverty reduction efforts.

Addressing MSME concerns tackles
a considerable part of any country’s
economic and social objectives.
MSMEs are often tagged as playing a
critical role in economic growth and
they can create a stable economy
arising from their flexibility and
capacity to easily absorb labour, both
skilled and unskilled, In addition, the
viability of MSMEs is essential for
creating competitive and efficient
markets. A vibrant MSME sector is also
acknowledged as being a dynamic
source of growth and innovation.

B. Fiscal policy: Taxation and public expenditures for
MSME development

MSMEs can form the bulk of taxpayers in most countries.
However, micro and small enterprises are the major contributors
to the informal economy operating outside of a country’s tax net.
In many developing and transition countries, MSMEs are the
most rapidly growing business segment.

Taxation is often an intricate policy area, and compliance with
tax law can impose significant challenges for MSMEs that do not
have access to specialized accounting and legal services. How
businesses are taxed also affects the decisions of MSMEs on
either formalizing or remaining informal, with the attendant
benefits (or duties) that formalization brings. Their characteristics
and tax compliance vary. On the one hand, many MSMEs register
with the tax authority voluntarily or due to enforcement actions.
On the other hand, high costs, complex formalization procedures
or the expectation of gaining a comparative advantage from not
complying with tax obligations drive many small businesses into
operating in the informal economy.80

Incentives and disincentives created by taxation can alter the
shape that a business takes. Where taxes are numerous and the
frequency of tax contributions is high, compliance with tax law
can become unnecessarily onerous for MSMEs, due to a lack of
knowledge on taxation. Even where taxation is imperfectly
designed, however, businesses can often continue to perform as
long as the enforcement of the tax code is predictable and
stable.81 Nevertheless, corruption and changes in regulations can
contribute to uncertainty in the taxation environment, with its
attendant disincentives to business activity. Furthermore, a
business environment with high taxes or taxes that are
challenging to comply with influences businesses’ formalization
decisions. Taxes that are difficult to understand, and which rely
on complicated filing procedures, make compliance of companies
with their tax obligations less likely.82 Simplifying taxation
procedures can reduce the costs of business formalization, and
therefore create benefits for revenue collection, the collection of
accurate statistics, policy implementation, and worker protection
and wellbeing.

Governments take many measures to reduce these impacts, by
providing tax preferences and simplification measures targeted at
MSMEs. Tax preferences are also intended to assist with other
challenges that MSMEs face, and to support their creation and
growth. Careful targeting of special tax rules for MSMEs can help

78 Bivens, Economic policy Institute, 2014, Briefing Paper No. 374, The short- and long-term impact of infrastructure investments on
employment and economic activity in the US economy.
79 OECD, 2017, Enhancing the Contributions of SMEs in a Global and Digitalised Economy. Available at https://www.oecd.org/industry/C-
MIN-2017-8-EN.pdf.
80 ILO, Decent work country programme for the Lao PDR, 2017-2021. Available at https://www.oecd.org/industry/C-MIN-2017-8-EN.pdf https:/
/www.ilo.org/asia/publications/WCMS_630313/lang—en/index.htm.
81 Buiter, Lago and Rey, 1997, Enterprises in transition: Macroeconomic influences on enterprise decision-making and performance, Centre
for Economic Performance Discussion Paper No. 340, pp. 14-15, London School of Economics and Political Science.
82 World Bank Group and PwC, Paying Taxes 2018, p. 42.
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ensure that they meet their policy objectives cost-effectively, such
as simplifying formalities and reducing costs for creating new
companies.83 The taxation of MSMEs and the provision of MSME-
specific tax rules can, if appropriately designed, play a beneficial
role in addressing the challenges and the disproportionately high
tax compliance burdens faced by MSMEs. Here, improvement of
the relationship between MSMEs and public agencies, particularly
tax-related bodies, via online platforms has proved to be very
effective.84

Understanding the role of the tax system in the decisions of
MSMEs is critical in providing policy solutions to support their
success. Research shares insights into the influence of tax
systems on MSMEs globally. Tax systems often offer incentives
for MSMEs to incorporate and distribute income in the form of
capital, particularly in the form of capital gains, which is often
lower-taxed. In addition, some tax systems can disproportionately
affect MSMEs to the extent that profits and losses are treated
asymmetrically, with a bias towards debt over corporate equity,
and impose relatively higher compliance costs.85 From a tax
perspective, MSMEs taxable income often rises steadily with firm
size, as does the proportion of businesses subject to double-level
taxation. The OECD has found that many tax systems provide
incentives to incorporate and distribute income in the form of
capital, particularly as capital gains. In addition, certain features
of the tax system may inadvertently disadvantage MSMEs relative
to larger enterprises. These features included the asymmetric
treatment of profits and losses, a bias towards debt over equity,
and higher fixed costs associated with tax and regulatory
compliance regimes.86

Measuring the burden of tax compliance on firms is difficult.
While total business tax compliance costs tend to be higher for
large companies, compliance costs as a proportion of revenues
are higher for MSMEs.87 The volatile environment created by
significant shocks such as the COVID-19 pandemic can result in
a rapidly changing policy environment. With new measures being
frequently introduced or adjusted by Governments in response to
the crisis, MSMEs can find fewer resources to adapt to new
policies and stay informed on available assistance, and they have
a more difficult time applying for assistance programmes
compared to larger businesses.88 Furthermore, the need for
companies to learn, train staff and implement solutions to deal
with tax changes has resulted in additional compliance costs to
MSMEs.

Instead of applying different tax rates
by business sizes, Governments
introduced specific business size
thresholds to determine whether certain
taxes needed to be paid. As well as
being a subsidy for MSMEs because
they pay a lower rate of tax (zero, if
they are exempted from a given tax),
there is the added benefit that they
avoid the actual labour of calculating
and paying the tax. A recent and
significant example of this is the
introduction of a goods and services tax
(GST) in India (box IV.1).

Further, another primary issue affecting
MSMEs is the disproportionately high
impact that regulatory requirements
and tax compliance costs have on them.
Even though many tax requirements
may appear relatively “neutral” for
businesses of all sizes, the significant
fixed costs associated with compliance
represent a higher cost for MSMEs as
a percentage of sales and income.
Consequently, the tax requirements can
cause a more significant adverse impact
on MSMEs than on larger businesses.89

Many Governments provide support to
MSMEs through special tax rules,
including tax preferences and tax
simplification measures for MSMEs.
These measures include:

● Simplified taxation;

● Preferential corporate tax rates;

● Additional tax deductions;

● Tax credits and tax exemptions;

● Preferences that apply directly to
MSME owners.

Consequently, these measures provide
relief for initial investment, ongoing

83 ILO, 2020, Enterprises Department, SME Unit, Enabling Environment for Sustainable Enterprises and the Post- COVID-19 Rapid Response.
84 Economic Research Institute for ASEAN and East Asia, 2019, Study on MSMEs Participation in the Digital Economy in ASEAN Nurturing
ASEAN MSMEs to Embrace Digital Adoption.
85 ADB, 2016, A Comparative Analysis of Tax Administration in Asia and the Pacific 2016 Edition, p. 4. Manila.
86 OECD, 2015, “Taxation of SMEs in OECD and G20 Countries.”
87 OECD Centre for Tax Policy and Administration, SME Tax Compliance and Simplification, Background note prepared for a ‘Roundtable
discussion’ at the first meeting of the Working Group on Taxation of the SEE Investment Committee, October 2008. See also Lignier, Evans
and Binh Tran-Nam, 2014, “Tangled up in tape: The continuing compliance plight of the small and medium enterprise business sector”,
Australasian Tax Teachers Association Conference, January 2014.
88 WTO, June 2020, “Information note: Helping MSMEs navigate the COVID-19 crisis”, Geneva.
89 Ibid.
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tax deduction programmes to encourage angel investment MSMEs
(box IV.3).

The drop in government revenue due to the reduction of the tax
burden would be partially compensated by a broader tax base
(i.e., by a decrease of tax exemptions) and in the voluntary
compliance of taxpayers. Reduction in the tax burden may result
in reduced tax evasion and increase the voluntary compliance of
taxpayers. Consequently, Governments can clearly define taxable
bases, improve cost accounting practices of enterprises, and
extend the list of tax-deductible items for enterprises to further
reduce their tax burden.94

On tax administration, improving the legal protection of
businesses can restrict excessive intervention by controlling
authorities in the business operations of MSMEs. Also, there is
room to introduce legislation on improvements to the system for

Box IV.1
India’s exemption of MSMEs from a goods and services tax payments

The introduction of a goods and services tax (GST) in 2017 had the effect of vastly simplifying India’s tax
landscape as it replaced numerous existing taxes at the federal and state levels.90 This reduced the
differences between tax systems of India’s many States, and while the changeover period has been difficult
regarding compliance the resulting system is more straightforward to navigate.

While the introduction of the GST streamlines matters from the perspective of business being conducted
across Indian States, the implementation chosen nevertheless settled on multiple different bands, or rates,
of GST on various goods. This means that compliance is still considerably costly when contrasted with
regimes that have only a single GST rate. Observers such as the World Bank have also noted that India’s
taxation environment contains “a host of tax, subsidy and protective policies for specific activities and
categories of firms, whose rationale remains unclear.”91 Taken together, the introduction of the GST has
significantly improved the compliance landscape for Indian firms, but there remains room for further reform.

Many of the protective taxes, subsidies and policies referred to above relate to MSMEs, and the GST is no
different. In fact, MSMEs below a certain threshold are not obligated to pay the GST at all. The threshold
is either 4 million or 2 million Indian rupees in aggregate annual turnover, depending on the State, and does
not apply to MSMEs that are trading between States.

The task of complying with the new GST was taken seriously by the Government of India and it proactively
undertook outreach programmes, set up conferences and utilized social media to inform businesses and
consumers about the new system.92 Prior to implementing the reform, an advance ruling mechanism was
made available to allow stakeholders to receive advice on proposed or extant transactions that would be
affected.

Source: McCarthy, 2021, “The impact of macroeconomic policies on micro, small and medium-sized enterprises.” ESCAP.

income or disposal of the MSME’s
assets, special simplification rules
including special presumptive tax
regimes for small enterprises and
special MSME replacement taxes
(presumptive or cash flow).93 Box IV.2
provides an example from Singapore.

Separately, the design of government
tax programmes for MSMEs, including
special tax rules, can address market
failures and the disproportionately high
compliance burdens they face. Tax
programmes designed with specific
objectives can effectively promote the
creation, innovation and growth of
MSMEs. For example, Turkey introduced

90 IMF, “India: Selected issues”, IMF Country Report No. 18/255, August 2018, Washington, D.C.
91 World Bank, India: Systematic Country Diagnostic, 2018, p. 46; see also OECD, “Taxation and Investment in India”, OECD Economics
Department Working Papers No. 1397, June 2017, pp. 15-21.
92 World Bank Group and PwC, Paying Taxes 2018, pp. 52-53.
93 Engelschalk, Small Business Taxation in Transition Countries, Washington, D.C.: World Bank.
94 Slemrod and Yizhaki, 2000, “Tax avoidance, evasion and administration”, Research Working Paper No. 7473 National Bureau of Economic
Research, Cambridge, Massachusetts.
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Box IV.2
Singapore’s “New Company Start-Up Kit”

In Singapore, the first tax filing was a key pain point for newly-incorporated SMEs; thus, policymakers focused
on developing a digital onboarding tool for newly-incorporated companies to help them set up correctly from
the start and build confidence in them. Therefore, the IRAS developed a digital onboarding tool that provides
relevant, bite-sized, tax-related information to newly-incorporated companies at the point of incorporation
of their business to allow ample time to prepare and fulfil their tax requirements. The digital onboarding
tool, called the “New Company Start-Up Kit”, helps newly-incorporated SMEs to generate a tailored filing
timeline, displaying critical information such as tax filing due dates, based on the business’ date of
incorporation and first financial year-end. Through the Start-Up Kit, SMEs will receive filing reminders at
an email address of their choice as well as advice on any subsequent steps they need to take.

Source: https://www.tech.gov.sg/media/technews/simplifying-tax-experience-for-small-and-medium-enterprises.

Box IV.3
Licensed business angel investors in Turkey

With the aim of increasing the availability of equity financing for MSMEs, Turkey introduced a tax deduction
for licensed business investors in 2012 as part of a wider law regarding the regulation and promotion of
business angel investments. It hopes to institutionalize business angel investments and improve business
culture and ethics in the angel investment market. Further, licensing will improve data collection regarding
business angel operations in Turkey.

Licensed business angel investors can deduct 75 per cent of the capital that they invest in innovative and
high-growth MSMEs from their annual personal income tax base. The annual deduction is capped at TRy
1 million. However, licensed business angel investors can co-invest in venture capital firms. The amount
of investment that is eligible for tax support in those co-investments is TRy 2 million. In order to be
accredited as a business angel by the Treasury, certain qualifications are required, pertaining to the wealth
and income of the investor as well as his or her experience as fund manager of a financial institution,
manager of a business or member of a business angel network. The 75 per cent deduction rate will be
increased to 100 per cent for those investors investing in MSMEs whose projects are supported by the
Ministry of Science, Industry and Technology, the Scientific and Technological Research Council of Turkey
(TUBITAK), and Small and Medium Enterprises Development Organization (KOSGEB) in the past five years.
The given licences will be valid for five years and the tax deduction was to be applied until 2017 with the
option to extend it for another five years.

Certain conditions have to apply in order to be eligible for this tax deduction. The MSMEs’ shares that are
not traded at stock market must be held by the investors for at least two years. Moreover, it only applies
investments in businesses with annual net sales of TRy 5 million or less and 50 employees or fewer. Between
15 February 2013 and 1 July 2015, 313 business angels were licensed, out of 321 applicants. In the same
period, six investments benefitting from the tax incentive were made for a total TRy 2,650,882.

Source: TBAA Home Page – Business Angels Association of Turkey; and OECD, 2015, “Taxation of SMEs in OECD and G20
Countries,” OECD Tax Policy Studies No. 23, OECD Publishing, Paris.

submitting reports and calculating tax for MSMEs, i.e., changing
reporting from a monthly basis to a quarterly basis. Further, an
argument can be made in favour of payment of a single tax
instead of all federal and local taxes and charges (except trade,
licensing and registration duties). The rate of a single tax can
vary according to the industry in which the MSME operates. The

shift to a simplified taxation system
can see a significant reduction in the
tax burden of MSMEs and provide
less cumbersome tax administration
procedures while reducing costs,
particularly in bookkeeping and reporting.

¨ ˙
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Policy recommendations

While many MSME tax rules are
designed to support the growth and
profitability of MSMEs, their design and
introduction can lead to undesired
impacts by giving businesses an
incentive to remain small or to split up
into different companies to continue
benefiting from the preferential tax
treatment. Thus, preferences need to
be targeted and designed to overcome
specific economic or tax difficulties.
Policymakers can consider the following
measures in developing and
implementing sound policies to
encourage the creation, growth and
innovation of MSMEs:

● Implementing special tax rules
for MSMEs can reduce the tax
compliance costs and potential
distortions on regulatory impact.
Tax holidays can promote the
creation and development of
startups;

● Exploring specific preferences and
simplification measures toward
newer MSMEs, which are often
affected by finance and cash flow
difficulties, face barriers to entry
and growth from other businesses
and compliance cost burdens.
Reducing the corporate tax rate to
incentivize investment and expand
funding in MSMEs;

● Expanding relief from tax audits for
a more comprehensive number of
MSMEs to promote business and
growth;

● Simplifying digitalized tax return
filing, online verification of taxpayers
and electronic invoicing to facilitate
compliance. By doing so, GST
compliance becomes easier for
MSMEs. Process simplifications
through technology adoption offer
many advantages in lowering
compliance costs by streamlining
and reducing the steps required to

comply. They can, therefore, be a powerful tool to enhance
compliance and reduce costs;95

● Educating MSMEs and informal sectors about tax systems
and administration in order to encourage business
formalization and minimize tax evasion practices.

The macroeconomic environment naturally affects the
performance of enterprises. The buffers that enable MSMEs to
withstand difficult periods may be lower than those in more
extensive and more developed businesses. For MSMEs, cash
reserves and inventories are lower, and the supplier network is
smaller; thus, adjusting to a bad macroeconomic environment
can be more complex than for large enterprises.96 As they are
more reliant on traditional bank lending, during crises MSMEs
can find their sources of finance dwindling more rapidly than do
larger enterprises, which have access to a wider variety of
financing, including securities markets that are normally not open
to MSMEs.

Subsidies are a powerful instrument of government expenditure
policy. On the domestic level, subsidies affect domestic resource
allocation, income distribution and expenditure productivity, and
may affect structural and sectoral adjustment by reducing an
economy’s flexibility. Current subsidies found in the Asia-Pacific
region include funds to support entrepreneurship that incorporate
training programmes and assistance for entrepreneurs; advancing
online shopping platforms and promoting locally produced
products; micro credit financing for women entrepreneurs; funds
for encouraging investments in technology, innovative agricultural
production and niche products; and building resilience in the
supply chains.

Wage subsidies and tax exemptions can support MSMEs in
specific sectors, such as tourism on which the current pandemic
has had a severe impact throughout the Asia-Pacific region. In
addition, employers who hire fresh graduates for vocational/
apprenticeship programmes can receive funding for undertaking
such programmes. Wage subsidies and tax exemptions can be
directed towards helping marginalized groups such as people with
disabilities, women, former convicts, senior citizens, the long-
term unemployed and workers who have been laid off
(unemployment social security payments). Tax exemptions can be
used to green MSMEs, making it more profitable for them to
undertake business practices that reduce plastics and water
consumption, and to adopt other green concepts.

During the COVID-19 pandemic, Governments globally have been
pushed to initiate policies to support macroeconomic activity,
pushing back against the enormous economic downturn resulting
from this pandemic. A broad range of policies has been used
across the Asia-Pacific region, with differing effects on MSMEs.

95 OECD, 2015, “Taxation of SMEs in OECD and G20 Countries.” Available at https://www.oecd.org/publications/taxation-of-smes-in-oecd-
and-g20-countries-9789264243507-en.htm.
96 WTO, 2020, “Information Note: Helping MSMEs navigate the COVID-19 crisis.”
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These policies entail providing subsidies or grants, or reducing
fees for necessary government licences or registration. Some
macroeconomic support policies, particularly those widely utilized
during the COVID-19 pandemic, are categorized below as
financial relief, wage subsidies and strategic support.97

Governments have provided financial relief in many different
forms. Liquidity support has been one of the most prominent
support measures for businesses during the COVID-19 pandemic.
Examples are seen throughout the Asia-Pacific region (table IV.1).

Government subsidies are also
applicable in developed countries,
particularly during a crisis. The United
States implemented a Paycheck
Protection Programme, which grants
low-interest loans to small businesses
for payrolls, and utility and rent costs.
This programme effectively promoted
the survival of microenterprises104 that
found the subsidy timely and helpful in
covering labour costs as it was critical
for business survival as the pandemic
continued.

Governments can use wage subsidies in
‘normal’ economic times to encourage
the employment of specific categories
of people (for example, low-income
workers, people returning to work
after unemployment or people with
disabilities). However, as a crisis
measure, wage subsidies can be
extended to encompass more people
and businesses as a way to (a)
maintain employment levels during an
economic shock, (b) help employees to
retain their skills, and (c) smooth any
disruptions in the labour market.105

Examples of wage subsidies offered in
the Asia-Pacific region are set out in
table IV.2.

Governments can offer strategic support
to select industries during any crisis.
This may not necessarily be directed
explicitly towards MSMEs but
depending on the kind of support made
available by governments, it can affect
them. In response to the COVID-19
pandemic, for example, governments
strategically intervened in health, trade,

Table IV.1
Financial relief implemented by certain governments in
Asia-Pacific

Country Financial relief

Thailand The Bank of Thailand has provided loans to
businesses, created a bond stabilization fund to
support the secondary securities market and
implemented tax relief policies,98 some explicitly
targeting MSMEs. Thailand also introduced
measures to allow MSMEs to claim tax deductions
on interest and salary payments.99

China The State Council announced changes to VAT that
would reduce the economic impact of the
pandemic on MSMEs. In Hubei province, the
epicentre of COVID-19, MSMEs were exempted
from VAT, while in other provinces, the VAT
collection rate was brought back to 1 per cent
rather than the usual 3 per cent.100

Armenia The Government introduced subsidized short-term
loans during the COVID-19 crisis and direct
employment subsidies to assist MSMEs in
maintaining their employment number.101

Republic of The Government exempted small businesses
Korea (defined as being below a particular level of

turnover) from VAT payments.102

Vanuatu Financial relief to small businesses those with
a turnover less than 200 million Vanuatuan vatu
(US$ 1.8 million) by refunding the cost of their
business licence fees.103

97 McCarthy, 2021, “The impact of macroeconomic policies on micro, small and medium-sized enterprises.” ESCAP.
98 World Bank, Thailand Economic Monitor July 2020, International Bank for Reconstruction and Development/World Bank, Washington, D.C.
99 International Chamber of Commerce, 2020, ICC Statement: Tax Measures to Save Our SMEs in Response to COVID-19, Brussels.
100 Lu, L., 2020, “China announces tax relief measures to tackle coronavirus disruption”, published in International Tax Review (online),
accessed on 14 October 2020 at https://www.internationaltaxreview.com/article/b1kjjn20mxcfyj/china-announces-tax-relief-measures-to-tackle-
coronavirus-disruption).
101 IMF, 2021, “Policy Responses to COVID-19.” Available at https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19
(accessed 11 January 2021).
102 International Chamber of Commerce, 2020, ICC Statement: Tax Measures to Save Our SMEs in Response to COVID-19, Brussels.
103 IMF, “Policy Responses to COVID-19.” Available at https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19 (accessed
2 September 2020).
104 Bartlett III and Morse, 2020, Small business survival capabilities and policy effectiveness: Evidence from Oakland, Working Paper
No. 27629, National Bureau of Economic Research, Massachusetts, USA.
105 ILO, 2020 (May), Factsheet: Temporary Wage Subsidies, Geneva.
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Table IV.2
Wage subsidies offered by certain governments in Asia-Pacific

Country Wage subsidies

Australia The JobKeeper programme has paid out a wage subsidy to businesses that have experienced a
significant fall in revenue on the condition that they continue to employ their staff over the
period in which they claim the subsidy. While this subsidy is offered both to small and large
businesses, the eligibility threshold is more generous for small businesses than for large
businesses: businesses with an aggregated turnover of more than A$ 1 billion (approximately
US$ 775,415,000.00) must experience a revenue fall of 50 per cent to be eligible for the
subsidy, while smaller businesses need only experience a drop of 30 per cent.106

Vanuatu In response to the COVID-19 crisis, the Employment Stabilization Payment reimburses employers
Vatu 30,000 (US$ 274) for each employee for up to four months.107

Japan The employment Adjustment Subsidy, in which the Government subsidises the paid leave
allowances of workers for businesses forced to reduce staffing due to revenue declines. While
large enterprises receive a subsidy for half of the leave allowance, SMEs are favoured by
receiving a subsidy for two-thirds of the leave allowance.108

Table IV.3
Strategic support implemented by certain governments in Asia-Pacific

Country Strategic support

Republic of A Won 40 trillion “Key Industry Stabilization Fund” was set up to bolster industries such as
Korea aviation, shipbuilding, shipping and automotive manufacturing, which are not sectors with

a significant MSME presence.

India Rupees 150 billion to be spent on health infrastructure.

Bhutan The Build Bhutan Project109 specifically targeted the construction industry by subsidizing the
wages of workers.

travel, and pharmaceutical industries in
an effort for these industries to better
withstand the disruptions being caused
by the new virus. Examples of strategic
support implemented by Governments
during the COVID-19 pandemic.

C. Government procurement from
MSMEs

Public procurement refers to the whole
purchasing process – from identifying
what is needed to determining the best
suppliers to deliver the supplies to the

right place at the right time for the best price, and ensuring that
all this is done fairly and openly.110 The complexity of public
procurement is also shaped by the various stakeholders involved
in the processes and the system. Multiple interests in public
procurement systems are held not only by public procurement
officials and suppliers, but also by policymakers, oversight
bodies, bidders and citizens. Governments are increasingly
using public procurement as a strategic governance tool for
promoting inclusive and sustainable growth, while ensuring value
for money. For example, public procurement represents
approximately 12 per cent of gross domestic product (GDP)
and 29 per cent of total government expenditures in OECD
countries;111 as such, its potential impact on a range of policy
objectives is significant.

106 Australian Taxation Office, 2020, “Eligible employers.” Available at https://www.ato.gov.au/general/jobkeeper-payment/employers/eligible-
employers/ (accessed 2 September 2020).
107 IMF, 2020, “Policy Responses to COVID-19.” Available at https://www.imf.org/en/Topics/imf-and-covid-19/Policy-Responses-to-COVID-19
(accessed 2 September 2020).
108 ILO, 2020, Social Protection Responses to the COVID-19 Crisis, Regional Office for Asia and the Pacific, International Labour
Organization, March 2020; and JETRO, “Employment Adjustment Subsidy” (presentation), May 2020.
109 Kuensel Online, 2020, “Build Bhutan Project comes with incentives for jobseekers in construction sector.” Available at https://
kuenselonline.com/build-bhutan-project-comes-with-incentives-for-job-seekers-in-construction-sector/ (accessed 14 October 2020).
110 OECD, 2015, Going green: Best practices for sustainable procurement, Available at http://www.oecd.org/gov/public-procurement/
publications/Going_Green_Best_Practices_for_Sustainable_Procurement.pdf.
111 OECD, 2015, SMEs in Public Procurement: Practices and Strategies for Shared Benefits, Public Governance Reviews.
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MSMEs can play a pivotal role in helping Governments ensure
that the benefits of globalization, open markets and digitalization
are broadly shared across societies. Subsequently, Governments
should strive to provide supportive business conditions, including
public procurement, that allows MSMEs to achieve their growth
potential by participating in domestic and global value chains.

The public sector, in many cases, is an important market for
MSMEs. Therefore, improving public procurement practices by
removing obstacles and boosting the involvement of MSMEs is
a key priority. Developing a more MSME-friendly approach to
public procurement means MSMEs can maximize their job
creation, growth and innovation potential. If properly designed,
MSMEs in public procurement schemes can result in higher
competition for public contracts, leading to better value for
money and efficiencies for contracting authorities. The strong
involvement of MSMEs in public procurement allows unlocking
this potential for the economy. It also allows contracting

authorities to broaden their potential
supplier base considerably, enhancing
competition on public contracts and
counterbalancing dominant market
players.112

Also, the government bidding process
means that firms incur threshold
administrative or ‘fixed’ costs not
associated with production costs of
goods or services. This disproportionately
affects MSMEs as a proportion of their
total financial and staffing resources,
compared to larger firms.113 In Australia,
the Government has taken steps to
develop implementation mechanisms to
support SMEs in public procurement
(box IV.4).

Box IV.4
Public procurement framework to support MSMEs in Australia

Australia supports MSMEs in public procurement through several provisions embedded in its national policy
framework. These provisions – put in place by the Department of Finance – aim to facilitate access by SMEs
to public contracts, ensure a level playing field for all economic operators, and access to a better range of
solutions and a diversity of goods and services:

● The Commonwealth Procurement Rules (CPRs) advocate fair procurement practices, providing SMEs
with opportunities to compete for jobs. The CPRs also include the Government of Australia’s
commitment to sourcing at least 10 per cent of procurement by value from SMEs and allowing direct
procurement from SMEs with at least 50 per cent indigenous ownership, so long as value for money
is achieved;

● The Government of Australia’s payment policies provide that payment cards (e.g., credit cards) are
the preferred method to pay suppliers for amounts valued below A$ 10,000, and require a maximum
payment term of 30 days for contracts valued up to A$ 1 million.

The Commonwealth Contracting Suite (CCS) provides standardized procurement documentation
for procurements under AUD 200,000. The CCS can also be used for low-risk contracts valued up to
AUD 1 million.

Several guidance materials have been prepared by the Department of Finance to support implementation
of the policies to promote SMEs in public procurement. They are actively communicated to different
stakeholders, including procuring entities and suppliers through diverse means – including the Department’s
website, newsletter and public blog. Furthermore, training for public procurement officials focuses on
engagement with suppliers, including applying the appropriate procurement practice that does not unfairly
discriminate against SMEs. In addition, the Government of Australia participates in relevant trade shows
and hosts supplier events, as appropriate, to develop the capabilities of suppliers.

Furthermore, the Australian Industry Participation (AIP) National Framework, applicable to large
Commonwealth tenders (A$ 20 million or more), requires successful tenderers or panelists to prepare and
implement AIP Plans. An AIP Plan promotes the benefits of looking at Australian SMEs as potential suppliers
rather than solely relying on established supply chains when buying goods and services for a project.

Source: Government of Australia, Department of Finance (undated), Statistics on Australian Government Procurement Contracts.
Available at https://www.finance.gov.au/procurement/statistics-on-commonwealth-purchasing-contracts/.

112 OECD, 2017, Public procurement for innovation: Good practices and strategies., OECD Publishing, Paris, Available at http://dx.doi.org/
10.1787/22190414.
113 ADB, 2021, Strategic Importance of Public Procurement, p. 10.
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Figure IV.1
Measures and approaches used to support SMEs in public procurement

To integrate MSME consideration
into public procurement policies,
policymakers need to recognise the
certain challenges, especially regarding
the potential conflict of such policies
and strategies with the primary
procurement objective, which is to
deliver goods and services necessary to
accomplish the Government’s mission
in a timely, economical and efficient
manner. While the need to develop the

policies and strategies had been widely agreed upon, establishing
the exact measures to establish and the means for implementing
them have been more challenging issues. MSMEs often find the
complexity of the public procurement system and its processes
the primary challenge. However, MSMEs are disproportionately
affected due to their internal constraints in terms of financial,
technical and administrative capacities to access procurement
opportunities, prepare tender documents, apply the procedures
and execute the contracts. Governments have been addressing
these challenges by revising legal and regulatory frameworks and
adopting various measures and approaches (figure IV.1).

Source: 2017 OECD survey on strategic use of public procurement to support SMEs.
Note: Based on responses received from 20 OECD and 5 non-OECD countries.
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The most widely adopted procedures
involve ensuring that MSMEs are aware
of tender opportunities and that
competent MSMEs have a fair chance
of competing for government contracts.

D. Macroeconomic stability and
foreign exchange

Macroeconomic stability affects private
businesses generally and MSMEs more
specifically. The ability of MSMEs to
perform well in overseas markets as
well as their ability to import technology
or critical inputs are affected by
macroeconomic stability and the
availability and cost of foreign
exchange, both of which are the domain
of a State’s macroeconomic policy.

The stability of macroeconomic variables promotes the
profitability of MSMEs and propels them to a stage where they
can access financing for sustaining growth. Macroeconomic
factors affecting the profitability of an MSME include the size of
the population and the number of firms in a country, exports and
imports, FDI, GDP, unemployment levels, inflation levels, taxes
paid and average salary, among other factors.114 Research has
found that interest rate changes and unemployment have the
most significant impact on profitability.115

MSMEs with international activities are significantly exposed
to foreign exchange (FX) risk – typically around 19 per cent
of revenue – of which only a part is hedged and even less
is managed actively.116 The exchange rate is a critical
macroeconomic factor that affects international trade and the real
economy of each country. The development of international trade
creates conditions where volatility comes with the exchange rate.
Empirical findings data reveal that the exchange rate volatility

114 Bekeris, 2012, “The impact of macroeconomic indicators upon SME’s profitability”, Ekonomika. 91, pp. 117-128.
115 Ibid.
116 ACCA and Kantox Peer FX, 2013, SMEs and foreign exchange risk: are small and medium-sized accountancy practices up to speed?.
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has a significant negative effect on real economic growth.117

Exchange rates are the primary indicator that influences the price
of products and services that affect the transaction level on
international trade and capital movement between countries.
Countries operate under different exchange rate regimes, from
hard pegs to floating. Floating rates are more market-dependent,
but lead to sharper fluctuations that affect international trade and
the real economy of each country.

Therefore, exchange rate stability is the primary source of
economic growth, and monetary authorities must adopt an
exchange rate policy that leads to stable exchange rates. The
policy implication is to minimize exchange rate volatility where
it has a relevant role in economic growth. In addition, policymakers
should keep inflation and interest rates under control since they
help to mitigate the negativity of volatility on growth, which is
connected to international trade and investments.118

Determining the appropriate policy response to exchange rates
and capital flows generally relies on the careful monitoring of FX
liquidity – including the speed of exchange rate change and the
effects of capital flows on asset prices – to ensure orderly market
functioning. Many countries in the Asia-Pacific region allow
exchange rates to be flexible and market-determined during
regular times, but stand ready to intervene in FX markets in
response to excessive FX volatility to maintain external stability.
In addition, some countries are prepared to utilize capital flow
management measures when intervention is insufficient.

Some central banks in the Asia-Pacific region come close to
the Tinbergen principle119 of one instrument for one objective. At
the same time, in practice, some tools can affect multiple
purposes. Moreover, employing a combination of devices in a
complementary manner can strengthen policies’ effectiveness and
help mitigate some of their unwanted side effects. There is a
need for a consistent monetary policy framework that should
bring about realistic exchange rates, emphasizing its role to
promote MSMEs’ output and productivity directly. Policymakers
should consider exchange rate policies as a long-term fix of the
problem of growth in foreign goods demand.

E. Monetary policy

The monetary policy of a state determines the cost of borrowing
and the rate of credit growth. Credit availability is a factor in the
expansion (or not) of MSMEs. The way interest rates change over
time also affects the viability of businesses that have taken on
significant amounts of debt, including the overall borrowing costs.

Ensuring that inflation remains low
and stable allows households and
MSME businesses to plan, and keeps
borrowing costs low. Monetary policy
should be set so that the objective
it wants to achieve is clearly and
transparently developed in response to
the dynamics of the domestic and
global economic developments for
the growth of MSMEs in a particular
country.

Policy intervention should note120

that high interest rates can lead
to unsustainable debt burdens for
MSMEs, leading to their rapid collapse.
This also discourages prospective
small-scale investors from borrowing.
Hence, there is the need for monetary
authorities to implement policies that
keep interest rates on loans granted
to the MSMEs sector at a manageable
level in order to encourage borrowers to
undertake profitable ventures, both for
startups and for business expansion.

Further, educating potential entrepreneurs
on the potential costs of starting an
MSME is essential. In this context, the
OECD’s Financial Education for Micro,
Small and Medium-sized Enterprises in
Asia describes and provides guidance
on policy and practice relating to the
financial education of MSMEs and
potential entrepreneurs in Asia.

117 Alagidede and Ibrahim, 2017, “On the causes and effects of exchange rate volatility on economic growth: Evidence from Ghana”, Journal
of African Business, No. 18, pp. 169-193.
118 Bahmani-Oskooee and Gelan, 2018, “Exchange-rate volatility and international trade performance: Evidence from 12 African countries”,
Economic Analysis and Policy, pp. 1-22.
119 This refers to a rule of thumb which states that policymakers trying to achieve multiple economic targets need to have control over at
least one policy tool for each policy target. This is because the achievement of certain economic targets precludes the achievement of others.
120 Damu, 2017, Report on the State of Development of Small and Medium Entrepreneurship in Kazakhstan and its Regions. Almaty: Damu
“Entrepreneurship Development Fund” JSC.
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Chapter V

Competition policy and MSMEs

The OECD121 has found that, in principle, competition policy is
concerned with regulating the operation of all markets in a given
jurisdiction. Every time a company makes a decision, it bases the
decision on the existing market conditions and regulatory
framework, including competition rules. It expects that
competition rules will not substantially change and that the
competition authority will apply the same rules to all parties
without any preferential treatment. A lack of commitment by
policymakers to competition law and policy can substantially
affect all companies and, thereby, the functioning of all markets.
Independence of competition authorities from political interests
induces credibility, and the enforcement of competition rules in
a stable and foreseeable manner contributes to the better
functioning of markets. The majority of countries in the South-
East Asia region, for example, have established independent
competition authorities. However, Brunei Darussalam, Cambodia
and Myanmar are still in the process of doing this. In the
Lao PDR, the Ministry of Industry and Commerce acts as a
competition authority.

While competition policy and competition law may appear to be
synonymous they are, in fact, different. The former is the set of
policies and laws adopted by a Government to ensure that
competition in a market is not restricted.122 The latter is the
specific law that prohibits certain anti-competitive behaviour and
agreements. Competition policy typically encompasses a particular
competition law, but also includes other measures.

The ASEAN Regional Guidelines on Competition Policy 2010
(Regional Guidelines), for example, broadly defines competition
policy as:

“A government policy that promotes or maintains the level of
competition in markets, and includes governmental measures
that directly affect the behaviour of enterprises and the
structure of industry and markets.” (ASEAN Secretariat,
2010, para 2.1.1).

121 OECD, 2016, Independence of Competition Authorities, Background Paper by the
Secretariat. Available at https://one.oecd.org/document/DAF/COMP/GF(2016)5/en/pdf.
122 Corones, 2014, Competition law in Australia (seventh edition). Sydney: Thomson
Reuters.
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The Regional Guidelines also recognise
that there are two aspects to
competition policy. First, there is a
broad set of government policies
that promote competition in local and
national markets. These include
enhanced trade policies, eliminating
restrictive trade practices, facilitating
market entry and exit, reducing
unnecessary government interventions,
and greater reliance on market forces.
The second element is the competition
law, which includes legislation,
regulation and judicial decisions.
Competition law commonly prohibits
anti-competitive agreements, abuse of
dominance, anti-competitive mergers
and acquisitions and, sometimes,
laws on unfair trade practices.123

Unfair trade practices may include
prohibitions on misleading or deceptive
conduct, false or misleading advertising
and disclosing business secrets.

Competition agencies, with the
responsibility for implementation
and enforcement of competition law,
often have significant input into
the competition policy of a country.
However, it is the Government, not the
competition agency, that determines
the overriding national competition
policy.

Competition law usually comprises
three prohibitions: (a) a prohibition
against anti-competitive agreements;
(b) a prohibition against abuse of
dominant market position; and (c) anti-
competitive mergers and acquisitions.
One or more competition agencies
generally enforce the specific law,
although sectoral regulators are also
responsible for competition law.

To ensure that a ‘level playing field’
can be achieved, it is preferable for all
entities conducting business in the
country to be bound by competition
law. For example, state-owned
enterprises and the Government can
potentially distort market competition

and should be subject to the same rules as other businesses
operating in the marketplace. Box V.1 provides an example from
Fiji.

123 ASEAN Secretariat, 2010, ASEAN Regional Guidelines on Competition Policy. Jakarta: ASEAN Secretariat.

Box V.1
Fijian Competition and Consumer Protection Policy Statement

The Fijian Competition and Consumer Protection Policy
Statement was jointly drafted by the FCCC and the (then)
Ministry for Industry, Trade and Tourism, and came into effect
in 2020. The role of government, business, consumers and
international markets all feature in the policy framework. About
the role of government, the Policy Statement sets out clear
criteria for ensuring that government activities do not distort
competition, including:

● State-owned enterprises undergoing reform should not
take advantage of any change in their status or
supervision to engage in conduct that is anti-competitive;

● Unless there are compelling reasons to the contrary,
enterprises that are connected with the public sector
may not enjoy unique advantages relative to private
sector enterprises;

● A ‘level playing field’ should exist between government
business activities and private sector enterprises;

● Government business activities that compete with private
business should comply with competitive neutrality
principles;

● Government business activities should not enjoy a net
competitive advantage in a market simply due to
government ownership;

● Price regulators of state-owned enterprises should be
independent and make decisions based on transparent
criteria.

Source: Available at https://www.mcttt.gov.fj/wp-content/uploads/2020/05/
Annex-2-FCCP-Fijian-Competition-and-Consumer-Protection-Policy-Statement-
Approved-ver-2.pdf (accessed 27 January 2021).

A. Competition agencies and MSMEs

Competition law agencies are responsible for the implementation
and enforcement of the competition law in their jurisdiction. The
priorities for each competition agency will be different, based on
the particular economic circumstances in a country. Although
as a percentage of the total number of businesses, the number
of MSMEs in a country is always high, and the focus of a
competition agency – mainly newly established ones – may not
be on this group. Government and public pressure may result in
competition agencies focusing on larger businesses, assuming
that the law is not relevant to MSMEs.
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Assisting competition law agencies to recognise the importance
of the MSME sector in competition law enforcement and
implementation will be vital to the overall success of competition
policy and the growth of MSMEs in a country. Some of the
ASEAN Member States (AMS) competition agencies have taken
an active role in advocating MSME groups, enforcing the
competition laws against MSMEs and working with trade
associations to encourage compliance and raise awareness within
this large and often disparate group.

1. Advocacy

One of the critical roles of a competition agency is to advocate
the benefits of competition law and policy, and highlight where
further change is needed. Advocacy efforts in the early years of
operation of a competition agency are vital. The ASEAN Experts
Group on Competition (AEGC) has published a Toolkit for
Competition Advocacy (CA) in ASEAN to recognise the
importance of advocacy for competition agencies in the region.
This toolkit aims to provide AMS with practical guidance, tools
and templates to develop and deliver advocacy activities for CPL.
It is primarily intended for CA in ASEAN, including Commission
members, heads of departments, communications staff and case-
handlers.

In addition, the contents of this toolkit may be shared with
partners outside the CA in joint efforts to foster a broad-based
competition culture in ASEAN. Determining which advocacy
activity is most appropriate depends on the specific stakeholder
groups that CA intends to engage. These comprise government
agencies and other public authorities, businesses (including trade
and business associations), media, consumers, academia, the
legal community and the judiciary. This toolkit provides advice
on how to best differentiate target groups and which messages
need to be chosen. Articulating the right message for the right
stakeholder group is the key to carrying out successful advocacy
activities.

In the ASEAN region, many MSMEs are still unaware of the
competition law (as many have only been introduced in the past
five years) or are unsure how the law applies to them, if at all.
Some competition agencies in the region have conducted surveys
to assess the awareness and understanding of competition laws
within their jurisdictions. The results indicate that much more

advocacy work is required. For example,
a study in Malaysia in 2014 revealed
that only 27 per cent of MSMEs
were aware of the competition law.124

In Singapore, the Competition and
Consumer Commission of Singapore
(CCCS) conducts regular stakeholder
perception surveys. Its most recent
survey in 2019 indicated that less than
30 per cent of businesses surveyed
were aware of the Competition Act.
Perhaps not surprisingly, there was a
sharp big firm-small firm dichotomy;
while 50 per cent of multinational
companies were mindful of the existence
of the CCCS, only 13 per cent of local
enterprises were.125

Consequently, several national
competition bodies have developed an
extensive advocacy history, especially in
their early days of operation. For
example, the Malaysia Competition
Commission (MyCC) conducted 120
advocacy sessions between April
2011 (when it was established) and
November 2014.126 Likewise, the
Philippine Competition Commission
(PCC) conducted 102 advocacy
events during 2016-2019 for the
judiciary, legal community, government
agencies and business groups.127

As of April 2020, the Competition
Commission of Brunei Darussalam
(established in August 2017) had
conducted 46 advocacy sessions for
key stakeholders.128 Mature agencies
such as the Indonesia Competition
Commission (ICC) and the CCCS also
continue to conduct advocacy activities.
In 2019, the ICC advocated more than
2,000 stakeholders, focusing on the
central and regional governments and

124 Ramaiah, 2017, Competition Law and SMEs in Malaysia: To Exempt or Not? Available at http://dx.doi.org/10.15405/epms.2017.06.6
(accessed 1 December 2020).
125 Competition and Consumer Commission of Singapore, 2019, CCCS Stakeholder Perception Survey 2019; available at https://
www.cccs.gov.sg/resources/publications/cccs-stakeholder-perception-survey/cccs-stakeholder-perception-survey-results-2019 (accessed 25 April
2021).
126 Raj and Burgess, 2016, “SMEs and Malaysia’s New Competition Law: Experiences to Date” in Schaper and Lee (eds), Competition Law,
Regulation and SMEs in the Asia- Pacific – Understanding the Small Business Perspective, Singapore: ISEAS – Yusof Ishak Institute.
127 Philippine Competition Commission, 2019, Annual Report 2019; Philippine Competition Commission, Annual Report 2018;Philippine
Government, 2017, Philippine Development Plan; National Economic Development Authority; Philippine Competition Commission, 2017,
Annual Report 2017; Philippine Competition Commission, 2016, Annual Report 2016.
128 Competition Commission of Brunei Darussalam, 2019-2020, Annual Report, 1 January 2019-30 April 2020. Bandar Seri Begawan:
Suruhanjaya Persaingan Brunei Darussalam.
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higher education.129 In 2018, the
CCCS set up an advocacy and outreach
unit to focus its advocacy efforts. Its
advocacy focuses on various groups,
including government, business, legal
practitioners, students and consumers.130

2. Enforcement

The approach to enforcement taken
across the ASEAN region has differed.
Some jurisdictions have phased in the
operation of their laws (Singapore and
Brunei Darussalam), which has allowed
capacity-building within the agencies to
be focused and gradual. Although the
Philippine competition law itself was
not phased in, the PCC has focused its
early enforcement activities on the
review of mergers – it reviewed 204
merger transactions from 2016 to
2019.131 Malaysia, which does not
have a merger regime, brought about
early cartel cases (many against
MSMEs). In contrast, Myanmar has
focused its enforcement efforts to date
on utilizing its administrative powers in
less severe competition cases.

Competition agencies in the ASEAN
region have not shied away from
enforcing their laws against MSMEs.
The competition agencies in Singapore
and Malaysia brought early cases
against MSMEs, many of whom had
acted through their trade associations.132

However, the approach taken to strict
enforcement against MSMEs differs.
The first case brought by MyCC was
against the Cameron Highlands
Floriculturist Association. The
association members (all MSMEs)
agreed to increase the price of cut

flowers by 10 per cent and announced the price rise in the
newspaper. MyCC had declared a ‘soft touch’ approach in its
initial enforcement period, so no fine was imposed on the
association or its members. However, the MyCC required the
association and its members to change the behaviour and publish
an apology statement in a local newspaper to ensure increased
awareness.133 The MyCC has since enforced the competition law
against other trade associations and their members.134 Although
many cases against MSMEs involve anti-competitive agreements,
it is worth noting that MSMEs can be dominant in their respective
markets. In the first dominance case brought by the CCCS, Sistic
(an MSME) was found to have abused its dominant position by
entering into exclusive dealing arrangements. The CCCS imposed
a penalty of SG$ 989,000 (around US$ 742,000), reduced to
SG$ 769,000 (US$ 577,000] on appeal.135

3. Overseeing partnerships with MSMEs

The ICC has an express mandate to supervise and enforce
partnerships between large enterprises and MSMEs under Law
No. 20 of 2008 on Micro, Small and Medium Enterprises. The
2019 Annual Report of the Indonesia Competition Commission
refers to this regulation being in line with the priorities of the
Government in developing MSMEs, “especially to oversee and
ensure that MSMEs have the same opportunity or bargaining
position with the large business actors that become their
partners.”136

4. Trade Associations

In addition to the risk of a breach being facilitated (knowingly
or innocently) by a trade association, competition agencies can
utilize trade associations as an effective means of advocating the
benefits of competition law to the MSME community. The MyCC
and the Federation of Malaysian Manufacturers (FMM) worked
closely together to advocate the benefits of competition law to
members of FMM. Activities included regular compliance training
events (conducted by the MyCC for FMM members) and the
publication of a joint MyCC/FMM competition law compliance
checklist (Borneo Post, 2014). Other ASEAN competition
agencies (Singapore, the Philippines and Myanmar) also regularly
engage with trade associations to understand issues faced by
MSMEs and advocate the benefit of competition.

129 Indonesia Competition Commission, 2019, Annual Report 2019. Jakarta: ICC.
130 Competition and Consumer Commission of Singapore, 2019, Annual Report 2019. Singapore: CCCS.
131 Philippine Competition Commission, 2019, Annual Report 2019. Manila.
132 Burgess, 2016 , “Trade Associations: Competition Law Advocates or Offenders?” in Schaper and Lee (eds.), Competition Law, Regulation
and SMEs in the Asia-Pacific: Understanding the Small Business Perspective, Singapore: ISEAS – Yusof Ishak Institute.
133 Malaysia Competition Commission, 2012, Guidelines on Chapter 1 Agreements. Kuala Lumpur: MyCC.
134 Raj and Burgess, 2016, “SMEs and Malaysia’s new competition law: Experiences to date” in Schaper and Lee (eds.), Competition Law,
Regulation and SMEs in the Asia- Pacific - Understanding the Small Business Perspective, Singapore: ISEAS – Yusof Ishak Institute.
135 Competition and Consumer Commission of Singapore, 2010, Abuse of Dominant Position by Sistic.com Pte. Ltd CCS/600/008/07.
Singapore: CCCS.
136 Indonesia Competition Commission, 2019, Annual Report 2019. Jakarta: ICC.
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B. Competition law and policy: Examples from ASEAN

In the ASEAN region, the first competition laws were introduced
in 1999 in Indonesia and Thailand, with Singapore and Viet Nam
following in 2004. Further impetus for introducing competition
law and policy was provided in the ASEAN Economic Community
(AEC) Blueprint 2008-2015.137 The overall vision included
creating a “competitive economic region” that incorporated a
commitment by the AMS to endeavour to introduce competition
laws before establishing the AEC in 2015. The AEC Blueprint
2016-2025 recognised that for ASEAN to be regarded as a
competitive region, its competition laws and policies must be
operational and effective (para. 26). Five strategic measures
provide the direction for further developing competition law and
policy in the region (para. 27).

In 2007, the AEM endorsed the establishment of the AEGC. The
AEGC is a regional forum comprising representatives of the AMS
competition agencies or relevant ministries that allows discussion
and cooperation on competition policy and law. The work of the
AEGC is supported by the Competition, Consumer Protection and
IPR Division (CCPID) of the ASEAN Secretariat. The ASEAN
Competition Action Plan 2015-2025 (ACAP) was adopted in
2015 to guide the work of the AEGC. Following its scheduled
mid-term review, a revised ACAP and implementation plan is
currently being finalised.

The competition agencies in most ASEAN jurisdictions have a
clear mandate to provide policy advice to their Governments.138

However, the position is less clearly outlined in the laws of
Myanmar and Viet Nam. This mandate is vital in the context of
understanding how competition agencies can assist in guiding
future policy direction for recovery from the COVID-19 pandemic.

It is common for competition laws to include stated policy
objectives, which is also the case in the ASEAN competition
laws. The Regional Guidelines identify the most commonly
indicated aim of competition policy to promote and protect the
competitive process. It recognises that “the pursuit of fair or
effective competition can contribute to improvements in
economic efficiency, economic growth and development and
consumer welfare.”139 Many of these concepts have been directly
incorporated into the AMS competition laws.

The Regional Guidelines also recognise that competition policy
is beneficial to develop countries. In addition to contributing to

trade and investment policies,
competition policy can accommodate
broader economic and social objectives,
including promoting and protecting
small businesses.

A review of the competition policy
objectives of the AMS reveals
consistent themes. All of the laws
recognise the importance of promoting
and protecting competition, with many
also referring to economic efficiency,
economic growth and development, and
consumer welfare. Only two AMS
directly reference small businesses.

1. Competition law and economic
development

As noted above, many of the
competition laws of the AMS include
“economic growth and development” as
a policy objective of the law, indicating
that there is at least a theoretical belief
that competition policy can assist in
this goal. However, the position is far
from clear, with a variety of different
researchers taking contrasting positions.
A study undertaken in 2002 concluded
that the relationship between
competition and economic development
was “controversial both in economic
theory and concerning empirical
evidence.”140

A more recent UNCTAD note finds that
competition policy needs to be part of
a broader mix of trade, economic,
social and environmental policies in
order to achieve sustainable and
inclusive growth and development.141 It
recommends the development of a
sound competition policy142 which
should be achieved through inclusive
engagement with stakeholders, the
identification of priority sectors relevant

137 ASEAN, 2008, ASEAN Economic Community Blueprint 2008-2015. Jakarta: ASEAN Secretariat.
138 Section 4(1)(f), Brunei Darussalam law; Article 6(1), Cambodia law; Article 35(e), Indonesia law; Articles 79(1) and 80(1), Lao People’s
Democratic Republic law; Section 16(a), Competition Commission Act 2010; Section 12(c), the Philippines law; Section 6(f), Singapore
law; Section 17(11), Thai law.
139 ASEAN, 2010, ASEAN Regional Guidelines on Competition Policy. Jakarta: ASEAN Secretariat.
140 Singh, 2002, G-24 Discussion Paper Series – Competition and Competition Policy in Emerging Markets: International and Development
Dimensions. Geneva: UNCTAD.
141 UNCTAD Secretariat, 2015, The Role of Competition Policy in Promoting Sustainable and Inclusive Growth TD/RBP/CONF.8/6. Geneva:
UNCTAD.
142 The Note also addresses the design of a competition law, and competition law enforcement and advocacy.
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to the economy (particularly the poor),
the potential for exemptions for
certain sectors such as agriculture,
complementarity with other policies
(e.g., environmental), and ensuring fair
(as well as free) competition (e.g.,
avoiding unfair business practices).
This latter point may be of particular
importance in the context of recovery
from the COVID-19 pandemic. MSMEs
may be at greater risk of being exposed
to unfair business practices (e.g., abuse
of bargaining power) when negotiating
with strong market players that survived
the various lockdowns.

2. Interface between competition and
consumer law in ASEAN

The AEC Blueprint 2015 identifies
the need for ASEAN to be a highly
competitive economic region. It
recognises that both competition policy
and consumer protection policy are
required to achieve this goal. Actions to
strengthen consumer protection laws
and agencies across the ASEAN region
are set out (para. 42). Building on
the achievements of the 2015 AEC
Blueprint, the AEC Blueprint 2025
recognises consumer protection as
“an integral part of a modern, efficient,
effective and fair marketplace”
(para. 28), further linking competition
and consumer policies together to
achieve the desired “highly competitive
economic region.”

In 2007, the AEM established the
ASEAN Committee on Consumer
Protection (ACCP). Like the AEGC, the
ACCP is a regional forum comprising
representatives of each AMS consumer
protection agency, allowing discussion
and cooperation on consumer
protection. The CCPID also supports
the work of ACCP. The ASEAN Strategic
Action Plan for Consumer Protection
2025 provides further details on the
strategic measures set out in the
Blueprint. A Capacity-Building Roadmap

for Consumer Protection 2020-2025 has also been developed to
guide the work of the ACCP.

To date, all 10 AMS have consumer protection laws in operation.
In many cases, the consumer protection laws and policies predate
the competition laws.143 Since the introduction of competition
law, some AMS have combined the regulatory responsibility for
competition and consumer law (Singapore and Viet Nam), while
others consider this potential (e.g., Myanmar).

C. Examples from other States

The following paragraphs highlight critical aspects of the
competition laws in the jurisdictions that have an impact on
MSMEs.

1. Australia

Australia’s competition law applies to MSMEs without any
provision for exemption or exclusion based only on the size of the
business. Australia’s law allows an MSME (or a collection of
MSMEs, perhaps through their trade association) to approach the
ACCC for approval of agreements or conduct on the basis that
there is minimal harm to competition or that the public benefit
outweighs any harm to competition. More recently, the ACCC
approved a collective bargaining class exemption which, when
available, will allow MSMEs to collectively bargain (as a group)
without fear of infringing competition law.

The ACCC recognises that MSMEs comprise more than 97 per
cent of all businesses in Australia and treat them as a crucial
stakeholder. The ACCC consults at least twice per year with the
Small Business and Franchising Consultative Committee and
publishes a Small Business in Focus publication (twice a year),
which highlights the work of the ACCC that is relevant to MSMEs.

2. Fiji

Competition law in Fiji also applies to all businesses without any
exemptions or exclusions based only on size. Like Australia, Fiji
has a formal authorization process that is available to MSMEs.
As MSMEs do not have access to legal advice about this formal
process, MSMEs’ informal approach to collaborations has been
implemented by the FCCC during the COVID- 19 pandemic as
a continuation of its practice in relation to MSMEs. For specific
provisions of the Fiji competition law, MSMEs are treated as
consumers rather than as businesses, typically to protect them
from predators or harmful behaviour from larger enterprises.
Although MSMEs have been found to have infringed competition
law in Fiji, the FCCC has approached law enforcement from the
perspective of education and awareness-raising. MSMEs who have
violated competition law must attend a free training programme

143 Nottage, Malbon, Paterson and Beaton-Wells, 2019, ASEAN Consumer Law Harmonisation and Cooperation. Cambridge: Cambridge
University Press.
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conducted by the FCCC to ensure that the business is educated
on what is and is not permitted by the law. The philosophy is
to ensure that micro and small businesses grow into compliant
medium and larger companies.

3. Hong Kong, China

Despite solid lobbying for MSMEs to be exempt from Hong
Kong’s competition law, the competition law applies to all
businesses in Hong Kong, China. The Hong Kong Competition
Commission (HKCC) has taken a proactive approach to engage
with its MSME community, including publishing brochures
explicitly aimed at this group, such as “The Competition
Ordinance and SMEs” and “How to Comply with the Competition
Ordinance: Practical Compliance Tools for Small and Medium-
sized Enterprises”, among others.

4. India

The competition law in India does not distinguish between
different types of economic entities. The Act applies to all
enterprises, and this term is defined widely (see section 2(h) of
the Act). MSMEs are covered under section 2(h) of the Act. The
statutory mandate of the CCI requires it to consider various
socioeconomic aspects mentioned in section 19(4)(k) of the Act
when investigating competition breaches; generally, the CCI takes
the view that MSMEs are a relevant consideration. Mergers
between MSMEs will not be generally scrutinized under the Act
as the thresholds will not be met. The CCI has also treated
MSMEs as a significant constituency when formulating its
competition advocacy initiatives. Regarding competition
enforcement actions against MSMEs, section 27 of the Act gives
the CCI a discretionary mandate. The CCI has taken into account
the ability of MSMEs to pay a fine when determining
enforcement actions.

5. Singapore

A best practice example of competition legislation is Singapore’s
Competition Act, which prohibits the following three main
activities:

● Agreements that have as their objective or which effect the
prevention, restriction or distortion of competition in
Singapore;

● Conduct that amounts to the abuse of a dominant position
in any market in Singapore; and

● Mergers that have resulted in, or may be expected to result
in a substantial lessening of competition within any market
in Singapore for goods and services.

D. Policy recommendations144

Policymakers can work on the following
areas to ensure that competition laws
and policies assist, or at least provide
a level playing field for MSMEs:

● Raising awareness of competition
policy and law for MSMEs

The most critical recommendation
is an ongoing need by competition
authorities to raise awareness
within the MSME sector about how
competition law and regulations
affect them. MSMEs need to
understand when laws do, or do not
apply to them, the benefits of
competition policy, and how they
can actively utilize these laws for
their benefit. This is a common
challenge in all countries, as
knowledge levels are often low,
and there is a constant stream of
new business entrants into the
marketplace;

● Establishing dedicated MSME
consultative bodies in each
competition agency

An ongoing way in which competition
agencies can familiarise themselves
with the needs and concerns of the
MSME sector is to create a standing
small business consultative
committee. Some national
competition agencies have already
created MSME-specific consultation
mechanisms. These committees are
drawn from the ranks of individual
entrepreneurs, industry bodies/
associations and research
institutions specializing in MSME
issues. They can provide agencies
with the external MSME perspective,
suggest new ideas and issues for
agencies to consider, and partner
with agencies to promote education
and empowerment campaigns
within the MSME community;

144 These policy recommendations also appear in ESCAP, 2021, The Role of Competition Policy in Strengthening the Business Environment
for MSMEs in the ASEAN Region.
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● Appointing competition commis-
sioners with an MSME background

Most competition agencies globally
are governed by a set of
commissioners or a similar board.
This group of individuals is
ultimately responsible for the
overall management of the
regulator, the overall strategic
direction of the agency, and major
decisions regarding both education
and enforcement among the
business community. Yet, in many
cases, these roles are drawn
from large corporations, the legal
community, the Government and
academia; few MSME representatives
are included in their ranks. It may
be appropriate to mandate that at
least one of the commissioners in
each national agency must have
experience in, and knowledge of
the MSME sector;

● Standardizing collection of MSME
data

The current understanding of the
MSME sector in the Asia-Pacific
region is constrained by the widely
various calibre of business data
collected by countries. Measuring
the MSME sector’s actual size is
difficult because there are no
standard definitions across the
region. It may now be time for
Governments to consider working
through multilateral forums to
adopt a standardized set of
MSME definitions and reporting
frameworks. This can be helped
with realigning existing standards
into a standardized definition of
MSMEs;

● Establishing annual publications of
MSME data

Standardized data collection can
also be assisted by effective
dissemination in easily-accessible

formats that are frequently updated. Such data could provide
readers with an easy-to-understand overview of the MSME
sector and is invaluable in helping policymakers and
regulators to understand the industry better;

● Organizing joint forums between competition and MSME
support agencies

There are currently no standing or regular informal forums in
which national MSME agencies meet with competition
regulators to discuss developments in each of their areas of
portfolio responsibility, exchange ideas and evaluate
the impact of competition frameworks on the MSME sector.
Such a forum will help both sides to achieve a better
understanding of each other. It can also encourage the
development of a more excellent in-depth knowledge of the
MSME sector and assist competition agencies in enhancing
their engagement with small firms;

● Promoting regional dialogue with industry Associations

It may also be appropriate for competition authorities and
MSME agencies across the region to jointly undertake more
regional dialogue with key industry associations, such as peak
national business bodies. While several competition agencies
engage with business chambers and organisations within their
national jurisdictions, a broader regional focus may now be
appropriate. For example, many businesses in the ASEAN
region have trade activities across borders, particularly with
the establishment of the AEC in 2015. To do this, national
business associations must also be brought into dialogue with
their regional counterparts, regional MSME regulators and
regional MSME policy agencies;

● Enforcing anti-trust policies and law

Governments have many policies and regulations that control
monopoly and market power, known as anti-trust policy and
law. However, some policies purposely increase or protect
monopolies, for example, to create national champions. In
particular, laws related to intellectual property rights
protection, such as patent and copyright laws, in essence,
protect monopolies. Patent laws are a case in which there is
some recognition that the efficiency analysis is static, but the
economy is dynamic. The economic case for antitrust policy
is based on efficiency. Monopoly can lead to inefficient use
of resources when compared to the competitive result. Yet
antitrust recognizes that the potential for economic rewards
is what incentivizes investment and risk-taking. The resulting
competition for marketplace supremacy can be fierce, and
weaker firms often fail along the way.145 Those MSMEs that
survive should not be punished for their success.

145 Washington Post, 20 March 2020, Five myths about antitrust law. It’s not designed to protect small businesses.
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Trade and investment policies:
International market access and
integration into global and regional
value chains

Creating new business (and, therefore, investment) opportunities
in the regional and global markets is another crucial challenge
facing MSMEs in the Asia and Pacific region. In small economies
with a limited domestic market, exports stimulate economic
growth and rapid socio-economic transformation. MSMEs
supplying competitive products and services with more significant
potential for backward and forward linkages could contribute
substantially to exports and, hence, to higher national income and
overall socio-economic progress. Therefore, the development of
export-led MSMEs should be an essential part of any national
economic development strategy. In this context, internationalization
enhances competitiveness, reinforces growth, and supports
MSMEs’ long-term performance and sustainability. MSMEs
engaged in international markets tend to be more productive, as
they need to be able to incur the fixed cost component associated
with exporting. Some recent studies of African firms show that
participation of MSMEs in international markets can result in
higher growth and employment through economies of scale, and
in enhanced productivity and innovation through learning
effects.146

The ability of MSMEs to export is an indication of their
competitiveness in global markets. Internationalization exposes
firms to international best practices and strengthens the
possibility of adding value through innovation by improving
products, production processes, and business models. This leads
to enhancement of productivity through the adoption of new
technology and know-how, and supports increasing sales,
employment and growth in revenue and market share, including
through offsetting or ‘smoothing’ business cycles in different
markets.147

146 World Trade Organization, 2016, World Trade Report, 2016, “Levelling the trading
filed for SMEs.” Available at https://www.wto.org/english/res_e/booksp_e/wtr16-3_e.pdf.
147 OECD, 2013, Fostering SMEs’ Participation in Global Markets: Final Report. Paris:
Centre for Entrepreneurship, SMEs, and Local Development,.
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Critical success factors for market
access, which means freedom to enter
a market and sell goods or services,148

include but are not limited to market
intelligence, capacity to learn and
adapt, low entry barriers and a solid
business network. Within this context,
market access can generally be of
two types – trade and investment.
However, some policy prescriptions
apply to both trade and investment.
These include lowering barriers,
communicating regulations and market
conditions as well as holding trade fairs
and other forms of promotional events.

A. Facilitating market access by
MSMEs

The degree of market access for an
MSME can be affected by the trade
environment in which it operates. The
primary factors include free trade and
investment agreements, WTO rules,
export products identification, quality
standards and certificates, and
the transportation system covering
international commercial terms and
customs procedures.

1. Free trade and investment
agreements

Lower tariff and non-tariff barriers due
to trade agreements can result in
increased foreign competition in
domestic markets. This increased
competition drives MSMEs to improve
productivity, as those that are slow to
react may face more pressure and even
shut-down. Local firms can benefit
from lower costs of cheaper imported

inputs, giving them a competitive advantage in both domestic
and export markets. The elimination of trade barriers allows large
firms to widen their range of suppliers, and to indirectly stimulate
exports of local MSMEs.149 Investment agreements add security,
transparency, stability and predictability to the investment
framework, attracting more significant investment inflows.150 As
a result, MSMEs have more opportunities to integrate into global
and regional supply chains through the forward or backward
linkages with FDI (such as subcontracting). These linkages also
trigger positive knowledge spillover when MSMEs try to reach the
quality standards of TNCs, and when trained personnel leave
TNCs to start their MSMEs.151

Trade liberalization may affect MSMEs differentially to larger
firms, with larger firms benefitting more from freer trade than
smaller firms. Part of this effect, however, is due to trade
agreements not always reducing tariffs uniformly across all
sectors. Sectors where MSMEs are likely to be more concentrated
may see fewer tariff reductions (such as in agriculture), and
hence, will benefit less from these agreements.152

Free trade areas formulated by trade and investment agreements
are not confined to market liberalization and market-opening
measures alone. They are comprehensive and improve economic
cooperation, information sharing and personnel exchange, which
creates a favourable external environment for MSMEs. In
addition, some trade/investment agreements may also be
designed explicitly for MSMEs, with the Strategic Action Plan for
ASEAN SME Development, 2016-2025 serving as an example.
The plan outlines the framework for MSME development which
seeks to ensure the advancement of the MSMEs within the
ASEAN region and outside the region.

In enhancing MSMEs’ competitiveness in the liberalization
process, Governments need to improve long-term capacity and
build subcontracting linkages for MSMEs by providing technical
and financial assistance, skills or vocational training, and market
information.153 MSME agencies can also help MSMEs to better
understand and benefit from trade policy reform by offering
relevant information and services. Box VI.1 explains the proactive
measures implemented by the Government of Singapore in
promoting enterprise development.

148 For further details, visit the website at http://lexicon.ft.com/ Term? Term=market-access.
149 Tambunan, 2007, “Trade and investment liberalization effects on SME development: A literature review and a case study of Indonesia”
(ESCAP, 2007), Towards Coherent Policy Frameworks: Understanding Trade and Investment Linkages. New York: United Nations.
150 UNCTAD, 2009, The Role of International Investment Agreements in Attracting Foreign Direct Investment to Developing Countries. New
York and Geneva, United Nations.
151 Dutrénit and Vera-Cruz, 2003, “Clustering SMEs with Maquilas in a local context: Benefiting from knowledge spillover”, paper presented
at the Conferencia Internacional sobre Sistemas de Inovacao Estrateg-icas de Desenvolvimento para o terceiro Milenio, 2-6 November 2003,
Rio de Janeiro.
152 Mukherjee and Chanda., 2017, “Differential effects of trade openness on Indian manufacturing firms.” Economic Modelling, vol. 61,
pp. 273-292.
153 Tambunan, 2010, “Micro enterprise in a free trade era”, in Munoz and Mark (eds.), Contemporary Microenterprise: Concepts and Cases,
Cheltenham, United Kingdom: Edward Elgar Publishing Ltd.
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2. Export product identification, pricing and competition

The identification by policymakers of a potential product for the
export market generally requires three steps: (a) analysing the
competitiveness of the home economy; (b) selecting product
sectors; and (c) verifying the supply-side capacity of the selected
product sectors by conducting an export supply survey.154 As
shown in figure VI.1, these stages are followed by a further
selection of companies and markets, together with an analysis of
possible problems and constraints. After identifying qualified

Box VI.1
Enterprise Singapore

Enterprise Singapore is the government agency championing enterprise development. It works with committed
companies to build capabilities, innovate and internationalize. It also supports the growth of Singapore as
a hub for global trading and startups. As the national standards and accreditation body, it continues to build
trust in Singapore’s products and services through quality and standards. To enable businesses to navigate
today’s enterprise landscape, Enterprise Singapore adopts a company-centric approach by providing
programmes and support catered to a company’s stage of growth, the industry it is in as well as the overseas
markets of its interest.

Together with Enterprise Singapore’s extensive network of local and overseas partners, it supports the efforts
to enhance industry and enterprise competitiveness through the 23 Industry Transformation Maps (ITMs).
Enterprise Singapore will work with a company to capture a new market share through (a) upgrading and
innovation (b) adoption of new technologies to improve productivity; (c) facilitating expansion into overseas
markets; and (d) strengthen leadership capabilities to build talent pool. Beyond helping enterprises to grow,
it will continue efforts to build trust in Singaporean products and services through quality and standards
as well as establish Singapore as a leading startup and trading hub.

Source: Enterprise Singapore. Available at https://www.enterprisesg.gov.sg.

Figure VI.1
Stages in the process of export product identification

exporters and prospective markets,
products need to be defined and their
export potential evaluated. Finally, once
the product for export promotion has
been selected, a strategy for the
following processes has to be
developed, which involves developing
pricing and competition strategies.
Figure VI.1 illustrates the overall stages
of export product identification.

Source: ESCAP, 2001, Export Promotion for Economies in Transition, Central Asia and South Caucasus. Bangkok: United Nations Economic
and Social Commission for Asia and the Pacific.

154 ESCAP, 2001, Export Promotion for Economies in Transition, Central Asia and South Caucasus. Bangkok: ESCAP.
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3. Quality standards and certificates
plus quality assurance management

Another critical challenge facing
MSMEs in developing countries when
accessing international markets are the
technical barriers that they must
overcome to meet the requirements of
international quality standards. While
company-level standardization is often
used in large enterprises, with specific
requirements that differ from company
to company, standardization on an
industry level is carried out by
professional associations and is far
more critical.155 MSMEs should first
adhere to these industry standards as
a requirement for offering products
or services within a country, as such
adherence builds the basis for fulfilling
international standards.

4. The transport system, international
commercial terms and customs
procedures

The transport system involves trade
logistics and facilitation in international
and domestic business transactions.
Broadly defined, trade logistics cover
transport-related physical infrastructure
(e.g., roads, ports and warehousing)
and associated services (customs,
distribution and information manage-
ment). Trade facilitation includes any
related area, ranging from institutional
and regulatory reform to customs and
port efficiency.156 Therefore, MSMEs
must handle these issues to gain
market access successfully.

B. Market orientation and internationalization of
MSMEs

Market orientation is “the organization-wide generation of market
intelligence about current and future customer needs,
dissemination of intelligence across departments and the
organization-wide responsiveness to it.”157 The market orientation
of MSMEs is conceptually related to the phenomenon of
internationalization, which is a broad term used by different
scholars to connote “exporting, trade, cross-border clustering,
cross-border collaboration, alliances/subsidiaries, branches and
joint ventures that extend beyond the home country
environment.”158

The primary focus of market orientation is to understand
customer needs, both in domestic and international markets so
that enterprises can develop products and services to meet these
requirements. In short, market orientation means implementing
a firm’s marketing concept and business philosophy to achieve
a greater degree of market access. In this regard, many
researchers have demonstrated a combined effect of market
orientation and innovation on firms’ positive performance.159 The
critical elements of market orientation include customer
orientation, competitor orientation, inter-functional coordination,
long-term focus and profitability, intelligence generation,
intelligence dissemination and responsiveness.160

Given the fact that many domestic markets for MSMEs in Asia-
Pacific countries are limited, mainly in the least developed
countries, MSMEs are encouraged to gain access to international
markets to foster their growth. As such, market-orienting efforts
such as providing information and incentives to promote their
penetration into the global markets would prove beneficial.
Therefore, the choice of entry mode is a process of cost-benefit
analysis.161

Internationalization is fundamentally an entrepreneurial activity
that requires recognition of potential opportunities and a
corresponding readiness to undertake new types of activities.
These approaches require new skills and capabilities, and entail

155 UNIDO, 2006. Role of standards: A Guide for Small and Medium-sized Enterprises. Vienna.
156 ESCAP, 2009, Designing and Implementing Trade Facilitation in Asia and Pacific. Bangkok.
157 Kohli, and Jaworski, 1990, “Market orientation: The construct, research propositions, and managerial implications”, Journal of Marketing,
vol. 54, No. 2, pp. 1-18.
158 Singh, Pathak and Naz, 2010, “Issues faced by SMEs in the internationalization process: Results from Fiji and Samoa”, International
Journal of Emerging Markets, vol. 5, No. 2, pp. 153-182.
159 Meulenberg. and Verbees, 2004, “Market orientation, innovativeness, product innovation, and performance in small firms”, Journal of
Small Business Management, vol. 42, No. 2, p. 134.
160 Kohli. and Jaworski, 1990, “Market orientation: The construct, research propositions, and managerial implications”, Journal of Marketing,
vol. 54, No. 2, pp. 1-18.
161 Sharma and Erramilli, 2004,“Resource-based explanation of entry mode choice”, Journal of Marketing Theory & Practice, vol. 12,
No. 1, pp. 1-18.
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taking on more risk, e.g., entering new markets, and developing
and marketing new products. Internationalization involves
increasing direct and indirect linkages to international markets
and cross-border operations. Policy attention is often focused on
exporting goods and services directly to final customers in global
markets. However, internationalization is much broader and can
involve a variety of modes, including: (a) direct and indirect
exports; (b) licensing; (c) franchising; (d) joint ventures, strategic
alliances, mergers and acquisitions; (e) the establishment of
wholly-owned subsidiaries in foreign markets; and (f) international
subcontracting by exporting or by supplying international firms/
buyers in the domestic market, but subject to a variety of
international standards and requirements.

MSMEs are likely to serve international markets from a domestic
production base through direct or indirect exporting, including
suppliers in global value chains (GVCs) to domestic or
international firms, which is a critical route to crucial industries.
The type of policy attention and support that MSMEs may need
relates to the method of internationalizing. GVCs refer to global
production sharing, which is broken into activities and tasks
carried out in different countries. In GVCs, the operations are
spread across national borders (instead of being confined to the
exact location). Cross-border production has been made possible
by the liberalization of trade and investment, lower transport
costs, advances in information and communication technology,
and innovations in logistics (e.g., containerization).

1. Trade promotion tools for MSMEs

MSMEs need to leverage other trade promotion tools to stimulate
foreign buyers’ interest and increase their business by exposing
them to new buyers. Effective trade promotions can result in
increased foreign orders for domestic exporters and suppliers.
Export-oriented economies in Asia and the Pacific use these tools
to garner interest from foreign buyers. Trade promotion tools have
been a key driver for continued economic growth in the region.
Specific objectives of export promotion tools include:

● Developing or refining products (and services) for export by
communicating with potential customers;

● Gaining new customers/intermediaries in neighbouring,
regional and global markets;

● Strengthening relationships with existing customers and
intermediaries; and

● Increasing the volume of exports.

Three primary trade promotion tools are trade fairs, buyer-seller
meetings and trade missions. Trade fairs are often collaborations
between Governments and business associations, and can be
domestic or international. These fairs can be significant for
MSMEs which cannot afford global advertising to market their

products to foreign customers. Buyer-
seller meetings are a form of initial
communication that provides a path for
information exchange between key
players in demand and supply. In
general, buyer-seller meetings are face-
to-face negotiations or conducted
through the Internet, telephone, videos
etc. Many government agencies provide
website services where buyers and
sellers can post their needs or offer
goods and services. Some agencies act
as intermediaries that collect orders
from buyers and distribute them to one
or several eligible sellers to provide
goods and services.162 Trade missions
are international trips that national
agencies organize for government
officials and business representatives
to explore international business
opportunities in target nations.
Representatives from the private sector
are introduced to crucial local business
contacts and relevant government
officials, and thus have important
contacts for developing business
relationships. In getting access to trade
missions, MSMEs or MSME association
representatives can assist with the
internationalization of MSMEs.

2. Global value chains

There are two related dimensions to
global value chains (GVCs) that
constitute the supply and demand
sides. On the supply side, the
internationalization of MSMEs
increasingly takes place through
participation as suppliers at various
stages in GVCs. Meanwhile, the
demand side refers to opportunities for
MSMEs to innovate in new ways for
new types of markets and consumers.
Today, about 70 per cent of international
trade involves GVCs, as services, raw
materials, parts and components cross
borders – often numerous times. Once
incorporated into final products they
are shipped to consumers all over
the world.163 Reaching international
markets is challenging for MSMEs. The

162 Czinkota and Ronkaine,, 2007, International Marketing, Eighth Edition. Mason, OH, United States, Thomson South-Western.
163 OECD, 2021. The trade policy implications of global value chains. https://www.oecd.org/trade/topics/global-value-chains-and-trade/.
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fragmentation of production creates
new opportunities for the supply of
products (e.g., parts and components)
and services, through linkages with
larger firms, and foreign buyers and
affiliates, in a wide range of industries
and value chains, e.g., electronics,
automotive, garments and agro-
industry.164 Participation in GVCs can
bring both growth opportunities and
increasing stability of demand to
MSMEs. It provides easier access to
critical inputs, including information
on markets, technology and best
practices, and allows firms to increase
productivity, expand markets and
strengthen the capacity for innovation.
However, to be a supplier in GVCs places
significant demands on SMEs’ skills,
managerial and financial resources,
and ability to meet a diversity of
international standards. In essence,

MSMEs must be internationally competitive. Therefore, a
fundamental challenge of internationalization through participation
in GVCs is to loosen constraints on MSME competitiveness (e.g.,
productivity).

On the demand side, research on ASEAN and East Asia shows
that MSMEs can internationalize or access markets in three
general ways:165

● Direct sales of final goods and services, exporting to retail
customers (business-to-consumer);

● As suppliers in regional production networks within the
framework of GVCs, i.e., selling parts, components, and
tradeable services to other enterprises who use them as
inputs in their production and business systems (business-
to-business); and

● Innovating for new types of markets and retail customers
whose characteristics differ significantly for developed
economies, the region’s firms’ traditional markets (business
to new types of consumers).

Box VI.2 shows the stages of internationalization of MSMEs.

Box VI.2
Stages of internationalization of MSMEs

Internationalization involves different stages that involve diverse, if overlapping, challenges and constraints,
requiring different policy emphasis.

The preparation stage involves pre-internationalization issues. For example, at this stage a key requirement
is to make a credible case for internationalization, including key information needs related to the benefits,
challenges and ‘best practice’ of internationalization, and identification and initial understanding of potential
markets and customers. Basic capacity constraints on internationalization (e.g., managerial mindset and
skills), and understanding of market entry requirements and options are especially important. Constraints
on working capital financing are of particular concern.

The active engagement stage involves the start of the implementation of internationalization activities.
Key constraints at this stage are related to: (a) initiating contacts and ‘getting to know’ foreign markets and
foreign buyers, e.g., through overseas trade offices, trade fairs and missions; (b) constraints on understanding
and using cross-border logistics; (c) knowing the rules and regulations for operating in foreign markets; and
(d) trade and supply chain finance.

The growth and expansion stage involves strengthening and enlarging product market position. Key constraints
at this stage are related to improving competitiveness, expanding production capacity, expanding knowledge
of relevant range of standards and certifications, and diversifying distribution and marketing channels. There
is a relationship between levels of development and stages of internationalization, in that a country at a
lower level of development, such as Myanmar, compared with a more developed economy such as Thailand,
will have firms mostly at the initial preparation stage, facing related constraints.

Source: Abonyi, 2015, “Best policy practices for internationalization of SMEs’ trade and investment for ASEAN and East Asia”, in
Oum, Intarakumnerd, Abonyi and Kagami (eds.), Innovation, Technology Transfers, Finance, and Internationalization of SMEs’ Trade
and Investment, ERIA Research Project Report FY2013, No. 14, pp. 37-96. Jakarta: ERIA.

164 Abonyi, 2015, ‘Best policy practices for internationalization of SMEs’ trade and investment for ASEAN and East Asia’, in Oum,
Intarakumnerd, Abonyi and Kagami (eds), Innovation, Technology Transfers, Finance, and Internationalization of SMEs’ Trade and Investment,
ERIA Research Project Report FY2013, No. 14, pp. 37-96. Jakarta: ERIA.
165 Ibid.
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The benefits of MSMEs integrating into GVCs include
strengthening the technical and managerial capabilities of firms,
increasing capacity utilization and production efficiency,
strengthening the reputation and credibility of the firm, and
providing a manageable way for MSMEs to reach and compete
in global markets. Participation in GVCs also places great
demands on small firms to deliver the right product (product
standards), in the correct quantity (production capacity), with the
right quality (quality standards), at the right time (efficient
logistics) and produced in the right way (process standards).
These are significant challenges for MSMEs.

International trade and FDI are the main defining features and
key drivers of GVCs. The opportunities for MSMEs to participate
in GVCs are vast. Participation in value chains exposes them to
a large customer/buyer base and opportunities to learn from
prominent firms, and from engaging and surviving in the hotly
contested sectors of the global marketplace. This process can
enhance MSME competitiveness, create more jobs and promote
inclusive growth in the Asia-Pacific. The penetration of GVCs,
however, also presents often formidable challenges for MSMEs.
They may fail to gain a foothold and have to do without large
market development expenditures as a result.

GVCs have brought to light and created the greater focus on the
interdependencies between trade and FDI. Research shows how
companies organize their production regionally and globally by
blending trade with investment and a range of non-equity,
contract-based partnerships.166

The analysis shows that GVCs attract MNEs which establish
linkages with local MSMEs, attract foreign investors that are
SMEs following the big MNEs in competition with local MSMEs,
or develop local MSMEs as suppliers to foreign buyers.167 MNE
activities are thus a combination of trade, FDI and strategic

partnerships. All businesses rely on a
mix of these different types of
corporate relationships. In addition, the
configuration of trade, investment and
strategic partnerships varies across
sectors, businesses and markets. Thus,
the advent of GVCs has been beneficial
to the expansion of MSMEs in
developing countries, because they
allow MSMEs to initially specialize in
specific tasks rather than producing a
complete product, thereby simplifying
their entry into manufactures trade.

General investment climate factors are
essential if countries want to attract
FDI. One key factor is macroeconomic
stability and balance of payments
management, such as low inflation and
a stable currency conducive to
business. Microeconomic factors
include access to labour relative to
capital or natural resources. These
factors thus determine if a country can
attract FDI or even stimulate domestic
investment. In addition, business
support functions emerge as crucial
building blocks in GVCs, which
suggests that policy reforms in sectors
that support GVCs should warrant
special attention. Therefore, it is
essential to share some of the
challenges that MSMEs face in joining
GVCs (table VI.1).

Table VI.1
Major challenges for MSME participation in regional and global value chains

Challenges Capabilities and limitations

Intensified competition ● The small size of operation that results in a relatively high cost of production.
● Lack of consumer preferences and inability to access lead firms.
● Lack of market intelligence (e.g., business opportunities, prospective customers,

competition status, channels and distribution, local regulations and practices, and
taxation).

● Inability to network.
● Inability to meet extraordinary demands due to uncompetitive price, quality and

delivery.
● Inadequate institutional support and assistance.
● Lack of necessary workforce and financial resources.

166 UNCTAD, 2011, World Investment Report 2011. Non-equity Modes of International Production and Development. New York and Geneva:
United Nations. Available at http://unctad.org/en/PublicationsLibrary/wir2011_en.pdf.
167 ESCAP, 2019, Integrating SMEs into global and regional value chains. Available at https://www.unescap.org/sites/default/files/UNESCAP-
Kyrgyzstan-GVCs-October%202019-.pdf.
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One strategy for improving the chances
of MSMEs being able to participate in
GVCs, and to receive incoming FDI for
the purpose of contributing GVCs, is to
enable MSMEs to meet international
standards.168 A sustained push across
industry to meet international standards,
whether initiated or coordinated by the
Government or from the private sector
itself, may help to increase the
comprehensibility of local businesses
to TNCs, and enable them to more
seamlessly integrate into GVCs.
Achieving this kind of standardization,
however, requires industry-specific
approaches and R&D.

C. Policies for the participation
of MSMEs in regional and global
value chains

GVCs are associated with growing
productivity, exporting more
sophisticated products and a less
concentrated export basket.169 MSMEs
are more apt to export intermediate
goods through GVCs, either directly or
indirectly through sales to larger
domestic or multinational firms

producing and exporting the final product. Policies seeking to
integrate MSMEs into GVCs could address importing constraints
through continued unilateral or regional liberalization or sustained
trade facilitation and connectivity support. At the same time,
programmes aimed at promoting domestic and international
production linkages should allow MSMEs to identify new
opportunities better and exploit their comparative advantage in
the production of intermediate goods and services and integrate,
directly or indirectly, into regional and GVCs.

Countries need to leverage policies to ensure that they can enter
and remain competitive in the value chain. Trade and investment
openness and a comprehensive package of policies that include
a greater focus on behind-the-border and at-the-border issues
(such as trade facilitation, infrastructure and institutional quality)
are necessary.170 Thus, policies aimed at reducing the costs of
accessing foreign inputs and technologies correlate with MSME
internationalization and reductions in tariffs. This further
liberalizes and promotes FDI by streamlining trade facilitation,
which helps MSMEs to benefit from broader exporting
activities.171 MSMEs can also leverage foreign inputs and
technologies to increase their productivity and, therefore, their
domestic sales. Evidence suggests that firms need to have access
to competitively priced and high-quality intermediates to stay
competitive.172 Importing is increasingly a necessary condition for
maintaining and enhancing competitiveness, even in the domestic
economy. Programmes that help overcome informational
asymmetries and facilitate connections between MSMEs and
businesses abroad could help identify emerging opportunities for

Internationalization ● Inability to internationalize operation due to limited capacity to analyse, penetrate
and segment foreign markets.

● Technical limitations to act as suppliers to foreign buyers/investors.

Trade liberalization ● General ignorance of free trade agreements due to a lack of knowledge and skills to
react to the agreements.

● Less awareness of opportunities and challenges derived from various trade
agreements.

Managerial skills ● A lack of knowledge about new strategies and techniques to orient new design and
production.

● Inability to allow time and workforce to acquire new skills.
● Lack of knowledge on how to use e-commerce.
● Inability to hire appropriately qualified and talented people.
● Inability to combat anti-competitive practices.

Source: ESCAP, 2012, Policy Guidebook for SME Development in Asia and the Pacific.

Table VI.1 (continued)

Challenges Capabilities and limitations

168 Dash and Chanda 2021, “Anatomizing India’s Presence in Automotive Global Value Chains.” Foreign Trade Review.
169 Kowalski and others, 2015, “Participation of Developing Countries in Global Value Chains: Implications for Trade and Trade-Related
Policies”, OECD Trade Policy Paper 179, Paris: OECD Publishing.
170 Ibid.
171 Ibid.
172 Vogel and Wagner, 2010, “Exports and profitability – first evidence for German business services enterprises”, Applied Economics
Quarterly, vol. 56, No. 1, pp. 7-30.
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MSMEs to exploit their revealed comparative advantage in
producing intermediate goods and services.

Since MSMEs might struggle to produce finished products,
greater specialization in supplying intermediates through GVCs
may provide new opportunities for developing the economic
activity of MSMEs. For policymakers, this suggests that MSME
policies might also consider focusing on supporting MSMEs in
forming partnerships with firms abroad, in addition to overcoming
the traditional costs associated with exporting.

MSME policies should consider advancing ways to sell
intermediate goods and services as a stepping- stone to greater
participation in value chain. This can reduce the costs of both
exporting and importing.173 In ASEAN, for example, in particular
sectors MSMEs rely on larger firms to tap into export markets
indirectly. With high fixed costs associated with exporting,
MSMEs may seek to attenuate the burden of these costs by
selling intermediate goods and services to larger exporting firms
in the domestic economy.174 Domestic policies, including those
aimed at reducing regulatory barriers faced by MSMEs, and better
infrastructure, soft and hard, should help nurture domestic
connections. Their promotion should benefit both large and small
firms. While research has identified that MSMEs rely on domestic
linkages for their internationalization, the determinants of these
linkages require further study, including the role of FDI.175

D. Investment policy

Foreign direct investment is defined as cross-border investment
by a resident entity in one economy to obtain a lasting interest
in an enterprise resident in another economy. The lasting interest
implies the existence of a long-term relationship between the
direct investor and the enterprise as well as a significant degree
of influence by the direct investor on the management of the
enterprise.176 Ownership of at least 10 per cent of the voting
power, representing the influence by the investor, is the primary
criterion used. Broadly, FDI includes “mergers and acquisitions,
building new facilities, reinvesting profits earned from overseas
operations, and intracompany loans.”177 In a narrow sense,
greenfield FDI refers just to building new products or services
facilities.

In fact, FDI brings new capital, technology and know-how directly
to a host country. The valuable role of FDI as an external source
of financing for development is well-established. The Addis

Ababa Action Agenda has been
recognized as a central means of
implementing the 2030 Agenda for
Sustainable Development. The main
idea underlying FDI liberalization
policies of many developing countries
and the FDI promotion efforts of
international donors, such as the World
Bank and IMF, is that FDI inflows
foster economic growth. As FDI is a
composite bundle of capital stocks,
know-how and technology, its impact
on economic growth is expected to be
manifold.178

FDI can be an essential channel for the
development of MSMEs in the right
policy environment. Increased FDI
inflows to a country can create several
positive economic effects. FDI can
affect labour and capital markets, trade
patterns and economic growth. It is
well-known from the theory of host
country effects of FDI that for FDI to
occur, MNE must have some firm-
specific advantages compared to the
enterprises in the host economy. These
firm-specific advantages may result in
technology transfer from the parent
firm to its affiliate in the host country
of investment and related spillover
effects in the host economy by the
business.

Within ASEAN, for example, there is a
strong emphasis on MSME development
in Malaysia and Thailand. Government
efforts to link foreign firms with local
suppliers have been increased. The
growing number of SEZs along national
borders, the Belt and Road Initiative
and the Regional Economic and
Comprehensive Partnership (RECP)
Agreement are expected to stimulate
intraregional FDI flows further.

173 ESCAP – see https://readiness.digitalizetrade.org.
174 OECD, 2019, Integrating Southeast Asian SMEs in Global Value Chains: Trade, Investment and Regulatory Policy Synthesis Note. Paris.
Available at www.oecd.org/investment/Integrating-Southeast-Asian-SMEs-in-global-value-chains-synthesis-note.pdf.
175 UNCTAD, World 2020 Investment Report: Production Beyond the Pandemic.
176 ESCAP, 2017, Handbook on Policies, Promotion and Facilitation of Foreign Direct Investment for Sustainable Development in Asia
and the Pacific. Available at https://www.unescap.org/resources/handbook-policies-promotion-and-facilitation-foreign-direct-investment-
sustainable-0.
177 Jain, 2013, Foreign Direct Investment in Multibrand Retail: The Case Scenario in India and Globalization Spectrum.
178 De Mello, 1997, “Foreign direct investment in developing countries and growth: A selective survey,” Journal of Development Studies,
vol. 34, No. 1, pp. 1-34.
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1. Leveraging FDI for market access

Foreign Direct Investment can serve
as an additional funding source and
an important channel for developing
MSMEs. Although the benefits of FDI
are well-known, the magnitude of the
potential effects is determined by a
given country’s economic characteristics
and a host of other factors. FDI can
have a direct impact on economic
growth, income generation and job
creation. Higher levels of FDI can also
trigger increased levels of total trade of
goods and services, and various other
linkages with the domestic economy,
such as technology transfer, human
capital formation, creation of new
industries and greater integration into
the world economy.

FDI can affect labour and capital
markets, trade patterns and economic
growth. It is well-known that for FDI
to occur, MNEs should have some
competitive advantages compared to
the enterprises in the host economy.
These specific advantages can result in
technology and skills transfer from the
parent firm to its affiliates, subsidiaries
or suppliers (typically an MSME) in the
host country of investment and other
related spillover effects in the host
economy.179 Therefore, the inclusion of
MSMEs in the supply chains of MNEs
and their ensuing (indirect) involvement
in exporting activity can lead to
substantial diffusion of technology and
further effective business models,
thereby raising the international
competitiveness of MSMEs.

The policy environment is crucial for
attracting FDI, building local capacity
and anchoring investors by establishing
deep linkages with the local economy.
Regional and national policies also play
an essential role in promoting and

facilitating the outward internationalization of firms through
investment. One such pathway for countries is via the
development of Special Economic Zones (SEZs).

Regulatory restrictions on FDI limit both market access and the
potential for linkages between foreign investors and local MSMEs.
As such, they are reforming FDI restrictions that can serve to
promote MNE-MSME ties. Increased FDI inflows to a country can
create several positive economic effects. FDI can affect capital
and labour markets, trade patterns and economic growth. These
firm-specific advantages may result in technology transfer from
the parent firm to its affiliates or subsidiaries in the host country,
and related spillover effects on domestic companies in the host
economy.

2. Policy recommendations

● Increasing foreign investor access to the services sector.

Advancing FDI liberalization of services sectors can raise the
productivity of manufacturing firms and create new
opportunities for MSMEs to plug into RGVCs.

● Liberalizing capital controls to transform domestic firms into
multinational.

Governments should consider transitioning towards policies
that allow firms, including MSMEs, to undertake outward
investments without influencing the types of investments or
the destination. In particular, technical and financial support
to overcome informational barriers can significantly alleviate
constraints faced by potential outward investors.

E. Special Economic Zones

The proliferation of GVCs has revolutionized the world economy
by opening new industrial development paths for developing
countries. Instead of building up industrial capacities from
scratch, these countries can join existing supply chains and
upgrade along with them.180 This opportunity has unleashed
intense competition among developing countries to attract
GVC-linked investment, using various policy tools. One policy tool
that is potent in this drive is are SEZs.

SEZs are physically delineated areas where host countries relax
rules and regulations, build efficient infrastructure, and offer
substantial fiscal and non-fiscal incentives in the hope of
attracting GVC activities, which are highly responsive to business
environments and costs. There is a general presumption that by
facilitating the host country’s insertion into GVCs, SEZs can drive

179 Lipsey, 2002, Home and host country effects of FDI, NBER, Working Paper No. 9293. Cambridge, Mass.: National Bureau of Economic
Research.
180 Baldwin, 2013, “Global supply chains: Why they emerged, why they matter, and where they are going”, in Elms and Low (eds.), Global
Value Chains in a Changing World. Switzerland: Fung Global Institute, Nanyang Technological University and World Trade Organization
Secretariat.



TRADE AND INVESTMENT POLICIES: INTERNATIONAL MARKET ACCESS
AND INTEGRATION INTO GLOBAL AND REGIONAL VALUE CHAINS 69

CHAPTER VI

trade, FDI inflows and technology transfers, which generate
spillover effects and catalyse economic transformation on the
broader economy.181 However, the evidence indicates that very
few countries have managed to leverage SEZs to achieve far-
reaching economic transformation.182 In several countries, SEZs
have succeeded in driving FDI, exports, production and
employment, but they have had limited or little impact on the
development process of the broader economy.183 In many other
countries, SEZs are utterly unsuccessful even in attracting
investment and economic activity.184 Economically transformative
or not, SEZs have been increasing in recent years. To have the
desired spillovers for MSMEs, SEZs should be established and
supported by policies that support skills and cluster development
(box VI.3).

SEZs can be useful for MSME
development through supply-side
capacity-building and greater market
access; they increase industrial output
and attract FDI. They also allow host
Governments to develop and diversify
exports, while maintaining protective
barriers, creating employment and
incorporating new policies. According
to the Foreign Investment Advisory
Service,185 the principles embodied
in the basic concept of the special
economic zone include: (a) a
geographically delimited area (usually
physically secured); (b) a single
administration; (c) eligibility for
benefits based upon physical location
within the zone and a separate
customs area (duty-free benefits); and
(d) streamlined procedures. The
phenomenon of SEZs has been
successfully utilized to modernize
economies in recent years due to the
ability to customize SEZs to fit specific
needs.

SEZs can start as a pilot project for
more comprehensive economic reform,
and almost always involve the attraction
of FDI.186 In many cases, SEZs are
also open to domestic companies
(suppliers).187 SEZs have played an
essential role in the expansion of GVCs.
While rules differ between individual
countries, zones typically operate
outside the country’s boundaries for
customs purposes, even though they
are geographically located inside the
country. As a result, the supply chain of
products may be scattered among
zones worldwide without the impact of
tariffs, quotas and detailed customs
procedures, until they finally exit the
zone system in the country where the

Box VI.3
Thailand’s BUILD programme

In June 1992, the BOI Unit for Industrial Linkage Development
or BUILD was established under the Thailand Board of
Investment (BOI) to support industrial linkage and use of
industrial parts manufactured in Thailand. BUILD services offer
channels to connect competitive Thai SMEs and large
manufacturers with parts and component suppliers. With the
success of its activities, BUILD has been upgraded into a
division under the BOI, the Industrial Linkage Development
Division (ILDD) The ILDD will continue to encourage growth in
supporting industries in Thailand through providing information
on subcontracting opportunities by linking parts suppliers with
the right manufacturers. ILDD also assists Thai MSMEs to
achieve industrial standards required for entering into
productive subcontracting arrangements. With its extensive
database on subcontractors in Thailand, ILDD provides sourcing
and business matching services. With these services, firms can
be assured that their procurement process is well-facilitated,
while saving production costs and time spent in finding
domestic parts manufacturers. ILDD will further strengthen its
activities by organizing seminars, workshops and networking
forums in targeted industries of Thailand to provide in-depth
information as well as help support Thai SMEs to be part of
the global supply chain of the growing next-generation
industries.

Source: http://build.boi.go.th/EN/news/1056/About-us.

181 UNCTAD, 2019, World Investment Report 2019: Special Economic Zones. New York and Geneva: United Nations.
182 Aggarwal, 2012, Social and economic impact of SEZs in India. OUP Catalogue. New Delhi: Oxford University Press.
183 Frick, Rodrıguez-Pose and Wong, 2018, “Towards economically dynamic Special Economic Zones in emerging countries”, Journal of
Economic Geography, vol. 95, No. 1, pp. 30-64.
184 Farole, 2011, Special Economic Zones in Africa: Comparing Performance and Learning from Global Experiences. Washington, D.C.: World
Bank Publications.
185 FIAS, 2008, “Special Economic Zones: Performance, Lessons Learned, and Implications for Zone Development”, Washington D.C.: World
Bank.
186 Ibid.
187 ESCAP, 2017, Handbook on Policies, Promotion and Facilitation of Foreign Direct Investment for Sustainable Development in Asia and
the Pacific.
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final product is produced. However, the
spread of backward linkages has varied
dramatically across countries. Countries

can adapt their SEZ strategy as a comprehensive strategy for
cluster development. Box VI.4 details the Savan-Seno SEZ in the
Lao People’s Democratic Republic.

Box VI.4
Savan-Seno SEZ in the Lao People’s Democratic Republic

The Savan-Seno Special Economic zone is situated along the East-West Economic Corridor (EWEC). This
SEZ made little progress until the second Lao-Thai Friendship Bridge opened in 2007. As of 2019, around
70 enterprises, including from China, Thailand, Japan, Canada, the Netherlands and France, had registered
in the Savan-Seno SEZ.

The impact of the second Friendship Bridge and the SEZ on the tourism industry is notable. Tourist arrivals
increased substantially after the bridge’s opening; the number of tourists in Savannakhet increased from
just below half a million in 2008 to more than one million in 2015.188 The supporting tourism industries
expanded markedly in Savannakhet, where the number of accommodation establishments (hotels, resorts
and guest houses) increased from 115 in 2009 to 196 in 2015. The number of rooms rose from 2,302
in 2009 to 4,351 in 2015.189 The hotel/casino in the SEZ was exceptionally high profile in attracting tourists
from Thailand, where casinos are not permitted. In a 2012 ADB report,190 concern was expressed that the
casino was the principal outcome of the SEZ and had substantial negative externalities. However, the flow
of people and the easing of border trade following the bridge’s opening helped to establish a cross-border
transport infrastructure that would encourage manufacturing activity within the SEZ.

The primary drivers of this SEZ191 relate to its strategic geographic location, low labour costs, low electricity
costs, good access to water as well as its preferential trade schemes that allow easy access to the European
Union, Japanese and the United States markets and the investment incentives offered by the Government
of the Lao People’s Democratic Republic. Political stability was also a determining factor for its success.
However, the development of the SEZ has been affected by several challenges. The lack of policy coordination
between the SEZ and the provincial and central governments of the Lao People’s Democratic Republic creates
numerous difficulties for the SEZ. Connectivity is an issue, as the only airport, Savannakhet, is very small,
serves only a few flights per week, and cannot serve large planes due to its short runway. The other challenges
are related to waste and wastewater treatment systems that exist only in one of four sub-zones, and the
shortage of skilled labour and engineers.

188 ADB, 2016, The Role of Special Economic Zones in Improving Effectiveness of GMS Economic Corridors. Manila: the Philippines: Asian
Development Bank.
189 Ibid.
190 Lord, Montague, 2012. An Evaluation of Support to Lao PDR’s Special Economic Zones (SEZs). Report presented to ADB. Manila.
191 OECD-UNIDO, 2019, Integrating Southeast Asian SMEs in Global Value Chains: Enabling Linkages with Foreign Investors. Paris.
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Part III

Specific MSME targeted policies: Competitiveness

Figure A. Facets of MSME competitiveness

The drivers of MSME competitiveness can be found at the macro-economic and national policy
environment, in MSME’s immediate business environment and at the company level.

MSMEs limited ability to comply with standards and regulations that play an integral and vital role
in enhancing international value chains have had an impact on their competitiveness. In addition,
the standards and regulations also play a crucial role in ensuring the social and environmental
sustainability of global value chains. However, most MSMEs find it challenging to comply with
standards and regulations due to cost issues. Thus, this part builds on the previous features by
reviewing and analysing policies targeting MSMEs competitiveness.

Part III of this Guidebook defines and distinguishes between national and enterprise competitiveness,
linking their determinants and entrepreneurship to MSMEs. It illustrates the differences and
similarities between entrepreneurship and MSMEs, noting that both contribute to a country’s economic
development. Consequently, part III also deliberates on policies that can support MSME growth
through competitiveness. It further explores ways to formalize MSMEs, intensify public interventions
on MSME financing and share insights on monitoring and evaluation.
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Chapter VII

MSME competitiveness and the role of
the business enabling environment

A. Defining MSME competitiveness

Michael Porter,192 a renowned and influential business strategist,
defines the competitiveness of a location as the productivity that
companies located there can achieve.193 The definition of
competitiveness is thus used to understand the drivers of
sustainable economic prosperity at a given site, with productivity
as the cornerstone of Porter’s definition of competitiveness.194

Competitiveness can be examined at the national and enterprise
levels. The national competitiveness level appraises the ability of
a national economy to grow. It is measured by a set of factors,
policies and institutions that determine a country’s level of
productivity. In general, national competitiveness is realized
through maintaining an environment for its companies and other
institutions to create, utilize and sell goods and services that meet
the requirements of global competition and changing social
norms. Enterprise competitiveness reflects on the capability of a
business to meet customer requirements with a profit. This
capability is realized through the offering of goods and services
that customers value higher than those offered by competitors.
Enterprise competitiveness is applied at the microeconomic level,
describing the competitive situation to which an enterprise is
exposed. Both national competitiveness and enterprise
competitiveness definitions have a structural similarity; they are
both defined as capabilities with a double focus on sociological
(customer requirements and social welfare) and technical (profit
and productivity factors), and involve strategic governance and the
idea of sustainability.

192 Michael Porter is an economist, researcher, author, advisor, speaker and teacher.
Throughout his career at Harvard Business School, he has brought economic theory
and strategy concepts to bear on many of the most challenging problems facing
corporations, economies and societies, including market competition and company
strategy, economic development, political competition, the environment and health
care. His approach is based on understanding the overall economics and structure
of complex systems, in contrast to particular elements or parts. His extensive research
is widely recognized by Governments, corporations, NGOs and academic circles around
the world.
193 Porter, 1979, “How competitive forces shape strategy”, Harvard Business Review,
vol. 57, No. 2, pp. 137-145.
194 Davies and Ellis, 2000, “Porter’s competitive advantage of nations: Time for the
final judgement?” Journal of Management Studies, vol. 37, pp. 1189-1214.
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In the Diamond Model, Porter
explained the essence of industries
within a particular nation in garnering
competitiveness internationally. He
emphasized the significance of an
interrelated set of location advantages
that specific sectors in different countries
possess in gaining a competitive
advantage. These advantages include
the firm’s strategy, structure and rivalry,
factor conditions, demand conditions,
and related and supporting industries.
If these conditions are favourable,
it forces domestic companies to
innovate and upgrade continuously.
This competitiveness can allow
an MSME to enter the international
arena and better compete with global
competitors. Porters’ concept of
competitiveness also focuses on
prosperity created from economic
activity. Here, productivity is the critical
determinant of the level of wealth
a business can sustain over time.
Figure VII.1 illustrates the components
of Porter’s Diamond model of national
competitive advantage.

B. Role of MSMEs in national competitiveness

MSMEs play a critical role in establishing national competitiveness.
The ability to compete in international markets depends on
macroeconomic policies and conditions (trade policies and
exchange rates etc.) and a nation’s comparative advantage – its
factor endowment (land, labour and capital). From a government
perspective, national competitiveness relates to the country’s
competitiveness as a whole, not individual enterprises, which
involves developing the whole sectors and supply chains of which
MSMEs are part. However, there are a few exceptions to this. For
example, Singapore became the most competitive country globally
by adopting far-sighted policies that invested in institutions
and human resources, and attracted FDI to make up for its lack
of natural resources and capital. In addition, technology
development also plays a vital role in economic competitiveness.
Consequently, MSME competitiveness has improved over the past
few years. MSME in Singapore registered steady growth averaging
2.28 per cent by number of MSME establishments, and 2.9 per
cent by nominal value added to the national GDP between 2015
and 2019 (ADB Asia SME Monitor, 2020).

Competitiveness is also dependent on the ability to achieve high
productivity by deploying and using human resources and capital,
and physical assets in the most effective manner. However,
getting the macroeconomic fundamentals right will not necessarily
lead to competitiveness, mainly if the enterprise sector is weak
with little or no productive (supply) capacity. In this instance,

Figure VII.1
Porter’s Diamond Model of National Competitive Advantage

Source: “How Competitive Forces Shape Strategy”, Harvard Business Review,
vol. 57, No. 2, pp. 137-145.

new patterns of competition are
necessary, requiring active micro
policies and measures to shape new
industrial locations. In turn, enterprises
have to restructure activities and
facilities, and acquire skilled labour.
Separately, Governments focus their
policies and programmes on creating
and enhancing competitive advantages
among MSMEs.

Building on Porter’s Diamond Model,
the Nine-Factor Model is more
comprehensive and dynamic than
Porter’s original Diamond Model.
This framework explains a nation’s
competitiveness and the interaction
between human and physical factors
driving a nation’s development. This
model embodies Porter’s notion that
“national prosperity is created, not
inherited.”195 In the Nine-Factor Model,
human factors comprising workers,

195 Cho, 1994, A dynamic approach to international competitiveness: The case of Korea, Journal of Far Eastern Business, vol. 1, No. 1,
pp. 17-36.
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politicians and bureaucrats, entrepreneurs and professionals, are
the major stimulus behind national competitiveness by
positioning and productively integrating the physical
characteristics. Government officials are endogenous factors in
this model, thus directly influencing national competitiveness.
The chance event, an external factor, forms the basis of this new
paradigm. Figure VII.2 shows the framework of the Nine-Factor
Model.

The effect of government policies on a
country’s competitiveness can be
positive (stimulating competitiveness)
or negative (obstructing competitiveness).
Governments should take on the role
of a catalyst and challenger, and
encourage or even push companies to
aspire to higher levels of competitive
performance, even though this process
may be complex.196 Government
policies that succeed are those
that create an environment in which
companies can gain a competitive
advantage. Therefore, Governments
should embrace the following principles
to promote national competitiveness:

● Emphasize competitiveness infra-
structure

Governments have critical
responsibilities for developing and
improving competitiveness infra-
structures, such as education,
science, research, transportation
and information technology;

● Enforce strict product, safety, and
environmental standards

Stringent standards for product
performance, product safety, and
environmental control pressure
companies to improve quality,
upgrade technology, and provide
features that respond to consumer
and social demands;

● Deregulate competition

Reformation of regulations governing
state monopoly, controlling entry to
the industry, or fixing prices that
hamper rivalry and innovation
encourages competition among
enterprises. This will lift overall
MSME productivity and contribution
to the economy in the long term;

● Adopt strong domestic antitrust
policies

When applied to horizontal mergers,
alliances and collusive behaviour,
these policies are fundamental to

Figure VII.2
The Nine-Factor Model

Source: Cho, 1994, “A dynamic approach to international competitiveness: The case
of Korea”, Journal of Far Eastern Business, vol. 1, No. 1, pp. 17-36.
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1. National competitiveness and related policies

Similar to policy-making and intervention, Governments can have
an impact on investment, savings and trade. Furthermore,
Governments can strengthen the balance of payments and
improve international competitiveness through a combination of
trade liberalization and exchange rate adjustment. In Part II of
this Guidebook, various government policies related to, and
influencing MSMEs are discussed. The guidelines aim to intensify
national competitiveness by enhancing macroeconomic factors,
particularly fiscal and monetary policy, and foreign exchange
regime. Implementing conducive trade and investment policy to
facilitate MSME internationalization also plays a significant role
in lifting national competitiveness. Last, competitiveness
development is governed by the competition law that regulates
MSME development.

196  Porter, 1990, The Competitive Advantage of Nations, The Free Press, New York, NY, USA.
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innovation. Government policy
should generally favour new entry
over acquisition. These policies
provide MSMEs with a profound
avenue to grow competitively.
However, the expansion must not
distort market equilibrium, hence
the relevance of competition law;

● Intensify goal setting that leads to
sustained investment

Governments can indirectly affect
the goals of investors, managers
and employees through various
policies. MSMEs need practical
guidance in this area.

Further, Governments and not the
market must ensure social equality or
justice in sustainable development.
Such is done by addressing market
imperfections via restricting tendencies
that lead to faults (law, regulation of
competition, anti-trust acts etc.). These
tasks, however general, are essential for
national competitiveness as well.
Consequently, specific new197 duties
and responsibilities have emerged:

● Development of R&D capacities;198

● Reduction of social inequalities;

● Prevention or correction of the
disintegrating effects of globalization
and regionalization in the economy
and society;

● Management of interest conciliating
and coordinating mechanism
with employers’ and employees’
representatives;

● Development of environment-
conscious culture in society;

● Promotion of social cohesion,
cooperation and solidarity; prevention
of alienation, segregation and
marginalization; xenophobia and
racism; ethnical, religious and
other conflicts.

Accordingly, three interlinked spheres of the role of government
in the process of development to improve competitiveness can
be distinguished:199

● Initiating and promoting structural changes in the economy
and institutional reforms, and taking care of public health,
education, cultural life, social security as well as political
freedom;

● Directly and indirectly creating “competitive advantages”,
thereby improving the export competitiveness of its products
and services, attracting FDIs and providing a “home base”
for TNCs of foreign and local origin;

● Regulating, through market-conform methods and legal acts,
the economic activities within the country; encouraging
savings and investments; influencing by various incentives
and legally prescribed rules the investment orientation under
a national development strategy; promoting the generation of
input-output linkages within the national economy; and
correcting socially undesired effects following from the
operation of the market.

To aid in advancing policy on national competitiveness, the World
Economic Forum produces the Global Competitiveness Report
and the Global Competitiveness Index (GCI). The report aims to
broaden the views of policymakers, businesses and the public on
looking beyond growth in their pursuit of enhancing economic
productivity and broader resilience. It serves as useful
benchmarking that provides a new guide for the future direction
of economic growth. Consequently, GCI is an annual yardstick for
policymakers to look beyond short-term and reactionary measures,
and instead, assess their progress against the complete set of
factors that determine productivity and allows economies to
monitor progress over time.

C. Role of MSMEs in enterprise competitiveness

Enterprise competitiveness is the ability of a business to compete
successfully in the market and obtain economic benefits relative
to competitors. An economy’s product competitiveness stems
from companies within a nation.

There are several features of competitiveness at the enterprise
level. A company’s products and services must have characteristics
that make them attractive to potential customers and convince
them in their buying decision. This attractiveness can be due to
low prices and differentiation. Differentiation can be achieved in
many ways, e.g., through design, quality, additional services and
innovative features. Moreover, a company must produce and

197 “New” in the sense that for States to advance national competitiveness they need to address the three pillars of sustainable development.
Images of rioting in the street and extreme poverty next to extreme wealth, for example, may not attract FDI and thus push a country further
down the competitiveness ladder.
198 Upgrading national development resources, including the establishment of “science parks” in a country.
199 Szentes, 2011, Concept, Measurement and Ideology of “National Competitiveness”, Koz-gazdasag, vol. 6, No. 4, pp. 9-59.
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deliver profitably, which means that after subtracting costs from
incomes, the profit margin has to be sufficiently high to ensure
consistent business. Apart from product competitiveness,
a company can also try to become and remain competitive with
regard to processes in supply chain management (such as
speeding up the distribution of goods to retailers or improving the
quality of inventory control) or the production process.

MSMEs must consider their competitiveness strategy from an
enterprise perspective. The process can include improving
operations and production at all levels, its organization,
facilitating and expanding access to financial resources,
developing, and expanding skills, pursuing internationalization
through exports or overseas investment, and increasing
innovation, research and development. MSMEs can mobilize the
following strategies to improve their competitiveness:

● Innovation that is induced through knowledge and
information technology can lead to a decrease in production
costs;

● Niche strategy in which MSMEs benefit from focusing on the
small market segments they serve;

● Networking and clustering in which these small businesses
strengthen their competitiveness by establishing links
together or with other large enterprises;

● Foreign direct investment and a supply chain that permits
MSMEs’ access to technology and new sources of knowledge
through their linkages with large international businesses.200

D. Determinants of MSME competitiveness

The determinants of MSME competitiveness are based on the
capacity of firms to compete, grow, and be profitable.201 Those
benefits are derived from, among other things, superior products
(in terms of design, quality etc.), production efficiency, financial
position, marketing strategy, organizational effectiveness, and a
company’s ability to stimulate and respond to demand.202

A competitive business should have the ability to gain market
share and thus maintain an advantage over rival competitors.
Research has found that in a period of significant economic
turbulence, the following two factors played an essential role in
shaping the competitive market position of an enterprise –
company image (product brand) and lower product price.203 The

market position of small businesses is
also shaped by focusing on a specific
group of customers. Small-sized
enterprises benefit from their high level
of flexibility, which makes them able
to adapt quickly to shifting market
demand.

E. Increasing MSME
competitiveness through cluster
development

The United Nations Industrial
Development Organization (UNIDO)
defines clusters as sectoral and
geographical concentrations of
enterprises that produce and sell a
range of related or complementary
products and, thus, face common
challenges and opportunities.204 UNIDO
notes that clusters can promote the
development of specialized suppliers
of raw materials and components or
the growth of a pool of sector-specific
skills, and foster the development
of specialized services in technical,
managerial and financial matters.
Strong evidence suggests that a cluster
policy brings an additional positive
effect to existing MSME policy in
industrialized economies.205 When the
number and scale of businesses,
including MSMEs, in a particular sector
grows, related services, suppliers and
consumers can also realize economies
of scale. Countries need to make
strategic decisions to try to identify and
further encourage clusters in order to
take advantage of these agglomeration
effects. Thus, adopting a cluster
approach is essential for policymakers
to expand MSME competitiveness in
Asia-Pacific countries.

200 Harvie, 2006, “SMEs and Economic Development – Role, Contribution and Policy Issues”, presentation at the Young Leaders Training
Program for Sustainable Development in Asia and the Pacific.
201 Martin, 2004. A Study on the Factors of Regional Competitiveness, University of Cambridge, available at http://ec.europa.eu/regional_policy/
sources/docgener/studies/pdf/3cr/competitiveness.pdf.
202 Shevchenko and others, 2019, “Competitiveness of the Enterprises of the Eurasian Economic Union: Assessment Methodology”, Espacios,
vol. 40, No. 57 (October).
203 Thompson, 1984, “Strategies for staying cost competitive”, Harvard Business Review (January 1984).
204 UNIDO, 2001, Development of Clusters and Networks of SMEs, available at https://www.unido.org/sites/default/files/200904/
Development_of_clusters_and_networks_of_SMEs_01_0.pdf.
205 Karaev, Koh and Szamosi, 2007, “The cluster approach and SME competitiveness: A review”, Journal of Manufacturing Technology
Management.
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Through cluster development, MSMEs
can intensify cooperation to improve
the collective MSME competitive
position in a particular sector. By
coordinating their activities, MSMEs
can collectively achieve economies of
scale beyond the reach of individual
small-scale firms, obtain bulk-purchase
inputs, and achieve optimal ranking
using machinery and pool production
capacities to meet large-scale orders.206

The competitive advantage of clustered
business derives from two primary
sources: the extent to which the
knowledge base of these businesses

deepens and broadens to include design, quality control and
information related to markets and marketing; and the
establishment of linkages to a broader set of technology inputs
and actors.207 Cooperation among MSMEs enables them to focus
on their core businesses, allowing for an external division of
labour and thus improving their collective efficiency in
production. Partnership via proximity can also encourage MSMEs
to share good practices on enhancing product quality, and move
toward more profitable market segments. The success of the
cluster model is based on consolidated systems of specialized
small firms that can generate the settings that amplify efficiency
and productivity on a long-term basis and, therefore, become
attractive to FDI.208 Box VII.1 details the clusters development
initiatives driven by the Government of Thailand.

Box VII.1
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
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, digital industry and medical hub.

To support the development of these priority sectors, the Government launched investment promotion
measures in designated SEZs in different locations and with specific purposes. SEZs are based on the
concept of clusters to improve industrial value chains by strengthening linkages among firms, research and
academic institutions, and public organizations, 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 set an ambitious target of Thai baht 1.5
trillion, some 10 per cent of 2016 nominal GDP, for public and private investments in the corridor from
2017-2021. This initiative is a good example of how a Government can translate a policy into an
implementation model.

Sources: BOI, 2017, available at http://www.boi.go.th/upload/content/BOI-A%20Guide%202017-EN-20180402_5ac3614b3ee08.pdf
and OECD, 2018, available at http://dx.doi.org/10.1787/9789264293311-en.

206 Ibid.
207 UNCTAD, 2005, “Improving the Competitiveness of SMEs Through Enhancing Productive Capacity – Proceedings of Four Expert Meetings”,
available at https://unctad.org/system/files/official-document/iteteb20051_en.pdf.
208 Ibid.



MSME COMPETITIVENESS AND THE ROLE OF THE BUSINESS ENABLING ENVIRONMENT 79
CHAPTER VII

F. Leveraging a business-enabling environment

1. Defining the business enabling environment

MSMEs can leverage the business enabling environment (BEE)
to elevate their competitiveness. The BEE is a set of policy,
institutional, regulatory, infrastructure and cultural conditions that
govern formal and informal business activities. It also covers
government-influenced, macro-level factors that affect enterprises
throughout the value chain.209 It includes the administration and
enforcement of government policy, and national and local
institutional arrangements that affect the behaviour of relevant
actors who comprise many of the critical players in the BEE.210

Ultimately, BEE is an essential factor in the competitiveness and
development of a value chain. Thus, at the macro level,
improving the overarching institutional frameworks for private
investment and innovation with elements of both liberalization
and new regulation related to competition policy frameworks,
opening sectors to foreign investment, and supportive regulation
are all aspects of a functioning BEE.211 Here, budding MSMEs
could be encouraged to enter specific sectors with inclusive
growth potential, such as renewable energy or organic agriculture,
via deregulation of government-controlled systems or removal of
other overly rigid regulations stifling market entry. Improving the
BEE can, therefore, benefit many organizations within it.

2. Improving BEE for MSMEs

The International Labour Organization (ILO) notes that getting the
BEE right is critical for MSMEs to access new services, leading
to performance improvement and business sustainability. The
Donor Committee for Enterprise Development (DCED) notes that
the BEE aims to reduce the costs and risks of business activity
by improving poor government policies, laws and regulations, and
stimulating competition by promoting new market entrants.212 It
is essential to distinguish two fundamentally different sets of
measures to structure reform options. The first set relates to the
functional areas of business environment reform aimed at
reducing costs and risks for all businesses caused by poor or
changing policies, laws and regulations. The second set is firm-
specific government measures such as subsidies, tax waivers,
mandatory inclusion or preferential public procurement. Indeed,
all Governments that have achieved growth in economic
opportunities for the poor at scale have complemented business
environment reform with targeted interventions, such as industrial
policies. However, poorly reformed interventions have created
a significant barrier to inclusive growth.

Business enabling environment reform
denotes regulatory, legal, policy and
institutional reforms intended to
improve the business environment. It
aims to reduce the costs and risks
of business activity by improving
poor government policies, laws and
regulations, and by stimulating
competition through new market
entrants.213 BEE reforms have evolved
from large-scale, top-down programmes
targeting national-level laws and
regulations to second-generation
programmes. Hence, they are
increasingly combining bottom-up with
top-down approaches, linking BEE
reforms with specific sectors, subsectors
and value chains, and integrating cross-
cutting issues. Originally structured
around doing business, today BEE
reforms increase companies’ investment
and innovation and create more and
better jobs. BEE reform does this in the
following ways:214

● Reducing business costs, resulting
in increased profits (possibly
leading to increased investment) or
increasing market share (and
thereby output and employment);

● Reducing risks and improving
predictability. Poor or frequently
changing government policies,
laws and regulations pose a risk
for businesses, thus reducing the
value of capital and the number
of attractive investments in that
market;

● Promoting new business entry and
increasing competition. Laws and
regulations to support capacities
and means of entrepreneurs (training
and financial), enabling access to
production factors and infrastructure
(such as human capital, energy or
transport);

209 McKague and Siddiquee, 2014, Improving the Enabling Environment. In: Making Markets More Inclusive, Palgrave Macmillan, New York.
https://doi.org/10.1057/9781137373755_9.
210 Goodpaster, 2011, ‘Business enabling environment measure plus/ : Indonesia’, USAID, No. 1 (April), pp. 1-37.
211 Heinrich-Fernandes, 2016, “How to create an enabling environment for inclusive business? Learning from experience and debates in
private sector development”, DCED, (October), pp. 1-81.
212 DCED (2016). Business Environment Reform. http://www.enterprise-development.org/implemnting-psd/business-environment-reform.
213 Heinrich-Fernandes, 2016, “How to create an enabling environment for inclusive business? Learning from experience and debates in
private sector development”, DCED, (October), pp. 1-81.
214 DCED (2011) ‘Supporting business environment reforms: Practical guidance for development agencies’, DCED, (August).
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● Promoting positive social and
environmental externalities, thus
contributing to long-term sustainable
growth and Sustainable Development
Goals (SDGs).

In achieving effective reforms, champions
are needed within government and

among businesses within the value chain for reforms and policies
to be enforced and monitored over time. The role of donors is
not to advocate but rather to support the advocacy process,
ensuring transparency and the flow of information. A critical part
of government ownership is ensuring that the government receives
public recognition and credit for its role in successful reforms.
Box VII.2 illustrates how Viet Nam has successfully advanced
BEE via provincial competition.

Box VII.2
Viet Nam’s provinces strive to become more attractive with BEE

Ecofarm has been a profitable venture in Viet Nam’s Dong Thap province, as a result of the company’s sound
investments and strong business enabling environment. It sells substantial volumes of farm produce from
85 hectares of land harvested on a three-month planting cycle using high-tech practices. Until recently,
business registration in this area was a time-consuming affair, making the opening of new businesses a chore.
Ecofarm’s decision to open a branch in Dong Thap was encouraged by its ease of operating and investing
in business. The province scored the second highest in the Provincial Competitiveness Index (PCI), produced
through a partnership with the Viet Nam Chamber of Commerce and Industry and USAID. In general,
Vietnamese businesses face many challenges due to the lack of local government support. The primary
difficulties include significant delays in business registration, accessing land matters and paying taxes.

In an effort to promote Dong Thap as a destination for agricultural investment, local government leaders
made many trips to Phu Quoc, where Ecofarm is headquartered. When Ecofarm first opened its business
operations in 2015, local government continued to offer support and actively learn about obstacles to
new businesses. Despite being located remotely with few geographic advantages, and relatively poor
infrastructure compared to other provinces, Dong Thap witnessed a response to its efforts with much new
business development, increasing in 2016 by 28 per cent from 2015, higher than the national average of
16 per cent. Dong Thap’s leaders set a policy goal to create a strong enabling Government that serves people
and businesses.

Source: USAID Provincial Competitiveness Index project, 2013 to June 2019.

The example in box VII.2 establishes
the fact that local or regional
implementation of the existing legal
framework can be more critical than
the reform of national policies. In Viet
Nam, the various steps, requirements,
days and visits needed to register a
business vary enormously among
different provinces, despite a national
legal framework. This example highlights
two critical issues: (a) implementation
of the law matters; and (b) what
happens at the municipal level is more
relevant to how businesses operate than
decisions and actions taken at the
national level. An exclusive focus on
the national Government misses an
enormous opportunity to address BEE
constraints directly. Local governments
determine transaction costs and the
incentives for businesses to formalize.

Their support for, or hostility to business affects business
relationships, and upgrading decisions are critical factors in the
competitiveness of a value chain. USAID and the IFC offer the
following observations:

● Changing incentives can have a powerful effect on business
behaviour

Reforming laws is often insufficient to improve the BEE since
it does not change the incentives for poor government
behaviour. Businesses often encounter corruption at the
registration stage, and resistance to reform can seem to be
prohibitive. Therefore, the registration process needs to be
transparent and to stipulate that if the business registry
completes the process within the target number of days, the
registry employees will receive 50 per cent of the registration
fee. Such would provide employees with an incentive to keep
the process moving and identify new transparent systems to
clear any process bottlenecks. In instances such as this,
changing the incentives within an institution can be more
effective than changing the law;
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● A successful reform strategy between the private sector and
local government

Effective engagement between the Government and the
private sector (including small and informal enterprises)
requires training and support for both sides. Private sector
advocacy capacity can be built through studies on specific
BEE issues, funding for advocacy initiatives, and the
establishment of links between value chain businesses and
institutions that can support reform. Similarly, local
government skills can be strengthened through training and
dialogue between local government agencies and private-
sector associations or representatives. With this, consultation
on a particular issue can provide a forum for the organic
development of the public-private exchange;

● BEE-support structures are crucial to achieving success

For the reform process to be sustainable, support structures
must be developed. Value chain stakeholders should link up
with specialist service providers such as think tanks and

universities. The media should be
encouraged to report on BEE issues
and assist in understanding policy
constraints and the positive impact
of reform;

● Quick successes generate
opportunities for further success

The critical lesson in implementing
a BEE strategy is to start with
reforms that can be rapidly
implemented and quickly
demonstrate impact. Successful
reform in one area generally opens
up opportunities for interventions
in other parts of the enabling
environment. Conversely, stagnation
and lack of success will restrict
possibilities.
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Chapter VIII

Enhancing entrepreneurship and
entrepreneur development

A. Defining entrepreneurship and entrepreneurs

The OECD defines entrepreneurship as the dynamic process of
identifying economic opportunities and acting upon them by
developing, producing and selling goods and services.
Entrepreneurship is the willingness to take risks with new or
innovative ideas to generate new products or services. MSMEs,
especially those in the informal sector, are also driven by
necessity and poverty in the Asia-Pacific region. Therefore,
Governments in their capacity to promote economic growth turn
to mechanisms “to enhance entrepreneurial activity in their
regions, whether those mechanisms are tax policies, financing
subsidies or other tools.”215 In simple terms, entrepreneurship
influences economic development.

Entrepreneurs can contribute to economic development by
facilitating the reallocation of resources from more minor to more
productive uses.216 In simple terms, individuals who start an
entrepreneurial venture are known as entrepreneurs, and the
common terminology used for small businesses is entrepreneurial
businesses. Although MSME’s primary focus may not be on
innovation, it ensures the company is self-sustaining to profit.
Entrepreneurs can be singled out based on two primary roles:
(a) the entrepreneur is the founder of a new business; and
(b) the entrepreneur plays a more general innovative role in
economic life.

As a development strategy in today’s changing economic
environment, entrepreneurship has become prominent.
Entrepreneurship is considered an essential mechanism for
economic development through employment, innovation and
welfare.217 It is necessary to a growing economy because its
innovations create demand for new products and services that
were not previously available.218 Entrepreneurship also resembles

215 Shane, S. (ed.). (2005). Economic Development through Entrepreneurship.
Government, University and Business Linkages, Edward Elgar, Cheltenham, p. 265.
216 Szirmai, Naudé and Goedhuys (eds.), 2011, Entrepreneurship, Innovation, and
Economic Development, p. 256. Oxford University Press, Oxford.
217 Acs and Szerb, 2010, The Global Entrepreneurship and Development Index
(GEDI), DRUID Conference, London. Available at http://www2.druid.dk/conferences/
viewpaper.php?id=502261&cf=%2043.
218 Kressel and Lento, 2012, Entrepreneurship in the global economy: Engine for
economic growth, p. 266. Cambridge University Press, Cambridge, p. 266.

´
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a process that leads to the growth or
creation of start-ups, small and
medium-sized enterprises and business
projects. It also focuses on generating
new values – social, emotional, aesthetic
and financial. Entrepreneurship
encourages growth for three reasons:
(a) it stimulates competition through
the establishment of new enterprises;
(b) it facilitates knowledge spillovers
to spur innovation and leverage new
opportunities; and (c) it generates
diversity and variety among enterprises
in any location. Table VIII.1 summarizes
the different characteristics of
entrepreneurship and MSMEs.

others view it as solving environmental problems and social
inclusion.

B. Creating entrepreneurship awareness

Governments and their agencies can promote awareness about
the importance and role of entrepreneurship through various
programmes. Utilizing educational networks, mass media and
confidence-building programmes that include specific and non-
punitive exit-route legislation and financial assistance schemes
for rehabilitation or closing failed ventures are all excellent
tactics. These measures would promote an entrepreneurial culture
in an economy.

A wide range of factors has contributed to this growing interest
in entrepreneurship education and training. There is increasing
recognition of the critical role education can play in developing

Policymakers should consider facilitating
and encouraging the growth of
entrepreneurship because it is a force
for value creation in one domain or
another. Here, value covers both
monetary and non-monetary returns,
and these values are objectives set
by policymakers.219 While some
countries focus on the contribution of
entrepreneurship to economic growth,

entrepreneurial mindsets, attitudes and
societies. In higher education institutions,
entrepreneurship learning based on
successful entrepreneurial role models may
serve as a driver for more sustainable
development. Theoretical perspectives,
such as human capital theory and self-
determination theory,220 note that
entrepreneurship education is positively
associated with entrepreneurial intents of
students. They provide adequate know-how
and skills and motivate them to develop
their entrepreneurial careers.

1. Incubators and accelerators

Governments drive specific mechanisms to
support the development of entrepreneurship.
For example, incubators/accelerators are
structured support programmes for
entrepreneurs, typically aimed at helping
them to develop their business model,
prepare for growth, and secure investment.
Business incubators and related enterprise

support systems have emerged as popular mechanisms to
promote economic development in developing and developed
countries. Both incubators and accelerators link MSMEs to
investors and key influencers. Startup incubators begin with
companies (or even single entrepreneurs) earlier in the process
and do not operate on a set schedule. If an accelerator is a
greenhouse for young plants to get the optimal conditions to
grow, an incubator matches quality seeds with the best soil for
sprouting and growth. Table VIII.2 illustrates the differences
between business incubators and accelerators.

219 Scott, 2010, The Benefits of Tangible Non-Monetary Incentives, University of Chicago Graduate School of Business,.
220 Cherry, 2021, “Self-Determination Theory and Motivation”, available at https://www.verywellmind.com/what-is-self-determination-theory-
2795387.

Table VIII.1
Characteristics of entrepreneurship and MSMEs

Characteristics Entrepreneurship MSMEs

Definition Stresses innovation Stresses self-
sustaining to a profit
focus

Size Large to medium Micro, small and
and small medium

Purpose Discover, innovate Produce, buy and
and establish sell

Sector Private, government Informal and formal
and not-for-profit private sector

Key attributes High need for Organizational skills
achievement; to manage efficiently,
internal locus of little innovation,
control; creativity moderate growth,
and innovation; moderate need for
growth achievement

Source: Khan, S. J., & Anuar, A. R. (2018). Access to Finance: Exploring Barriers
to Entrepreneurship Development in SMEs. In N. Zakaria, & L. Kaushal (Ed.),
Global Entrepreneurship and New Venture Creation in the Sharing Economy
(pp. 92-111). IGI Global.
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While there are several definitions of business incubators, they
are generally facilities designed to create a conducive
environment for new and small ventures, to help them cope with
the difficulties encountered in the initial stages, survive, grow
and become successful mature businesses. They can offer
essential services ranging from physical space at subsidized rates,
shared necessary business services and equipment at little or no
cost, business assistance, including legal and technical advice
and financial support.221 A business incubator is a firm that helps
new MSMEs progress by making available such services. Business
incubator programmes are, therefore, an essential element of
support infrastructure for MSMEs and entrepreneurship. The
objectives of incubator programmes are to help new MSMEs avoid
the risks of failure and to generate economic growth.222 They can
receive subsidies from Governments, and government funding is
often earmarked in developing and developed countries. While
many incubators still aim to fuel job creation, additional

objectives include enhancing regional
economic competitiveness, fostering
innovation and creating a more
entrepreneurial environment in the
community.223 It is important to note
that incubators support startups
entering the early stages of building
their business.

Unlike incubators, business accelerators
push the growth of MSMEs with a
business model in place. One of the
significant differences between
accelerators and incubators is in
how the individual programmes are
structured. Accelerator programmes
usually have a set timeframe in which

Table VIII.2
Differences between incubators and accelerators

Business incubators Business accelerators

Objective Support business creation and development. Accelerate business growth.

Space provision Usually. Occasionally, but there is a greater
emphasis on business support services.

Service portfolio Training: Entrepreneurship skills. Seminars: Management skills.

Mentoring: Focus on business model and Mentoring: Intense, with focus on growth
initial business plan. strategy.

Networking: Other entrepreneurs and Networking: Other entrepreneurs and actors
actors in the broader entrepreneurial in the broader entrepreneurial eco-system.
eco-system.

Access to finance: Grants or seed capital. Access to finance: Debt or equity.

Other: Managerial support (e.g. accounting),
access to specialized equipment.

Service provision On-demand. Mandatory and provided in a structured
programme.

Length of support Often up to 3 or 4 years, or more. Usually 3 to 6 months.

Selection and exit Admissions are typically on-going and Admissions are typically done in cohorts,
criteria selection is made according to the focus through a competitive selection process.

and criteria set by the incubator.

Tenants Often enter at are pre stat-up stage; few, Often enter start-up stage; Often 1 or 2
if any, employees; little experience. employees; typically experienced.

Business model Mostly non-profit, with operating costs Mostly for-profit, associated with private
being largely covered by the rental rental venture capitalist funds (in the US) or a mix
fees collected. of private and public investors (in Europe).

Source: Cohen, 2013, “What do accelerators do? Insights from incubators and angels”, Innovations, vol. 8, Nos. 3 and 4, pp. 19-25.

221 Bruneel and others, 2012, The evolution of business incubators: comparing demand and supply of business incubation services across
different incubator generations, Technovation, vol. 32, No. 2, pp. 110-121.
222 Amezcua, 2010, Performance analysis of entrepreneurship policy: Which business incubators generate the highest levels of economic
performance? Frontiers of Entrepreneurship Research, vol. 30, No. 18, p. 1.
223 Aernoudt, 2004, “Incubators: Tool for Entrepreneurship?” Small Business Economics No. 23, pp. 127-135. Available at https://doi.org/
10.1023/B:SBEJ.0000027665.54173.23.
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respective companies spend anywhere
from a few weeks to a few months
working with a group of mentors to
build up their business and avoid
problems along the way.

2. Business development services

MSME productivity can be constrained
by many aspects of firms’ limited
internal capabilities in human resources
availability and utilization, access to
finance for investment, and innovation
practices. Central to this is the lack of
adequate managerial ability within an
MSME. Business advice can help
MSMEs to identify the most significant
obstacles to their productivity growth

and their actions to overcome them. Business development
services (BDS) enhance the performance of individual businesses,
allowing them to compete more effectively, operate more
efficiently and become more profitable.224 BDS is a broad term
covering services and physical facilities for entrepreneurs to
develop their business capabilities. Figure VIII.1 illustrates the
concept, clustered in three different service types: (1) general
information; (2) consulting; and (3) training. These have six other
topic areas: (1) sales and marketing; (2) production, operations
and information communications technology (ICT); (3) human
resources (HR) management; (4) financial management;
(5) strategic management; and (6) legal issues and regulations.
BDS also includes physical infrastructure (for example, business
incubators), providing a mix of “hard” infrastructure, such as
premises and “soft” services. BDS includes training in general
business management, entrepreneurship and particular business
skills such as marketing, accounting, finance, counselling and
advice.

Figure VIII.1
Business development services matrix

224 Committee of Donor Agencies for Small Enterprise Development (2001). Business Development Services for Small Enterprises: Guiding
Principles for Donor Intervention, World Bank Group, Washington, D.C. Available at http://idbdocs.iadb.org/wsdocs/getdocument.aspx?
docnum=366946.

Source: OECD, 2017, “Supporting SME competitiveness in the Eastern Partner Countries: Strengthening SME capabilities through a
sustainable market for business development services in Belarus.”
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In supporting the development and sustainability of MSMEs, BDS
help to increase employment, generate higher incomes and
provide economic security. Such interventions at the micro-level
contribute to poverty alleviation and empower vulnerable groups
through economic development and growth.225

3. Guiding principles of best practices in BDS

The guiding principles are compiled from international best
practices in the delivery of quality business services to MSMEs.
The recommended guiding principles of best practices in BDS
that policymakers can adopt for the benefits of MSMEs are:

● BDS services provided to the right clientele

MSMEs exhibit good entrepreneurial characteristics and can
use the services to grow and become more competitive and
profitable;

● BDS are demand-driven

Services (especially information services and training) are
mostly supply-driven and do not reflect the clients’ real
needs. Ensuring that services are demand-driven can create
a more significant and more positive impact on the business,
and it can encourage clients to start paying for the services
they value;

● Strong sense of ownership

International experience shows that the best business
providers are people working in an environment, which
induces commitment and a strong sense of ownership;

● Maximum outreach

Through maximum outreach, MSMEs can obtain good quality
services that have a positive impact on their business. This
is often best achieved by strengthening private sector service
providers, creating better networks between service providers
and promoting informal learning systems;

● Integration of BDS and financial services

While there are differences in opinion about whether the
same organization should provide both BDS and financial
support services, integrating these supports is essential. One
approach to achieving this is accommodating both services
in the same organization, while ensuring that the unit in
charge of financial services operates independently from the
one providing BDS;

● Cost-effectiveness

Achieving maximum cost-effectiveness yields many positive
effects. More clients can be served with the same available
resources, and services can be reduced. The reduction of
costs may be achieved in several ways. For example,

improvements in working procedures
or the introduction of office
automation, enhancement of staff
productivity through performance-
based bonuses, and sub-contracting
some services;

● BDS services achieve the most
significant impact

BDS providers must regularly
assess the impact of their services.
This can be done in various ways
and can be complemented by
developing performance indicators
to measure the desired effects;

● Financial sustainability

This term refers to the long-term
impact of the services on the
enterprise. Governments may
provide funding for BDS and
“public goods” such as information,
education and training, and other
services, such as infrastructure
provision.

C. Enhancing entrepreneur
contributions

Considering entrepreneurs’ significant
roles and contributions, it is essential
to understand the primary and common
elements that determine their success.
The critical success factors can be
categorized into the following three
broad components (figure VIII.2):

● Entrepreneurship

Successful entrepreneurs must
fundamentally possess adequate
education, relevant experience,
deep market knowledge and
professional networks, and a
marketable idea. To manage
the whole business process, they
must also have a solid command
of management skills covering
marketing, cost control, cash flow
management and specific legal
requirements (e.g., business
registration). Entrepreneurial
knowledge – i.e., a superior

225 UNDP, 2004, Unleashing entrepreneurship: Making business work for the poor, commission on private sector and development.
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understanding of specific business
issues – and creativity are essential
in driving continuous improvement
in a business;

● Resources

Resources are another crucial
factor influencing the success
of new business ventures, with
the most important being financial,
technological and human.
Entrepreneurs need to guarantee
adequate start-up funds from their
capital, family support or external
financial supporters, such as
“angel investors.”226 Among other

factors, human resources are the foundation of a successful
and well-functioning enterprise, and technological expertise
is essential to realising ideas;

● Business plan

A unique and well-developed business plan is essential in
competitive markets as it is an assessment of all factors, and
coordinates entrepreneurs’ strengths and available resources.
Successful business plans consist of clearly-defined corporate
missions, strengths and weaknesses, and competitive
products and services. During the implementation of business
plans, successful entrepreneurs should always pay close
attention to: (a) the trends of the market and customer
needs; (b) policy changes, including public spending
and procurement; (c) advancement of technologies; and
(d) economic volatilities (boom or decline).

Figure VIII.2
Key success factors for entrepreneurs

Sources: ESCAP, 2012, Policy Guidebook for SME Development in Asia and the Pacific with adaptations from the Entrepreneurship Model
(GEM, 2011); Bo-Young Kim, Hyojin Kim and Youngok Jeon, 2018, Critical Success Factors of a Design Startup Business. Sustainability.
Switzerland, vol. 10, No. 9, pp. 1-15.
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226 An “angel investor” is an affluent individual who funds business start-ups in exchange for ownership equity or future repayment of loans.
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While entrepreneurs can influence the factors mentioned above
for success, the external environment in which entrepreneurial
activities occur is beyond their control. The external environment
includes factors such as the overall macroeconomic stability, the
existence and efficiency of institutions and infrastructure, and
appropriate levels of health and education. A favourable external
environment will play a key role in determining the likelihood of
entrepreneurial success. In addition, entrepreneurs also benefit
from being highly aware of the specific social, cultural and
political context in which they are operating. An adequate
understanding of these dimensions helps them obtain market
insights and develop context-specific products or services.
Figure VIII.2 illustrates the overall framework of critical factors
for successful entrepreneurs.

Whereas MSMEs are more vulnerable to changes in market
structure, increase in competition, and changes in customer
product preferences, it will be difficult for them to survive if they
lack an entrepreneurial spirit and orientation.227

D. MSME growth: Policy recommendations

MSMEs have always faced a high mortality rate. Substantial
failure factors include poor management, high debt in an adverse
macro economy and an adverse microeconomic environment.228

Research has also found that significant factors causing the
mortality of small businesses fall within two general
classifications.229 The first specifies the internal and external
factors, and the second relates to the owner-manager, the
company itself and the environment.230 Studies on
entrepreneurship indicate an existing relationship between
mortality factors and the MSME life cycle. The significance of
mortality factors changes as the business move along the life
cycle, including closure.231 While researchers find the life cycle
model a useful analytical tool, policymakers can embrace the
research findings to support dynamic MSMEs for business
success. MSMEs require proper guidance to experience progress
throughout the business life cycle. Policymakers can assist them
by executing the recommended policies, enabling MSMEs to
accelerate their business growth in the long term:

● Entry regulation: Procedures to register a business

Making it easier to register a company may allow informal
entrepreneurs to formalize, giving them access to markets

and services, and leading to firm
growth.232 Simple entry procedures
may also spur new business
creation. Business registration
reform is practical also, since it
lowers the costs of registration for
all MSMEs;

● Ongoing regulation: Tax reforms

MSME performance can be
significantly affected by recurring
tax payments and is often prominent
compared to one-time registration
costs.233 Tax reform can be
challenging since Governments
need to balance lower tax rates for
firms with tax collection. Many
Governments implement special tax
regimes for MSMEs, with simplified
procedures and (sometimes) lower
tax rates; however, these can create
incentive for firms to stay small;

● Access to finance

Improved access to finance can
help MSMEs stay in operation, and
increase employment and income.
Effects are higher for low-income
individuals and those located in
areas with lower pre-existing bank
penetration. Direct government
interventions, such as government
banks and credit guarantees, are
challenging to implement since
design matters very much and may
be subject to political capture.
Market-oriented policies, such as
collateral registries or credit bureaux
tend to be more successful.
Separately, a credit bureau helps
facilitate the credit assessment
process and brings would-be
lenders and borrowers closer. It
helps to detect and prevent credit

227 Gudmundson and Lechner, 2014, “Entrepreneurial orientation, firm strategy and small firm performance”, International Small Business
Research.
228 Collett, Pandit and Saarikko, 2014, “Success and failure in turnaround attempts: An analysis of SMEs within the Finnish restructuring
of Enterprises Act”, Entrepreneurship and Regional Development, vol. 26, Nos. 1-2, pp. 123-141.
229 Santini and others, 2015, “Factors of mortality in micro and small enterprises: A study in the central region of Rio Grande do Sul”,
Revista Eletrônica de Estratégia e Negócios, vol. 8, No. 1, pp. 145-169.
230 Bruderl, Preisendorfer and Ziegler, 1992, “Survival chances of newly founded business organizations”, American Sociological Review,
vol. 57, No. 2, pp. 227-242.
231 Escrivao Filho and others, 2017, “Identifying SME mortality factors in the life cycle stages: An empirical approach of relevant factors
for small business owner-managers in Brazil”, Journal of Global Entrepreneurship Research.
232 De Soto, 2001, The mystery of capital: Why capitalism triumphs in the West and fails everywhere else. London: Black Swan.
233 Bruhn, 2012, “A tale of two species: Revisiting the effect of registration reform on informal business owners in Mexico”, Journal of
Development Economics.
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risks and fraud and, in the long
term, helps guard against problem
loans in a national economy.
Further, matching grants are one of
the most commonly used policy
tools for MSME growth;

● Consulting services improve MSME
performance

Policymakers can develop and
provide consulting services that will
take a look at an MSME’s overall
objective and vision for the
business, analyse practices and
then recommend a plan of action,

to ensure business processes meet goals and add value to
boost business performance;

● Benchmarking MSME performance

Considering the significance of MSMEs, benchmarking
enables countries to also assess the health of their MSMEs
by identifying their strengths and weaknesses. This allows
policymakers, private sector associations and investors
to make better informed, evidence-based decisions.
International value chains provide an opportunity for MSMEs
to internationalize and scale up their operations. Through its
SME Benchmarking tool, the International Trade Centre (ITC)
supports Governments in designing sustainable trade
strategies and enabling change in firms’ capacities to
compete and participate in international value chains.



ENHANCING ENTREPRENEURSHIP AND ENTREPRENEUR DEVELOPMENT 91
CHAPTER VIII



92 POLICY GUIDEBOOK FOR MSME DEVELOPMENT IN ASIA AND THE PACIFIC
2ND EDITION



FORMALIZING INFORMAL MSMEs 93
CHAPTER IX

Chapter IX

Formalizing informal MSMEs

A. Defining informality

Informality is defined as “the collection of firms, workers and
activities that operate outside the legal and regulatory
framework.”234 At the firm level, informality includes enterprises
and entrepreneurs who produce legal goods and services, but are
not compliant with the country’s labour, fiscal and other
administrative laws and regulations.235 The majority of small
businesses operate in undocumented and unofficial formats. This
leaves them devoid of essential services provided by both
government and private sector institutions, including the financial
sector and outside the formal reach of the law. The recent OECD
report on Tackling Vulnerability in the Informal Economy236

suggests that most workers are employed informally. They
contribute to economic and social development through the
market and non-market activities that are not protected,
regulated, well-recognised or valued. These informal job
opportunities might be supporting them in the short term to make
a living. However, the lack of social protection pushes them
further into vulnerability and poverty in the long term.

Enterprises are in the informal sector due to excessive formal
registration and taxation requirements, and a lack of compliance
with official standards. Most informal MSMEs are driven by
poverty and survival considerations, rather than profit and growth
based on an entrepreneurial spirit. Further, labour informality
consists of non-compliance with labour regulations, the non-
payment or partial payment of social security and pension
contributions, and the exclusion from labour rights. This is a
symptom and a cause of inequality and social injustice, as it
disproportionally affects weaker workers.

Therefore, Governments should take adequate measures to break
the vicious circle of exploitation and informality. Governments can
achieve this feat by providing strong incentives to these micro-
enterprises to register formally, and then gradually extend the

234 Loayza, Serven and Sugawara, 2009, Informality in Latin America and the
Caribbean. World Bank.
235 Feige, 2016, Reflections on the meaning and measurement of unobserved
economies: What do we really know about the “Shadow Economy”? Journal of Tax
Administration.
236 OECD and ILO, 2019, Tackling Vulnerability in the Informal Economy,
Development Centre Studies. Paris: OECD Publishing.
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security systems of social protection
and labour laws to encompass all
workers. Evidence points to the high
cost of doing business in the formal
sector, pushing MSMEs into the
informal sector. However, as informal
enterprises are not part of standard
statistics, it is difficult for Governments
to formulate essential policies for
MSMEs as a whole.

B. Describing MSMEs in the
informal sector

There are different degrees of
informality among enterprises, ranging
from those who are not registered
and escape detection by the public
administration (total informality),
to those who are registered and
are acknowledged by the public
administration but are not fully
compliant (partial informality).

Informal MSMEs are mostly those
economic establishments owned by one
person or a family, or which fall under
a formal definition of micro-enterprises.
They are not registered (or are loosely
registered), not in a formal legal
institution, without a well-defined legal
status. Thus, they are considered
informal (or quasi-formal). They often
employ less than 10 employees and
rely primarily on family members as
workers. For most developing countries,
a high level of informality translates as
a narrow tax base and yawning gaps
for a Government that tries to stretch
itself bare to provide a minimum health
and social security system from the
low level of taxes generated from
informality.

The informal economy is also marked
by acute decent work deficits and a
disproportionate share of the working
poor. Often, informal labour in the
agriculture sector is characterized by
low productivity. Thus, agriculture
should not be simply discounted as a

traditional barrier to formalization. This indicates that countries
need to carefully evaluate their agricultural sector before applying
policies that could move people out of agriculture, but not
necessarily out of poverty, particularly if limited opportunities for
non-farm jobs deter labour movement. A healthy and dynamic
agricultural sector is essential for rural transformation, generating
strong linkages to other economic sectors. Close economic
integration of rural areas with neighbouring urban areas and
creating rural off-farm employment can narrow rural-urban
disparities, expand opportunities, and encourage the retention of
skilled people, particularly youth.

Most countries have a sizeable informal economy. Informal
employment is estimated to account for around 75 per cent of
the labour force across the subregion,237 although with sizeable
differences between countries. Thus, many businesses may be
unable to access policy support measures, and many workers who
cannot access social security benefits are particularly vulnerable
to declines in income. The informal economy is also excluded
from safety and health, maternity and other labour protection
legislation.238

1. Why informality matters

The COVID-19 pandemic increases the vulnerability of MSMEs.
Lower resilience and flexibility related to their small size makes
it more challenging to cover costs for prevention, under-utilized
labour and capital, adjust work processes, and access necessary
technologies and supplies. Furthermore, a drastic decrease in
demand and revenue caused by consumers’ loss of income, fear
of contagion and heightened uncertainty leads to severe liquidity
shortages.239 MSMEs in sectors such as tourism, hospitality and
transportation, have been significantly affected by the pandemic.
In light of the COVID-19 outbreak, the formalization of
businesses is becoming increasingly important. MSMEs that stay
informal are deprived of crucial assistance during the pandemic,
like governmental business support schemes, access to finance,
legal protection and social safety nets for the enterprise and its
employees. Informality also creates several asymmetries and
undesirable outcomes in the economy, such as:

● Lack of a level playing field

Formalized enterprises are likely facing a higher cost of doing
business than informal ones, creating an unfair environment
for compliant enterprises;

● A lower level of productivity and competitiveness

Research has found that overall productivity in informal
businesses tends to be lower than that in the formal sector.
However, in some cases, digitalization might help to improve
productivity among selected micro-enterprises;

237 ILO,2019, Women and Men in the Informal Economy: A Statistical Brief. Geneva.
238 ILO, 2009, “The informal economy in Africa: Promoting transition to formality: Challenges and strategies.” Geneva.
239 World Bank, 2020, Doing Business, 2020. Washington, D.C.
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● Lack of access to government support schemes

Government support schemes are typically only offered to
formalized businesses;

● Difficulty in accessing finance

It is more difficult for an informal business to access finance,
and rates may be much higher;

● Difficulty in accessing local and international markets

Their lack of technical knowledge of the markets, and their
low compliance with national and international standards,
hinder these informal enterprises from participating in global
value chains;

● Lack of legal protection for the enterprise, its employees, its
customers and suppliers

Informal enterprises seldom enter into any formal contract
obligations; hence, they tend to lose out on the legal ground
in the event of a dispute;

● Lower government gains

The Government will not tax unregistered enterprises, which
may be needed to develop infrastructure, pay for education
and ensure essential services.

These are the main reasons why policymakers should lower the
level of informality in their countries. Doing so would make their
economy more competitive and fairer in the medium and long
term.

C. Role of the digital economy in formalizing MSMEs

Digitalization enables enterprises of all sizes as well as
individuals to participate more cost-effectively in the global
economy with speed and scale. Consequently, manufacturing, the
provision of services, and capital will evolve. Furthermore,
digitalization will also transform the way factories operate, the
supply chains that enterprises participate in, and the creation
and delivery of products and services. This will drive industries
towards greater productivity and higher value-add. Yet, MSMEs
are still lagging in terms of digitalization compared to other key
economic players such as large firms and companies based in
urban areas.

Information and communications technology (ICT) which is the
core of digitalization, play a critical role in the achievement of
the SDGs, particularly SDG8 (decent work and economic growth),
SDG9 (industry, innovation and infrastructure) and SDG17
(partnerships for the goals), among others. As a sustainable
development enabler, broadband-enabled technologies support
critical public goods that can improve populations’ economic and

social well-being in rural and urban
areas. With broadband in place,
MSMEs can, for example, offer more
innovative mobile and online services,
and accelerate the path towards
achieving the SDGs. ICT also plays a
critical role in advancing the digital
economy, including modernizing
logistics and marketing to develop
digital banking solutions for financial
inclusion. The main components of the
digital economy are:240

● E-commerce: The buying and
selling of goods and services on the
Internet or other computer networks.
Thus, for an MSME, such can be
undertaken from home;

● E-business: Broader than
e-commerce, including transaction-
based e-commerce businesses and
traditional businesses, but which
cater to online activities. An
e-business can run any portion of
its internal processes online,
including inventory management,
risk management, finance and
human resources, among others.
Such can reduce costs for fledgling
MSMEs;

● E-business infrastructure: The share
of total economic infrastructure
used to support e-business
processes and conduct e-commerce
transactions. It includes hardware,
software, telecommunication
networks, support services and
human capital employed in e-
business and e-commerce.

This technological transition offers
opportunities for inclusive engagement
in economic activities. For example,
financial technology provides new
solutions for financial inclusion.
In contrast, e-commerce provides
opportunities for broader engagement of
MSMEs, and blockchain technology
reduces costs and increases the
efficiency of trading across borders.
However, this wave of optimism about

240 UNCTAD, 2019, Digital Economy Report 2019. Value Creation and Capture: Implications for Developing Countries. Available at https:/
/unctad.org/webflyer/digital-economy-report-2019.
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the transformative potential of digital
technologies is tempered by the growing
acknowledgement that the digital divide
is widening.

However, developing countries,
including small island developing states
(SIDS), face numerous obstacles to
developing the digital economy in the
Asia-Pacific region. Inadequate access
to the latest technology, sophisticated
telecommunications infrastructure,
low computer literacy, and countless
cultural and socioeconomic factors are
just some of the challenges that
developing countries face. In various
studies, ESCAP has highlighted the
widening digital divide between
and within the countries in the region.
Out of 26 Asia-Pacific countries with
special needs for which data are
available, 14 have a fixed-broadband
penetration rate of less than 2 per cent
of the total population. For example, on
infrastructure, undersea telecom-
munications cables do not connect all
the inhabited small islands scattered
throughout the Pacific. Many of these
island communities rely on more
expensive services provided by
telecommunication satellites. Even
with undersea cables laid, such
infrastructure can be damaged and
time-consuming to repair. Affordability
is a crucial driver for expanding
broadband access to the unconnected
population in the region. Mobile
broadband, which has become more
accessible at lower prices, is still above
the affordability threshold in low- and
lower-middle income countries.

Internet connectivity only reached
50 per cent of the global population
in 2018.241 This gap between and
within countries with complex digital
infrastructures, connectivity and access,

and those without, is conceptualized as the “digital divide.”242

Further research into conceptualizing the digital divide is
necessary due to the social ramifications of the gap between
high-income and low-income countries. The detrimental impacts
of the digital divide can perpetuate the effects of poverty, gender
inequality and marginalization. Conversely, even the primary
forms of digitalization, such as access and connectivity, provide
significant opportunities for social development and the
generation of knowledge economies. The widening digital divide
undermines the development of inclusive digital economies.
There is evidence that growth in Internet users is slowing, with
billions of people remaining offline. Furthermore, reaching the
unconnected and developing emerging technologies and business
models is more costly and complex. In addition, there are huge
uncertainties about what this means for the future of work.

In the face of emerging challenges and the need to strengthen
global outreach, it has become imperative for the MSME sector
to demonstrate greater competitiveness and position themselves
strategically along the value chain. Highlighting the imperatives
of becoming a part of the global value chain, and the
opportunities to align operations and processes of MSMEs with
the value chain is not about individual enterprises that compete
against each other, but global value chains that primarily
compete worldwide. This makes it imperative for MSMEs to
evolve more innovative offerings and offer more excellent value
to their partners in order to achieve the most competitive and
mutually beneficial outcomes. For example, to achieve the
objective of becoming a preferred supplier in the global value
chain, MSMEs would have to enhance adherence to international
standards and norms. Here, ICT solutions can aid MSMEs to
become more effective and efficient, and help to take them to
the next level. Box IX.1 illustrates how the Government of
Malaysia assisted smallholder farmers in accelerating digital
technology adoption for farming.

MSMEs that introduced ICT as part of their core business
demonstrated an innovation capability as measured by
establishing a new division, acquiring new machinery, improving
existing machinery, acquiring production knowledge and
introducing new products. They have also demonstrated a positive
attitude towards risk and willingness to adopt a new business
strategy.243 Those MSMEs that had moved up into higher
value-added production tiers had the following statistically
significant characteristics: higher labour productivity, significant
foreign ownership share and ICT as a core part of their business
activities.

241 WEF (2018). Our Shared Digital Future Building an Inclusive, Trustworthy and Sustainable Digital Society. Geneva: World Economic Forum.
242 ESCAP, 2019, Measuring the Digital Divide in the Asia-Pacific Region for the United Nations Economic and Social Commission for Asia
and the Pacific. Working Paper, November 2019. Bangkok.
243 ADB, 2015, Integrating SMEs Into Global Value Chains, Challenges and Policy Actions in Asia. Manila.
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D. Facilitating and digitalizing business registration

The most common challenge faced by informal MSMEs is the
lack of access to financial resources. In many cases, official
business registration is a prerequisite for opening bank accounts
and applications for loans. In addition, informal MSMEs –
especially startups and micro-enterprises – often cannot maintain
precise bookkeeping and financial records, thus undermining
their credibility with financial institutions. With these challenges,
informal MSMEs frequently seek alternative financing sources,
including personal savings, family borrowings, remittances and
microfinancing.

Another challenge is the lack of market access. Without official
registration, MSMEs may not gain access to international
markets. For example, according to a survey conducted by the
Federation of Associations for Small and Medium Enterprises of
Cambodia (FASME) in 2018, MSMEs had a low level of
registration and contributed to less than 10 per cent of exports
by the country. However, they accounted for more than 90 per
cent of all business entities.244 MSME informality has hampered
government departments in clearly understanding the demands
of MSME, and in delivering policies supporting exports from
MSMEs in a demand-driven approach.

In addition, limited access to BDS poses another issue for
informal MSMEs. As noted earlier in this guidebook, informal

MSMEs lack information about
registering their business and the
benefits of registration, without the
help of BDS. For example, Cambodia’s
Entrepreneurship Development Fund
(EDF) and the Skills Development Fund
(SDF) are open mainly for registered
MSMEs, making it difficult for
government departments to fully
understand the demands of informal
MSMEs and deliver tailormade
programmes.245

To improve coherent MSME registration,
Governments need to establish policies
that provide a one-stop service for
MSME entrepreneurs to register their
businesses, and to promote efficiency
and transparency of the business
environment. Here, policies need to
embrace digitizing the business
registration process. On the government
department side, this avoids having to
enter paper forms into a computer
system. The online process skips such
a requirement and creates a paperless
registration.

Box IX.1
eLadang programme: Digital technology adoption by smallholder farmers in Malaysia

To assist youths in rural areas and to expand the rural digital economy, the Malaysia Digital Economy
Corporation (MDEC) launched a number of ambitious programmes such as eUsahawan, eRezeki and eLadang.
eLadang is a programme that encourages not only existing farmers but also new farmers to adopt affordable
digital solutions in farming by undergoing hands-on training in using the new technology together with good
agriculture practices.

The programme is further complemented with other forms of training and assistance, e.g., in business
management, financial services, asset management and adoption of digital economy business models. In
2018, MDEC embarked on its first pilot project to introduce a smart fertigation system for chilli farms. Aside
from this, MDEC is currently performing POCs on other IoT solutions for smart hydroponic management,
smart aquaculture, smart pesticide management and smart water monitoring for poultry.

MDEC and its agriculture strategic partner, Pertubuhan Peladang Kawasan Kuala Langat (PPKKL) piloted
the use of a new digital payment service called DuitNow, in collaboration with Payment Network Malaysia
Sdn Bhd (PayNet), a Bank Negara subsidiary. DuitNow is a digital payment method that enables fund
transfers using easily retrieved identifiers such as MyKad (national identification card) or mobile phone
numbers. This service is available through 35 participating banks’ mobile and Internet banking.

Source: https://mdec.my/eladang/.

244 UNDESA (2018). Supporting MSMEs to Achieve the SDGs in Cambodia through Streamlining Business Registration Policies. https://
sdgs.un.org/publications/supporting-micro-small-and-medium-sized-enterprises-msmes-achieve-sustainable.
245 Ibid.
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E. MSME formalization: Policy
recommendations

Given the benefits of business
formalization, policymakers must
develop policies that encourage MSMEs
to formalize their businesses. The
recommended policy options are
elaborated below:

● Enabling effective enforcement of
regulations

Enforcement is critical to ensure
compliance with rules and
regulations, enabling the
attainment of any set objectives.
The formalization of business is
expected to improve through proper
enforcement mechanisms to track
and monitor its progress;

● Matching the obligations of
formalization with benefits and
punishment of informality

Overall, an enforcement mechanism
in place is essential, but it should
be accompanied by other reforms
such as the facilitation of
formalization. It should not
discourage starting a business and
entrepreneurship and ideally
integrate a warning mechanism to
entrepreneurs with sufficient time
before applying the enforcement;

● Promoting registration through
better business environment reform

Registration is only a first step
towards formalization. Throughout
the business life cycle, compliance
with other regulations is needed
to follow up the process of
formalization. An unfavourable,
overly complicated and costly
business environment might make
many micro-enterprises reconsider
their registration. For example,
in the Philippines, it takes 13
procedures and 33 days, costing
23.3 per cent of per capita
income.246 Business registration
procedures must be simplified.

There are several relevant instruments that policymakers can
apply to promote the registration of companies that go from
facilitation through digitalization to decreasing registration
costs;

● Improving business environment to elevate formalization

A general improvement of the business environment would
provide a strong incentive for businesses to be a part of the
formal sector. In general, overregulated, complex and costly
business regulations reduce the efficiency of the business
environment and provide strong incentives to businesses to
remain informal;

● Reducing the costs of business entry and streamlining
business registration

Businesses still consider the process of formalization as
costly, and a reduction in these costs would be perceived as
beneficial. However, while considering this, policymakers
should also consider that these costs are necessary to ensure
an excellent and stable registration infrastructure, and enable
the financial sustainability of institutions working on business
registration;

● Incentivizing formalization through effective mechanisms

Policymakers can provide a wide range of incentive
mechanisms, such as offering better access to finance and
public procurement or business development services, for
formal businesses. Some Governments also offer tax breaks
for newly registered entities. By offering incentives for
formalizing businesses, governments can further push
MSMEs towards official structures that bring them within the
benefits of the formal economy, including better access to
finance;

● Offering access to business development services (BDS) and
government support services

The ability of firms to increase their productivity, while
upgrading their technology and innovation capacity is
regarded as an essential determinant of competitiveness.
Unfortunately, MSMEs generally have deficient levels of
productivity and have very few ways to improve it. Without
being formally registered, businesses are typically not in a
position to take advantage of services that might be on offer
from the Government, including business development
support, standards compliance assistance and marketing
help. Given the quality and traceability requirements, they
can neither provide goods and services to the Government for
procurement nor access regional or international markets.
Thus, Governments should promote the advantages of
formalization to businesses. MSMEs often have limited
knowledge of the availability, effectiveness and potential
benefits of BDS;

246 World Bank (2019), Doing Business 2020. https://www.doingbusiness.org/en/reports/global-reports/doing-business-2020.
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● Accessing public procurements upon formalization
The objective of supporting MSMEs and facilitating their
access is embedded in most countries’ public procurement
policies and strategies. This strategic dimension principally
promotes using the public sector’s purchasing power to
stimulate MSME participation and competition, thus
increasing value for money in public procurement;

● Facilitating the formalization of MSMEs through digitalization
Digitalization has important implications for policies and
efforts to formalize businesses and improve the formality of
the entire economy as a whole. Policymakers could encourage
more companies to go digital in order to become more
competitive and enter new market segments. Digitalization
can also help companies become more formal. For example,
Under the Better for Business initiative of the Ministry of

Business, New Zealand uses digital
technology to make significant
improvements to the business
experience. The technology helps to
make information and regulation
more accessible, improves the
transparency of government
processes, and helps businesses
navigate the regulatory and
administrative maze. New Zealand
also introduced a specialized digital
platform, called Business Connect,
to design and deliver consistent
and coordinated services across the
Government.
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Chapter X

Public interventions in MSME financing

One of the main constraints to MSME growth has been accessing
finance. It has been found that MSMEs face numerous obstacles
in borrowing funds because they are small, less diversified and
have weaker financial structures.247 This is implied by evidence
of payment delays on receivables, declining liquidity, and an
increase in MSME insolvencies and bankruptcies. In addition,
MSMEs find it difficult to provide high-quality collateral at all
times. They also experience difficulties in ensuring transparency
concerning their creditworthiness. Some studies show that
MSMEs are more likely to face more credit constraints than larger
firms. They also rely more heavily on trade credit and informal
sources of credit.

Many Governments use direct and indirect public interventions to
promote MSME financing. Direct interventions made by
Governments are typically in the form of grants, subsidies and tax
breaks, and are often delivered through dedicated governmental
agencies. Some Governments also provide financing assistance via
commercial or state-owned banks and non-financial institutions,
including cooperatives and governmental agencies. This assistance
can be in the form of soft loans, interest subsidies and ceilings,
credit guarantees and credit insurance, seed capital, venture
capital, loan quotas, loan waivers and the promotion of promissory
notes.248 In Thailand, for example, subsidized finance is provided
extensively through government or government-supported banking,
and this permeates the MSME lending environment. The Bank of
Agriculture and Agricultural Cooperatives, as one example, was
established to provide affordable loans to Thai farmers and
entrepreneurs in rural areas.249

The rationale for government intervention is to address
deficiencies and market failures in the MSME financing space.

247 Ayadi and Gadi, 2013, Access by MSMEs to Finance in the Southern and Eastern
Mediterranean: What Role for Credit Guarantee Schemes? MEDPRO Technical Report
No. 35. Available at https://medpro-foresight.eu/system/files/MEDPRO%20TR%20
No%2035%20WP6%20Ayadi.pdf.
248 RAM Consultancy and Services, 2005, “SME access to financing: Addressing
the supply side of SME financing”, REPSF Project No. 04/003 Final Main Report.
Bangalore, India. Available at www.asean.org/aadcp/ repsf/docs/04-003-Final
MainReport.pdf.
249 Subhanij, 2016, “Commercial bank innovations in small and medium-sized
enterprise finance: Global models and implications for Thailand.” Manila: ADBI.
Available at https://www.adb.org/publications/commercial-bank-innovations-sme-finance-
global-models-implications-thailand.
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Well-designed government interventions
can improve financial regulatory
frameworks and financial infrastructure.
It is also necessary when there is a
lack of financial resources for particular
groups (e.g., start-ups with little
collateral and credit history, and women
entrepreneurs) that the markets cannot
quickly solve. As discussed above,
interventions are also warranted during
periods of instability and crisis, where
private agents have an actual or potential
collapse of financial intermediation.250

A. Financial institutions for
MSMEs

In the Asia-Pacific region, the financial
sector contains various financial
institutions, depending on the country’s
economic status. Some of the leading
institutional providers of MSME
financing are: 251

● Development financial institutions
(DFIs)252

DFIs are specialized development
banks or subsidiaries set up to
support private sector development
in developing countries, mainly for
long-term loans. Coordination
between DFIs and the local banks
is vital; this is not only for support
but also to ensure that lending
practices remain relatively
consistent across markets and do
not lead to further distortions that
could lead to new problems in the
long term. Under the current
pandemic, DFIs are also offering
free coaching or webinars to clients
on cash management in crisis or
protecting their workers;

● Commercial banks

For extending long-term loans and
short-term finance for daily
operations;

● Specialized financial institutions

Usually licensed for limited operations, activities or service
to differentiate them from full-service commercial banks,
such as export and import banks that provide trade finance
and export credit as well as rural banks, microfinance banks
and non-bank finance companies;

● Government programmes or agencies

For rural finance, microfinance or MSME finance (MSME
banks);

● Membership-based cooperative financial institutions (CFIs)

These are member-based deposit-taking financial institutions
owned and controlled by their members who have a common
bond and choose to call themselves a Financial Co-operative,
Credit Union, Savings and Credit Co-operative (SACCO) or
Financial Services Co-operative (FSC). These terms are often
used interchangeably in the CFI sector;

● Postal savings banks (PSBs) or institutions

Created in many countries to encourage, collect and
safeguard low-income people’s resources and ensure financial
deepening. They provide access to essential financial services
and promote savings among less affluent groups. Many still
lack access to bank accounts in Asia-Pacific, and domestic
savings are often invested abroad, not domestically. Countries
in Asia urgently need to explore new strategies to improve
financial access. One important option is postal financial
inclusion;

● Public credit guarantee institutions

Such institutions have been a critical force behind the
propagation of credit guarantee schemes. Governments
started to increase the use of guarantees to channel credit
toward specific sectors, geographical regions and MSMEs that
tend to be financially constrained. Box X.1 illustrates
different types of public credit guarantee schemes
implemented in various countries.

In enhancing the support to the MSME sector, some Asia-Pacific
countries have opted to set up apex banks, generally known as
SME banks, exclusively cater to the needs of MSMEs. SME banks
are essential, particularly as the government often runs them, so
they are part of the policy. Government policy on creating SME
banks is to create a conducive ecosystem for MSMEs, thus
igniting growth. An early example of an approach to SME Banking
is illustrated in box X.2.

250 IFC, 2010, Scaling-Up SME Access to Financial Services in the Developing World. Washington, D.C.: International Financial Corporation,
World Bank Group,.
251 World Bank, 2005, Financial Sector Assessment – A Handbook. Washington, D.C.
252 DFIs include multilateral development banks, national development banks, bilateral development banks, microfinance institutions,
community development financial institution and revolving loan funds.
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Apart from financial institutions, non-
banking/non-profit financial institutions
and microfinance institutions have also
been established to serve select sectors
and categories of small borrowers.
Some DFIs have also become more
active in providing short-term loans and
micro-lending in recent years.

Working in the veins of developing
country economies, DFIs support a
country’s sustainable transformation
path. The significant global liquidity
crash brought about by COVID-19
means DFIs must engage to an
unparalleled degree to incentivize
sustainable private investment. DFIs
need to consolidate their portfolios and
assist new clients, especially MSMEs,
in the rebuilding and resilience of local,
sustainable economies, helping to
address rising inequalities and the
gender gap. Moving forward, as the
situation gradually improves, DFIs
will need to prioritize the development
of a robust pipeline for post-crisis
investments.

Separately, international financial
institutions, such as the World Bank
and ADB, also devote resources to
specialized financial institutions’
lending to MSMEs. International
financial institutions have become
particularly active in the region. While
financial institutions supporting the
development of MSMEs in the Asia-
Pacific region have become increasingly
involved in the past few years, the
banking sector remains the most
important source of external financing
for MSMEs.253 Banks offer diversified
loans with different terms and various
supplementary financing instruments
such as export credit and discounts.
Commercial banks in some countries
also provide special loans targeted at
priority sectors and critical segments
of the population identified by the
Government, including MSMEs.

Box X.1
Types of public credit guarantee schemes

Countries across the Asia-Pacific region and globally have
adopted different models of public credit guarantees. In many
countries, a single state agency provides the guarantees
(examples include Indonesia, the Republic of Korea, Thailand
and the United States). In other cases, public schemes can
operate in a more decentralized manner. For example, in Japan,
there are 51 state-run credit guarantee corporations under the
umbrella of the Japan Federation of Credit Guarantee
Corporations (JFG).

In some countries, the State is not directly involved in granting
guarantees. In the United Kingdom, the British Business Bank
(BBB), a state-owned development bank, sets the eligibility
criteria for firms applying for a guarantee and provides the
funding. However, the BBB does not decide on guarantees
applications, which is done directly by financial institutions.
Other countries have opted for public-private guarantee
schemes with different degrees of government participation. For
example, in France, credit guarantees are offered through an
organization owned 90 per cent by the state and 10 per cent
by banking groups.

Sources: Abraham and Schmukler, 2017, “Are public credit guarantees worth
the hype?” Research and Policy Briefs, No. 121486 Washington, D.C.: World
Bank.

253 Park, Lim and Koo, 2008. “Developing the capital market to widen and diversify SME financing: The Korean experience.” Seoul: Korea
Institute of Finance.

Box X.2
ICICI Bank of India

ICICI Bank was initially founded as a development financial
institution in India in 1955, and today it is the largest private
sector bank in the country. ICICI is implementing its SME
banking model in India despite a weaker environment and
relatively poor financial infrastructure. ICICI’s model is based
on: (a) an effective segmentation of the SME market by
industry and business linkages; (b) a proprietary 360-degree
credit risk evaluation covering financial and non-financial
parameters to compensate for SMEs’ lack of financial
information; and (c) a “beyond lending approach” that relies
primarily on deposit products and other banking services for
SMEs (95 per cent of SME clients) rather than only on lending
products (5 per cent of SME clients). Client servicing is done
through multiple channels – relationship managers, doorstep
banking, branches, the Internet, and automatic teller machines
(ATMs), relying primarily on cost-efficient, technology-based
channels.

Source: https://www.icicibank.com.
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Financing instruments alternative to
straight debt alter this traditional risk-
sharing mechanism. Table X.1 provides
a list of external financing techniques

alternative to straight debt, categorized into four groups,
characterized by differing degrees of risk and return, whose main
features (modalities/operational characteristics, enabling factors
and trends) support policies.

Table X.1
Alternative external financing techniques for MSMEs and entrepreneurs

Low Risk / Return Medium Rist / Return High Risk / Return

Asset-Based Finance Alternative Debt “Hybrid” Instruments Equity instruments

● Asset-based lending ● Corporate Bods
● Factoring ● Securitised Debt
● Purchase Order Finance ● Covered Bonds
● Warehouse Receipts ● Private Placement
● Leasing ● Crowdfunding (debt)

Source: OECD, 2013, Alternative Financing Instruments for SMEs and entrepreneurs: The case of Mezzanine Finance. Paris, CFE/
SME(2012)9/FINAL.

● Subordinated Loans/
Bonds

● Silent Participations
● Participating Loans
● Profit Participation

Rights
● Convertible Bonds
● Bonds with warrants
● Mezzanine Finance

● Private Equity
● Venture Capital
● Business Angels
● Specialised Platforms

for Public Listing of
SMEs

● Crowdfunding (equity)

B. MSME financing: Policy
recommendations

The role of government intervention is
vital in expanding MSME finance
spaces. This is especially relevant in
developing countries as they usually
have less efficient financial markets
than their more developed counterparts.
However, it is equally important to
minimize the potential distortions
brought along by improper actions.
Governments should keep in mind that
government intervention aims to
achieve an efficient market rather than
address market imperfections and
failures.254 Identifying the market
failure and setting intervention
boundaries is the critical prerequisite to
designing an appropriate strategy. In all
cases, government intervention should
be appropriately designed to avoid any
disincentive for private sector providers

of financial services to serve the MSME segment. Following are
the policy recommendations to enhance MSME financing:

● Developing country-specific diagnostics and strategies
creating a supportive legal and regulatory framework,
strengthening the economic infrastructure, designing effective
government support mechanisms, building consistent and
reliable data sources on MSME finance, and building the
capacity of the financial institutions;

● Leveraging state-owned financial institutions, including state-
owned banks, DFIs, and specific MSME banks, to serve
MSMEs. The state-owned financial institutions have more
incentives and willingness to suit particular market segments.
Compared to their private counterparts, some state-owned
financial institutions have less-developed MSME lending
technologies, lower levels of profitability and higher costs.255

In addition, the failure of many state banks can also be
explained by political interference, excessive risk exposure
due to irrational development goals and internal operational
inefficiencies.256 Therefore, it is essential to impose
independent corporate governance, efficient operation and
proper MSME lending and risk management technologies to
improve access to MSME financing;

254 Ganbold, 2008, Improving Access to Finance for SME: International Good Experiences and Lessons for Mongolia. Institute of Developing
Economies, Japan External Trade Organization. Available at www.ide.go.jp/English/Publish/Download/Vrf/pdf/ 438.pdf.
255 Rocha and others, 2011, “The status of bank lending to SMEs in the Middle East and North Africa region: Results of a joint survey
by the Union of Arab Bank and the World Bank”, Policy Research Working Paper, No. 5607, Washington, D.C.: World Bank.
256 IFC, 2011, SME Finance Policy Guide SME Finance Policy Guide. Washington, D.C.: International Financial Corporation, World Bank
Group.
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● Narrowing the gap in MSME financing. In developing
countries, the financial gap has been growing between
commercial debt financing and microfinance.257 MSMEs,
including startups, have been in a disadvantaged position to
access institutional debt financing. Small and micro-
enterprises are increasing between those target groups of
commercial banks and microfinance institutions. They have
difficulty in raising funds from commercial banks because
they have inadequate collateral and financial record. Yet, they
are not satisfied with microfinance loans due to their small
loan size and high-interest rate. To narrow the gap,
policymakers can consider several options: (a) expand
microfinance by providing large loans with discounted interest
rates to MSMEs; and (b) encourage commercial banks extend
their financial services to MSMEs, perhaps in cooperation
with public credit guarantee agencies, where public support
is required;

● Implementing direct lending and programmes in collaboration
with other financial institutions in the form of soft loans,
lines of credit, co-financing and equity funds. Such
programmes should also be carefully designed to minimize
the subsidy component, political interference and crowding-
out effects on the private sector. A good financing programme
requires precisely defined performance targets, an
independent governance structure, clear selection criteria for
beneficiaries and collaborating institutions, and a very high-
quality management team.258 The operation of the
programme needs to be market-oriented, and a commercial
interest rate should be applied – excessively subsidizing
government loans (directly or indirectly) can result in
crowding out of commercial banking solutions.259 The mission
and products of the programme should be flexible and
adapted according to market maturity.260 Policymakers can
also encourage MSMEs to use those financial programmes to
maximize their working capital by (a) cultivating
entrepreneurship culture; (b) developing a pro-business
regulatory framework and tax system; (c) protecting property
rights; and (d) improving the managerial skills of
entrepreneurs and MSME owners;

● Creating an overall enabling environment that offers
incentives for financial providers to fill the MSME finance
space. This requires a proper regulatory and supervisory
framework that balances the risk and benefits of providing
innovative MSME financial products, while narrowing the
existing financial gaps;

● Building reliable and comprehensive
financial infrastructure, such as
accounting and auditing standards
and credit information systems,
reduces the information asymmetries
and legal uncertainties in MSME
financing.261  In addition, Govern-
ments and MSME agencies may
facilitate MSME capacity and
creditworthiness by providing
localized training and consultation
services in collaboration with local
financial service providers in order
to meet the specific needs of both
the supply and the demand
sides.262 Policymakers may wish to
collaborate in providing services
and training through an existing
web of business associations, such
as local chambers of commerce
and industry;

● Increasing government procurement
from MSMEs is another effective
measure for enhancing MSME
creditworthiness and viability by
avoiding receivable payments and
improving cash flow.263 Box X.3
illustrates how sound policy can
assist MSMEs in accessing finance
in India;

● Developing and balancing debt and
equity markets. Although the roles
of debt and equity markets are
theoretically clear, in practice,
these two financial systems differ
widely across countries in Asia and
the Pacific. In general, countries
with bank-centred debt financing
systems tend to be less conducive
than stock market-centred systems
to entrepreneurial activity. However,
a bank-centred system may be a
preferable option for countries with
poor information infrastructure. On
the other hand, stock markets take

257 IFC, 2010, Scaling-Up SME Access to Financial Services in the Developing World. Washington, D.C.: International Financial Corporation,
World Bank Group,.
258 Levy, 2002, “Apex institutions in microfinance”, CGAP Occasional Paper No. 6, Washington, D.C.: Consultative Group to Assist the
Poor.
259 Subhanij, 2016, “Commercial bank innovations in small and medium-sized enterprise finance: Global models and implications for
Thailand.”.
260 Levy, 2002, “Apex institutions in microfinance”, CGAP Occasional Paper No. 6. Washington, D.C.: Consultative Group to Assist the
Poor.
261 World Bank, 2009, Financial Infrastructure: Building Access through Transparent and Stable Financial Systems. Washington, D.C.
262 IFC, 2011, SME Finance Policy Guide. Washington, D.C., International Financial Corporation, World Bank Group.
263 Ibid.



106 POLICY GUIDEBOOK FOR MSME DEVELOPMENT IN ASIA AND THE PACIFIC
2ND EDITION

Box X.3
Policy to assist MSME for financing: MUDRA Bank, India

To address the need for funding for micro, small and medium-sized enterprises, the Micro Units Development
and Refinance Agency (MUDRA) Bank, a public sector financial institution, was launched with funding of
Rs 200 billion for on-lending and Rs 30 billion for provision of credit guarantees. MUDRA Bank is
a subsidiary of the Small Industries Development Bank of India (SIDBI), the apex bank for the development
of small industries in the country. MUDRA Bank provides refinance to last-mile providers of finance for micro
and small enterprise loans. Commercial banks, regional rural banks, cooperative banks, non-banking financial
companies, and microfinance institutions are eligible to obtain refinance for loans under three categories:
up to Rs 50,000, Rs 50,000 to Rs 0.5 million, and Rs 0.5 million to Rs 1 million. The three categories
cater to micro-enterprises at different stages of development, although 60 per cent of MUDRA Bank’s funding
is earmarked to cater to the first category. The loans are meant to be for non-farm income-generating
activities. Availability of funding through MUDRA Bank will bring down the average cost of funds for the
lending institution; consequently, the interest rate charged to borrowers.

Source: https://www.mudra.org.in.

more time to develop, but tend to
encourage more entrepreneurial,
high-growth ventures (based on the
experience of developed countries).
Policymakers need to primarily
focus on MSME access to debt
through their banking sector, and
establish regulations essential to a
functional stock market (e.g.,
financial reporting requirements
and statutes protecting minority
shareholders). Box X.4 illustrates
how MSMEs are incorporated into
the equity markets in New Zealand;

● Reducing information asymmetry.
Inadequate or insufficient inform-
ation is one of the main obstacles

hampering financing for MSMEs. With information
asymmetry, banks cannot be sure of the creditworthiness of
MSMEs, and potential equity investors may forego the equity
offerings of MSMEs unless policymakers implement expensive
safeguards. MSMEs usually lack the financial administrative
skills needed to collect the necessary information or even
lack the basic knowledge about the type of information to be
prepared. Policy intervention can be essential in addressing
this issue. Policymakers not only need to educate MSMEs
about related regulations, standards and practices, they must
also strive to streamline them. Training and information
programmes based on different information requirements of
various financial institutions and investors can also be
implemented to assist MSMEs in dealing with financing
issues. Credit rating schemes designed with MSME needs
particularly in mind can also help to bridge the information
gap between MSMEs and commercial lenders;264

Box X.4
Incorporating MSMEs in equity markets in New Zealand

Smaller New Zealand companies, but with high-growth potential, can face considerable difficulties and costs
in listing on the main local stock exchange, the NZX. To ease their burden, policymakers initiated a new
stock market, the NXT, to better address the equity-financing needs of SMEs by providing a structured,
cost-effective, and fast initial public offering mechanism. In addition, the Seed Co-Investment Fund
(NZ Growth Capital Partners – formerly NZVIF) was also established to support SMEs with strong potential
for high growth. Overseen by the New Zealand Venture Investment, the Seed Co-Investment Fund aims to
accelerate the seed capital market for start-up companies to the point of self-sustainability, and to foster
investment inflows into innovative start-up firms. Some of the key provisions include: (a) co-investment with
accredited investment partners, in a 50:50 matching scheme; (b) Investment into the seed- and start-up
stages of businesses; and (c) Investments must be made into New Zealand businesses.

Source: https://www.enterpriseangels.co.nz/project/nzvif/.

264 Subhanij, 2016, “Commercial bank innovations in small and medium-sized enterprise finance: Global models and implications for
Thailand.”.
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● Facilitating equity funding. Many Governments have
programmes for the direct injection of equity (or start-up
capital) into MSME ventures; however, the operational results
of such programmes are not encouraging. Direct government
programmes generally lack the appropriate incentive
structures and the expertise to administer the programme
professionally.265 A better alternative is for policymakers to
work alongside private equity sources, such as the Business
Angel Network South-East Asia (BANSEA), to meet MSME
needs while building the institutional capacity of equity
markets with pro-business securities regulation. Transparency
and shareholder protection allow higher-end types of
financing, such as venture capital, to flourish while being
comprehensible enough to invite MSME participation, albeit
often with professional legal counsel;

● Combining financial services and business development
services as a risk management technique, banks tend to
charge MSMEs higher interest rates and demand collateral
relative to the asset base.266 As mentioned above, this is a
response to the lack of transparency regarding the
creditworthiness of MSMEs. Beyond credit rating schemes,
policymakers should encourage MSMEs to seek business
development services (BDS) providers, including various
business associations such as chambers of commerce and
federations of industries, and to work with banks to resolve
financial and operational issues. Over time, BDS providers
can add value to bank lending and MSME development due
to their proximity to their clients and their direct knowledge
of the enterprises’ financial status and past performance.
BDS providers are often better placed than financial
institutions for identifying potential clients, ascertaining their
creditworthiness, imparting professional financial and
accounting techniques, and other services pertinent to
lending and repayment of debt. This complementary nature
between BDS providers and financial services helps minimize
the risk and transaction costs to creditors and investors
and makes access to credit and equity less costly and
cumbersome for MSMEs;

● Strengthening the bank-MSME relationship. Despite efforts
of policymakers to enable MSMEs to access bank loans, there
is still much room for improvement. Communication and
education are essential, both for MSMEs and for banks. What
is crucial is the consistency of these efforts. There needs to
be an ongoing programme of communication and education
that policymakers implement. Such a programme must be
convenient and relevant both to MSMEs and banks to be
credible. For example, the SME Centre of Singapore provides
consultations on the various government grant assistance
programmes to assist business owners in tapping relevant

schemes to support their business
growth and transformation. The
Centre’s financial management
workshops are designed to equip
MSMEs with the basic knowledge
to manage their cash flow better as
well as learn how to draw up a
winning business plan for funding
and business expansion purposes.
Topics cover planning and
budgeting, cash flow management,
financial analysis and different
funding options for MSMEs. The
Centre offers Capability Workshops
and Group-Based Diagnosis. SME
Centre@SCCCI and SME Centre@
Central organize Capability and
Group-based Diagnostic Workshops
to help SMEs and heartland
enterprises strengthen their
business foundations for growth.
The four capability areas are
productivity, marketing, human
resources (HR) and financial
management.

Public interventions in MSME financing
may cause negative market distortions
and long-term losses to the financial
sector. First, it is often challenging to
ensure that financial support reaches
the target group. This is especially
problematic when the target group
cannot be well-defined, which is often
the case with the MSME sector in the
developing countries of Asia and the
Pacific. Thus, the fiscal costs of the
support could be high – often much
higher than predicted before
implementation.267 Second, public
interventions may lead to weaker
financial discipline in the MSME debt
market because, with grants and
subsidies, both lenders and borrowers
suffer less direct losses when
defaulting. As a result, a “non-
repayment culture” may be created
among beneficiary enterprises. “Moral
hazard” issues may also be made,
preventing financial institutions from

265 OECD, 2009, The Impact of the Global Crisis on SME and Entrepreneurship Financing and Policy Responses. Paris.
266 Beck, Demirgüç-Kunt and Peria, 2008, “Banking SMEs around the world: Lending practices, business models, drivers and obstacles”,
World Bank Policy Research Working Paper No. 4785. Washington, D.C.: World Bank Group.
267 World Bank, 2008, Finance for All? Polices and Pitfalls in Expanding Access. Washington, D.C.
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implementing and improving risk
management techniques.

Third, such measures may reduce
market competition in the financial
market and result in a “crowding out”
effect. They discourage firms from
using non-subsidized financial
institutions and non-subsidized forms
of financing. This crowding out effect
can lead to the opposite of what is
desired, in the long term, of a robust
and commercially viable banking and
finance sector that is willing and able
to serve the MSME sector.268 Thus,
while the role of government
intervention can be crucial in
expanding MSME finance spaces, and
especially in less developed and
developing countries, it is equally
important to guard against undesirable
market distortions brought about by
improper actions. Identifying the
market (or regulatory) failure and
setting intervention boundaries is
critical to designing an appropriate
strategy. In all cases, government
intervention should be carefully
designed to avoid any disincentive for
private sector providers of financial
services to serve the MSME segment.
They also need to be monitored and
evaluated carefully to measure impact
and ensure that the desired effects are
occurring.

C. Fintech: Unleashing the
potential of the digital economy

MSMEs face obstacles to accessing
financial services due to a lack of
collateral or credit history or even
being informal. Moreover, during
the COVID-19 pandemic, the need
for contactless payment methods
has highlighted the importance of
e-payments, even for traditional
MSMEs. Fintech offers several
advantages in this regard. Digital
innovation could help MSMEs gain

access to finance, which is imperative for productivity
enhancement and sustainable growth in the long term.

Financial technology (fintech) describes new tech that seeks to
improve and automate the delivery and use of financial services.
At its core, fintech is utilized to help companies, business
owners, and consumers manage their financial operations,
processes and lives better by using specialized software and
algorithms on computers and, increasingly, smartphones. Fintech
now includes different sectors and industries such as education,
retail banking, fundraising and non-profit, and investment
management. Fintech refers to integrating technology into
offerings by financial services companies to improve their use and
delivery to consumers. It primarily works by unbundling offerings
by such firms and creating new markets for them. Startups
disrupt incumbents in the finance industry by expanding financial
inclusion and using technology to cut operational costs.
Consequently, fintech can significantly change the dynamics of
the relationship between an MSME and its bank. Advances in the
fintech space could reduce the transaction costs of providing
credit to small-scale businesses, and provide alternative scoring
mechanisms that banks can employ to have a higher degree of
confidence about the risks entailed. Furthermore, other advances
in the fintech space hold the promise of linking the finance
provision more closely to the various core aspects of the
company’s business. Such integration allows the finance to be
better integrated with the multiple functions of the firm, and the
MSME has fewer concerns in managing its cash flows. For the
finance provider(s), the financing is more closely tied or bundled
with the specific activities for which it is being used to fund, and
lessens the risk that the company will misallocate those funds
to support alternative activities.

In comparison with traditional banking, fintech uses new
technological solutions to complement, automate or replace
conventional banking services. By using data and analytics,
fintech firms can perform more efficiently than traditional banks.
For fintech firms, each customer transaction is valuable as it
generates data, which can be used in models to measure the
creditworthiness of an individual, thereby helping to avoid the
need for collateral or credit histories.269 For example, when a
person buys a product or service online, they transfer money and
data for joint development of fintech services. At the same time,
this data can be combined with other data, such as social media
data. This leads to faster credit scoring and other innovations.
The innovative uses of data generate the efficiencies of fintech
companies, but raise concerns regarding the use of such data
and its adequate protection, for example, against data breaches.
The innovative and data-driven nature of fintech has attracted
new players such as telecom companies, mobile network
operators and cash agents in the financial markets. The common

268 Hallberg, 1999, “Small and medium scale enterprises: A framework for intervention”, IFC Discussion Paper. Washington, D.C.: World
Bank Group.
269 Sahay and others, 2020, “The Promise of Fintech: Financial Inclusion in the Post-COVID-19 Era.” Washington, D.C.: International
Monetary Fund. Available at https://www.imf.org/en/Publications/Departmental-Papers-Policy-Papers/Issues/2020/06/29/The-Promise-of-Fintech-
Financial-Inclusion-in-the-Post-COVID-19-Era-48623.
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fintech-based financial products and services include (but are not
limited to):

● Peer-to-peer (P2P) lending – lending flexible amounts of
money to borrowers without physical bank branches and with
no collateral requirements;

● E-commerce finance – platforms such as Alibaba, Amazon
and eBay are offering working capital loans for MSMEs
through their platforms for selling goods;

● Online supply chain finance – this avoids many inevitable
risks, such as information asymmetry, bogus transactions and
operational risk caused by insufficient information flows
between enterprises and financial service providers along the
supply chain. With all the data online, those participating in
the supply chain can enhance and monitor capital flows
timely, securely and transparently, while increasing liquidity;

● Equity crowd-funding – raising funds from a large number of
people (the crowd). This is a type of crowd-funding where
issuers raise funds via an online platform in return for
equities/shares. It is a method of raising capital typically
used by start-ups and early-stage companies. Each investor
is entitled to a stake in the company proportional to their
investment.

In addition to developing new and alternative financial products
and services for individuals and MSMEs, fintech has also
changed the processes of some financial transactions. For
example, during a loan application process, fintech tools can help
financial institutions capture, validate and analyse the
creditability of their MSME customers remotely. AI and ML
algorithms can also enhance the approval process for MSME
loans, compensating for the lack of financial data. In Singapore,
more than 100 fintech start-ups are either in the B2C or B2B
market.270 Fintech firms can operate alone, in direct competition
with banks, or in cooperation with banks and other financial
entities. They can offer products ranging from mobile wallets and
mobile money to complex financing. In payments, fintech enables
various digital payments methods, including mobile payments via
scanning QR codes, peer-to-peer money transfers and point of
sale payments (POS). These methods are highly relevant due to
the COVID-19 pandemic and will continue benefiting MSMEs and
consumers post-pandemic.

Across countries in Asia and the Pacific, there are different
players in the digital payments space, including e wallets from
Grab, Alipay, GoPay and WeChat, among several others. Some
fintech firms have special programmes to help with small
business digitalization, including integrating these into their

payment systems. GrabMerchant is a
B2B platform that allows companies to
build their online stores, set a cashless
payment option and create ads. This
platform uses the GrabPay remote
payment link solution, which gives
merchants a URL sent to customers to
execute the payment. The merchant
receives GrabPay credits immediately.271

This provides an advantage over
MSMEs only using social networks that
do not integrate payment solutions. In
some cases, fintech companies have
partnered with traditional financial
entities to expand their offering. The
MasterCard Network powers the GrabPay
card.272

Beyond the easing of payments, digital
payments can also benefit MSMEs in
other ways. The Ministry of Micro,
Small and Medium Enterprises of India
incentivizes digital payments to improve
the credit scores of MSMEs, which can
help them later to access finance. It is
worth noting India’s broader plans to
move towards a cashless economy.273

Fintech also holds promise in the area
of supply chain finance. In January
2019, Ant Group announced the
launch of its new subsidiary, Ant
Shuanglian Technology, or Ant Duo-
Chain, involved in blockchain supply
chain finance. This initiative targets
SMEs working with large corporate
customers. By using blockchain, each
transaction is recorded and can be
transmitted in real-time. This allows
transactions between a large corporate
customer, an MSME and banks to be
verified immediately. The execution of
the pilot example illustrates this point.
A car manufacturer raises an order, and
the SME delivers the goods and sends
the invoice. As soon as the buyer
approves the invoice, the SME can sell
this invoice to a bank which, knowing

270 See https://www.mas.gov.sg/development/fintech.
271 See https://kr-asia.com/offline-to-online-grabs-new-scheme-helps-digitalize-small-businesses-offers-usd-3-5-million-in-free-ads.
272 See https://www.grab.com/sg/pay/card/grabpay/.
273 See https://my.msme.gov.in/mymsme/SurveyWelcome.aspx.
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the ability to pay the car manufacturer,
buys the invoice and executes the
payment. Meanwhile, the car supplier
can pay, when the invoice is due,
directly to the bank. All this can
happen through blockchain, enabling
each stakeholder to verify transactions
immediately, avoiding any risk of
duplication or fraud.274 Project Ubin, a
blockchain solution implemented by
Temasek and the Monetary Authority of
Singapore, also seeks to facilitate
blockchain supply chain financing.275

Another area where fintech can be used
is resource mobilization. Kitabs,276 a
crowdfunding platform based in
Indonesia, allows individuals to
organize fundraisers, donate and
distribute resources. During the COVID-
19 pandemic, Kitabisa has allowed
companies to raise money by
connecting with individual donors.277

Crowdfunding can also play a role in
overcoming the lack of domestic
venture capital investment. UNCTAD
(2017 and 2010) notes that facilitating
crowdfunding can increase international
investments in the local digital industry,
particularly equity investments.
Platforms for equity crowdfunding
investments exist in Asia and the
Pacific countries. Crowdo278 is a
regional fintech platform operating in
Singapore, Malaysia and Indonesia.
Crowdo connects businesses with
investors and, so far, has helped to
finance 3,500 projects. Yet, equity
crowdfunding is subject to domestic

financial and foreign investment regulations. In India, equity
crowdfunding is illegal,279 while in other countries such as the
Republic of Korea, financial regulations have been eased to allow
equity crowdfunding for small companies.280

To sum up, a rapidly expanding digital economy offers
opportunities for MSMEs to improve their business processes,
access international markets and get access to finance. By
establishing their digital presence or by using e-commerce
platforms, MSMEs can access new markets without investing in
their infrastructure.281 Simple steps, such as having a website,
can enable firms in developing countries to start their
engagement in global value chains (GVCs) as importers or
exporters.282 One of the critical attributions that businesses pay
attention to when they want to enter into a business relationship
with MSMEs is the level of ICTs usage.283 Similarly, there is a
reduction of trading costs, thanks to digital platforms and access
to digitally-enabled services (such as back office, data processing
etc.).284 Importantly, MSMEs can also access finance thanks to
fintech solutions.

D. Fintech for MSMEs: Policy recommendations

Although fintech is relatively new compared with conventional
banks, it offers a broad opportunity to expand the reach to
unserved and under-served MSMEs and individuals, allowing the
narrowing of the financial inclusion gap. Policymakers must assist
MSMEs to leverage fintech for survival and foster their integration
in the digital economy. The recommended policies include:285

● Providing MSMEs with access to finance promptly

Fintech provides an alternative to traditional financing,
facilitating MSMEs’ access to loans that otherwise require
credit histories and collateral. Fintech also enables new
payments such as e-wallets and QR scanning, widely used
among consumers and particularly the younger population.
Governments, aware of the risks of using data in fintech
products and other risks, such as cybersecurity, have been
implementing regulatory sandboxes to try out new products

274 See https://www.ledgerinsights.com/alipay-ant-double-chain-blockchain-supply-chain/.
275 Temasek and Monetary Authority of Singapore, 2020, “Project Ubin Phase 5: Enabling Broad Ecosystem Opportunities.” Available at
https://www.mas.gov.sg/-/media/MAS/ProjectUbin/Project-Ubin-Phase-5-Enabling-Broad-Ecosystem-Opportunities.pdf?la=en&hash=
91091CAD39265C03FF7A4253E70FBEE6D1177714.
276 Kitabisa.com.
277 See https://www.id.undp.org/content/indonesia/en/home/presscenter/articles/2020/5-tips-on-how-to-help.html.
278 See https://crowdo.com/.
279 https://www.investindia.gov.in/team-india-blogs/crowdfunding-india-0.
280 http://www.koreaherald.com/view.php?ud=20200211000730.
281 World Trade Organization. 2018. “World Trade Report 2018: The Future of World Trade – How Digital Technologies are Transforming
Global Commerce.” Geneva. Available at https://www.wto.org/english/res_e/publications_e/world_trade_report18_e.pdf.
282 Ganne and Lundquist, 2019, “The Digital Economy, GVCs and SMEs”, in Global Value Chain Development Report 2019: Technical
Innovation, Supply Chain Trade, and Workers in a Globalized World. Geneva: World Trade Organization.
283 Ibid.
284 WTO, 2018, World Trade Report 2018: The Future of World Trade – How Digital Technologies Are Transforming Global Commerce. Geneva.
Available at https://www.wto.org/english/res_e/publications_e/world_trade_report18_e.pdf.
285 Callo-Muller, 2020, “Micro, small and medium enterprises (MSMEs) and the digital economy”, Background Paper. Available at https://
www.unescap.org/events/2021/first-meeting-asia-pacific-msme-policymakers-network-msmes-and-digital-economy.
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in controlled environments and with a specific number of
users. This approach is a balanced one, promoting innovation
in the financial industry and benefiting MSMEs;

● Integrating MSMEs in digital platforms

By joining a platform, MSMEs may be less intimidated about
going online. This will benefit least-equipped MSME groups
– for example, those in very traditional industries with little
or no digitalization experience. If these MSMEs forgo
digitalization, they can face an existential risk in the digital
economy. Advances in fintech could pose a more holistic
solution, as digital platforms are developed that reduce the
transaction costs of undertaking trade finance agreements
and the risks to financiers of underwriting cross-border trade
deals, as a consequence of the greater visibility provided by
digitalization;

● Developing national payment system

To develop a healthy digital finance industry, each country
must first develop a national payment system as the basis
of a digital finance infrastructure. Governments should
encourage the use of regulatory sandboxes to trial new
financial products, services and their providers within a ‘live’,
but controlled, market context, from which all stakeholders
can learn valuable lessons;

● Balancing growth and security

The challenge for regulators, and the frameworks they
enforce, will be to strike the right balance between ensuring
that the financial system is adequately protected, while
simultaneously allowing new products and services to be
piloted and scaled up when successful. Regulators will also
need to start getting more comfortable with ostensibly non-
finance companies moving into the business of finance
provision, as part of a broader portfolio of MSME-friendly
support services. They may also need to adjust their
regulatory mandates to ensure that these activities are
adequately governed and enforced;

● Modernizing government services

This will allow MSMEs to have a better avenue to adopt
digitalization. The availability of one-stop-shop government
platforms can facilitate the business environment for MSMEs,
both while doing business at home and when the time to
export comes;

● Ensuring that data flows are not inhibited unnecessarily

The exchange of data between companies (for example, data
sharing or data portability) should be encouraged to unlock
the value of this data, and promote competition and
innovation. Digitalization is about using data to optimize the

business processes and create
value to innovate. As such, it is
crucial to adopt data utilization
frameworks and revisit data privacy
laws. Governments should ensure
that the main objectives and
rationale of data privacy law are
conducive to a thriving digital
business environment, while
safeguarding the rights of data
subjects. Cross-border data flows
should also be encouraged. There
are also regulatory linkages
between data, competition and
consumer protection that need to
be reassessed;

● Closing the ICT infrastructure gap,
particularly affecting rural areas

In many countries, broadband is
part of universal service frameworks.
In others, access to the Internet is
considered a fundamental right.
According to ITU, increasing access
to networks cannot be delayed.
This will require public spending
and clever regulation, particularly
considering the fact that developing
countries may lack the financial
capacity to make significant
investments;286

● Training human capital for the
digital economy

While immediate training in
relevant skills for digital literacy
can be offered in the short term,
countries also need to think about
reskilling the workforce to thrive in
the digital economy, particularly as
digitalization will rapidly alter the
nature of jobs. New technological
needs will require a new set of
skills. Policy responses range from
ensuring that school curricula are
updated with technology demands
and a rapidly changing market,
to providing life-long learning
opportunities for workers who need
to reskill or change professions.

286 ITU, 2020, “Economic Impact of Covid-19 on Digital Infrastructure: Report of an Economic Experts Roundtable Organized by ITU”,
GSR-20 Discussion Paper. Geneva: International Telecommunications Union. Available at https://www.itu.int/en/ITU-D/Conferences/GSR/2020/
Documents/GSR-20_Impact-COVID-19-on-digital-economy_DiscussionPaper.pdf.
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While MSMEs play a significant role
in ensuring their competitiveness,
the outcomes can be below their
expectations. The nature of MSMEs are
generally small with scare resources,
limiting their business growth. In this
extend, government contribution by
ways of elevating national competi-

tiveness, through a business-enabling environment and enhancing
entrepreneurship and entrepreneur development, is inevitable.
Besides MSME determination to raise operational efficiency,
policymakers are critical in developing and implementing sound
policies, some of which are recommended above. The primary
policies facilitate and promote MSME growth, business
formalization and fintech adoption among MSMEs.
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Part IV

Specific MSME targeted policies: Sustainability

While individual small businesses have rather low environmental footprints, their combined impact
can exceed that of large businesses. MSMEs may produce more pollution than big businesses because
of their informal nature and the resulting lack of regulations and supervision. The extent to which
MSMEs contribute to pollution is not broadly studied, but in some regions is estimated to be around
60 per cent.287 Encouraging MSMEs to adopt green technology and other environment-friendly
strategies is therefore essential in tackling climate change.

Developing economies would particularly benefit from adopting a greener approach, as they tend to
be more vulnerable to environmental changes and more reliant on natural resources for their
development.288 Developing economies are bound to eventually emit more if they continue to adopt
conventional growth patterns. Adopting a greener growth strategy could be beneficial to the economies
themselves and to the wider global environment.289 MSMEs need to be part of that strategy.

In addition to greener growth, part IV also looks at social issues, particularly gender. The MSME sector
is especially important for women as it offers significant job and income earning opportunities.
Enterprises that are owned or managed by women are still few in number. Therefore, many public
policies and programmes have not explicitly promoted that target support for them. Second, MSMEs
that are owned or managed by women are likely to encounter multiple barriers such as: unequal laws;
inability to meet collateral requirements due to their lack of property ownership; harassment at public
offices; and insufficient business knowledge, capacity, and financial literacy. Further, social innovations
such as social entrepreneurship are opening new doors for many from marginalized populations with
the help of the Internet and other technologies. Part IV ties in all the other parts of this guidebook
by taking a step further into global and regional challenges that all MSMEs face, and it shares policy
options and best practices from the ESCAP region.

Greater attention needs to be paid to building resilience of MSMEs to cope with external shocks such
as the COVID-19 pandemic, regional and national shocks brought on by erratic weather and slow onset
of disasters such as drought and macro-economic turbulence. This is important not only because
MSMEs provide a livelihood for a majority of the poor, especially for women-owned businesses, but
also because they are storehouses of economic dynamism and critical links in supply chains.

287 OECD, 2018, “Environmental Policy Toolkit for SME Greening in EU Eastern Partnership Countries.”
288 ESCAP, 2013, Green growth indicators: A practical approach for Asia and the Pacific, United Nations Publication.
289 ESCAP, 2012, Low Carbon Green Growth Roadmap for Asia and the Pacific: Case Study – China’s Resource and Environment
Performance Index, United Nations Publication.
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Chapter XI

Preparing for climate change: Greening
the business

The majority of the population in developing countries rely on
MSMEs for their livelihoods. Therefore, it is imperative that this
portion of the economy becomes more resilient to future climate
impacts. MSMEs in developing countries are often found in
climate-dependent sectors such as agriculture, fisheries and
tourism. In a world of rising temperatures and sea levels,
unpredictable rainfall and extreme weather events growing in
frequency and intensity, the current and future challenges faced
by MSMEs are daunting. In order to effectively adapt to climate
change, MSMEs will have to overcome some key barriers that
stand in their way. For example, it has been estimated that
MSMEs produce 70 per cent of environmental pollution. Further,
environmental pollution is now becoming a dominant issue in
countries such as Malaysia due to increased activities of
MSMEs.290

At the same time, these businesses are well-positioned to develop
and sell products and services that strengthen the resilience of
vulnerable communities. The ability of firms to respond to climate
risks depends in no small measure on factors such as a business
environment that can be shaped through policy intervention.
Despite the apparent impact of climate change, many MSMEs do
not consider climate change to be an immediate concern.
Therefore, they do not have any form of low-carbon strategy at
present, unless they are an energy-intensive business or wish to
present a clean and green image. Yet climate change offers many
opportunities for MSMEs and startup enterprises to increase their
competitiveness, both in the domestic market and overseas.

While business may view compliance with new “green”
regulations as an additional cost, Governments may also provide
financial incentives for MSMEs to reduce their carbon footprint
and implement best practice models (e.g., in the form of industry
grants to purchase energy-efficient process equipment and make
the necessary adaptations to building facilities). Timely attention
to these matters in strategic management would help MSMEs to
ensure long-term competitiveness and turn them into business
leaders.291

290 Auwal and others, 2018, “External pressure influence on entrepreneurship
performances of SMEs: A case study of the Malaysian herbal industry”, Journal of
Small Business and Entrepreneurship, 1-22. DOI: 10.1080/08276331.2018.
1509504.
291 ESCAP, 2015, “Overview of Green Business: Enabling Policies and Private Sector”,
Examples. Bangkok.
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A. Unsustainable and sustainable
adaptation

In attempting to adapt to changing
business environments brought about
through climate shocks, MSMEs can try
make sustainable or unsustainable
adaptations. MSMEs apply sustainable
adaptations if their conditions provide
opportunities for business preservation
in disaster situations; if not, MSMEs
adapt non-sustainable strategies.
Increased frequency and severity of
natural disasters linked to climate
change, for example, reduces the
potential for sustainable adaptation.292

The challenges to MSME sustainability
include: (a) the ability to deal with
economic and social change; (b)
engage in responsible and ethical
business practices; (c) efficient use of
natural resources and protecting the
environment; (d) provide high-quality
products and services; and (e)
developing metrics to determine if the
company is meeting stakeholder needs.
An MSME’s business model should be
developed with economic, social and
environmental principles collectively in
mind to mitigate possible negative
conflicts in business viability among
the three. Sustainable development as
termed by the United Nations highlights
calls on firms to develop long-term
economic, social and environmental
principles simultaneously. Therefore, for
firms to pursue sustainable development,
they should incorporate economic
prosperity, societal well-being, and
environmental protection in their
products, policies and practices.

Any business today has to deal with
complex, competitive, challenging and
unpredictable conditions. According to

Charles Darwin’s Origin of Species, “it is not the most intellectual
of the species that survives; it is not the strongest that survives;
but the species that survives is the one that is able best to adapt
and adjust to the changing environment in which it finds itself.”
It is essential to make strategies to cope with such challenges
by applying this theoretical perspective to the business
environment. The inherent flexibility and adaptability of the small
business will put it at the forefront of economic transformation
and make it a central focus of economic policy.

Financial barriers are a key reason why firms resort to
unsustainable adaptation. The willingness and capability of
MSMEs to adopt sustainable practices, and seize upon green
business opportunities, generally hinge on size-related resource
constraints, skill deficit and knowledge limitations. Human beings
are able to thrive in a wide range of climate conditions, but it
has been found that climatic factors and climate extremes can
have a strong bearing on economic performance.293 In the face
of such conditions, the primary motive of business may be to
keep costs down, minimize disruptions or increase sales. The way
the relevant decisions are taken is influenced by a range of
additional factors. In Malaysia, for example, 17 per cent of the
total environmental protection expenditure is incurred by MSMEs.
Inadequate waste disposal by MSMEs contributes to increased
pollution by hazardous materials and greenhouse gases.294 The
importance that MSMEs assign to climate resilience is influenced
by business strategies, management priorities, risk perceptions
and policy that promotes greening of business. In sectors such
as agriculture, water, insurance and consulting there is evidence
that larger firms are beginning to recognize effective climate risk
management as a source of competitive strength.295

Reducing the environmental impact of MSMEs, both in
manufacturing and services, is critical in greening the economy.
Improving the environmental performance is also a significant
business opportunity for MSMEs themselves, as important
suppliers of goods and services. MSMEs are often unaware of
many financially attractive opportunities for environmental
improvement. Even when they are aware of the potential of better
environmental performance to improve a firm’s competitiveness,
a lack of appropriate skills and expertise commonly prevents
firms from acting upon win-win opportunities.296 At the same
time, the lack of resources often leads to MSMEs being risk-
averse and less willing to invest in new technologies, partly
because of the uncertainly about the payback period.

292 Crick and others, 2018, “How do African SMEs respond to climate risks? Evidence from Kenya and Senegal.” World Development, vol.
108, pp. 157-168.
293 Dell, Jones and Olken, 2012, “Temperature shocks and economic growth: Evidence from the last half century”, American Economic
Journal: Macroeconomics, vol. 4, No. 3, pp. 66-95.
294 Auwal and others, 2018, “External pressure influence on entrepreneurship performances of SMEs: A case study of the Malaysian herbal
industry”, Journal of Small Business and Entrepreneurship, pp. 1-22. DOI: 10.1080/08276331.2018.1509504.
295 Surminski, 2013, “Private-sector adaptation to climate risk”, Nature Climate Change, vol. 3, No. 11, pp. 943-945.
296 OECD, 2021, “Facilitating the green transition for ASEAN SMEs: A toolkit for policymakers.”
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As noted in Part I of this Guidebook, SDG 13 stipulates an array
of targets that focus on improvements in climate-related
resilience and adaptive capacity. In this context, scientific
evidence supports the fact that climate change impacts are
pivotal challenges for sustainable development. At the same time,
these businesses are well-positioned to develop and sell products
and services that strengthen the resilience of vulnerable
communities. MSMEs play a vital role in community livelihoods
and resilience, but they tend to have fewer resources to adapt
to climate change than do larger enterprises. They have limited
capacity to assess risks and take advantage of opportunities
associated with climate change. Given these challenges, there is
considerable scope to increase the contribution that MSMEs can
make to adaptation. With public sector assistance, MSMEs could
be incentivized to catalyse investment in risk management and
resilience, and thereby become the most direct means of
supporting vulnerable communities as they adapt to climate
impacts.

Assistance for MSMEs adapting to climate change is available
from international entities such as the UNDP. The UNDP’s
website for MSMEs seeking to adapt to climate change may be
useful in this regard. From a policy perspective, the International
Institute for Sustainable Development shares methods for
engaging small businesses in climate change adaptation. The
International Trade Centre hosts a short course aimed at
strengthening MSME resilience to climate change, and the ILO
also targets MSMEs with a course that outlines strategies and
practices for achieving green growth.

B. Making MSMEs green

Greening smaller enterprises poses challenges. Most MSMEs
focus their efforts on survival – i.e., short-term profitability,
ensuring their day-to-day operations, maintaining revenue and
paying salaries. This is especially true of small and micro-
enterprises, which tend to operate on relatively short-term
horizons. Improving environmental performance may seem like an
additional cost of doing business for MSMEs. They rarely have
(or can afford) dedicated staff to work on environmental
performance, including understanding sometimes complex
environmental requirements. However, experience from around
the world demonstrates that adopting greener practices can have
real benefits for MSMEs, including increasing profitability and
lowering the operating costs, increasing competitiveness and
resilience, and opening access to new markets and sources of
finance.

Beyond the economic and environmental benefits of greener
practices for conventional MSMEs, the green economy presents
entirely new opportunities for MSMEs to become leaders in fields
such as renewable energy installation, green service provision and
green consulting. Although MSMEs have fewer resources to adopt

green measures, they often have greater
flexibility than larger firms, and can
sometimes adopt new technologies
more quickly. What motivates MSMEs
and their owners is likely to be
very different from what motivates
large corporations. Despite their
heterogeneity, MSMEs have many
common characteristics that influence
their approach to environmental issues
and the implementation of green
practices. Understanding these
characteristics can help to shape policy
approaches to MSME greening:297

● MSMEs often lack information
about the costs and benefits of
relevant green practices and may
have limited capacity to understand
environmental requirements as well
as a low awareness of the need to
address their environmental
impacts;

● MSMEs may have limited capacity
to implement the changes required
to improve environmental per-
formance and uncertainty about
both the most appropriate
technologies and the ways they can
incorporate green practices into
core business planning;

● MSMEs often operate on shorter
time-scales. Generally, environmental
technologies encompass higher
costs in the short term with the
benefits realised in the longer term.

The environmental performance of
MSMEs will thus be critical to putting
Asia-Pacific economies onto a more
sustainable development path.
Supporting measures to increase
resource efficiency and reduce the
environmental impact of MSMEs can
improve MSME competitiveness by
lowering their operating costs and
giving them access to new markets,
while also increasing resilience. With
many countries aiming to enhance
economic growth while ensuring the
sustainability of their power systems
and ecosystem services, now is the

297 OECD 2021, “Facilitating the green transition for ASEAN SMEs: A toolkit for policymakers.”
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time to adopt measures to support
MSME greening. This is timely as the
impact of the COVID-19 virus requires
strong government support for industry.
For example, ASEAN has developed
the ASEAN Comprehensive Recovery
Framework (ACRF) which serves as the
consolidated exit strategy from the
COVID-19 crisis. The approaches in
this toolkit can support measures to
promote transition towards a green and
circular economy, which is an initiative
of the ACRF implementation plan
under the broad strategy on advancing
towards a more sustainable and
resilient future.

C. Environmental policies
targeting MSMEs

MSMEs generally do not have sufficient
human resources to allow for specialists
in green policies or regulation. As such,
MSMEs may fall behind their larger
business counterparts when complying
with green regulation and green
practices. Therefore, supporting MSMEs
to green their businesses, often means
that there should be policies made with
MSME capabilities in mind. This more
directed policy approach may be
possible for the more sophisticated
Governments of the Asia-Pacific region,
but those with lower capabilities might
need assistance in this area.

Across the Asia-Pacific region, most
countries have environmental policies
that could potentially have an impact
on MSMEs, but only a minority have
policies that specifically support or
target MSMEs. Instead, environmental
plans are often included in other
planning documents or in environmental
laws that regulate industry or specific
sectors of the economy. Some countries,
notably Malaysia, have national plans
on green growth and the adoption of
green technology. Malaysia, for example,
has a comprehensive online platform,
called MyHIJAU Mark (box XI.1), for

businesses to promote their green products and services to new
markets.

Other countries in the Asia-Pacific region have environmental
legislation, but are still developing a strategic approach to
supporting green growth. The Lao People’s Democratic Republic,
for example, is being supported by the World Bank in developing
new green growth development policies (box XI.2).

Through a variety of policy tools, Governments can support
MSMEs’ adoption of greener practices in ways that ensure the
green transition is seen as a business opportunity rather than just
a compliance cost.298 Governments have a vital role in creating
the conditions to support the uptake of green practices by

Box XI.1
Going green in Malaysia benefits enterprises

The MyHIJAU Mark is Malaysia’s official green recognition of
environmentally sound products and services initiated and
endorsed by the Government of Malaysia. The Mark brings
together certified green products and services that meet local
and international environmental standards under one single
mark. The criteria for the Mark have been designed taking into
consideration not just health and environmental sustainability
but also economic feasibility. The criteria are specifically
tailored to conditions in Malaysia to ensure that local products
and services can actually comply. Companies that fulfill the
requirements, and register their products and services, benefit
in turn from diverse government incentives, such as
Government Green Procurement (GGP) tenders. GreenTech
Malaysia, as a not-for-profit organization under the purview of
the Ministry of Energy, Science, Technology, Environment and
Climate Change (MESTECC), is responsible for the promotion,
business advice, verification and monitoring of certified green
products and services under the label.

Electric mopeds whirring around the streets of Malaysia are just
one example of a certified product. While the vehicles are not
yet widely purchased by private companies and private
consumers, they are being used in fleets of fast-food chains
and public authorities, such as the police. Indeed, the State
is currently the eco-label’s biggest advocate. Malaysia initiated
a Government Green Procurement Programme in 2013, as the
public sector accounts for about 15 per cent of Malaysia’s GDP.
Through a lead-by-example from Malaysian authorities,
GreenTech Malaysia hopes that the programme will have
a trickle-down effect to influence the private sector, creating
both supply and demand in the local market.

Source: https://www.myhijau.my/myhijau/.

298 OECD 2021, “Facilitating the green transition for ASEAN SMEs: A toolkit for policymakers.”
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MSMEs. For example, the ASEAN SME Policy Index 2018 found
significant variance across countries in support for green MSMEs,
and AMS were classified according to early stage, middle
stage and advanced stage based on their progress. Early-Stage
AMS included Brunei Darussalam, Cambodia, the Lao People’s
Democratic Republic and Myanmar. Mid-Stage included
Indonesia, the Philippines, Thailand and Viet Nam. Advanced-
Stage included Malaysia and Singapore. The recommendations
based on the differences in implementation levels are summarized
in table XI.1.

Green MSMEs can be divided into two
categories: “green innovators”, which
are developing new products,
technologies and approaches that
can have transformational impacts;
and “green performers”, which are
conventional MSMEs that take steps
to make their operations more
resource efficient and environmentally-
friendly in order to enhance their

Box XI.2
First Programmatic Green Growth Development Policy Operation Project for the Lao People’s Democratic
Republic

The development objective of the First Programmatic Green Growth Development Policy Operation Project
for the Lao People’s Democratic Republic is to support the Government in achieving fiscal stability and
consolidating its pathway towards green growth. This programme document describes a development policy
credit in the amount of special drawing rights (SDR) 28.5 million to the Government of the Lao People’s
Democratic Republic, the first in a series of three single-tranche programmatic development policy financing
operations. The Lao People’s Democratic Republic has achieved rapid economic growth in recent years and
poverty has declined, but inequality has increased and natural resources are being depleted. Economic growth
in the Lao People’s Democratic Republic has relied on the exploitation of its natural resources and is not
sustainable because of the depletion of the resources and increasing adverse environmental effects.

The reforms programme will incorporate green growth principles across the national development strategy
and selected sectors. Pillar one will support economic management actions aimed at addressing key
macroeconomic risks. Pillar two will provide the cross-sectoral foundation for improved direction, planning
and accountability to make the sectors of growth cleaner, more resource-efficient and resilient. Pillar three
will initiate implementation of targeted actions to reduce the environmental impacts of hydropower, logging
and agriculture, and ensure that growth generated from these sectors is sustainable in the long term. Pillar
three will also initiate implementation of targeted actions to control air, water, and soil pollution, and improve
environmental quality.

Source: World Bank, 2019, First Programmatic Green Growth Development Policy Operation Project for Laos. Available at https://
projects.worldbank.org/en/projects-operations/project-detail/P159956?lang=en.

Table XI.1
OECD recommendations for greening MSMEs by level of policy development

Policy stage Challenges Recommendations

Early stage Policy coordination between agencies Develop specific plans for greening MSMEs
promoting green practices and those alongside holistic plans.
specifically supporting MSMEs; lack of
awareness of green options.

Middle stage Less awareness of the advantages of green Develop improved outreach for MSMEs;
development; monitoring efforts in place strengthen monitoring and evaluation for
but evaluation still weak. improving effectiveness of policies.

Advanced stage MSMEs may not have same access to Integrate practices to reach MSMEs within
incentive schemes as larger businesses. all relevant programmes.

Source: Adapted from OECD/ERIA, 2018, SME Policy Index; ASEAN 2018: Boosting Competitiveness and Inclusive Growth, OECD Publishing,
Paris/Economic Research Institute for ASEAN and East Asia, Jakarta. Available at https://doi.org/10.1787/9789264305328-en.
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competitiveness.299 Green innovators
play an important role in the broader
transition to greener economies.
MSMEs that focus on green
manufacturing and environmental
services sectors, such as design
and construction firms, agricultural
companies and energy solution
providers, contribute to eco-innovation

across a broad range of industries. New and young enterprises
are particularly important for radical green innovations, as they
often exploit technological or commercial opportunities which
have been neglected by more established companies or even
challenge the business models of existing firms. Among green
performers, companies evolve their production practices as new
technology innovations come online. One example is Dalmia
Cement in India, that has progressively produced cement with
greener alternatives (box XI.3).

Box XI.3
India’s Dalmia Cement

Dalmia Cement’s overarching focus lies in consuming less to manufacture more, while minimizing
environmental impact. It is the company’s conviction that the most successful, profitable and sustainable
businesses are ones that hold themselves to the most stringent environmental standards. Dalmia Cement
has been progressively producing cement with “greener” alternatives. It has invested in low-carbon
technologies that translate into enhanced resources and energy efficiency. It has also increased the proportion
of environment-friendly blended cement in its product mix to 80 per cent, reducing its carbon footprint while
addressing waste disposal issues of other industries.

Dalmia Cement’s commitment towards environmental protection is reflected in its achievements – It was
ranked No. 1 in the global cement manufacturing sector by the Carbon Disclosure Project (CDP) for its
achievement in transitioning into a low carbon footprint business. It has increased the proportion of
alternative materials used, replacing conventional kiln fuels with alternative fuels and bio-fuels. As a company,
it has moderated its emissions in line with the International Energy Agency’s (IEA) 2 degree scenario
mandated for 2030. The company became the first organization globally to commit to both RE100 and
EP100 campaigns. This commitment was reinforced through various ground-level initiatives across its plants
and functions. Dalmia Cement has created a cumulative water recharge potential of approximately five times
of its annual water consumption. Its consolidated freshwater withdrawal has been reduced by 38 per cent
with water recycling increasing by four times. For the company, water-positive cement production is the
solution to water-related physical risks of climate change.

Source: https://www.dalmiacement.com/sustainability/.

The OECD, working with ASEAN, has
developed a toolkit that provides
practical guidance on the wide variety
of policy tools that Governments can
employ to make the business case for
MSMEs to adopt green practices. The
aim of the toolkit is to better equip
Governments with information on the
benefits of greening for MSMEs as well
as the knowledge and tools to support
MSME greening. The expected outcomes
are to have more Governments include
green enterprise targets in regional and
national action plans, and take action

to encourage MSMEs to improve environmental performance.
Ultimately, going green makes good business as well as
environmental and ethical sense.

D. Aiming for a circular economy

The “circular economy” is gaining momentum as a concept, both
in academic and policy circles, and circular business models
have been linked to significant economic benefits. The circular
economy has been described as an industrial economy that relies
on the restorative capacity of natural resources and aims to
minimize – if not eliminate – waste, utilize renewable sources of
energy, and to phase out the use of harmful substances.300 The
circular economy involves a distinct and careful management of

299 McDaniels and Robins, 2017, “Mobilizing Sustainable Finance for Small and Medium and-medium-sized-enterprises.” Available at
https://www.cbd.int/financial/2017docs/unep-smefinance2017.pdf.
300 Ellen MacArthur Foundation, 2012, “Towards the Circular Economy: Economic and business rationale for an accelerated transition”,
Cowes, United Kingdom.
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two different types of materials within a closed-loop economy:
(a) materials of biological origin that can return to the biosphere
as feedstock (called biological nutrients, e.g., forest products);
and (b) technical materials which cannot do so.301 Such an
economy goes beyond the “end of pipe” approaches of the linear
economy, and seeks transformational changes across the breadth
of the value chain in order to retain both types of materials in
the “circular economy loop” and preserve their value for as long
as possible.302

The concept of the circular economy reflects the recognition that
systems of production and consumption by MSMEs need to be
transformed fundamentally to achieve the 2030 agenda and Paris
Agreement goals. This is because Asia-Pacific economic growth
depends on an uninterrupted flow of natural resources and
materials, including water, timber, metals, minerals and energy
carriers of MSMEs, with imports providing a substantial
proportion of these materials in many countries. Increasing, this
dependency could be a source of vulnerability.303 Uncertain and
unstable prices can also disrupt the operations and profit margins
of MSMEs, forcing companies to lay off employees, defer
investment or stop providing goods and services.

Creating a circular economy for MSMEs can help to address
many economic, environmental and social challenges. Unlike the
traditional linear take-make-consume-dispose approach, a circular
economy of an MSME – either on the value chain or at the
cluster level – seeks to respect planetary boundaries through
increasing the share of recyclable resources, while reducing the
consumption of raw materials and energy and at the same time
cutting emissions and material loss. Approaches such as eco-
design and sharing, reusing, repairing, refurbishing and recycling
existing products and materials will play a significant role in
maintaining the utility of products, components and materials,
and retaining their local value.

E. Other greening modalities: Environmental
Management Systems and MSMEs

An Environmental Management System (EMS) is defined as a set
of processes and practices that enable an organization to reduce
its environmental impacts and increase its operating efficiency.304

An EMS can help MSMEs to comply with environmental
regulations and achieve environmental goals, such as energy
conservation, in an economical way. It is a voluntary instrument
that can affect a business’s environmental behaviour.

An EMS can take different forms. The International Organization
for Standardization (ISO) provides standards specifically for EMS.

For example, an EMS based on ISO
14001 helps organizations to
effectively manage the risks and
capitalize on the opportunities in
changing conditions such as the
current COVID-19 pandemic.
Implementing an EMS provides a
number of benefits, such as more
efficient use of natural resources
and energy, enhanced compliance
with legal requirements and better
relations with customers. Improving
environmental performance is made
easier with formal systems in place.
However, MSMEs often find EMS
implementation difficult due to
inadequate staff and resources.

There is further guidance available
from ISO for MSMEs. Specifically, ISO
14005, Environmental management
systems – guidelines for a flexible
approach to phased implementation,
provides MSMEs with a means to meet
the requirements of an EMS in a
phased, flexible way that is adapted
to their specific needs. It allows them
to start benefitting from the very
beginning, while ultimately meeting the
requirements of ISO 14001. Taking a
phased approach, businesses could
start with specific projects that are
most relevant or urgent, such as
improving energy efficiency or resource
productivity.

Despite the significance of management
practices, MSMEs face a lack of
resources, knowledge and technical
capacity, high upfront costs and low
public visibility in adopting the
necessary measures. The challenge
is to tailor EMS, both in terms of
their content and delivery, to the
particularities of MSMEs. With regard
to MSMEs, it is important to focus on
simple, accessible improvements in
management practices. They can
refer to ISO 14005 on environmental

301 Ellen MacArthur Foundation, 2013, “Towards the Circular Economy: Opportunities for the consumer goods sector”, Cowes, United
Kingdom.
302 World Economic Forum, Ellen MacArthur Foundation and McKinsey & Company, 2014, “Towards the Circular Economy: Accelerating
the scale-up across global supply chains”, Geneva: World Economic Forum.
303 Rizos and others, 2015, “The circular economy: Barriers and opportunities for SMEs (small and medium-sized enterprises).”
304 Gunawan and others, 2020, “Environmental management system implementation in MSMEs: A literature review”, Jurnal Serambi
Engineering.
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management systems (EMS) which was
developed by the technical committee
ISO/TC 207, Environmental management,
subcommittee SC1. EMS with changing
degrees of intricacy and low on
paperwork as well as sectoral green
label programmes are more prone to be
attractive to small businesses than
formal ISO 14001 certification, which
is relatively difficult to navigate and
expensive.305

F. Greening the supply chain and
policy recommendations

Greening has become a prominent
feature in the design of supply chain
networks leading to the concepts of low
carbon supply chains and green supply
chain management.306 For example,
understanding the sources and levels of
emissions within the supply chain is
the first step needed to fully design a
low carbon supply chain. According to
the World Economic Forum, sustainable
supply-chain practices can result in
cost reductions of between 9 per cent
and 16 per cent.307 In addition, thanks
to the connectivity that the Internet of
Things (IoT) offers, shippers can use
data to quantify the benefits of a
sustainable approach to supply-chain
management. The green or environmental
dimension of sustainable development
should contain environmentally-friendly
production processes and actions for
reducing the quantity of waste. Applying
renewable sources in production and
re-using materials, whether processing
defective or consumed products, are
equally essential. Crucial elements of
the environmental dimension of
sustainable development include
organizational activities such as the
selection of partners in the supply
chain, based on ecological guidelines,
and the commitment of employees to
environmental protection programmes.

Policymakers must consider the key driver of economic and
environmental issues in the business environment and they need
to identify what regulation can be the right regulation that could
be utilized to further help implement green supply chain
guidelines among MSMEs. Environmental regulatory tools should
be approached from a perspective of helping MSMEs to adopt
greener practices rather than punishing non-compliant activities,
given the fragile environment in which MSMEs operate, noting
the current pandemic. To do this, regulatory actions need to be
reformulated to address the specific characteristics of MSMEs,
and to provide incentives for enterprises to go beyond
compliance. Keeping up- to-date with environmental requirements
can be difficult for MSMEs, particularly when it comes to
understanding which requirements apply to them. Finding
guidance about what they have to do to comply with given
regulations is challenging. MSMEs can feel that they are not
supported enough and are unreasonably expected to cope with
the same levels of paperwork and obligations as larger
companies.308

The steps outlined in this section are meant to encourage
Governments to see regulatory policy not simply as a means to
protect the environment, but also as a tool to help MSMEs
become greener. Part of that process is ensuring that
environmental regulation is effective, while being proportionate
to the cost of compliance.

Policy recommendations

● Ensure collaboration between environmental and non-
environmental regulatory entities and MSME agencies.

Environmental and non-environmental regulators, such as
environmental agencies, local government and business
registration agencies can work together to identify
opportunities to reduce duplication in paperwork and conduct
joint or delegated inspections in selected sectors. With the
cooperation of MSME agencies, relevant regulations can be
catalogued and evaluated for their compliance cost and any
possible duplication;

● Improving regulation of MSMEs with low environmental risk

Simplify environmental regulatory requirements for MSMEs
that are characterized by a low level of environmental risk.
This simplification generally involves replacing environmental
permitting with general binding rules – standardized
requirements for specific activities with low environmental
risk that are practiced by a large number of operators using
similar technologies. Smaller businesses, often with limited

305 Zhongju Liao and others, 2020, “Do social ties foster firms’ environmental innovation? The moderating effect of resource bricolage.”,
Technology Analysis & Strategic Management, vol. 33, No. 5, pp. 1-15.
306 OECD, 2014, “SME Policy Index. Eastern Partner Countries: Assessing the implementation of small business act for Europe.”
307 World Economic Forum, 2015, Empowering Responsible Value Chains. Available at http://www3.weforum.org/docs/
WEFUSA_BeyondSupplyChains_Report2015.pdf.
308 Ghazilla and others, 2015, “Drivers and barriers analysis for green manufacturing practices in Malaysian SMEs: Preliminary findings”,
Procedia CIRP, vol. 26, pp. 658-663. Available at http://dx.doi.org/10.1016/j.procir.2015.02.085.
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in-house regulatory capacity, benefit from a standardized,
rules-based approach to setting environmental requirements;

● Taking a sectoral approach to environmental regulation
Environmental regulations tend to refer to activities which
may or may not correspond to a specific economic sector.
However, efforts to promote compliance with them should
generally be sector-based because businesses, particularly
MSMEs, respond primarily to messages adapted to their
sector. The sectoral approach to outreach is part of a larger
customer service perspective that environmental regulators
should adopt in their relationship with small businesses.
Environmental enforcement authorities should work to
strengthen their own staff’s capacity to regulate and advise
small businesses in specific sectors;

● Using regulatory incentives to encourage MSMEs to adopt
environmental management systems
Environmental regulatory structures can build in incentives
to encourage MSMEs to adopt certified environmental
management systems (EMS). While market demand from
customers and clients is also a driver, as is the desire to
improve environmental performance, regulatory systems can
incentivize EMS uptake through support with EMS
implementation and compliance upgrading, and benefits such
as reduced inspection frequency of facilities;

● Ensure that information about regulatory requirements for
MSMEs is clear
Most small businesses seek clear and consistent information
on the minimum requirements for compliance. The most

efficient way of providing advice
and guidance to businesses is to
take into account the full suite of
regulations that apply to them, not
just environmental regulations.
Regulatory requirements that are
communicated to small businesses
should be well-coordinated across
government. Misleading advice
could lead to over-compliance and
an unnecessary increase in the
regulatory burden. To avoid this,
compliance and good practice
guidance should be clearly
distinguished. Box XI.4 illustrates
the initiatives implemented under
the Philippines Environment
Partnership Programme to promote
self-regulation and reporting.

The UN Global Compact provides
advice about developing sustainable
supply chains. The Sustainable Supply
Chains website at https://www.unglobal
compact.org/what-is-gc/our-work/supply-
chainis a one-stop-shop for businesses
seeking information about supply chain
sustainability. The website organizes
information by issue area, sector, region
and practice.

Box XI.4
Philippine Environment Partnership Programme

The Philippine 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 MSMEs to achieve cleaner production standards. The PEPP has two programmes:

● Track 1 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 minimization
initiatives, or engaging in community or social responsibility programmes;

● Track 2 is an assistance programme aimed at industry associations and individual companies, particularly
MSMEs, which are not yet compliant with environmental regulations but are committed to improving their
performance. Successful applicants to the programme sign an Environment Consent Agreement, a legally
binding agreement between the company/industry association and the DENR-EMB that commits the
company to:
– Implement Environmental Management Plans (EMPs) within the framework of Environmental

Management System (EMS);
– Attain waste reduction targets within an agreed timeframe and agree to means of verification;
– Adopt pollution prevention and/or cleaner production;
– Provide progress environmental performance report to EMB.

Source: DENR-EMB, 2017, “Philippine Environmental Partnership Program – Catalyst for Holistic Environment Partnership”, Available
at http://pepp.emb.gov.ph/.
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Coping with disasters and other
external shocks

Around the Asia-Pacific region, ESCAP finds that hazards are
deviating from their usual tracks and becoming more intense,
creating greater complexity and deep uncertainty that are harder
to predict.309 The region is not sufficiently prepared for climate
reality. It experienced unprecedented flooding in the Islamic
Republic of Iran in March 2019, and in Kerala State, India, in
August 2018. There was unusual cyclone activity as cyclone
Ockhi developed near the equator in December 2017, and the
lasting impacts of cyclone Gita affected eight Pacific island
countries. Furthermore, a quick succession of flooding and
heatwaves was experienced in Japan in July 2018, and collisions
of sand and dust storms, with thunderstorms, raged across the
Persian Gulf, the Arabian Sea and the Bay of Bengal in May
2017. The Sulawesi and Sunda Strait tsunamis in Indonesia in
2018 highlighted the complexity of near-field tsunami risks.

In addition, ESCAP has identified four distinct hotspots where
fragile environments are converging with critical socio-economic
vulnerabilities. The first is located within the transboundary river
basins of South and South-East Asia, where poverty, hunger and
under-nourishment are coupled with exposure to intensifying
floods that alternate with prolonged droughts. The second hotspot
surrounds the Pacific Ring of Fire, where transport and ICT
infrastructure and poor populations are exposed to typhoons and
tectonic hazards. The third hotspot covers the SIDS, where
vulnerable populations and critical infrastructures of the islands
are exposed to climate-related hazards of increasing intensities.
People in the SIDS are three to five times more at risk than those
in other parts of the region.310 An increase both in deaths and
economic losses is higher than the increased occurrence of
natural disaster events. Further, the rate of increased financial
loss is almost twice as much as the occurrence of a disaster. This
fact demonstrates the role of social and economic conditions
aggravating the disasters.311

As revealed above, the vulnerabilities that the Asia-Pacific region
faces place additional strains on those looking to make a living
via micro enterprises and maintaining small business. Further,

309 ESCAP, Asia-Pacific Disaster Report 2019.
310 Ibid.
311 ESCAP, Asia-Pacific Disaster Report 2019.
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small businesses have been largely
forgotten when it comes to preparation
for, response to, or recovery from
disasters. While there are resilience
improvement initiatives for major cities
and MNEs, small businesses are often
left behind even though they are the
major source of employment and the
creation of new jobs, and often serve
as critical supply links both to the
local community as well as to other
companies.312

A. The impact of disasters on
MSMEs

Natural disasters are often unanticipated,
costly events for MSMEs. MSMEs are
affected differently by disasters. These
differences are determined by the type
of hazard, risk exposure or context-
specific vulnerabilities (exogenous
variables), as well as from the
characteristics of MSMEs, which
increase or decrease vulnerability to
natural hazards (endogenous variables).
Where data are available on the topic,
the number reveal that in Japan, for
example, when an earthquake hit in
March 2011, 656 MSMEs employing a
total of more than 10,000 workers,
went bankrupt within a year.313 In the
Bangkok flooding of 2011, at least
550,000 MSMEs were disrupted, and
more than two million jobs affected.
The flood also reduced Thailand’s
national GDP by 37 per cent.314

Similarly, in Malaysia, the great flood in
Kelantan in December 2014 affected
13,337 MSMEs; this figure represented
37.7 per cent of all MSMEs in the
State.315 Most of the affected MSMEs,
especially in developing economies,
were unable to recover after their
businesses were hit by natural hazards

because of low disaster resilience. In rural areas, MSMEs that are
environment-dependent can be considered one of the worst-off
sectors, given the severe disruption that disasters cause to the
availability of natural resources and the time it takes for
ecosystems to recover.316

To repair or reinstall what disasters destroy, surviving businesses
are often saddled with debt. Because it is difficult for many local
firms to either cover the total cost by themselves or prepare for
such rare unpredictable events in advance to reduce the cost, the
government often intervenes after disasters. The direct and
indirect impacts of natural disasters and other calamities such
as pandemics are devastating to business activities and their
continuity. These catastrophic events have a significant impact
on MSMEs.

Infrastructure damage has been identified as an important source
of financial stress for businesses after disasters. It can cause
temporary business closure, while structural repairs needed to
restore operations usually require large amounts of resources. If
businesses are uninsured or lack resources for these repairs, their
survival is put at risk. Even if operations resume, physical
damage has been found to make a difference in business
performance of surviving firms, as severe damage implies longer
closure periods and more resources allotted for repairs,
particularly in the case of uninsured firms.317 In addition,
disruptions after disasters regarding the provision of public
services, such as electricity, water supply and sewage, fuel,
transportation and telecommunications, can be responsible for
businesses closing down and can cause population dislocation.
Many businesses do not reach the post-disaster stage. Further,
in 2015, the Philippine Institute for Development Studies placed
disaster impacts on enterprises into four categories – capital,
labour, logistics and market (box XII.1).

MSMEs, however, have an inherent flexibility due to the lower
levels of capital needed to operate (especially in the case of
informal MSMEs), which could be exploited after disasters to
support a faster and more equitable recovery of the local
community.318 The role of MSMEs in disaster recovery thus
depends both on their own ability to withstand disasters and
having the right incentives in place for them to participate in
livelihood recovery. Pathways towards more resilient MSMEs
should consider tackling the socioeconomic drivers of risk in the
pre-disaster stage and should be further built by the provision of

312 Sands, 2019, The state of disaster resilience of small businesses ‘natural hazard’ or ‘disaster’. Contributing Paper to GAR. Available at
https://www.undrr.org/publication/state-disaster-resilience-small-businesses-natural-hazard-or-disaster.
313 UNDP, 2018, “Small businesses: Impact of disasters and building resilience.”
314 APEC, 2019, APEC Disaster Risk Management Strategies to Support MSMEs Business Sustainability.
315 Ibid.
316 International Institute for Environment and Development, Contribution to the Global Assessment Report on Disaster Risk Reduction 2009.
317 Dietch and Corey, 2011, Management Research Review, vol. 34, No. 3, pp. 311-324.
318 UNDP, 2018, Small Businesses: Impact of Disasters and Building Resilience. Available at https://www.undp.org/publications/small-
businesses-impact-disasters-and-building-resilience.
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Box XII.1
Philippine Institute for Development Studies disaster impact categories

Capital

Damages to the land, equipment and revenue have been identified as an important source of financial stress
for businesses after disasters. Revenues are expected to fall due to less, or no sales during and after the
disaster. Stock damage or loss can create issues in the continuity of business. It can cause temporary
business closure, while structural repairs needed to restore operations usually require large amounts of
financial and other resources. Damage to manufacturing equipment and machinery may be severe and result
in disrupted production. If businesses are not insured or if they lack of resources for these repairs, survival
is questionable.

Logistics

Disruptions after disasters regarding the provision of public and utility services, such as electricity, water
supply and sewage, fuel, transportation and telecommunications, can be responsible for businesses closing
down, and can cause population dislocation. Dysfunction in facilities and public infrastructure is an expected
effect of disasters, requiring businesses to look at alternative or emergency logistic support to enable them
to function. Public infrastructure damage can lead to business closure for extended periods until repairs
completed.

Labour

Human resources are the prime asset for any organization, including MSMEs which generally have a limited
staff. Employees of such companies might be the immediate victims of the disaster, including deaths and
casualties. In addition, the labour force might face physical and psychological health effects, including
injuries and stress. Employees can be vulnerable to the numerous health hazards that prevail in the weeks,
even months after flooding. Water-borne diseases such as diarrhoea and cholera are the most common
epidemics that can erupt after flooding. Employees who may be affected severely will also experience
financial distress. Therefore, availability of manpower is crucial and businesses have to consider manpower
reinforcement and provision of support for affected workers by enabling them to resume their duties at the
earliest time, which will also enable firms to meet targets, respond to spikes in demand and resume
operations in the shortest time.

Market

A shift in market demand can also be expected in the short term with a sharp increase in the demand for
only basic commodities and a drop in the requirement for many non-essentials. In general, difficulties in
distribution, receiving and shipping of products are very common issues after a flood situation. As the demand
side for many products weakens, sales turn-over drops drastically, resulting in MSMEs finding it difficult
to deal with accounts payable and, ultimately, to manage their financial balance. This drop in demand for
their products affect MSMEs more seriously as the majority of them are totally dependent on neighbouring
markets where the villagers are direct victims of flooding.

Source: Gunathilaka, 2018, The impact of natural disasters on micro, small and medium enterprises (MSMEs): A case study on
2016 flood event in western Sri Lanka, Procedia Engineering, vol. 212, pp. 744-751.

swift and adequate support to MSMEs shortly after disasters.
MSMEs support the creation of social capital in communities,
which is a crucial element in restoring the social fabric ruptured
by disasters. With local businesses reopening and providing space
for social bonding, MSMEs can contribute to motivating a
relocated population to return home as well as helping to attract
new investment in recovering areas. A strong MSME sector also

promotes a country’s resilience to
shocks by broadening and diversifying
the domestic economy. By reducing the
dependency on a few large firms or
specific sectors, MSMEs protect a
broad base of the labour force from
sector-specific shocks and fluctuations
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in international markets.319 Through
better understanding of the impact of
disasters on MSMEs, vulnerability to
natural hazards can be reversed by
promoting enabling pre- and post-
disaster environments for MSMEs to
use entrepreneurship as a driver of
local economic and social recovery.
MSME resilience requires partnerships
and cooperation among the Government,
firms and other private organizations.

B. Government policy to improve
resilience and agility

Most small businesses, whether formal
or informal, operating in developed or
developing countries, tend to rely on
personal savings and networks to cope
with disasters. In the case of developed
countries where special recovery funds
and insurance are widely available
and accessed, MSMEs lean towards
prioritizing or complementing formal
coping mechanisms with individual
informal ones.320 In developing
countries, informal coping strategies are
often not chosen but are imposed by
the absence and/or insufficiency of
formal mechanisms that guarantee
business owners’ own survival as well
as that of their business.

In view of the above facts, policymakers
in the Asia-Pacific region – where
nearly 70 per cent of disruptive natural
disasters take place – need to identify
policies for the different stages of
disaster management, from prevention
of and during disasters, recovery and
re-construction for MSMEs to mitigate,
respond and recover from natural
disasters. For disaster prevention, while
most countries in the Asia-Pacific
region have programmes in the form of
training, workshops and consultancy
services to provide guidance for
MSMEs, only a few economies cover

regulation and laws for disaster management. Further on
prevention, almost all ESCAP countries have corresponding
funding or subsidizing policies across stages from disaster
prevention to disaster recovery, while other policies in the
category of infrastructure, facilities and human resources are left
blank.

Looking into funding policies, the most common approaches are
low interest loans and credit guarantees on different scales;
grants are provided to repair or purchase machinery/equipment,
but not for loss compensation. Few countries have provided
income subsidies for effected enterprises to pay salaries, with
New Zealand and Thailand having offered tax assistance for
effected businesses. In addition, public-private collaboration is
clearly stated by Australia, although many other countries in the
region may cooperate with private organizations. Japan provides
Business Continuity Planning (BCP) for MSMEs, post-disaster.

It must be noted that BCP is critical to ensuring that MSMEs
contribute to economic recovery by providing continuity in income
generation and employment. Disaster recovery is a subset of BCP.
Disaster recovery plans involve restoring vital support systems.
Those systems are mostly communications, hardware, and ICT
assets. Disaster recovery aims to minimize business downtime
and focuses on getting technical operations back to normal in the
shortest period possible. BCP is a component of building
business resilience in normal times and is especially critical in
cases of major disasters. For businesses to survive, especially
MSMEs, they must be able to adapt their operations to the new
environment. UNDRR’s Regional Office for Asia and the Pacific
has developed a toolkit on the subject to support MSMEs.

Enterprise recovery programmes that act in response to various
needs of different industries, through cash in-kind and technical
support, can help reverse the “inherent” vulnerability of MSMEs
to disasters by maximizing the flexibility that fewer assets and
employees give to MSMEs compared with larger firms.321 For
example, the Government of Japan provided a capital subsidy
known as the Group Subsidy to help MSMEs recover from the
damage caused by the Tohoku Earthquake in 2011.322 Sri Lanka
established relief assistance for MSMEs that felt the immediate
and longer-term damaging impacts from the 2004 tsunami.323 In
tourism-reliant communities such as Tohoku, Japan, policymakers
made a concerted effort to push for long-term recovery of the
region by promoting both domestic and international tourism to
revitalize the economy. The tourism strategy also brought about
benefits for battered MSMEs, allowing the local economy to both
recover and gain long-term stability. Box XII.2 details Tohoku’s
strategy.

319 Dalberg (2011). Report on Support to SMEs in Developing Countries through Financial Intermediaries.
320 German Technical Cooperation (GIZ) (2006). ‘Formalization of Informal Enterprises: Economic Growth and Poverty’, Sector Project:
Innovative Tools for Private Sector Development, Eschborn.
321 UNDP, 2013, Small Businesses: Impact of Disasters and Building Resilience. New York.
322 ADB, 2019, “Post-disaster Subsidies for Small and Medium Firms: Insights for Effective Targeting”, Asian Development Bank Economics
Working Paper Series No. 597.
323 Cooray, 2005, “Donor support, pledges, commitments and expenditure”, Sri Lanka Development Forum Background Papers.
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C. Pre-disaster resilience building

The resilience of MSMEs must be developed in anticipation of
disasters, and not solely helped along after a shock event has
occurred. Suitable investment should be encouraged in advance,
and there are interventions which can help to build an
appropriate investment climate for this goal. Ensuring an
adequate investment climate requires policymakers to be aware
of the importance and role that MSMEs play in local economic
dynamics, which can facilitate the design of relocation and
recovery programmes that support livelihood recovery. Legal and
regulatory frameworks that effectively address issues such as
insecurity of tenure, informality, land-use planning and building
codes can, in turn, encourage MSMEs to invest in disaster
risk management (DRM) and market diversification. Direct

interventions for building resilience of
MSMEs before disasters can draw on
the support of business associations
and community groups to (a) design
and communicate DRM strategies and
(b) help MSMEs be less dependent on
local markets by diversifying their
supply and customer base.324 Having
social protection systems in place can
help to decrease the possibility of
individual shocks, while having in place
systems that can give rapid assistance
after disasters. Box XII.3 shows how the
Philippines provides financial assistance
to MSMEs following a disaster.

Box XII.2
Tohoku’s tourism development strategy following the 2011 earthquake and tsunami

The 2011 Tohoku earthquake and tsunami in Japan had a profound impact on tourism in Tohoku prefecture,
affecting both domestic and international travellers. Although the number of customers at accommodation
facilities in Tohoku gradually increased after the disaster, many of them were related to recovery initiatives
and were not tourists. Foreign travellers decreased by 50 per cent-70 per cent immediately after the disaster,
leaving hotels and inns bankrupt in the affected area.

Within three weeks of the disaster, local divisions of the Ministry of Land, Infrastructure, Transport and
Tourism as well as local public and private stakeholders had established a working group to share information
and discuss recovery strategies for the tourism industry. Initiatives included branding Tohoku as a resilient
community (their logo is “Together, let’s try hard, Tohoku!”, which has become the symbol of Tohoku’s
recovery and attracted further support), and national and international advertising campaigns using traditional
symbols of Tohoku’s tourism (such as female owners of inns known as “Okami-san”) as well as efforts to
highlight the safety of the destination.

These local efforts converged in the “Destination TOHOKU Campaign”, actively supported by the central
Government. The main goal was to create a strengthened tourism industry around a new model of interactive
tourism where tourists could communicate more with local people and experience the daily lives of the region
– as opposed to the distant model where tourists go from one touristic spot to the next – thus preserving
the local culture and maximizing the benefits for the local community. In the first seven months from the
start of the Destination TOHOKU Campaign, the number of travellers into the Tohoku region reached about
31 million, of whom 27 million stayed at accommodation facilities. With the strong focus on revitalizing
local communities, the Campaign benefitted a wide range of local MSMEs, from traditional inns and hotels
to retail shops, restaurants, transportation companies and other relevant businesses. In 2021, the campaign
continued to mark 10 years of recovery since the 2011 disaster.

Source: Tohoku Destination Campaign. Available at https://www.tohokukanko.jp/en/dc/.

324 Skouloudis and others, Small and Medium-Sized Enterprises, Organizational Resilience Capacity and Flash Floods: Insights from a
Literature Review. Available at https://www.mdpi.com/2071-1050/12/18/7437.
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D. Online resources for disaster
policy responses

There are several different toolkits
available online for learning about
building resilience for MSMEs, which
have been developed by governmental
or private bodies, such as:

● The development by the Philippines
of an MSME Guide to Disaster
Resilience. This Guide is designed
to serve as a reference for MSMEs
in understanding business continuity
practices and the basic concepts
of disaster risk reduction and
management. The link is

https://dtiwebfiles.s3-ap-southeast-
1 .amazonaws .com/e - l i b ra r y /
Growing+a+Business/MSME+
Guidebook_First+Edition+April+
2020.pdf.

● UNDP’s publication on “Small
Businesses: Impact of Disasters
and Building Resilience” is a key

resource on the topic. The study targets policymakers as well
as disaster-risk reduction (DRR) practitioners and aims to
increase knowledge and understanding of the link between
disasters and MSMEs and how they can act as agents of
disaster risk reduction and recovery. The link is

https://www.undp.org/content/undp/en/home/librarypage/
c l imate-and-disaster- res i l ience- /smal l -businesses
—impact-of-disasters-and-building-resilience.html.

● KPMG, a global professional services organization, has
developed a publication in its India practice titled “Preparing
MSMEs for effective disaster management.” The link is

https://assets.kpmg/content/dam/kpmg/pdf/2016/05/Disaster-
Management-Preparedness-SME.pdf.

● The New South Wales State Government in Australia has also
developed a disaster recovery toolkit. The link is

https://www.smallbusiness.nsw.gov.au/sites/default/files/
2019-12/14986_SBC_RecoveryTOOLKIT_web%20accessible.
pdf.

● CPA Australia, a membership organization for professional
accountants, has also developed a disaster recovery toolkit.
The link is

https://www.cpaaustralia.com.au/professional-resources/
business-management/business-recovery/disaster-recovery-
toolkit.

Box XII.3
Philippine Disaster Risk Reduction and Management Act

As a result of casualties and damages caused by Typhoon Ketsana, locally known as Tropical Storm Ondoy,
in 2009, the Republic Act (R.A.) No. 10121 was created. Known as the Philippine Disaster Risk Reduction
and Management Act of 2010, this serves as the legal and institutional basis for the country’s framework
in dealing with natural and human-induced hazards as well as providing a more efficient structure and
response mechanism for communities and organizations. R.A. 10121 provides a multi-sectoral, inter-agency
approach to disaster risk management. It encourages participation by the private sector, local government
units (LGUs), non-governmental organizations (NGOs), civil society organizations (CSOs), community members
and volunteers in disaster management. It aims to strengthen the community’s ability to maintain basic
functions and recover from disasters by shifting its focus from disaster response to disaster risk reduction.

Through the DRRM Act, MSMEs and communities gain financial assistance through the creation of a calamity
fund dedicated to disaster risk reduction or mitigation, prevention and preparedness activities for the potential
occurrence of disasters, not only for response, relief and rehabilitation efforts. This provision allows LGUs
to utilize 70 per cent of the total calamity fund on risk-reduction activities and 30 per cent on quick response
measures. In return, MSMEs reduce their vulnerabilities, strengthen their resilience to ensure the health
and safety of the employees, build client confidence and minimize economic losses. MSMEs are uniquely
positioned to promote economic recovery as a result of their existing relationships with the communities in
which they operate, and their vested interest in contributing to rapid and lasting recoveries.

Source: Republic of the Philippines, National Disaster Risk Reduction and Management Council, Office of Civil Defense. Available
at https://ndrrmc.gov.ph.
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E. The COVID-19 pandemic

The COVID-19 pandemic is an unprecedented global crisis,
affecting human health and economic welfare across the globe.
MSMEs are disproportionately affected by COVID-19 because of
their prevalence in the economic sectors most affected by
demand shocks caused by the pandemic. These sectors include
accommodation and food services, cultural and creative sectors,
and wholesale and retail services. Data for OECD and some non-
OECD economies show that MSMEs export more than large firms
in these sectors.325 Partial or full quarantine measures as well as
disruptions to international means of transport clearly lead to a
dramatic loss in demand and revenue in these area for both
domestic and trade activities. In addition to these quarantine
measures, an increasing number of Governments are introducing
export or import restrictions, notably on agricultural products,
which provide an important source of income for many
MSMEs.326

Although the pandemic has affected every corner of the world,
the economic earthquake unleashed by COVID-19 does not affect
everyone in the same way. With fewer resources to ride out the
storm, MSMEs have been particularly vulnerable to the
repercussions of the crisis. These firms in developing countries
are disproportionately affected, especially in LDCs and SIDS.
Small businesses active in trade tend to be more competitive and
resilient. Yet many of them have been shaken by serious
disruptions in international supply chains.

The unprecedented socioeconomic crisis resulting from the
COVID-19 pandemic calls for unparalleled multi-sectoral
responses. ESCAP has developed a framework to support
the socioeconomic response of Asia and the Pacific to the
COVID-19 pandemic. The framework’s overarching principle
supports building back better through integrated policies aligned
with the SDGs. ESCAP’s offer to member States builds on its
mandates and involves three main streams of work: protecting
people and enhancing resilience; supporting economic recovery;
and restoring supply chains and supporting MSMEs. To ensure
a concerted regional approach for sustainable recovery from the
crisis, ESCAP calls for regional cooperation among member
States and across stakeholders.

The Asia-Pacific region has had diverse experiences of the
COVID-19 pandemic. The responses of States, too, has varied,
with many of them in the region completely closing off their
borders to travellers, and implementing varying degrees of
stay-at-home orders, lockdowns and restrictions on internal
movements.

1. The experience of SIDS

The collapse of tourism resulting from
the COVID-19 pandemic will have a
profound impact on the Asia-Pacific
SIDS because of their high reliance on
tourism rents. The pandemic will
disproportionally influence the lives and
well-being of the poorest and the most
vulnerable, including workers in the
informal sector. Addressing this challenge
requires broad mitigation measures to
counteract the consequences of the
outbreak as well as specific policies to
support local tourism-related businesses
and affected communities. For
Governments that do not have the
fiscal space, adequate concessional
assistance from the international
community will be critical. At the same
time, however, long-term efforts for the
sustainable development of the tourism
sector should not be undermined,
particularly by taking full advantage of
their blue economy potential – a
concept depicting sustainable use of
vast oceanic resources – to foster their
development.

As is often the case with severe
economic downturns and natural
disasters, by affecting the tourism
sector the COVID-19 pandemic will
disproportionally influence the lives and
well-being of the poorest and the most
vulnerable, including workers in the
informal sector. MSMEs, which make
up about 80 per cent of the tourism
sector globally, are expected to be
particularly affected. In Fiji and
Vanuatu, many MSMEs depend on the
cruise industry as they provide various
services, including selling handicrafts
and souvenirs, to cruise ship passengers.
In Maldives, migrant workers from
neighbouring countries, who make up
15-25 per cent of the country’s
population, are especially vulnerable to
COVID-19 as they live in congested

325 OECD, 2020, Coronavirus (COVID-19): SME Policy Responses.
326 WTO, 2020, Information Note – Export Prohibitions and Restrictions, 23 April 2020.
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areas and work under conditions in
which practicing strict social distancing
is difficult.

To address the impact of the COVID-19
pandemic on the tourism sector of the
Asia-Pacific SIDS, broad mitigation
measures to address the consequences
of the outbreak and specific policies to
support tourism-related activities will
be essential. Most of the policy
responses by the Asia-Pacific SIDS so
far have fallen within the former set of
measures, which tends to slow the
pace of the transmission of the virus.
However, specific actions, such as
targeted fiscal and monetary measures
to support affected local businesses –
especially tourism-related MSMEs,
and local populations employed by
them – are also critical in addressing
the consequences of the collapse of
inflows of inbound visitors.

These events have had an economic
impact on the tourism and the broader
services sector. Looking forward,
targeted fiscal and monetary measures
will be necessary in the short term to
support affected local businesses such
as those providing tourism-related
services, particularly MSMEs which
employ the local population. Tourism-
dependent Asia-Pacific SIDS are likely
to need a fiscal stimulus of significantly
more than 10 per cent of GDP.327 While
typical stimulus programmes include
direct cash transfers, wage subsidy to
businesses and cheap financing to
MSMEs, a compensation package for
employees in large informal sectors,
such as farmers and fishermen who
provide supplies to the tourism sector,
should also be considered.328 With
a stimulus to spend, Governments
can ensure the well-being of local
populations and the survival of local

MSMEs as well as prevent the former from falling into poverty
and the latter into disarray.

2. Specific policy experience for COVID-19

Many organizations, including ESCAP as well as the World Bank,
IMF, OECD and others have catalogued the policy responses of
States to COVID-19, and it is unnecessary to reproduce an
exhaustive list here. ESCAP’s “Asia-Pacific countries COVID-19
policy responses” provides a breakdown of country policy
responses, that includes those of MSMEs. A limited sample of
specific policy experiences is included in this section, but more
examples can be found online.329

3. Immediate measures to ease the shock to jobs and
guarantee minimum living standards

Fiscal measures to support jobs and living standards are needed
on two fronts: (a) fiscal support for employers to retain jobs; and
(b) direct support for the employees and households to guarantee
minimum living standards. The former includes targeted tax
exemptions and fiscal subsidies to MSMEs, the informal sector
and the most affected businesses for business and employment
continuity. The latter includes emergency measures to extend
medical and employment insurance to those not sufficiently
covered, or to provide direct cash transfers for consumption
smoothening. There are various examples of such policies already
being implemented in the region, including:

● China, which has focused on supporting MSMEs by waiving
or delaying their social security contributions and deferring
land-use rents and property tax;

● Japan, which is supporting MSMEs by providing wage support
and consultative services;

● Hong Kong, China and Singapore, which have rolled out
specific funds to subsidize sectors, including retail, food,
transport and tourism, and support low-income households.

4. Targeted monetary easing to support financial health

Monetary policy should be directed at supporting the health and
stability of the financial sector. This can be done by supplying
sufficient liquidity to the banking system. Implementing this
measure would require reduction in interest rates by central
banks. Targeted financial support through subsidized loans can
also be directed to MSMEs in affected sectors, which are the
most vulnerable to financial stress. Other financial measures can

327 Sen and Kenny, 2020, “Prepare for zero tourists for the next three months at least”, ANZ Pacific Insight, 25 March 2020. Available
at https://push.bigtincan.com.au/downloads/3a335e2c4937f5d81710e40722c6f1ee23520241d56874046ce14433d72c13e4.
328 Ibid.
329 See, for example, IMF at https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19 as well as the OECD at https://
www.oecd.org/coronavirus/en/policy-responses and the World Bank at https://openknowledge.worldbank.org/handle/10986/35904, among many
others.
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include targeted credit support for companies that directly
participate in pandemic control, and emergency loans and credit
guarantees to address supply chain disruptions.

There are various examples of such policies in the region:

● China has implemented targeted cuts in the reserve
requirement ratio and the re-lending programme to guide
funds into small companies, the private sector and
manufacturing;

● China’s central bank provides
targeted credit support for
companies that directly participate
in pandemic control, such as those
in the health-care sector;

● Japan has introduced emergency
loans and credit guarantees for
MSMEs in order to address supply
chain disruptions, particularly those
in the tourism sector.
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Chapter XIII

Gender and MSME development

Gender inequality is often a substantial contributor to every major
problem the world faces. As a result, gender should inform every
solution, from creating sustainable business practices to
expanding opportunities for youth and addressing the ever-
changing health challenges globally.330 For growth to be inclusive
and equitable, it is critical to understand how to enhance the role
of women in the economy, particularly in the MSME sector.331

Therefore, it is important to identify challenges and opportunities
for the inclusion of women in greater numbers and at higher
levels of growth in the MSME sector. This section will help to
cover policy on more inclusive growth of the MSME sector,
especially towards strengthening gender equality and economic
empowerment of women in the sector.

To date, much of the focus of women’s MSME programmes has
been on the poor and marginalized, with support targeted to assist
women develop an income stream from a trading activity. Without
strategic support to help them compete, many women may
continue to struggle on the margins. In addition, whatever barriers
women face in starting and managing a small business is
compounded by external shocks.

For many women, small-scale enterprise is not empowering. It can
be marginal and can increase tensions in the family and create
contradictions between the need to generate an income, repay
loans and fulfil wider family and community responsibilities.332

Improvements in women’s productivity, mobility, access to
markets, literacy, social status and control of household decisions
takes time and requires considerable commitment by development
workers. It also needs long-term investment in local-level
processes of social change and a willingness to cope with the
sometimes violent and disruptive consequences of challenging
class and gender privilege.333

330 International Center for Research on Women, Main page: https://www.icrw.org.
331 International Center for Research on Women. 2014. Gender Issues in the Micro,
Small, and Medium Enterprise Sector in India. World Bank, Washington, D.C.
332 Manoj Kumar Bhusal (2010). Does microfinance really empower? A study on the
contribution of microfinance in empowering the poor women of northern Bangladesh.
Järvenpää. Autumn.
333 Anne Marie Goetz and Rina Sen Gupta (1996). Who takes the credit? Gender,
power, and control over loan use in rural credit programs in Bangladesh, World
Development, 24, (1), pp. 45-63.
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A. Gender and entrepreneurship

Even if women represent about half of
the working age population and the
education gap is closing, they tend to
be underrepresented in the workforce,
especially in leadership roles. This
opportunity cost will cap global GDP
growth to US$ 108 trillion334 in the
next six years. Achieving the full-
potential scenario, where women have
an equal role compared to men in all
labour markets, would push global GDP
to about $136 trillion by 2025.335

However, the full potential of women
entrepreneurship has yet to be
reached. A 2015 study by the Global
Entrepreneurship Development Institute
found that more than 61 per cent
of the countries reviewed scored
less than fifty points on the latest
Female Entrepreneurship Index (FEI)
worldwide.336 Only Australia was in
the top 10 countries for female
entrepreneurship for Asia-Pacific and
there are only 3 Asia-Pacific countries
listed in the top 30 of the index (in
ranking order: Australia; Singapore; and
Taiwan, China).

The Global Entrepreneurship Monitor
(GEM) publishes a comprehensive
report on the state of women
entrepreneurship worldwide, based on a
larger longitudinal data collection
involving more than 100 countries
annually. The 2018/2019 Women’s
Entrepreneurship report, featuring 74
economies from six regions including

Asia and the Pacific, highlights that more than 163 million
women started new businesses, and an additional 111 million are
running established businesses.337 These numbers highlight the
financial impact of women-owned businesses, but they also move
a step further by differentiating the types of entrepreneurial
activities that women are involved in, and the stage of growth of
their venture.

Necessity-driven entrepreneurship signals involvement in the
start-up cycle because of a lack of alternatives. For a woman, the
loss of a husband or being a single mother who needs to provide
for the family is a poignant driver of necessity entrepreneurship.338

Necessity-driven entrepreneurship can limit the growth potential
and sustainability of women entrepreneurship, eventually leading
to discontinuance. Women-owned businesses close at a higher
rate than male-owned businesses. The reasons for such business
mortality vary from unprofitability, lack of access to financial
resources to other personal factors. However, in innovation
economies, women exit opportunity-driven ventures at a much
lower rate than men, specifically at only two-thirds of the rate
of their male counterpart.339 This differential rate underlines the
importance of policy-level interventions to support innovation-
driven entrepreneurship levels beyond their current marginal
levels.340

Other factors that can explain the slower growth of women
entrepreneurship centre on cultural differences, such as
segregated gender roles. Gender stereotypes are an important
source of these differences between women’s and men’s
entrepreneurship. Gender stereotypes refer to beliefs generally
shared by society about typical traits of women and men, and
have an effect on the professional evaluation of people.341 The
typical characteristics of women (feminine) are often connected
with their traditional role as homemakers, while those of men
(masculine) are related to their traditional roles as providers.342

Entrepreneurs’ activities have also been traditionally associated
with masculine traits.343

Box XIII.1 describes an initiative led by ESCAP to boost women’s
entrepreneurship in the region.

334 Desjardins, J. (2018). How Gender Diversity Enhances the Bottom Line. 23 January. Retrieved 2 June 2019 from Visual Capitalist website:
https://www.visualcapitalist.com/gender-diversity-bottom-line.
335 Ibid.
336 The Global Entrepreneurship and Development Institute (GEDI) (2015). 2015 Female Entrepreneurship Index.
337 GEM Women’s Entrepreneurship Report 2018/2019, https://www.gemconsortium.org/report/gem-20182019-womens-entrepreneurship-
report.
338 Alsos, Carter and Ljunggren, 2014, Kinship and business: How entrepreneurial households facilitate business growth, Entrepreneurship
and Regional Development, vol. 26, No. 1-2, pp. 97-122.
339 Singer and Herrington, 2012, Global Entrepreneurship Monitor 2011 global report. Global Entrepreneurship Research Association, London
Business School.
340 ICSB, 2019, ICSB Global Annual Micro, Small and Medium Enterprises Report 2019. Available at https://icsb.org/wp-content/uploads/
2019/09/REPORT-2019.pdf.
341 Broverman and others, 1972, “Sex-role stereotypes: A current appraisal”, Journal of Social Issues, vol. 28, No. 2, pp. 59-78.
342 Eagly, 1987, “Reporting sex differences”, American Psychologist, vol. 42, No 7, pp. 756-757.
343 LaguÌa and others, 2018, “Think entrepreneur-think male: A task and relationship scale to measure gender stereotypes in
entrepreneurship”, International Entrepreneurship and Management Journal.
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B. Policy recommendations for a gender responsive
ecosystem for enterprise development344

In light of the above discussion, the following five broad key
areas are those which require urgent attention in order to
effectively foster women’s entrepreneurship in most ESCAP
countries:

1. Incorporating the specific priorities and needs of women
entrepreneurs within relevant national legislation, policies and
programmes, with a view to fostering gender-responsive
enterprise development and promotion;

2. Enhancing greater access to, and
use of innovative technologies for
women entrepreneurs in line with
existing E-Business Frameworks as
well as SDG 17, which calls for
increased cooperation on, and
access to science, technology and
innovation;

3. Removing the barriers facing
women entrepreneurs in accessing
finance and credit, through
strengthening national financing
policies, legal frameworks,
infrastructure and institutional
arrangements as well as exploring
alternative financing approaches,
such as crowdfunding, impact and
gender lens investing, and capital
markets;

4. Strengthening capacity at the
national and subregional levels to
collect and analyse sex-
disaggregated, MSME-related data
in order to enable policymakers and
other relevant stakeholders evaluate
whether the needs of women
entrepreneurs are being met, and
make more informed policy
decisions;

5. Forging stronger partnerships
between Governments, the business
sector and civil society across the
region towards creating an enabling
environment for advancing women’s
economic empowerment through
entrepreneurship.

Strategic intervention in these areas
will entail specific actions such as:

● Addressing time poverty faced by
women across the region through
policies and measures to reduce
the unequal burdens of women in
unpaid care;

● Enhanced social protection
schemes that address the particular
needs of women entrepreneurs,
including equitable pension
provision and access to health
coverage. This can be aided by
formalization of informal MSMEs;

344 Recommendations in this section rely substantially on ESCAP, 2017, Fostering Women’s Entrepreneurship in ASEAN. Bangkok.

Box XIII.1
ESCAP’s Women and ICT Frontier Initiative

ESCAP’s Asian and Pacific Training Centre for Information and
Communications Technology for Development has launched a
new resource for women entrepreneurs in ASEAN. The Women
and ICT Frontier Initiative (WIFI) aims to create socially and
economically-empowered women through ICT-enabled
entrepreneurship, and to enhance the knowledge and skills of
women entrepreneurs in business management and their use
of ICT. The programme also aims to help government leaders
and policymakers develop gender-responsive policies,
programmes and services. WIFI employs a two-track approach:
(a) knowledge enhancement, which includes learning the
concepts and principles of women’s empowerment; the role and
potential of ICT; the links with the SDGs; and planning
and managing a business, and (b) ICT skills enhancement.
This entails use of ICT and applications in various business
functions.

In addition, the WIFI Info Bank knowledge platform shows
where entrepreneurs can find programmes on ICT literacy as
well as business-related tools and applications. WIFI was
launched in June 2016 in Incheon, the Republic of Korea.
Partners from government and civil society showed how the
programme could benefit current and aspiring women
entrepreneurs in Cambodia, Pakistan, the Philippines, Sri
Lanka and Tajikistan. Technology companies including Google,
Microsoft and Intel also backed the WIFI project. Subsequently,
WIFI was launched at the national level in Sri Lanka in
partnership with the Information and Communication
Technology agency and the Ministry of Women and Child
Affairs. The launch was followed by training of trainers and
community workshops in two districts that were severely
affected by the civil war.

Source: ESCAP-APCICT, 2016, Women and ICT Frontier Initiative. Available
at http://www.unapcict.org/wifi and http://wifiinfobank.unapcict.org.
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● Ensuring the provision of accessible
and affordable quality childcare
services;

● Promoting gender equality in
accessing education and technical
and vocational training at all levels,
including ensuring relevance and
quality of the school curricula.

For women-led MSMEs, improvement
of the broader environment will mean
focusing policies and financing beyond
supporting retail and artisanal
entrepreneurial activities in order to
build capacity for growth and
innovation, and to drive women-owned
businesses to a higher level of revenue
potential. This also requires identifying
training and development programmes
for women-owned businesses beyond
the traditional sector of retail/social
services/consumer services, and
providing technology and advanced
training to launch tech ventures.345

Inclusive finance will help to bridge the
gender gap. Eighty per cent of women-
owned businesses with credit needs are
either unserved or underserved – there
is a US$ 1.7 trillion financing gap.346

Women entrepreneurs, particularly
those from rural poor communities, are
often disadvantaged in expanding their
businesses as they lack land deeds
and/or collateral needed to access
formal sources of credit. Evidence
shows that women are stronger savers
than men, more responsible borrowers
and calculated risk-takers.347

Formal associations and professional
societies are also agents of change that
can act to improve the business
environment for women as well as aid
Governments in formulating better
policies. Women entrepreneurs,
however, are generally under-
represented in business associations
and other fora. To appropriately

leverage the abilities of these civil society and private sector
players, Governments should seek to:

● Institutionalize engagement between women entrepreneurs
and Governments in developing relevant policies and
regulations;

● Support the development of women-based entrepreneur
associations and include these in all relevant policy,
programme and budgetary consultation processes;

● Support stronger representation of women entrepreneurs in
broad-based business associations and networks;

● Increase the participation of women entrepreneurs in
promotional and marketing opportunities such as trade fairs
and international trade missions;

● Facilitate access by women to networking and mentoring
opportunities as well as participation in business cluster and
incubator initiatives.

As with many areas of policymaking, data gaps can mean that
forming an adequate picture of the state of women’s
entrepreneurship is challenging. Addressing gaps in the
availability of up-to-date and reliable statistics on women’s
entrepreneurship is part of a wider need to develop reliable
gender statistics. Critical to progress in this regard is the
relationship between National Statistics Offices, women’s civil
society organizations (including women entrepreneurs’
associations), and academic and other research institutions.
Increased availability of statistics on women’s entrepreneurship,
including through national population censuses (which capture
informal entrepreneurship better) and time-use studies will help
to inform relevant policymaking. One particular area for attention
is the number, growth and failure rates of women-owned start-
ups and small businesses.348

There are many valuable resources online that provide further
perspective and actionable strategies on improving women’s
participation and success in MSME ventures, such as:

● ‘Women Entrepreneurs: An Action Plan to Build Back Better’,
developed by ITC, is a plan that supports policymakers,
business and women’s economic empowerment networks to
identify key trends and potential scenarios for women in
trade. It presents nine actions that Governments, corporations
and the global community can take to unlock women’s
entrepreneurship. They include strategies to boost women’s
participation in corporate and government procurement
markets, devise financing and business support options that

345 Brush and Greene, 2017, Closing the Gender Gap in Entrepreneurship: A New Perspective on Policies and Practices. Report commissioned
by the Organization for Economic Cooperation and Development, Paris.
346 Care International, UK, 2019, “Giving women better access to finance could unlock $330 Billion in annual global revenue”, Business
Fights Poverty.
347 World Economic Forum, 2020, “To improve women’s access to finance, stop asking them for collateral.” Available at https://
www.weforum.org/agenda/2019/06/women-finance-least-developed-countries-collateral/.
348 ESCAP, 2017, Fostering Women’s Entrepreneurship in ASEAN. Bangkok.
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match the needs of women-led firms, and provide targeted
training to promote resilience and competitiveness;

● The ILO’s Women’s Entrepreneurship Development
programme (ILO-WED) works to empower budding and
existing women entrepreneurs who want to start, run and
expand their businesses and to create conducive conditions
for inclusive, resilient and sustainable economies. It does so
by addressing gender imbalances in enterprise development
in order to scale women entrepreneurs’ contributions to
growth and sustainable development, and to enable their
meaningful participation in entrepreneurship ecosystems;

● The International Center for Research on Women (ICRW)
conducts pioneering research to improve conditions for
women throughout a major corporate supply chain, from
garment factory to retail floor. For example, the ICRW has

produced a study on field-based
assessment of gender-related issues
in select MSME clusters, to identify
challenges and opportunities for
inclusion of women in higher
numbers and at higher levels of
growth in the MSME sector;

● ESCAP’s Catalyzing Women’s
Entrepreneurship programme aims
to advance women entrepreneurship
and market participation in the
Asia-Pacific region, resulting in
poverty reduction, improved
livelihoods and economic growth.
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Chapter XIV

Social enterprises

The fundamental idea behind social enterprise is that it starts
because of the existence of a social problem that the traditional
market system cannot solve. The social enterprise may or may not
be profitable, but it has to be financially sustainable. A social
enterprise’s main purpose is to promote, encourage and bring
about social change. Social enterprises can provide income
generation opportunities that meet the basic needs of people who
live in poverty. Social enterprise is increasingly acknowledged for
its contribution to the creation of economic and social well-being,
and most especially for its capacity to address, in an innovative
way, global and local social challenges. Inclusive entrepreneurship
policies aim to address any market failures that prevent an
individual from setting up and operating a business based on an
aspect of their identity.

This may particularly be the case in more remote areas where the
central Government has reduced its reach. This chapter reviews
the definitions and concepts of social enterprises, outlines the
landscape across selected countries in Asia, and discusses
challenges to scaling as faced by social enterprises.

A. Defining social enterprise

A social enterprise is a business that exists specifically to make
money and a positive social impact at the same time, and can
be for-profit or not-for-profit. An inclusive business is a specific
type of social enterprise – a for-profit business that uses its
value chain to raise people out of poverty. While it has all the
characteristics of a social enterprise, it also brings a focus on low-
income communities and is often centred around agriculture. The
ASEAN definition of inclusive business is described in box XIV.1.

According to the ADB, social enterprises can be segmented,
based on the three criteria – social impact, financial viability, and
bankability – and aimed at the bottom of the pyramid (BOP),
referring to the poorest two-thirds of the economic human
pyramid.349 These three criteria can be described as follows:

● Social impact. This can be defined as the net effect of an
activity on a community and the well-being of individuals and

349 ADB, 2017, Are Social Enterprises the Inclusive Businesses of Tomorrow?
Development Banks’ Perspective.
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families. Social impact created by
social enterprises is a convergence
of job creation, increased access to
goods and services, improvement of
household income, and overall
improvement in the quality of life
for the marginalized sectors and
low-income population. This impact
can be measured at the individual
enterprise level, the national and/or
society level, and an intermediary
level;

● Financial viability. This measures
the current (or future) ability of the
organization to fund its operations
through the revenue it generates. It
determines if the organization is
(will) perpetually (be) reliant on
grants;

● Bankability. This assesses the
ability of the organization to
achieve financial returns to the
investor. It is important to assess
bankability from the perspective of
development banks, which often
require generating income from
their investments.

Further, social enterprises can be primarily classified into four
categories. Based on the above parameters, social enterprises can
be segmented into the following four categories:350

● Partly commercial non-government organization (NGO). These
social enterprise organizations are very similar to NGOs,
which exist primarily to serve the needs of a particular
community. Their solutions are usually limited to the local
community in scale. Such organizations do have some
activities that generate revenues. However, these may or may
not be the same as the ones that create impact. For example,
an organization that provides free health checkups for the
low-income population, but generates revenues from selling
merchandise and accessing government aid, is a partly
commercial NGO;

● Small social enterprise. Operations of such organizations are
able to generate sufficient revenues to cover their cost of
operation. The revenue generation model may or may not be
central to the impact model. Since such organizations do not
have sufficient operational margins, they are not bankable.
For example, an organization that conducts health checkups
for the low-income population by charging them a nominal
amount just enough to cover its cost of operations is a small
social enterprise;

● Established social enterprise. Such an enterprise is one that
usually creates an innovative solution to the problems of the
vulnerable sectors (including the low-income population) in

Box XIV.1
Inclusive business

Inclusive businesses (IBs) are defined as providers of goods, services and livelihoods on a commercially viable
basis, either at scale or scalable, to people at the base of the economic pyramid (BOP), making them part
of the value chain of a business as suppliers, distributors, retailers or customers. Awareness of the potential
of IBs to contribute to poverty reduction and inclusive and sustainable economic growth is increasing in
the region. Governments have an important role to play in scaling up IB through the development and
implementation of enabling environments for the development of inclusive business models. Recent policy
reforms in Asia show a strong political will to spur inclusive growth and improve the lives of the poor and
low-income population.

In 2017, the leaders of ASEAN acknowledged the strong support for inclusive business by its member States
and called for greater emphasis on creating an enabling environment for inclusive business in ASEAN, among
others, through conducive rules and regulations. Evidence that inclusive business policies work emerged from
the Philippines. In 2018, the first full year of implementation of the policy, five projects were approved
that targeted the sourcing of US$ 5 million worth of goods and services from the BOP and the direct hiring
of at least 185 and engagement of more than 1,000 individuals, at least 30 per cent of whom were women,
from the marginalized sectors.

Source: Creating and Enabling Policy Environment for Inclusive Business: The ASEAN Experience. Available at https://www.
inclusivebusiness.net/clued-in/theme-magazine-featured-story/creating-enabling-policy-environment-inclusive-business.

350 G20 Inclusive Business Framework. G20 Development Working Group, 2015.
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a manner that is financially viable. This type of organization
has reached scale. It generates only modest profits, most of
which are ploughed back into the operations, and therefore
are not bankable. An example is an organization that
conducts health checkups for the low-income population in
a manner that is financially viable and is able to scale-up
using partnerships with already existing government
dispensaries;

● Leading social enterprise (potential inclusive business). Such
an enterprise has a business model that integrates the BOP
into it. The model is scaleable and generates profits. The
profits are split between reinvestment and shareholders.
These organizations are bankable, although they often require
considerable technical assistance and hand-holding to
improve their business models. For example, an organization
that leverages technology, conducts tele-health checkups (to
reduce cost) for the low-income population by charging them
a nominal amount, and is able to scale using already existing
government dispensaries.

B. Social enterprise in the Asia-Pacific region: Some
examples

Social enterprise can be promoted by a Government as a means
of achieving better social outcomes without heavy-handed
government intervention. Social entrepreneurs are often highly
motivated by not only the prospect of profitability, but also by
achieving social outcomes that build pride in local communities.
Many social entrepreneurs are young, and have stepped up to
develop financially self-sustaining solutions to address social and
environmental challenges in their communities. These leaders
operate across the public, private and third sectors, and balance
the imperative of creating social impact with the need for
financial sustainability. Although the idea that business can and
should play a positive role in the community has deep roots in
many ESCAP member States, the contemporary social enterprise
business model is less well-established.

In Malaysia, for example, high levels of economic development
and a large, well-educated, socially conscious middle class have
fuelled a well-developed social enterprise sector. Enterprises
receive strong support, and a number of organizations exist
throughout the country that are dedicated to supporting social
entrepreneurs and their businesses, many of which receive
government support and funding. However, similar to other
countries in the region, there are no specific legal provisions for
social enterprise in Malaysia, and those wishing to set up such
a business must make sure they are well-informed about the legal
structures available to them under the law. Malaysia recently
produced a Social Enterprise Blueprint 2015-2018 to develop a
social enterprise ecosystem that outlines a variety of policy
measures, including building human capital by including social
entrepreneurship in national education systems. Box XIV.2
provides an example of Malaysian social enterprise.

In the Philippines, social enterprise is
a well-established economic sector, and
is dynamic, vibrant and innovative.
University degrees in social enterprise
are available from some of the leading
Philippine universities, and well-
established formal support networks
prop up the sector and those seeking
to enter it. There is also a drive to
provide significant support for social
enterprises through formal legislation,
with a bill currently being considered
by the Senate which, if passed, would
create a statutory Social Enterprises
Development Council to promote,
expand and develop the social
enterprise sector. Social enterprises
therefore already benefit from a
supportive and beneficial environment,
and appear to have an increasingly
bright future.

Thailand also has experienced some
success with social enterprise, with

Box XIV.2
Generating Opportunities for
Learning Disabled in Malaysia

Generating Opportunities for
Learning Disabled (GOLD) is a
social enterprise set up by the
Association of Learning Disabilities,
District Petaling, Selangor. GOLD’s
aim is to enable people with
learning disabilities to maximize
their potential as contributing
members of society by providing
training in producing a wide range
of merchandise (from cookies to
door gifts). GOLD has been very
successful, but is limited by the
restriction against societies
receiving loans from banks in
Malaysia. In addition, there is a risk
of loss to the business if the board
of trustees of members decides to
remove the current promoters, as
those promoters have no ownership
in the business.

Source: Generating Opportunities for
Learning Disabled. Available at https://
central.mymagic.my/network/frontend/view/
79.
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Governments proving to be very
supportive of this sector since around
2011. Companies that meet the legal
criteria are entitled to a raft of
favourable benefits including, as of
2016, substantial tax exemptions. In
addition, the National Reform Council

is pursuing a number of other initiatives related to social
enterprise, including education, research and funding
programmes. While qualifying as a social enterprise is not
necessarily easy, for those businesses that meet the criteria the
benefits can enable them to grow and fulfil their mission of doing
social good while doing business. The example of the Doi Tung
Development Project in Thailand is provided in box XIV.3.

Box XIV.3
Doi Tung Development Project

The Doi Tung Development Project has transformed a community from its dependence on opium cultivation
and trafficking, into a community that possesses pride and dignity, changed illicit livelihoods into honest
and stable incomes, and converted denuded mountains into green forests. Doi Tung is located in the centre
of the Golden Triangle, which in the past was a leading centre for the production and trafficking of illicit
drugs for the world. The region was made up of denuded mountains, with forests having been destroyed
by slash and burn cultivation. Most villagers in the area were stateless, living in dire poverty without any
basic public amenities, and were uneducated.

Furthermore, the presence of armed militia in the area reduced the safe economic possibilities available
to local populations, with resulting deforestation, opium poppy cultivation, and drugs and sex trafficking
proliferating.

The Doi Tung Development Project therefore took a people-centric development approach and instituted
comprehensive measures that covered health, livelihoods, and education. It also encouraged “a mutual and
sustainable coexistence between man and forest.”

The Doi Tung Development Project has helped to improve the well-being of the people, provide life skills
training and create a stable income for every member of the community through five business units – food
processing, handicrafts, cafés, tourism and agriculture. It has provided an opportunity for the people of Doi
Tung to create products and services for the world with a sense of pride, becoming a true model for
sustainable development.

Source: The Doi Tung Development Project. Available at https://www.doitung.com/en/about.

In 2015, the concept of social enterprise
was introduced into Vietnamese law
and is applicable to businesses that
invest at least 51 per cent of their
profits in accomplishing a registered
social or environmental objective. They
typically operate as either single-
member limited liability companies,
multiple-member limited liability
companies or shareholding companies,
and are entitled to be “considered
for special treatment” in a number of
administrative and regulatory processes.
In addition, being classified as a social
enterprise in Viet Nam can entitle
companies to benefit from a number of
funding options that would otherwise
be unavailable.

In North-East Asia, the Republic of Korea announced its Social
Enterprise Promotion Act in 2007. The Act provides social
entrepreneurs with management consultation and access to
professional services and technical assistance, and even provides
subsidized rentals and reduced taxes. The metropolitan
government of Seoul also opened a Social Economy Support
Centre that acts as an incubator for social enterprises. This
initiative, in tandem with other strategies, resulted in a 353 per
cent growth in the number of social enterprises in Seoul between
2012 and 2015.351

In South-Asia, the Governments of India, Pakistan and
Bangladesh have taken steps to create an innovation ecosystem
to support social enterprises. India’s entrepreneurship policy
framework recognizes the emergence of social enterprise as a
model for addressing social and environmental challenges through
economic business models, and has a focus on social
entrepreneurship education through courses delivered by

351 See https://avpn.asia/2016/06/16/building-a-social-economy-in-asia/.
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universities and academic institutions.352 A key objective of the
Government of Pakistan’s Vision 2025 Plan353 is to promote
innovation and enterprise. To support this objective, the
Government is establishing a Centre for Social Entrepreneurship
to function as an incubator for social enterprises.354

The policy mixes highlighted above include: subsidies and tax
incentives to encourage more social forms of enterprise; the
provision of business support services and physical infrastructure

to development high potential social
enterprises; and a focus on social
enterprise education to develop the
next generation of more socially-minded
entrepreneurs. Alongside the objective
of developing more social forms of
enterprise, the ambition of these
policies is that they will provide a
pipeline of investible opportunities for
impact investors.

352 Government of India, Ministry of Commerce and Industry, Startup India Action Plan, 16 January, 2016.
353 Government of Pakistan, Ministry of Planning, Development and Reform, 2014, Pakistan Vision 2025.
354 See http://www.pid.gov.pk/?p=15088.
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Conclusion

The MSME policy space is complex. It comprises framework conditions, broad policies that impact MSMEs
and specific targeted policies. These areas often cut across the boundaries of ministries and government
agencies as well as across levels of government. Since MSMEs are often embedded in local eco-systems,
which represent their primary source of knowledge, skills, finance, business opportunities and networks,
it is also important to consider factors affecting framework conditions at the local level, how policies
developed at the national level are tailored to local conditions as well as how they coordinate with policies
that are shaped at the regional or national level. The institutional and regulatory framework for MSME
policymaking should call on Governments to take into account the costs and benefits of new legislation
for MSMEs in the initial phase of policy development. Therefore, rules and regulations that have an impact
on the private sector need to be revised with consideration for the needs of MSMEs.

The establishment of MSME support agencies and programmes need to go in parallel with efforts to improve
the policy, legal and regulatory environment in which MSMEs operate. This implies simplifying regulations
and administrative procedures for business start-ups, and the development and enacting of new legislation
to deal with gaps or inconsistencies in business laws. Evidence from UNCTAD shows that improving such
an environment may be more beneficial for MSME development than specific support programmes.355

A comprehensive and coherent MSME policy framework has various direct benefits for MSMEs – more secure
business operations, less unfair competition, enhanced productivity, and more investment in research and
development and in human resources.356 Indirect benefits for MSMEs and the economy as a whole include:
(a) the realization of MSMEs’ economic potential; (b) a better business environment that benefits the entire
business population regardless of size; (c) improved skills for the working population; and (d) better policies
and practices at the national, regional and local levels.357 An adequate regulatory framework thus helps
MSMEs to realize their innovative and competitive potential. Furthermore, policy strategies should take into
account the changes in regulations, markets and technologies that occur across borders and which may
affect MSMEs’ opportunities and performance. As the SDGs are country obligations, policymakers must also
consider how to both support and leverage MSMEs in contributing to the achievement of the SDGs.

A particular strength of MSMEs is their ability to innovate, and this may come about not necessarily through
any given MSME or type of MSME, but rather by the fact that new MSMEs are constantly being created,
trying new markets and models, and either succeeding or failing and exiting the market. MSMEs are the
key place for fostering entrepreneurship and where there is great scope for experimentation and innovation,
as opposed to larger businesses with established modes of operation. This openness and flexibility towards
new knowledge has been a crucial driver of economic development around the world, including the Asia-
Pacific region. One message emphasized in this Guidebook is that the Asia-Pacific countries can and should
do more to develop innovations in the MSME sector. MSMEs’ help in the development of entrepreneurship,
the creation of employment opportunities and social empowerment – particularly for women – as well as
the expansion of trade and, above all, income generation. All of these factors raise the standards of living
for a nation as a whole. Adaptability, resilience and the ability to manufacture and render services with a
high degree of flexibility and cost-effectiveness make MSMEs a vital force in today’s global economy.

Within this context, it is imperative that government officials recognize the following critical factors:

● The need for reduction of entry barriers and costs facing new business;

● The importance of cash flow to MSMEs – the major reason most new and small businesses fail is
not a lack of profits but a lack of cash;

355 UNCTAD, 2005, How to build and effective policy framework for SMEs: A developing countries’ perspective. Available at http://
www.business-environment.org/dyn/be/docs/86/Session4.3KrylovaDoc.pdf.
356 European Commission, 2007, Models to Reduce the Disproportionate Regulatory Burden on SMEs, Expert Group Report. Brussels.
Available at http://ec.europa.eu/growth/content/models-reduce-disproportionate-regulatory-burden-smes-0_en.
357 Ibid.
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● The strengthening of entrepreneurship through training and education;

● The strengthening of networking and information dissemination – a lack of networks and information
hinders effective deployment of technology and business development services as well as
collaboration with other firms.

A. Constraints on MSME development, and policy guidance

This section recapitulates some of the major ideas and suggestions for expanding and sustaining MSMEs.

The comprehensive review in this publication of the MSME policies and programmes in Asia and the Pacific
demonstrates the fact that the nations of the Asia-Pacific region appreciate the importance of MSME
development. In many of the countries in the region, the MSME sector faces numerous threats and
challenges that necessitate a proactive approach by policymakers. National Governments and various
stakeholders in charge of policy planning would do well to recognize not only the threats and challenges,
but also the changing needs of MSMEs.

MSMEs in the Asia-Pacific region typically face the following constraints:

(a) The absence of a user-friendly enabling environment;

(b) A lack of an adequate and modern infrastructure;

(c) “Shy” entrepreneurship, i.e., a lack of confidence and a high level of risk aversion in exploiting
opportunities;

(d) Inequality for women entrepreneurs;

(e) Inadequate and/or expensive access to financing;

(f) Obsolete technology;

(g) A lack of R&D and innovation facilities, and commercialization thereof;

(h) The absence of marketing support and information;

(i) Inadequate input of BDS; and

(j) Poor institutional networking, which bars access to GSCs and integration of MSMEs into international
markets.

To address these constraints, a general implementation of MSME policies in the Asia-Pacific countries
should include the following considerations:

● The macroeconomic environment affecting MSMEs must be considered in policymaking, as larger
firms usually have more influence on decision-makers. Monetary and fiscal policies, trade conditions
and other broad economic parameters, therefore, must also be effectively managed with MSMEs
in mind;

● A comprehensive MSME development policy package addressing the problems, needs and prospects
of MSME development for the domestic, regional and global markets must have feedback
mechanisms that reflect the dynamic environment in which MSMEs operate, so that policymakers
can be proactive in anticipating and tackling MSME issues;

● Major topics for a comprehensive policy include: (a) general entrepreneurship development;
(b) development of female entrepreneurship; (c) rural enterprises; (d) enhancing competitiveness;
(e) providing sound infrastructure and a business enabling environment; (f) financing MSMEs;
(g) delivering access to technology; (h) R&D and innovations; (i) creating business development
services; and (j) developing opportunities for global integration;

● Without addressing the informality of MSMEs, many of the policies considered throughout this
Guidebook will be less successful or harder to implement. Supporting MSMEs to formalize will
enable the establishment of more effective government programmes addressing MSME issues, better
outcomes for social inclusion, taxation as well as enable better data-gathering that can feed back
into better policies;
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● Access to finance for MSMEs is always an ongoing and important issue. There are new technologies
(fintech) that are rapidly changing this space, and will require new approaches from policymakers
in order to take full advantage of this emerging financial infrastructure;

● Building a strong base of entrepreneurship, and providing support to make the MSME sector
competitive in the regional and global markets, should be the central theme of the SME development
agenda. The private sector should be involved as partners in policymaking and the implementation
of programmes;

● While green economy was an important consideration even at publication of the first edition of this
Guidebook in 2012, it has grown in importance, and consumers continue to demand more from
businesses regarding sustainability and commitment to environmental causes. Governments must
tread carefully in supporting the greening of MSMEs without burdening them with unmanageable
regulation.

B. Final thoughts

This publication has attempted to develop policy guidelines that will assist policymakers, practitioners,
support institutions, chambers of commerce and associations in their efforts towards MSME development.
These guidelines are based on regional (and global) best practices and the vast field of experience among
the researchers, contributors and authors involved in their preparation. In addition, the United Nations
Economic and Social Commission for Asia and the Pacific has played an essential role in guiding and
supporting this effort.

This Guidebook is not a substitute for local knowledge; rather, it is aimed at complementing such knowledge.
Each sovereign country has developed its own policy frameworks, institutions and linkages with MSMEs
and entrepreneurs. A single policy guideline cannot fit all. Thus, individual countries and their institutions
must assess the status of their MSMEs, level of enterprise, culture, ethos and needs before addressing
the emerging issues. Based on this assessment, each nation can develop a plan of action most suited to
its particular situation that will enable it to address the requirements of its MSMEs and entrepreneurs.
Naturally, consultations with experts, MSME leaders and other stakeholders are a prerequisite before
finalizing any plan that might involve policy changes, reorientation of officials, capacity-building of delivery
organizations and encouragement of public-private partnerships. The long-term objectives of all the countries
in the Asia-Pacific region are clear – to build the capacity of MSMEs, enhance their competitiveness, attain
global integration and be partners for progress in economic development, employment generation and the
well-being of the population of their countries.
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Appendix
Global, regional and subregional cooperation platforms and organizations working on MSME issues

A. Global agencies and platforms working on MSMEs

Organization Description/areas of involvement with MSMEs Examples of current MSME-related activities

International Chamber of ICC is taking action to ensure that MSMEs worldwide have good
Commerce (ICC) tools and access to capital.

International Labour ILO provide principally advisory services on MSME policies.
Organization (ILO)

International Finance IFC, through its programmes, promotes reforms that support and
Corporation (IFC) allow private sector development to flourish. It provides investment

and advisory services to MSMEs in about 80 countries and focuses
on every phase of MSME development – investment-climate reform,
building management skills, access to finance and access to
markets.

International Monetary Fund Through its publications, the IMF contributes to identifying the
(IMF) constraints and policies most likely to influence MSMEs’ access to

finance and the main priorities for closing the financial inclusion
gap for MSMEs.

ICC TRADE NOW connects SMEs with providers of financing
services.

The CCI Entrepreneurship Center gives learners the skills they need
to become entrepreneurs.

ICC launched a Save Our SMEs (SOS) website that calls on
Governments, private sector leaders and international institutions
to ensure the continued viability of MSMEs.

The ILO’s Small and Medium Enterprises Unit seeks to unlock the
potential of creating more and better jobs in small businesses. The
unit’s work focuses on four key areas – entrepreneurship and
management skills, access to markets, enabling environment for
sustainable enterprises, and productivity and working conditions.358

IFC’s MSME investment and advisory portfolio extends across six
regions globally, with a focus on assisting MSME development in
low-income and frontier countries.

IFC provides policy recommendations and financing, including
through the SME Finance Fund, to increase access to finance by
MSMEs in a sustainable and scaleable manner and in supporting
efforts to promote the spread of new modes of financial service
delivery.359

IMF analysis shows that economic fundamentals and financial
sector characteristics, such as macroeconomic stability, limited
public sector size (to avoid crowding out MSME access to credit),
financial sector soundness, a competitive banking system and,
more broadly, a competitive and open economy are important
factors to boost MSME access to finance.360

358 For more information, visit the ILO website at https://www.ilo.org/global/topics/employment-promotion/small-enterprises/lang—en/index.htm.
359 For more information, visit the IFC website at https://www.ifc.org/wps/wcm/connect/corp_ext_content/ifc_external_corporate_site/home.
360 For more information, visit the IMF website at https://www.imf.org/en/Home.
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International Trade Center (ITC) ITC focuses on trade promotion, which encompasses MSMEs. It has
also developed new competencies in specific specialized aspects of
trade policy and regulation in areas related to business advocacy
and business participation in the trading system.

Organization for Economic The OECD provides data and analysis to develop policies that foster
Co-operation and MSMEs and entrepreneurship, and facilitate sustainable growth,
Development (OECD) competitiveness and the creation of skilled jobs. It covers six main

areas of work – MSME productivity, financing MSMEs, MSME
digitalization, entrepreneurship, G20 and SMEs.

The United Nations Conference While UNCTAD works mainly with Governments, to effectively deal
on Trade and Development with the magnitude and complexity of meeting the Sustainable
(UNCTAD) Development Goals, it believes that partnerships and closer

cooperation with the private sector and civil society are essential.

United Nations Industrial The mission of UNIDO is to promote and accelerate inclusive and
Development Organization sustainable industrial development (ISID) in Member States.
(UNIDO)

Organization Description/areas of involvement with MSMEs Examples of current MSME-related activities
The Joint Integrated Technical Assistance Programme (JITAP)
through which UNCTAD, WTO and ITC provide Trade-Related
Technical Assistance (TRTA) to selected LDCs and African
countries, mainly focusing on building their capacity to participate
in the multilateral trading system.361

The OECD hosts forums to discuss MSME issues, such as the
2018 SME Ministerial Meeting.362

The OECD also has an active research series on SMEs and
Entrepreneurship, the OECD Studies on SMEs and
Entrepreneurship.363 This series covers not only OECD States, it
also investigates policy in developing economies, such as recent
studies on Viet Nam (2021) and Indonesia (2018).

UNCTAD’s EMPRETEC is a flagship capacity-building programme
for the promotion of entrepreneurship and MSMEs to facilitate
sustainable development and inclusive growth.

UNCTAD’s ISAR Corporate Transparency Accounting is the
Intergovernmental Working Group of Experts on International
Standards of Accounting and Reporting that assists developing
countries and economies in transition in the implementation of
best practices for accounting and corporate governance.

The UNCTAD Insurance Programme assists developing countries
and countries with economies in transition to set up insurance
capacity, competitive and well-regulated insurance markets and
human resources development.

Under UNCTAD’s Business Facilitation Programme, the agency
provides a number of online tools and suggested policies to
improve the business, investment and trade climate.364

UNIDO’s Business, Investment and Technology Services Branch
(BIT) supports capacity-building initiatives, partnerships, and the
sharing of knowledge and best practices to promote private sector
development in manufacturing industries. Particular emphasis is
placed on improving the competitiveness of enterprises, mobilizing
investments, and facilitating access to appropriate technologies.365

361 For more information, visit the ITC website available at https://www.intracen.org/itc/about/.
362 For more information, visit the OECD website at https://www.oecd-ilibrary.org/economics/2018-oecd-ministerial-conference-on-smes_90c8823c-en.
363 See https://www.oecd-ilibrary.org/industry-and-services/oecd-studies-on-smes-and-entrepreneurship_20780990.
364 For more information, visit the UNCTAD website at https://unctad.org.
365 For more information, visit the BIT website at https://www.unido.org/resources/publications/publications-type/working-papers/bit-technical-working-papers.
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World Bank A key area of the World Bank Group’s work is to improve MSMEs’
access to finance and find innovative solutions to unlock funds.

World Trade Organization (WTO) The WTO is the only international organization dealing with the
global rules of trade. Its main function is to ensure that trade flows
as smoothly, predictably and freely as possible.

Organization Description/areas of involvement with MSMEs Examples of current MSME-related activities
The World Bank finance sector assessments to determine areas of
improvement in regulatory and policy aspects, enabling increased
responsible MSME access to finance (MSME Lines of Credit,
Partial Credit Guarantee Schemes, Early-Stage Innovation Finance
(see box III.6 above).

It Improves credit infrastructure, which can lead to greater MSME
access to finance. It Introduces innovation in MSME finance such
as e-lending platforms, use of alternative data for credit
decisioning, e-invoicing, e-factoring and supply chain financing. It
provides policies, analytical work and other Advisory Services in
support of MSME finance activities. Finally, it supports Women-
Owned SMEs.

WTO initiatives include an Informal Working Group on MSMEs
launched at the Eleventh Ministerial Conference in December
2017, which aims to identify and address obstacles to MSME
participation in international trade. It currently consists of 91 WTO
members and is open to all members. A Global Trade Helpdesk
online platform simplifies market research for companies,
especially MSMEs, by integrating trade and business information
into a single online portal. A Working Group on Trade, Debt and
Finance looks into how trade-related measures can contribute to
solving the problems of debt faced by developing countries and
how to improve the availability of trade finance, notably for
MSMEs. On Intellectual property, WTO members exchange
information about their policies aimed at supporting MSME
creativity, inventiveness and investments in research and
technology.366

366 For more information, visit the WTO website at https://www.wto.org/english/tratop_e/msmesandtra_e/msmesandtra_e.htm.
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B. Regional and subregional organizations and platforms working on MSMEs

Organization Description/areas of involvement with MSMEs Examples of current MSME-related activities

Asian Development Bank (ADB) The ADB produces a number of publications, projects and reports
dealing with MSMEs issues, such as infrastructure support, access
to finance, technologies development and MSMEs policy
frameworks. It also organizes events with government authorities,
financial authorities and business associations to discuss about
MSMEs development and access to finance.

Asian Infrastructure Investment The Asian Infrastructure Investment Bank (AIIB) is a multilateral
Bank (AIIB) development bank with a mission to improve social and economic

outcomes in Asia.

Association of South-East Asian ASEAN is dedicated to preparing ASEAN MSMEs to build
Nations (ASEAN) immunities from disruptive technologies and embrace the

opportunities to advance towards a Digital ASEAN through
collaborative interventions.

Asia-Pacific Economic APEC calls for economies to intensify cooperation, further promote
Community (APEC) market access, embrace the digital economy and address

challenges for small businesses to go digital.

The Eurasian Economic Union The Commission of the Eurasian Economic Union ensures free
(EEU) movement of goods, services, labour and capital between States

by providing policies.

The United Nations Capital The United Nations Capital Development Fund (UNCDF) makes
Development Fund (UNCDF) public and private finance work for the poor in the world’s

47 LDCs. UNCDF offers “last mile” finance models that unlock
public and private resources, especially at the domestic level,
to reduce poverty and support local economic development.

ADB created the Asia Small and Medium-Sized Enterprise Monitor
as key resource for policy makers working on MSMEs development
in Asia and the Pacific. Volume 1 of the Monitor provides data and
analysis on MSMEs issues and opportunities, volume 2 deals with
the impact of COVID-19 on MSMEs in Asia, volume 3 concerns
the financial technology loans and volume 4 focuses on MSMEs
development and access to finance. The 2020 Launch Seminar for
this product exposed the lessons learned from the ASM in
accelerating MSMEs dynamics for revitalizing national
economies.367

The AIIB has provided Kyrgyzstan loan support to help address the
urgent liquidity pressures faced by its MSMEs as a result of the
COVID-19 pandemic.

In April 2020, ASEAN Leaders convened the Special ASEAN
Summit on Coronavirus Disease 2019 (COVID-19). In June 2020,
ASEAN kicked off the “Go Digital ASEAN” initiative.368

APEC’s Small and Medium Enterprises Working Group (SMEWG)
works to encourage the development of MSMEs and to build their
capacity to engage in international trade.369 SMEWG strategic plan
address critical issues on the growth of MSMEs in the APEC
region.

A project office has been set up to support agricultural projects
that are promising and beneficial to the business of the Union
States, including MSMEs, in order to attract investments from
international financial institutions in the projects.

367 For more information, visit the ADB website at https://www.adb.org/news/msmes-key-southeast-asias-post-covid-19-recovery-adb.
368 For more information, visit the ASEAN website at https://asean.org/empowering-micro-small-medium-enterprise-towards-digital-asean/.
369 For more information, visit the APEC website at https://www.apec.org/Press/News-Releases/2020/1023_SME.
370 For more information, visit the UNCDF website at https://www.uncdf.org/sme-survey/country-snapshot-bangladesh.

In the area of MSME financing, UNCDF in collaboration with
ESCAP launched an Innovation Fund on digital solutions for
MSMEs in Asia-Pacific.

Current UNCDF work also addresses the COVID-19 pandemic that
has had an unprecedented impact on LDCs.370
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371 For more information, visit the GIZ website at https://www.giz.de/expertise/html/59974.html.
372 For more information, visit the GIZ projects websites at https://www.giz.de/en/worldwide/23514.htm as well as https://www.giz.de/en/worldwide/82045.html and https://www.giz.de/en/worldwide/70630.html,
https://www.giz.de/en/worldwide/33477.html.
373 For more information, visit the USAID website at https://www.usaid.gov/vietnam/improving-business-environment.
374 For more information, visit the JETRO website at https://www.jetro.go.jp/en/.
375 For more information, visit the JICA website at https://www.jica.go.jp/english/index.html.

C. Bilateral technical assistance schemes and programmes on MSME development

Organization Description/areas of involvement with MSMEs Examples of current MSME-related activities

The Deutsche Gesellschaft für It provides services in the field of international development
Internationale Zusammenarbeit cooperation. It strengthens MSMEs, promotes business relations,
(GIZ) including those with medium-sized and large international

companies, and assists firms in the developing countries in
complying with social and environmental standards.371

The United States Agency for The United States Agency for International Development through
International Development its Economic Growth and Trade initiative works to address poverty
(USAID) globally.

Japan External Trade JETRO is a government-related organization promoting trade and
Organization (JETRO) investment between Japan and other countries. In the 21st century,

the organization focuses on facilitating foreign direct investment in
Japan and helping Japanese SMEs to maximize their export
potential.

Japan International Cooperation JICA promotes international cooperation and Japan’s socio-
Agency (JICA) economic development by fostering economic growth and stability

in developing countries. It provides effective support for the
development of MSMEs by recommending policies, promoting trade
and investment, enhancing the competitiveness of local enterprises
and assisting local economies and industries.

GIZ has a number of MSME projects in the Asia- Pacific,
particularly in Sri Lanka, ASEAN, Southern Lao PDR and
Bangladesh.372

USAID has helped to mobilize up to $2.3 billion in private
financing for more than 100,000 entrepreneurs around the world
over the past 12 years, through USAID’s Development Credit
Authority, which uses partial credit guarantees to mobilize local
financing and encourage private lenders to extend financing to new
sectors and regions.

The USAID Linkages for SMEs (LinkSME) project aims to
strengthen the supplier-buyer relationships between Vietnamese
SMEs and foreign firms.373

JETRO supports the development of sales channels for Japanese
MSMEs in overseas markets. It facilitates trade negotiations, the
use of cross-border e-commerce, the development of border
markets as well as the use of intellectual property, and provides
MSMEs individual support through the framework of Japan’s
“Consortium for New Export Nation.”374

In 2020, JICA signed an investment commitment agreement for
the “COVID-19 Emerging and Frontier Markets MSME Support
Fund” to provide loans to microfinance institutions (MFIs) in
developing countries. In the same year, the agency established a
technical cooperation project for the establishment of a credit risk
database (CRD) with the National Bank of the Philippines to help
local MSMEs accessing finance.375
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