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EXECUTIVE SUMMARY 

    
    

    

Small and Medium Enterprises (SMEs) accounted for 95-99% of business entities in the South East 

Asian region. The success of economic development and integration in this area relies mostly on 

these SMEs. However, SMEs are relatively weak in competitiveness compared to large business 

players in the Global Value Chains (GVCs) resulting in obstacles towards internationalization of 

SMEs into the GVCs. To advance SMEs internationalization, the Government of Indonesia (GoI) 

through Ministry of Trade in cooperation with the Standing Committee for Economic and 

Commercial Cooperation of the Organization of Islamic Cooperation (COMCEC-OIC) and the 

Development Bank of Turkey, conducted a joint cooperative project entitled SMEs in the 

Borderless Era; Shaping Opportunity in the Global Value Chains (SMEs in GVCs Study). 

 

SMEs in GVCs Study project is expected to map the elements of path that should or generally 

followed by SMEs towards GVCs, and also policy ideas that could be implemented by OIC member 

countries particularly those in the South East Asian region (Indonesia, Malaysia, and Brunei 

Darussalam) to improve trade facilitating, financing, and promotion in anticipating international 

trade. The first literature review in this study however found that there is no clear theoretical 

border yet between trade facilitation, financing, and promoting since facilitation for SMEs cannot 

be exclusively separated from financing and promoting. Instead, there are 3(three) main elements 

of SMEs journey to GVCs; 1) skill building, 2) local/industry competitiveness, and 3) national 

competitiveness, which have theoretical bases to draw clear difference between SMEs facilitation, 

promotion, and financing. The three flow consecutively with technological and national policy 

support to eventually advance towards entry to GVCs. 

 

To further the analysis, 3(three) theoretical models best fit with the aforementioned 3(three) 

elements; 1) Layers of Skills Building, 2) the French competitiveness clusters, and 3) the Porter 

Diamond were consolidated and produced the 8(eight) nodes towards SMEs entry to GVCs (the 

8(eight) Nodes Model) which contains the following elements: 

1. Skills to enhance SMEs’ performance 

What kind of skill/s is/are deemed necessary to enhance SMEs’ performance? 

2. Developing the skills 

What programs have been run to develop those skills above? 

3. Generating the Entrepreneurs 

How the program/s generates new entrepreneur/s and develops the existing one/s?  

4. Networking of SMEs 

Is there any network or cooperation among these entrepreneurs in the business? 

5. IPR 

How Intellectual property rights (IPR) is promoted in the country especially within the SMEs 

Context? 

6. Domestic Resources 

Have there been any set standard for product or raw material used by SMEs?  Any “hit” 

product/s able to pike the global market? 

7. IT Utilization 

How far have the SMEs been utilizing technology/ies to run its business; within its 

administration, promotion, production, or perhaps the product is technology itself? 

8. Towards GVCs 

What are government strategies in supporting SMEs toward entry to GVC?  
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The answers to the 8(eight) questions above obtained from country visit and three case studies on 

furniture in Indonesia, halal products in Brunei Darussalam, and electronics in Malaysia were then 

compared and consolidated to reveal the distinction between trade facilitating, promoting, and 

financing. Facilitation of SMEs is basically job creation. It prepares human resource in its broadest 

sense on both sides of demand and supply with skills and attitude as demanded by the jobs and 

the markets for the jobs themselves. On SME promotion, it should be noted that GVCs seek 

competitiveness beyond mere market and, SMEs promotion nowadays have more space for local 

natural, cultural, and even historical endowments to function not only as means of promotion, but 

also distinct competitiveness. Finally, SMEs financing talks more about a classic problem faced by 

any business. SMEs financing is a balance between philanthropy and the need to shape strong 

business agents through combination of financial and non-financial assets. 
 

The consolidated 8(eight) nodes model used in the study, complemented with lessons learned 

from case studies, were further scrutinized in the workshop “SMEs in the Borderless Era, Shaping 

Opportunity in the Global Value Chain” held in Jakarta, 01–02 October 2014 through three 

discussion panels; Facilitating, Financing, and Promoting of SMEs. The discussion terms of 

reference for each panel were based on the clues towards SMEs facilitation, promotion, and 

financing as revealed in the previous part of the study. All together has produced policy 

recommendations in a more strategic context enabling OIC member countries to derive more 

technical programs as to the actual conditions of their countries, as follows:  

 

SMEs Facilitation 

• Human capital investment conducted professionally and sustainably through formal education 

as well as practical trainings with focus on both behavioral and vocational skills including 

Information Technology skills needed in running SMEs. 

• Channeling SMEs collaboration with local and foreign government, business entities, academic 

institutions, and also community groups. 

• Development of simple and business friendly regulations related especially to labor law and 

export/import to support SMEs' cooperation with global counterparts. 

• Research on IPR forms which are relevant and can provide direct benefits for most SMEs, and 

simplification of the IPRs administration process to enable better access for the SMEs to utilize 

IPRs as investment pull factor and as business tool. 

• Development of statistics and data bases portal of SMEs in OIC members to support planning, 

organizing, directing, controlling, and monitoring-evaluation of any national programs aimed 

to develop SMEs. 

• Exploration and utilization of domestically available unique resources in compliance with 

national and global standard, and complemented by regulations on local content, supported 

by testing facilities, and license granting for SMEs.  

 

SMEs Promotion 

• Special reform on trade scheme in cooperation with regional and global as well as bilateral 

trade schemes and other cross national networks starting from the closest or most imminent 

captive market possibly reached, custom harmonization, and enhancement of people mobility 

among OIC members to overcome marketing difficulties faced by SMEs product to enter 

GVCs. 

• Optimization of OIC countries' MNCs, trading houses, and trade attachés abroad as pull factor 

and outbound marketing agents.  
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• Establishment of domestic exporting hub closer to their geographical clusters of SMEs to help 

market their product abroad. 

• Collaboration of E-Commerce system and network among OIC members to help SMEs to 

market their product timely without high cost and with the security standard to avoid possible 

fraud. 

• Establishment of incorporated trademark for SMEs products to enter the global market. 

 

SMEs Financing 

• Practice of disciplined financial reporting based on generally accepted accounting principles 

(GAAP) for SMEs to ensure that the SMEs can gain self-sufficiency and competitiveness. 

• Provision of Investment Bridging for early stage companies and Facilitated access to financing 

for developed companies who have good business proposals, and or promising ideas, and or 

running high-tech intensive business.  

• Participation of non-bank financial institutions to serve SMEs in regions which are not within 

the reach of conventional banks through offering additional financial product that can benefit 

SMEs and its employees i.e. simple saving and wealth management product to help SMEs 

employees manage their disposable income. 

• Establishment of SMEs credit information and rating as a means for SMEs improvement, 

investment opportunity, monitoring and evaluating at the macro level, and global promotion. 

• Facilitation to embrace Islamic finance as an ideal way to complete the entire Islamic value 

chain to penetrate halal product markets. 

• Development of multilateral financing scheme for special environment (like countries facing 

security problems, insurgencies, war, etc.) to help revolving the economy and to help the 

population in this special environment to get additional and incremental income. 
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Chapter One 

RESEARCH SUMMARY 
 

 

1.1. Background  

 

1.1.1. ASEAN SMEs at a Glance 

Small and Medium Enterprises (SMEs) play a very important role for the economy of South East 

Asian region. Economic Research Institute for ASEAN and East Asia (ERIA) notes in the Association 

of South East Asian Nations (ASEAN) SME Policy Index 2014 that around 95-99% of business 

entities in the region are SMEs. This also shows that the major players who will determine the 

success of economic integration planned upon ASEAN Economic Community (AEC) agenda which is 

due to be effective by 2015 are SMEs. The relatively weak competitiveness of these SMEs 

compared to large business players in the Global Value Chains (GVCs) become the main obstacle 

that should be tackled. Through the government, trade facilitation to help internationalization of 

SMEs into the GVCs is a non negotiable policy agenda. 

 

Internationalizing SMEs through GVCs needs fairly huge efforts related to management and 

financial resources, production and organizational capacities to cope with quality standards, 

innovation and protection over Intellectual Property Rights (IPRs). To spur more SMEs to go 

international, a number of main hurdles can be identified such as lack of capability to identify 

foreign business opportunities, limited access to market and market information, weak financial 

inclusion, and inability to qualify for global consumer standard. 

 

The Standing Committee for Economic and Commercial Cooperation of the Organization of Islamic 

Cooperation (COMCEC-OIC) study in June 2013 entitled Promoting the SMEs Exports in the OIC 

Member Countries showed that in Indonesia, SMEs made up 99% of the entire companies which 

absorbed up to 90% of available workforce in the respective year. Throughout 2008-2009, SMEs in 

Indonesia contributed more than 55% of GDP. The same case applies in Malaysia where in 2012 it 

was recorded that 97.3% of all businesses in there are SMEs which contributed 32.5% of the 

nations GDP in 2011. All of the above facts add to the importance and significance of SMEs role to 

support the South East Asian economy and moreover towards the success of AEC integration in 

2015. 

 

 

1.1.2. SMEs in GVCs Study 

To advance SMEs internationalization, the Government of Indonesia (GoI) through Ministry of 

Trade in cooperation with COMCEC-OIC and the Development Bank of Turkey, conducted a joint 

cooperative project entitled SMEs in the Borderless Era; Shaping Opportunity in the Global Value 

Chains. This project is expected to contribute practical yet comprehensive recommendations for 

OIC member countries in ASEAN (Indonesia, Malaysia, and Brunei Darussalam) especially to 

improve their economic capacity, strength, and resilience in anticipating international trade. This 

project will commence with a study on the development of trade facilitating, financing, and 

promotion in the three countries aforementioned (SMEs in GVCs Study). The result of this study 

will then be brought to a higher level workshop to further evaluate and analyze the findings to 

produce policy recommendations to be implemented in OIC member countries. 
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1.2. Study Objective 

 

1.2.1. General Objectives 

The SMEs in GVCs Study’s main objective is to map the elements of path that should or generally 

followed by SMEs towards GVCs, and also policy ideas that could be implemented by government 

as regulator. The map produced through this study should in turn broken down into modules that 

will become the main ingredients for the SMEs in the Borderless Era; Shaping Opportunity in the 

Global Value Chains Workshop. This workshop is intended not only to sharpen the distinction of 

path between SMEs facilitation, promoting, and financing, but also to improve the study findings, 

and particularly to ignite novel and original ideas on the issue. 

 

 

1.2.2. Specific Objectives 

This study is expected to produce SMEs map towards GVC that can specifically scrutinize the inter-

relation among trade facilitation, financing, and promotion for SMEs as the foundation for policy 

recommendations. 

 

 

1.3. Methodology  

The main approach employed in this study is qualitative with basically descriptive analytical type 

of research. Nevertheless, this study will also attempt two stages synthesize, first to produce 

analytical model, and second to infer policy recommendations. A significant comparative type of 

research will be employed as well to evaluate the three countries involved in this study. 

Confirmatory approach will be put into work on finding the gaps between the theoretical and ideal 

model and the actual situations and conditions of SMEs in the three countries, and finally a case 

study approach will be used to get a degree of focus on three commodities, i.e. furniture, halal 

products, and electronics. 

 

 
Figure 1.1 

Research Project Flow 

 
 

The first research instrument utilized was literature review to map the discourses on SMEs related 

to GVCs in earlier scientific journals, researches, and official reports as the study’s secondary data 

source. Based on the mapped discourse, further literature review was conducted to select relevant 
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and applicable scientific models which are capable of containing the entire issues filtered through 

the first review. Whenever necessary, the study may synthesize a model through employment and 

or combination of more than one model to be able to capture the complete discourse on SMEs in 

GVCs which will act as the main analytical tool for this study. 

 

The selected model/s then became the basis to develop main questions for the next research 

instrument, i.e. Focus Group Discussion (FGD)’s pilot interview. FGDs were conducted in Indonesia 

and also during country visit in Malaysia and Brunei Darussalam which involved both the 

government of respective countries responsible for SMEs affairs, and SMEs representatives as the 

study’s primary data source. 

 

The research findings from FGDs in each country (Indonesia, Malaysia, and Brunei Darussalam) 

were compiled in a comparison table to examine the condition and the progress as to the 

questions used in FGD. Additional literature research was conducted to complete the data where 

necessary. 

 

 

1.4. Preliminary Findings 

 

The first literature review in this study found that there is no clear theoretical border yet between 

trade facilitation, financing, and promoting since facilitation for SMEs cannot be exclusively 

separated from financing and promoting, thus there are always intersections among the three. 

However, in a broad picture, there are main elements of SMEs journey to GVCs found through the 

literature review which have theoretical bases and these can be used to comprehensively collect 

qualitative evidences on drawing clear difference between the paths of SMEs facilitation, 

promotion, and financing. Those elements are: 

a) Skill Building 

b) Local/Industry Competitiveness 

c) National Competitiveness with special focus on national comparative advantage. 

 

The three flow consecutively with technological and national policy support to eventually advance 

towards entry to GVCs. These elements as a system can then be graphically depicted as below. 
 

Figure 1.2 

The SMEs in GVCs Model 
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The above graphics shows that only countries with unique competitiveness can stay at the top 

tiers of the GVCs. Competitiveness within GVCs span all the way from national level down to 

local/industrial level, and eventually to resource levels which must be interpreted as human and 

other resources competitiveness. Human competitiveness means building the skills needed to 

anticipate the GVCs, while broader levels competitiveness means successful combination of 

human resources and own productive capacities including natural and financial resources. From 

theoretical perspective, own productive capacities can be found within the comparative 

advantage discourses. Along with all these competitiveness, the rapid technological development, 

most notably in the IT sector, can go hand in hand with sound government policy to support 

national efforts seamlessly towards a nation’s entry into GVC. 
 

 

1.5. Analytical Model  

 

A number of models have been carefully assessed to find the ones best reflect those elements. 

Simplicity and practicality become the next criteria for the models chosen to match the SMEs 

audience. For the said purpose, three models have been selected. The first model, Layers of Skills 

Building was synthesized from various expert statements and models developed by consulting 

firm. It is used to describe in a clearer staging the skills needed towards a nation entry to GVCs. 

The French competitiveness clusters is chosen as the second model to reflect local/industry 

competitiveness. The last model is the Porter Diamond to explain competitiveness at the national 

level. The three models were then consolidated and produced 8(eight) nodes towards SMEs entry 

to GVCs as the figure below: 
Figure 1.3 

The 8 Nodes Model 

 
  

 

Each node in the consolidated model should then be translated into 8 (eight) basic questions for 

further analysis and data mining purposes as described below. Please note that these questions 

are numbered according to related nod’s numbers in the Consolidated Model diagram. 

 

1. Skills to enhance SMEs’ performance 

What kind of skill/s is/are deemed necessary to enhance SMEs’ performance? 

2. Developing the skills 

What programs have been run to develop those skills above? 
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3. Generating the Entrepreneurs 

How the program/s generates new entrepreneur/s and develops the existing one/s?  

4. Networking of SMEs 

Is there any network or cooperation among these entrepreneurs in the business? 

5. IPR 

How Intellectual property rights (IPR) is promoted in the country especially within the SMEs 

Context? 

6. Domestic Resources 

Have there been any set standard for product or raw material used by SMEs?  Any “hit” 

product/s able to pike the global market? 

7. IT Utilization 

How far have the SMEs been utilizing technology/ies to run its business; within its 

administration, promotion, production, or perhaps the product is technology itself? 

8. Towards GVCs 

What are government strategies in supporting SMEs toward entry to GVC?  

 

The answers to the 8(eight) questions above from country visit and case studies will then be 

compared and consolidated to reveal the distinction between trade facilitating, promoting, and 

financing which will be sharpened further through workshop prior to extracting policy 

recommendations. 

 

 

1.6. Issues in Practice  

 

The research findings from country visit for each country (Indonesia, Malaysia, and Brunei 

Darussalam) are compiled below to examine the condition and the progress as to the 8(eight) 

questions above. Additional literature research is conducted to complete the data where 

necessary. Selected issue/s for each node and for each country are summarized in the table below. 
 

Tabel 1.1 

Issues Comparison Between Countries 

 

No. Node INDONESIA MALAYSIA BRUNEI 

1 Skills to enhance 

SMEs’ 

performance 

Balancing Quality and 

Quantity 

Knowledge 

Management 

Heading for 

Knowledge Based 

Economy 

2 Developing the 

skills 

From Generic to 

Technical Programs 

Mentoring and 

Upgrading 

Local Businesses 

3 Generating the 

Entrepreneurs 

The National 

Entrepreneurship 

Movement 

Enrichment, 

Enhancement, 

Awards, and 

Transformation 

For the Youth and 

Villagers 

4 Networking of 

SMEs 

Geographical Clusters 

vs Concentration 

Association in Action All Media All the Way 

5 IPR Fighting for 

Facilitation and 

Awareness 

IPR as Business Tool 

 

IPR to Deal with 

Continuous 

Innovation 

6 Domestic Resource  Revolving fund: 

Financing SMEs for 

the Economy 

 Green Products 

Focus on Guarantee, 

the Fast Moving, and 

Capital Financing 

The Halal Brand 
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No. Node INDONESIA MALAYSIA BRUNEI 

7 IT Utilization Online Marketing and 

Shops Boom 

Go Cashless Hi-Tech Funding 

8 Towards GVCs Better Delivery, 

Better Standard, 

Better Promotion 

Branding, Macro 

Policy, and Network 

Global Cooperation, 

FDI, and Electronic 

Customs 

 

 

1.6.1. Brief Details on Research Findings in Indonesia 

Below are the major significant pointers of the selected issue/s for each node in Indonesia (as 

listed in the previous table): 

 

Skills to enhance SMEs’ performance: Balancing Quality and Quantity 

a. Adoption of business/entrepreneur subjects in the school curriculum. 

b. Empower SMEs employee with both vocational skills and behavioral skills. 

c. Aims to reach quantitative targets, e.g. 1) number SMEs entities, 2) number of SMEs trainings, 

3) number of training participants, and 4) number of training hours. 

 

Developing the skills: from Generic to Technical Programs 

a. Generic program focuses on supporting management-implementation and improvement of 

the facilities and infrastructure needed by SMEs. 

b. Technical program focuses on worker’s production, funding, marketing, and human resources 

development. 

 

Generating the Entrepreneurs: the National Entrepreneurship Movement 

National Entrepreneurship Movement is aimed as a boost towards entrepreneurship spirit among 

youth with provision of funding for selected proposal. 

 

 

Networking of SMEs: Geographical Clusters vs Concentration 

a. SME’s clusters stress on the relationship between the suppliers and traders on the circulations 

of production factor. 

b. These clusters help tackle the challenge of SMEs which are still concentrated in Java. 

c. After 2014, the government will focus on the growth of SMEs outside Java. 

d. The requirements of local content coupled with development of capabilities to making semi-

finished material can lead to more SMEs internationally connected. 

 

IPR: Fighting for Facilitation and Awareness 

a. Trademarks, copyrights, industrial designs, petty patents and trade secrets are relevant to and 

can provide direct benefits for most SMEs in Indonesia. 

b. Administration of intellectual property in Indonesia discourages the SMEs from incorporating 

the relevant IPRs. 

 

Domestic Resource 

Revolving fund: Financing SMEs for the Economy 

Revolving Fund facilitates SMEs in a simple way is specifically aimed to develop the economy by 

increasing the volume of SME’s business. 
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Green Products 

Indonesia is fully supporting the Green Technology Network for supporting economic growth with 

supports from APEC and reputable Indonesian universities. 

 

IT Utilization: Online Marketing and Shops Boom 

a. Indonesia is ranked 4th in the world as the world’s largest facebook user (60 million) and the 

5th largest twitter. 

b. Presence of online shopping sites has been increasingly popular in Indonesia. 

c. The use of debit or credit card in Indonesia today has reached 20% of population. 

 

Towards GVCs: Better Delivery, Better Standard, Better Promotion 

a. The development of on-line shopping spurs the development of shipping and delivery 

services. 

b. The delivery services nowadays acts also to tackle the difficulties of SMEs in handling their 

export/import and custom. 

c. Indonesia’s logistic competence performance index reached 3.21 points in 2014 to be at the 

top 3 in ASEAN. 

d. More than 1000 Indonesian SMEs acquired national product standardization aimed to 

compete globally. 

e. SMESCO promotes SMEs products through trading house and exhibitions. 

 

1.6.2. Brief Details on Research Findings in Malaysia 

Below are the major significant pointers of the selected issue/s for each node in Malaysia (as listed 

in the previous table): 

 

Skills to enhance SMEs’ performance: Knowledge Management (KM) 

a. KM is given only to supervisor level or above to transfer the knowledge and working 

experience with employee. 

b. KM increased time saving, better learning opportunities, improved office automation, 

improved responsiveness to customers, and improved decision making. 

 

Developing the skills: Mentoring and Upgrading 

a. The Malaysian government spreads the KM further through the SME Mentoring programs. 

b. Skills upgrading programs are mainly conducted with universities. 

 

Generating the Entrepreneurs: Enrichment, Enhancement, Awards, and Transformation  

a. The enrichment and enhancement programs (EEP) aims to assist entrepreneurs through an 

integrated diagnostics, capacity building, and technical approach with facilitated access to 

financing. 

b. On the macro side, the Workplace Transformation aims to modernize the labor laws with 

specific focus on SMEs. 

c. The success of Malaysia’s entrepreneur nurturing programs can by large be reflected from its 

Enterprises 50 Awards. 

 

Networking of SMEs: Association in Action 

a. Associations pool the resources for SMEs to expand business and facilitate sales through 

events, and joint marketing through sharing and cross-referencing among the members 

b. Association provides job opportunities across the country. 
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IPR as Business Tool 

a. The IPCM (Intellectual Property Cooperation of Malaysia) has the autonomy in financing and 

staffing. 

b. The role of IPCM is significant in providing comprehensive yet user-friendly information. 

c. IPCM stresses on IPR as the business tool like rebranding, licensing deals or selling IP, as well 

pull-factor to attract investors. 

 

 

Domestic Resource: Focus on Guarantee, the Fast Moving, and Capital Financing 

a. CGS (Credit Guarantee Scheme) support SMEs by guaranteeing financing. 

b. CBM (Credit Bureau Malaysia) act as a one-stop provider of SMEs credit, information, and 

rating. 

c. SLSME (Soft Loan Scheme for Small and Medium Enterprises) assists the financing of fixed 

capital to help SMEs focus on increasing their efficiency and productivity. 

 

IT Utilization: Go Cashless 

a. SMECorp is encouraging SMEs to use technology such as card reader and tablet. 

b. Almost 40% of local stalls accept cashless transaction. 

c. Malaysia’s logistic competence has reached at 3,47 points and 3,64 for international 

shipments. 

 

Towards GVCs: Branding, Macro Policy, and Network 

a. The National Mark of Malaysian Brand depicts quality, excellence and distinction of products 

and services. 

b. My Hijau program coordinates existing green labels from various sectors under one common 

framework based on the international standard.  

c. The National SME Development Council (NSDC) foresees reduction in international demand 

and lack of external financing. 

d. SME will be taxed on income derived in Malaysia. 

e. The GMN (Global Market Network) and MATRADE (Malaysian External Trade Development 

Corporation) updates SMEs with global market information, export promotion, and trade 

advisory. 

 

1.6.3. Brief Details on Research Findings in Brunei Darussalam 

Skills to enhance SMEs’ performance: Heading for Knowledge Based Economy 

iCentre employs knowledge based economy approach to develop Made-in-Brunei products and 

software with support from National University of Singapore (NUS). 

 

Developing the skills: Local Businesses 

a. BEDB’s developing business local strategy focuses on developing micro enterprises. 

b. Tax liability of SMEs is reduced to spur SMEs growth. 

 

Generating the Entrepreneurs: for the Youth and Villagers  

a. Youth Skills Development Program (YSDP), also under BEDB, is created for youth to kick-start 

their own micro business.  

b. Village Enterprises Financial Grant (VEFG), created under the Ministry of Home Affairs to assist 

the development and commercialization of village products.. 
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Networking of SMEs: All Media All the Way 

iConnect aims to keep SMEs informed on all-important news concerning SME utilizing various 

media like tabloid, newspaper, and website. 

 

IPR to Deal with Continuous Innovation 

a. SMEs and start-up entrepreneurs often fail to recognize the importance of, and leverage on 

the benefits of IPR. 

b. The Bruneian government reminds on the importance of IPR to compete with new products, 

brands and creative designs appear as the result of continuous human innovation and 

creativity. 

 

Domestic Resource: The Halal Brand 

a. The premium Brunei Halal trademark helps penetrate markets in countries with significant 

numbers of Muslim consumers. 

b. SMEs in the halal market encouraged to embrace Islamic finance as an ideal way to complete 

the entire Islamic value chain. 

 

IT Utilization: Hi-Tech Funding 

a. The future fund bridges initial funding gap for potential technology entrepreneurs who has 

promising and good ideas.  

b. Accel-X Investment Fund aims to provide funding for early stage companies in high-tech ICT 

(Information and Communication Technology) and engineering. 

 

Towards GVCs: Global Cooperation, FDI, and Electronic Customs 

a. Wawasan Brunei 2035 incorporates SMEs into regional and international markets in 

cooperation with regional and global as well as bilateral trade schemes. 

b. BEDB attaches FDI (Foreign Direct Investment) to developing business local strategy to obtain 

value added for local SMEs by creating potential business with other countries.  

c. The Brunei Royal Customs and Excise Department [RECD] established E-custom allowing 

submission and processing of applications electronically. 

 

 

1.7. Theoretical and Consolidated Factors 

 

Below are the complete factors that should ideally belong to each node in the model. The 

consolidated factors for each node are re-categorized to provide better flow of further analysis as 

to the theoretical basis utilized to form the model. 
Table 1.2 

Consolidated Factors Related to SMEs in GVCs 

 

Node Theoretical + Consolidated Factors 

Skills to enhance 

SMEs’ 

performance 

a. Through school curriculum: 

- Behavioral skills 

- General business/ entrepreneurship subjects 

- Foreign Language 

- Computer Literacy 

b. Through training: Vocational skills 

c. Through practice: 

- Employee level/ learning by doing: 

i. customer responsiveness 
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Node Theoretical + Consolidated Factors 

ii. office automation 

iii. time saving 

- Supervisor & above/ Knowledge Management (KM): 

i. knowledge/ experience sharing 

ii. decision making 

d. Through R&D: Knowledge Based Economy: Creativity & Innovation to 

optimize value added 

Developing the 

skills 

a. Supporting management implementation w/ focus on: 

- Micro enterprises 

- Young entrepreneurs 

- Village products 

b. Technical training w/ focus on worker’s production, funding, 

marketing, & HRM. 

c. KM spread among SMEs 

d. Upgrading supported by universities 

Generating the 

Entrepreneurs 

a. Provision of funding for selected proposal. 

b. Development of capabilities to make more advanced products 

c. Enrichment through an integrated diagnostics, capacity building, and 

technical approach. 

d. Modernize the labor laws with specific focus on SMEs 

e. Macro statistics keeping & provision of consistent, well managed, and 

well socialized awards 

f. SMEs should only be taxed on income derived domestically. 

Networking of 

SMEs 

a. Keep SMEs informed on all-important news concerning SME utilizing 

various media 

b. Utilize associations to: 

- Pool the resources to expand business 

- Facilitate sales through events 

- Marketing through sharing and cross-referencing  

- Broaden job opportunities 

c. Build clusters w/ stress on the relationship between the suppliers and 

traders on the circulations of production factors. 

IPR  a. Research IPR forms which are relevant and can provide direct 

benefits for most SMEs. 

b. Autonomy of IPR agency in financing and staffing. 

c. Simplify IPR administration process w/ comprehensive yet user-

friendly information. 

d. Utilize IPR as business tool like rebranding, licensing deals or selling 

IP, as well as pull-factor to attract investors. 

Domestic 

Resource 

a. Financial  

- SMEs credit information and rating.  

- Credit guarantees financing.  

- Soft Loan Scheme for fixed capital to help SMEs focus on 

increasing their efficiency and productivity. 

- Revolving Fund to develop the economy by increasing the volume 

of SMEs business 

- Enrichment through facilitated access to financing  

- Funding for early stage companies in high-tech ICT & engineering 

- Bridge initial funding gap for potential technology entrepreneurs 

who has promising and good ideas 

- Attaches FDI to obtain value added for local SMEs by creating 

potential business with other countries. 
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Node Theoretical + Consolidated Factors 

- Embrace Islamic finance as an ideal way to complete the entire 

Islamic value chain. 

b. Non Financial with focus on: 

- Green Eco Products 

- Halal products to penetrate markets in countries with significant 

numbers of Muslim consumers 

- National product standardization aimed to increase quality, 

excellence and distinction of products and services to compete 

globally. 

- Supports the Green Technology Network and coordinate existing 

green labels from various sectors under one common framework 

based on the international standard. 

IT Utilization 

 

a. Inclusion of internet, office, and social media applications in school 

curriculum 

b. Online commerce through utilization of: 

- Social media and online shops 

- Cashless (debit & credit card) transactions 

- Technology such as card reader and wireless mobile devices 

(tablet, smart phones, etc.) 

Towards GVCs  a. Delivery services acts to tackle the difficulties of SMEs in handling 

their export/import and custom. 

b. Updates SMEs with global market information, export promotion, 

and trade advisory. 

c. Promotion of SMEs products through trading house and exhibitions 

d. Incorporate SMEs into regional and international markets in 

cooperation with regional and global as well as bilateral trade 

schemes. 

e. Establishment of e-custom allowing submission and processing of 

applications electronically. 

 

 

1.8. Lessons from Case Studies 

 

From the three case studies on furniture in Indonesia, halal products in Brunei Darussalam, and 

electronics in Malaysia, several important points were discovered on bringing SMEs into GVCs. The 

first most important point is from Brunei Darussalam who pushes towards generating more and 

more entrepreneurs to be the forte of SMEs internationalization. The Bruneian government fully 

realizes that government support must end up as support since it is the entrepreneurs/SMEs 

themselves who should swarm the GVCs. 

 

In line with the above idea, Indonesia also realizes the importance of putting the SMEs themselves 

for their own course towards GVCs. Nevertheless, along the way ahead the GVCs, vast 

collaboration between SMEs with government, business entities, academic institutions, and also 

community groups even from abroad are encouraged especially for Local Champion SMEs which 

will in turn act as locomotive to haul their fellow SMEs. 

 

For Malaysia, generating entrepreneurs has moved a step ahead of encouragement and 

networking into “consistent” networking and enrichment through routine international and 

national seminars. While for training, Malaysia has transferred the task to professional training 
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providers. This smart idea shall enable a degree of measurement on the effectiveness of the 

government spending over the competencies development of the SMEs. 

 

The second is about the importance to link SMEs with global players. Malaysia pushes both SMEs 

and MNCs operating in Malaysia to have supply linkages. In this case, Malaysia focuses the SMEs 

to start supplying from the simples product possible like sub components of electronic products. 

Still on the same matter, Brunei moves from the other side through the establishment of off-shore 

agent to become a pull factor for SMEs inbound to go global, the Ghanim International. This agent 

is however not a government office, but a business entity operating fully with all the profit and 

loss potentials it may face. 

 

In support towards all the above effort, the Bruneian government has moved forward through 

establishment of “Brunei Halal” Brand, a nationally incorporated trade mark of halal products from 

Brunei which are scientifically guaranteed by the Halal Science Center. Yet, it was not all that. To 

really put the “Brunei Halal” into action, the Bruneian Government collaborate with IHI and OIC to 

promote “halal-ness” throughout the global supply chain. This decision to collaborate is based on 

the idea that internationalizing SMEs should start from the closest field possible that is to reach 

the captive market of halal products. The same idea was employed by Malaysia who encourages 

their SMEs to understand the challenges of FTA (free trade agreement) from the most imminent 

field that is ASEAN region. 

 

Up to this point of study, main characteristics differing between Trade Facilitation, Promotion, and 

Financing were finally able to be located. They are in brief as follows. 

a) Facilitation of SMEs is basically job creation. It prepares human resource in its broadest sense 

on both sides of demand and supply with skills and attitude as demanded by the jobs and the 

markets for the jobs themselves. 

b) On SME promotion, it should be noted that GVCs seek competitiveness beyond mere market 

and, SMEs promotion nowadays have more space for local natural, cultural, and even historical 

endowments to function not only as means of promotion, but also distinct competitiveness. 

c) Finally, SMEs financing talks more about a classic problem faced by any business. SMEs 

financing is a balance between philanthropic policy and the need to shape strong business agents 

to enter the market field through combination of financial and non-financial assets. 
 

 

1.9. Messages from the Workshop 

 

As an integral part of the project, the workshop “SMEs in the Borderless Era, Shaping Opportunity 

in the Global Value Chain” was held in Hotel Borobudur, Jakarta, 01–02 October 2014. This 

workshop was divided into three panels each discussed trade facilitating, promoting, and financing 

to sharpen the distinction of path between SMEs facilitation, promoting, and financing. The 

discussion terms of reference for each panel were based on the clues towards SMEs facilitation, 

promotion, and financing as revealed in the previous part of the study. 

 

1.9.1. Facilitating  

The generalization of facilitation packages may apply only to a very limited extend at the macro 

level as policy bases or within school curricula as a foundation of knowledge for further vocational 

and practical trainings. This foundation of knowledge needed by government to decide 

appropriate training programs, as well as for SMEs to prepare them to improve their skills further. 
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Along with pro SMEs policies, statistics and data bases of SMEs such as entities, products, exports, 

and import, can help the entire array of planning, organizing, directing, controlling, and monitoring 

evaluation of any national programs aimed to develop SMEs. Statistics and database in the macro 

scope i.e. market orientation, external network, and source of input in the OIC member’s area, 

beside the export-import data especially among OIC members are needed to estimate, evaluate, 

and predict the SMEs business opportunity in the upcoming years. To enable better product 

competitiveness for SMEs, exploration and utilization of domestically available unique resources is 

needed along with   standardization that must be rigorously applied with support from provision 

of product testing facilities, and license granting for those qualify. The portal data also should be 

established through the official website format to provide any information needed and support 

each OIC’s government to facilitate SMEs in the global trade.  

 

Finally, facilitating is about heading for delivery on time and on quality, especially when it is 

manufactured in the different places. Proper facilitation is given to entrepreneur (especially local), 

due to its relationship with large company where the presence of local entrepreneur is to fulfill the 

raw materials and spare parts for large companies.  

 

 

1.9.2. Promoting 

A special trade scheme with less complex and simpler procedures is needed to overcome 

marketing difficulties faced by SMEs product to enter GVCs. The trade scheme should be normally 

accompanied by custom harmonization of each country. Promoting cannot be implemented 

properly if rigid and complex schemes still remain. The big obstacles usually appear from the 

internal side, like procedure that considered too complex or fee that considered too big. These 

obstacles are not caused by third party (external side), but it came from the environment that 

should be reformed and changed.  

 

Enhancement of people ability among countries member to the scheme, for example through visa 

on arrival (VoA) granting can be positive contribution. Each country involve in the scheme should 

optimize their trading houses and trade attachés abroad as outbound marketing agents. 

Domestically exporting hub must be established closer to the geographically scattered clusters of 

SMEs to help them market their product abroad. E-Commerce in this case would help SMEs to 

market their product timely without high cost with the security standard to avoid possible fraud 

where OIC governments need to focus on collaborating the system and network.  
 

 

1.9.3. Financing 

Financial access is crucial because it is related with strategy to attract people to become 

entrepreneur. The gap in credit financing for formal SMEs in emerging markets is $0.9 – 1.1 

Trillion. This huge amount is definitely a remarkable investment opportunity. Market survey, 

research, and studies on potential investment pots normally conducted by banks or other 

organization are insufficient to direct conventional banks to work this opportunity. Financing for 

SMEs is never financing alone. It has to be blended package complete with direct, closely held, and 

step by step business advisory. This is due to the fact that financing gap accounts for less 

proportion compare to management, technical, and networking gaps.  

 

The blended package of financing and business advisory is not normally done by conventional 

bank. Here, non-bank financial institutions have the chance to enter this opportunity by serving 
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the field or regions which are not within the reach of conventional banks. Conventional banks 

should refine their business conduct if they want to serve in this market as well.  

 

Financial institution assisting SMEs can also broaden their business opportunity through offering 

additional financial product that can benefit SMEs and its employees. Example of this product 

could be simple saving and wealth management product to help SMEs employees manage their 

disposable income. Financial institutions are basically attracted to regions, having resource 

richness, sector with growing market, and innovative businesses.  

 

The fact that there is no single recipe for SMEs facilitating applies as well to SMEs financing. It has 

to be tailored as to the uniqueness of each SME. Nevertheless, there are some basic principles of 

SMEs financing that should be applied e.g. disciplined financial reporting based on generally 

accepted accounting principles (GAAP), going concern or long term business orientation, 

separation of business and private use of money, and other financial related matters to ensure 

that the program would not prevent SMEs from gaining self-sufficiency and competitiveness. As 

critical as the role of financial statements at the micro level, credit statistics provided by credit 

bureau is necessary for monitoring and evaluating at the macro level. 

 

The governments of OIC need to see the development of financing scheme for special 

environment (like countries facing security problems, insurgencies, war, etc). In countries like 

such, despite the limitations commonly faced by SMEs, SMEs have all the flexibilities to help 

revolving the economy. Multilateral financial institutions can provide SMEs financing to help 

population in this special environment to get additional and incremental income. Another 

multilateral scheme that is deemed necessary is to have global join revolving fund to support the 

development of SMEs in the countries becoming member of the scheme. 

 

1.10. Wrap Up and Policy Recommendations 

 

The consolidated 8 points model used in the study, complemented with lessons learned from case 

studies, and scrutinized in the workshop through the three aspects; Facilitating, Financing, and 

Promoting of SMEs are finally blended into policy recommendations in a more strategic context 

enabling OIC member countries to derive more technical programs as to the actual conditions of 

their countries.  

 

1.10.1. Facilitation 

• Human capital investment conducted professionally and sustainably through formal education 

as well as practical trainings with focus on both behavioral and vocational skills including 

Information Technology skills needed in running SMEs. 

• Channeling SMEs collaboration with local and foreign government, business entities, academic 

institutions, and also community groups. 

• Development of simple and business friendly regulations related especially to labor law and 

export/import to support SMEs' cooperation with global counterparts. 

• Research on IPR forms which are relevant and can provide direct benefits for most SMEs, and 

simplification of the IPRs administration process to enable better access for the SMEs to utilize 

IPRs as investment pull factor and as business tool. 

• Development of statistics and data bases portal of SMEs in OIC members to support planning, 

organizing, directing, controlling, and monitoring-evaluation of any national programs aimed 

to develop SMEs. 
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• Exploration and utilization of domestically available unique resources in compliance with 

national and global standard, and complemented by regulations on local content, supported 

by testing facilities, and license granting for SMEs.  

 

 

1.10.2. Promoting 

• Special reform on trade scheme in cooperation with regional and global as well as bilateral 

trade schemes and other cross national networks starting from the closest or most imminent 

captive market possibly reached, custom harmonization, and enhancement of people mobility 

among OIC members to overcome marketing difficulties faced by SMEs product to enter 

GVCs. 

• Optimization of OIC countries' MNCs, trading houses, and trade attachés abroad as pull factor 

and outbound marketing agents.  

• Establishment of domestic exporting hub closer to their geographical clusters of SMEs to help 

market their product abroad. 

• Collaboration of E-Commerce system and network among OIC members to help SMEs to 

market their product timely without high cost and with the security standard to avoid possible 

fraud. 

• Establishment of incorporated trademark for SMEs products to enter the global market. 

 

1.10.3. Financing 

• Practice of disciplined financial reporting based on generally accepted accounting principles 

(GAAP) for SMEs to ensure that the SMEs can gain self-sufficiency and competitiveness. 

• Provision of Investment Bridging for early stage companies and Facilitated access to financing 

for developed companies who have good business proposals, and or promising ideas, and or 

running high-tech intensive business.  

• Participation of non-bank financial institutions to serve SMEs in regions which are not within 

the reach of conventional banks through offering additional financial product that can benefit 

SMEs and its employees i.e. simple saving and wealth management product to help SMEs 

employees manage their disposable income. 

• Establishment of SMEs credit information and rating as a means for SMEs improvement, 

investment opportunity, monitoring and evaluating at the macro level, and global promotion. 

• Facilitation to embrace Islamic finance as an ideal way to complete the entire Islamic value 

chain to penetrate halal product markets. 

• Development of multilateral financing scheme for special environment (like countries facing 

security problems, insurgencies, war, etc.) to help revolving the economy and to help the 

population in this special environment to get additional and incremental income. 
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Chapter Two  

GLOBAL VALUE CHAIN FOR SMALL MEDIUM ENTERPRISES; 

PLAYGROUND OF PROMISES AND PERILS 
 

 
2.1. Global Value Chains in a Brief 

 

Over the last two decades, multinational enterprises' (MNEs) configuration of value-adding 

activities has shifted from a sparse and simple (host-home) international division of labor among 

the foreign affiliates to a more specialized and 'advanced' global value chain configuration 

(Beugelsdijk, Pedersen, and Petersen, 2008). Within this configuration, global investment and 

trade are inextricably intertwined through the international production networks of firms 

investing in productive assets worldwide and trading inputs and outputs in cross-border value 

chains of various degrees of complexity. Such value chains whether they are intra-firm or inter-

firm, regional or global in nature are commonly referred to as Global Value Chains or GVCs 

(UNCTAD, 2013). 

 

Gangnes, Ma, and Assche (2012) noticed that GVCs are most prevalent in durable goods industries 

where all processing inputs must ultimately end up as processing exports. As GVCs grows, durable 

goods wille become a larger part of trade, particularly for developing economies at the core of 

these production networks. Through GVC, as stated by Bamber, Fernandez-Stark, Gereffi, and 

Guinn (2013), firms in developing countries can participate in international trade without 

developing the full range of capabilities required to produce a product or service. Many poor and 

small export-oriented economies gained access to the markets of industrialized countries through 

GVCs (Gereffi and Frederick, 2010). 

 

UNCTAD (2013) reported that the majority of developing countries, including the poorest, are 

increasingly participating in GVCs. The developing country share in global value added trade 

increased from 20% in 1990 to 30% in 2000 to over 40% today. GVCs can be an important avenue 

for developing countries to build productive capacity, whether it is through technology 

dissemination and skill building, as well as opening up opportunities for longer-term industrial 

upgrading.  

 

 

2.2. Problem Statement: No Automatic “Potential” Benefits 

 

The most immediate fact of GVCs that many of today’s products and services are no longer 

produced within a single country raises many relevant questions. Among them, what are the 

effects of fragmentation of production on the distribution of income across countries, regions 

within countries and industries? Looking at the performance of selected apparel-producing 

developing countries in the 2000s (and particularly post-MFA (Multi Fiber Agreement)), Bernhardt 

(2013) found there have been not only winners (upgraders) but also quite a number of losers 

(downgraders). Even for Brazil, one of the leading economies in BRICs, Dietzenbacher, Guilhoto 

and Imori (2013) found that in 2008, the trade in value added for Brazil as a whole presented a 

surplus close to zero, being its exports nearly equal to its imports. The Brazilian value chain was 

then, further analyzed for the year 2008 which showed that 16 out of 27 states in Brazil presented 

shortages for both regional and international trade. 
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On the other side, Gereffi and Frederick (2010) saw that the World Trade Organization phase-out 

of the quota system for textiles and apparel in 2005 has strengthened leading apparel suppliers 

(countries and firms alike) positions in the industry which on the country side, China has been the 

big winner. On the firm side, the quota phase-out and economic recession have accelerated the 

ongoing shift to more streamlined global supply chains, in which lead firms desire to work with 

fewer, larger, and more capable  

 

Lee and Gereffi (2013) well noted another success story related to mobile phone GVC “to certain 

extent”. First, although mobile phone manufacturing was fragmented significantly over the past 

decade as a result of the relocation of production to developing economies, by the end of the 

decade it was characterized by the mutually reinforcing co-evolution of geographic and 

organizational concentration within the mobile phone GVC. Second, global mobile phone 

production is driven by a handful of lead firms. The consolidation of lead firms helps drive the 

consolidation of their suppliers, while lead firms capture much more value than their contract 

manufacturers do. Finally, GVC participation has a significant impact in terms of generating 

employment where manufacturing is concentrated, but it has a limited impact on wage increase.  

 

UNCTAD 2013 underlined such potential benefits of GVCs are not automatic. Policies matter, 

including a set of coherent and mutually reinforcing trade and investment policies, as well as the 

right overall development strategies through which GVCs can contribute to development (e.g. 

market access, employment generation, productive capacity building), as well as the risks involved 

for developing countries (e.g. social and environmental sustainability impact, the risk of remaining 

locked into low value adding activities, foot looseness of activities). 

 

 

2.3. Theoretical Perspective  

 

2.3.1. GVCs as Learning Process 

Among the most recent research on GVCs is the one entitled “The Evolution of the Global Value 

Chain: Theory and Evidence”, conducted by Yibei Liu from the Department of Economics, 

University of Colorado at Boulder on December 2013. Liu’s framework of research portrayed the 

GVCs of an industry as representation of a sequence of production tasks that may be fragmented 

and spread across countries, with each task adding value to the final industrial product. In this 

framework, tasks are ranked by their degree of technological sophistication, which enables 

“moving up the value chain” to be neatly defined as an upgrading in the set of tasks that a country, 

an industry, or a firm conducts. 

 

The dynamics of tasks stemming from learning is the central mechanism of this framework. By 

participating in global production and conducting tasks that are relatively simple but moderately 

beyond their technological capabilities, the subsidiaries are able to learn and improve their 

production efficiencies over time, which then attracts multinational enterprises to allocate more 

activities to the country. Gradually, the scope of tasks undertaken by the subsidiaries expands and 

covers increasingly sophisticated activities, while the principal coverage of the task spectrum, 

although narrower over time, concentrates on the most complex activities. 

 

Although the pattern of upgrading may vary for different entities, moving up the global value 

chain" naturally translates into an increasing share of value added in total output value over time, 

with its speed declining gradually. This self-reinforcing process of moving up the value chain 
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continues until the subsidiaries’ technological capability catches up and matches the tasks off-

shored to the country.  

 

However, the possibility that innovations occur in the technologically-advanced country could 

create new gaps in production efficiency between the countries that may then lead to re-shoring. 

As Beugelsdijk, Pedersen, and Petersen (2009) observed, the proportion of host-host, intra-firm 

trade among US affiliates in developing countries has increased significantly in contrast to the 

diminishing proportion of host-home and inter-firm trade. This indicates both value chain 

disaggregation (vertical specialization) and MNEs' systematic exploitation of factor cost 

differentials across countries. 

 

The task dynamics that occur through learning also give rise to the number of consumption 

choices in the global market through which in the long run, global welfare could be enhanced. 

Although short-term challenges may be present in the process, in the long run countries would be 

rewarded by participating in global production, compared with autarky. 

 

 

2.3.2. The Cost Governed GVCs 

From the economics point of view, Baldwin in Elms and Low (2013) analyzed the GVCs as supply 

chain fractionalization – the functional unbundling of production processes – which is governed by 

a fundamental trade-off between specialization and coordination costs. Supply chain dispersion – 

the geographical unbundling of stages of production – is governed by a balance between 

dispersion forces and agglomeration forces. Agglomeration forces create attraction to clusters that 

discourages off-shoring – mostly the tendency to co-locate with customers and intermediate good 

supplies. The dispersion forces encourage geographic unbundling include wage gaps and firm-level 

excellence. 

 

Two key messages emerge from Baldwin’s analysis. First, convergent wages and income level 

between “factory economies” and “headquarter economies” need not reduce the extent of supply 

chain trade among them since the gains from specialization driven by firm-level excellence is even 

more important than the gains from specialization due to large wage gaps. A foundational tenet of 

trade theory is that nations trade more – not less – as their economies become larger and more 

similar. 

 

 

2.4. The Power Shaping GVCs 

 

2.4.1. Trans-National Companies and Foreign Direct Investments 

UNCTAD 2013 recorded that GVCs are shaped by Trans-National Companies (TNCs) which account 

for some 80% of global trade. Within the GVCs, the role of TNCs is instrumental, as countries with 

a higher presence of foreign direct investment (FDI) relative to the size of their economies tend to 

have a higher level of participation in GVCs and a greater relative share in global value added trade 

compared to their share in global exports. More than 60% of global FDI stock is in services 

activities (26% in manufacturing and 7% in the primary sector). Staritz and Morris (2012) added 

that many low-income countries (LICs) are integrated into GVCs through FDI in apparel business. 
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2.4.2. Ownership 

Other than FDI, “ownership” plays significant role in shaping the ways in which supplier firms are 

linked to global production and distribution networks. Morris and Staritz (2012) point that 

different kinds of ownership affect the levels of a firm’s local, which in turn affects its ability to 

make decisions locally, and hence to add value and take advantages of potential linkages. Most 

firms in Lesotho and Madagascar are foreign owned, and these differ with regard to their origin 

(high-income versus middle-income country), location (regional versus global) and their degree of 

integration/internalization versus specialization/ externalization. Each has direct implications for 

the firm’s ability to upgrade in any specific location. 

 

As a more specific explanation, Kearney, Bhaird, and Lucey (2012) analyzed how significant cross-

country differences in capital structure are partly explained by cultural variables. These effects are 

generally stronger than firm-characteristic, industry or institutional effects. Uncertainty avoidance 

is negatively related to long-term debt, confirming Small and Medium Enterprise (SME) owners’ 

desire to avoid heightened business risk, and interference from debt providers. This result 

highlights the intention to avoid adverse consequences of financial distress, including the 

considerable negative effects on the owner’s reputation and self-esteem. Such consequences may 

not be as severe in relation to short-term debt, for which the result is converse. 

 

2.4.3. Lead Firms as Global Buyers 

Lee, Gereffi, and Barrientos (2011) discovered as more trade is organized through close 

coordination between buyers and suppliers, moving to high value-added activities, or economic 

upgrading, GVC is critically determined by lead firms, particularly global buyers. Beugelsdijk, 

Pedersen, and Petersen (2009) further added, in-line with the aforementioned economics point of 

view, the main concern of TNCs through GVCs is to locate fine-sliced parts of the value chain at the 

most efficient locations. 

 

2.4.4. Emerging Markets 

Humphrey and Memedovic (2003) found that for TNCs, fostering networks of SMEs in developing 

countries is a means of entering new markets for developed countries and consequently 

developing countries can increase the possibility of integration into the GVC by opening up their 

domestic markets. As in the case of automotive industry in 1990-1997, rapid growth in sales and 

production came largely from the emerging markets rather than the Triad Regions (North America, 

the European Union, and Japan). Emergence of regional production systems resulted in regional 

integration, which further created opportunities for industrial upgrading in developing countries 

with links to one of the Triad Regions where major part of production still takes place. 

 

On the automotive sector, Sturgeon and Biesebroeck (2011) noticed the greater importance of the 

industry in the emerging economies is driven by more rapid growth of car ownership as the 

impetus. The opportunities to move up in the value chain for suppliers in emerging economies 

have proliferated and are likely to become even stronger now that an increasing number of new 

models are developed specifically for markets in developing countries. 

 

2.4.5. Marketable Resources 

On the other side, GVCs are not always looking merely for market as researched by Wijk, Go, and 

Govers (2008). In their research, substantial foreign involvement is found in marketing Africa’s 

online tourism infrastructure which can help to diminish the region’s isolation from global buyers. 

Nevertheless, the downside lays on the tendency of current projected images which tend to 
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reproduce foreign stereotypes instead of upgrading African branding capabilities through 

indigenous African cultural attributes, both high and low culture, and in contexts of the past and 

the contemporary. 

 

2.5. GVCs’ Immediate Practice 

 

2.5.1. Interdependence ≈ Forward Linkage 

Brach and Kappel (2009) stated that the productivity and competitiveness of local firms in non-

OECD countries depends as much on technological capacities and successful upgrading as in 

industrialized countries. However, developing countries undertake very little to no original R&D 

and primarily depend on foreign technology. Hence, as Gangnes, Ma, and Assche (2012) 

concluded, East Asian decoupling from the US and the EU is not likely to occur in the near future. 

 

In-line with the previous paragraphs, Rahman and Sayeda (2008) in their research concerning 

Bangladesh apparel industry conclude that a firm's forward linkage integration with the global 

apparel value chain, not the conventional backward linkage with domestic suppliers, which defines 

success. By contrast, backward linkage with local suppliers negatively affects firms' output and 

labour productivity. Humphrey and Memedovic (2003) strengthened this statement through their 

findings in automotive industry as well, that there is a growing preference for using the same 

suppliers in different locations (follow sourcing) which limits the possibilities for component 

supplying by local producers in developing countries. Hence, the major opportunities available for 

developing countries are in second-tier sourcing where global reach is not required.  

 

2.5.2. Sourcing Tier and Fragmented Trade 

Nevertheless, second-tier sourcing is not what is expected through GVCs. Pickles (2012) observed 

as secondary and tertiary sub-contracting expanded across many supplier networks in different 

countries, workplace conditions deteriorated. Buyer-driven GVCs are still operating through one-

to-one sourcing and work with regional agents to source across hundreds of factories in their 

supply chain where suppliers and their workers have, as a result, become the weakest actors in 

GVCs, increasingly trapped in conditions of input and order dependency, hand-to-mouth 

contracting, and subject to footloose sourcing practices. In a more general sense, Lee, Gereffi, and 

Barrientos (2011) found growing evidence that economic upgrading of producers does not 

necessarily lead to social upgrading of workers. 

 

Pickles (2012) continued that in the case of apparel, GVCs comprise interconnected and diverse 

production systems and working conditions. Trajectories of economic and social upgrading are 

correspondingly diverse, depending on a wide variety of variables such as firm size, capacities, 

product mix, buyer needs, and labor market conditions. Social upgrading is constrained by the 

globalized and fragmented structure of GVC production. Broader determining context of 

international and national trade policy produces and/or reinforces the fragmented structure of 

GVC production, and sustains systemic limits to what social upgrading can be achieved. 

 

Lee, Gereffi, and Nathan (2013) in the same sense as Pickles (2012) warned over growing 

concentration in trade and production and the rise of low-end markets which will confine the 

impact of economic upgrading on social upgrading. Increased GVC concentration has limited 

employment growth to just a few countries and firms, and the prevalence of casual labor has led 

to segmented upgrading among workers. Moreover, the low-end market is vulnerable to poor 

working conditions. 
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2.6. Notable Points to Ponder 

 

2.6.1. Human Resources and Innovation 

Fernandez-Stark, Bamber, and Gereffi (2013) are reminiscent on the fact that formal local 

educational institutions in emerging nations typically were not well aligned with the skills required 

by GVCs and they are not adequately positioned to prepare the workforce to adapt to future 

challenges. Greater coherence is required between the skills imparted by education and training 

and the capabilities required by the private sector. Yet, these local arrangements are reactive 

policies to fill the skills gaps, and efforts to proactively improve the effectiveness of skills 

upgrading at the national level are not widespread. 

 

Adding to the above problem, Winter (1999) in World Bank sponsored research entitled “Small 

And Medium Enterprises In Economic Development: Possibilities For Research And Policy” ended 

the research with doubt whether the World Bank’s initiatives involving SMEs in developing 

countries can facilitate the entry of these enterprises into similar learning relationships with other 

firms --- foreign firms, larger firms in their own countries, or each other? The research still has an 

open homework to identify large firms noted for their willingness to help improve their suppliers' 

operations.  

 

In Lim and Kimura (2010), another research sponsored by the Asian Development Bank, there will 

be found that although new development strategies claim that participation in international 

production and distribution networks is the key to accelerating economic development in the era 

of globalization, and there is significant potential for the SME sector to increase its participation in 

GVCs, multiple market failures exist with regard to the development of SMEs and local 

entrepreneurship. 

 

2.6.2. Financing 

Conducting more steps of the supply chain increases not only value added, but also profits. 

However, it requires more working capital because it entails higher up-front costs. As a result, 

credit constraints restrict firms to low value-added stages of production, and preclude them from 

pursuing more profitable opportunities (Manova and Yu, 2014).  However, aid for SMEs in GVCs is 

not an option. Mayer and Millberg (2013) reminds that aid for trade program suffers from a 

fundamental problem in both the design of the policy and in the framework for evaluation: it is 

premised on the assumption that international trade occurs essentially in a world of competitive 

firms operating in final goods markets in arm’s-length relation to buyers.  But, most growth in 

world trade occurs within GVCs, leaving the focus entirely on productivity considerations. This 

ignores the fact that global production is often governed by oligopolistic lead firms or first-tier 

supplier firms which have successfully generated rents for years from their subcontracting 

relations. 

 

2.6.3. Standard 

Global manufacturing context as observed by Cammet (2006) increasingly obliges developing 

countries to construct or promote regionalized production sites aiming to capitalize on local 

institutional assets. The dissemination of standardized business practices and procedures by 

leading multinational firms to their main suppliers has played a critical role in driving this trend. In 

this context, introduction of standard is compelling retailers to source from interrelated firms and 

institutions and undercut the logic of emphasizing local institutional assets. Analysis of the impacts 

of Private Standards on GVCs conducted by ITC (2011) provides insights into how standards 
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change actors’ roles following standard adoption and what leads to exclude some and involve 

others. 

 

2.6.4. Policy and Legal Aspect 

Sydor (2011) analyzed that the biggest impact from the rise of GVCs may be that trade and 

competition is occurring on a much more granular level. Small policy differences may have a 

greater impact for outcomes – wages, jobs, and productivity improvements. Brach and Kappel 

(2009) added that Long-term contracts and subcontracting arrangements within global value 

chains are the ones which actually generate very important forms of transnational cooperation 

and therefore also important channels for technology transfer. In contrary, Sturgeon and 

Biesebroeck (2009) found that from the lead firms’ point of view, local content policies which drive 

production to be organized nationally are actually building pressure against GVCs. 

 

This development as seen by Baldwin in Elms and Low (2013) dwarfs the WTO’s centrality, not on 

the tariff-cutting front, but rather on the regionalism which will undermine the WTO’s role as the 

world’s rule writer and rule keeper. The above tendencies of contracting, which have developed 

beyond multilateral system are in fact swords with two edges. On one side, this could mean a 

wilder playground without agreed umpire for all. On the other side, it opens up opportunities to 

break away from the strangling global trade regimes.  

 

 

2.7. Some Policy Ideas  

 

2.7.1. Human Resources and Innovation 

a. Formal Way 

Fernandez-Stark, Bamber, and Gereffi (2013) suggest countries should prepare for complex local 

arrangements to support skills upgrading, encompassing a broad range of stakeholders both 

within and beyond GVCs. These stakeholders include private firms, public and private institutions 

in education, governments, non-governmental organizations (NGOs), industry associations and 

international donors. As Konsti-Laakso, Pihkala, and Kraus (2012) stated, innovation processes can 

be regarded as complex, dynamic, and a result of cumulative dynamic interaction and learning 

processes involving many actors. In this setting, private SMEs can be considered a key factor – as 

generators of new ideas, as entrepreneurs carrying out new ventures, and as partners for other 

local actors. The key message is the way SME innovation could be promoted through facilitated 

network development. 

 

The right model for facilitated network development, according to Manimala (2008) is among 

other can be achieved through entrepreneurship education, which should not only focus on 

development of innovative individuals, but channelizing their innovativeness into business start-

ups. More technical aspects can be reflected through Picard and Bruce (2006) on assessing 

Canadian SMEs where it was found that accounting and legal are the two most common types of 

professional or "technical" assistance needed. This accounting and legal matters behind the 

research finding that up to 41% of SME owners intend to exit their business after 5 years. 

 

Scozzi, Garavelli, and Crowston (2005) argued that structured information related to the 

innovation process can help to exploit the related benefits and opportunities. Moreover, formal 

techniques and methods can have a didactic role to teach firms how to develop innovations and 

also make them more sensible towards innovation, so reducing their tendency to act based solely 
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on intuitions and routine rather than structured knowledge. Among business modeling 

techniques, design rationales and cognitive maps are most relevant to structure the decision 

process, capture the decisions made about products, and create a sort of organizational memory 

whereas cognitive maps can be used to capture the different interpretations held by various 

players in the innovative development process and support the strategy development. 

 

b. The “Bandit” Way 

Sun, Chen, and Pleggenkuhle-Miles (2010) analysis concerning underground mobile phone 

developers in China suggested Emerging economies (EE) and its firms to improve their innovation 

while contributing to the national innovation system (NIS) more from their domestic markets by 

focusing on R&D and marketing than from original equipment manufacturer/original design 

manufacturer (OEM/ODM) modes in the GVC. EE firms should then build and strengthen their 

innovation capabilities through intense interaction and learning in domestic markets, which, 

subsequently, moves them upwards in their GVC, although they are accused as counterfeit and 

copyright infringement ("Shanzhai" in Chinese or “bandit”) in their early years of development. For 

the said purpose, industrial policy needs to change in order to facilitate such technological 

entrepreneurship in NIS, regardless whether it is informal or underground. 

 

c. The GVCs Way 

Kawakami and Sturgeon (2010) get directly into GVCs specific terms by proposing four models 

which can be used by developing country firms to upgrade their capabilities in various places in 

the context of electronics global value chains: 

• Global expansion through acquisition of declining brands (emerging multinationals) 

• Separation of branded product divisions from contract manufacturing (original design 

manufacturing (ODM) spinoffs) 

• Successful mixing of contract manufacturing and branded products (platform brands) for 

contractors with customers not in the electronic hardware business 

• Developing factory-less product firms that rely on global value chains for a range of inputs and 

including production. 

 

2.7.2. Financing 

Lamoreux and Evans (2011) surfaced an idea to enable more flexible scheme on financing GVCs 

called Supply Chain Financing (SCF). SCF can reduce financial supply chain inefficiencies by 

encouraging process automation and providing greater visibility and predictability throughout the 

sequence of financial supply chain events. Further, they give financial institutions the opportunity 

to offer financing triggered by financial supply chain events and to deliver new value-added 

services by leveraging the data flowing through their SCF platforms. The success of this scheme is 

partially addressed by Ayyagari, Beck, and Demirgüç-Kunt (2005) which indicated that reducing 

costs of entry and property rights protection and allowing for more efficient credit information 

sharing results in a larger employment share of SMEs in manufacturing. 

 

A paper by Appiah, Turkson, and Hagan (2009) the success of SMEs financing schemes in Ghana 

through of Microfinance Institutions (MFIs). The research found that MFIs have an effective way of 

recovering loans with an appreciable rate varying between 90.2% - 96.6%, though slightly below 

the international standard of 98%. Also, it was established that there has been a positive impact of 

MFIs on poverty reduction, specifically 85% of our respondents admitted they are able to access 

certain facilities hitherto they found difficult. 

 



27 

 

With regard to previous discussion, Zhuang, et.al. (2009) concluded the need to access vulnerable 

groups which is recognized as critically important for poverty reduction, and thus microfinance 

and SME credit programs need to be well designed and targeted to be effective. On the macro 

level, financial sector development and innovation will definitely bring risks, and it is therefore 

essential to maintain sound macroeconomic management, put in place effective regulatory and 

supervisory mechanisms, and carry out structural reforms in developing the financial sector. 

 

2.7.3. Standard 

Among many aspects which are often considered within standardization, Desgagne (2013) pointed 

out the greening of global value chains with special attention given to how public policies and 

business strategies can support each other in meeting the challenge, particularly in developing 

countries. This can actually be a standard which more leaned towards the comparative advantage 

of emerging economies, while acting as a marketing forte at the same time. This green standard 

however requires a systemic view of global value chains that includes downstream supply chains 

and explicitly takes into account the relationships between regular members (raw materials 

providers, component manufacturers, and assembly plants, notably) and their clean-tech 

suppliers. It also involves a careful description of the business landscapes of global value chains as 

well as reliable environmental metrics and data, carefully examining how these can be shared 

among global value chain members and their stakeholders. 

 

Klewitz and Zeyen (2010) suggest that combining environmental issues with economic 

performance, aiming for eco-efficiency can be a practical starting point for SMEs in reorienting 

their conventional management with small, not too radical steps. Considering the peculiarities of 

SMEs and inherent resource constraints, collaboration with intermediary organizations can 

promote this process. Through such collaboration SMEs have access to comprehensive and 

external expertise, can solve problems at the business level, establish new forms of partnerships 

and engage in learning networks. 

 

Desgagne (2013) added that certain incentives must be set within member firms and throughout 

the supply chain and this involves reviewing managerial practices -- monitoring and auditing of 

environmental performance, compensation and rewards, transfer prices, task design and 

allocation, decision making processes, employee selection and training, and organizational culture 

-- and framing outsourcing contracts appropriately. To be effective, however, these initiatives 

need to be encouraged by credible national policies (which include environmental but also social 

policies targeting informal businesses) and international agreements, revealing disclosure 

programs, and a vigilant civil society. On a global level, the coordination of business and public 

policies is crucial as the greening of a global value chain will certainly work best if its members and 

stakeholders move in tandem.  

 

2.7.4. Policy and Legal Aspect 

Sobel-Read (2013) from legal perspectives surfaced the importance of developing novel linkages 

between firms in the GVCs. Bamber, Fernandez-Stark, Gerefi, and Guinn (2013) prompt that in 

order to have integration into GVCs translated into positive development gains from trade, 

countries first need to have appropriate policies to build productive capacity and ensure inclusive 

growth and upgrading capabilities. Any further policies and or contracts should then identify the 

various local factors that affected the capacity of developing countries to meet GVC requirements, 

including their own productive capacity, infrastructure and services, the business environment, 

trade and investment policies and industry institutionalization. 
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All of the above suggestions should follow Itob and Urata (1994) that public institutions main role 

is in complementing the private marketplace particularly through public technical and marketing 

support to help create and maintain private networks. In the same tone, Saparito and Coombs 

(2013) reminded that management continuity and customer orientation should be put forward 

instead of mere formalization which can negatively impact social capital. 

 

 

2.8. Deeper With SMEs Financing 

 

2.8.1. The Dynamic Duo: SMEs’ Strain & Bank’s Distress 

Starting from Eastern Europe as observed by Klapper, Sarria-Allende, and Sulla (2006) the SME 

sector tend to comprise relatively younger, more highly leveraged, and more profitable and faster 

growing firms, a new type of firm emerging in transition economies that are more market- and 

profit-oriented.  But at the same time, these firms appear to have financial constraints that 

impede their access to long-term financing and ability to grow. SMEs tend to suffer more when 

credit standards are tightened (Artola and Genre, 2011). 

 

Nevertheless, the previous paragraph is not all about the SMEs alone. There are strong evidence 

that credit tightened caused by the following types of bank financial distress: 1) low equity ratio; 

2) low Tier 1 capital ratio; and 3) losses on financial assets (Popov and Udell, 2010). These two 

situations are strangling each other like a vicious cycle as found by Slotty (2009) in the analysis on 

"Financial constraints and the decision to lease - Evidence from German SMEs” that the share of 

total annual lease expenses is considerably higher for financially strained as well as for small and 

fast-growing firms – those likely to face higher agency-cost premiums on marginal financing. 

 

2.8.2. Relationship Lending is not for SMEs 

In another analysis on relationship lending, Slotty (2009) observed strong empirical relationship 

that firms having provided with long-term funds have higher tendency to growth, and the long-

term liabilities of firms having specific relationship with certain bank almost double those with 

multiple relationships, while the overall leverage is about the same. Unfortunately such privileges 

do not seem to be with SMEs. Beck, Demirgüç-Kunt, and Pería (2009) find that SME financing is not 

consistent with the conventional view that SME lending is based on “relationship lending”. Mira 

(2001) as well as Brighi and Torluccio (2010) confirmed that SMEs funding decision comprising an 

initial check on the availability of internal resources, and only later on followed by the use of 

external capital, including bank debt. 

 

2.8.3. Better Business and Risk Model 

Beck, Demirgüç-Kunt, and Pería (2008) found that banks actually perceive the SMEs segment to be 

highly profitable, but perceive macroeconomic instability in developing countries and competition 

in developed countries as the main obstacles. Stephanou and Rodriguez (2008) argued that the 

problem actually lies on the current business and risk management models for SME lending that 

are still relatively underdeveloped. To overcome this problem, Klapper (2006) suggested utilization 

of electronic channels and a supportive legal and regulatory environment to mitigate the problem 

of borrowers’ informational opacity in business environments with weak information 

infrastructures if only receivables from high- quality buyers are factored. This in turn can cut costs 

and provide greater SME services in emerging markets. 
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Berger and Udell (2005) further assured that large institutions are not likely to be disadvantaged in 

lending to opaque SMEs as Hubert and Matthey (2003) stated that banks can build a reputation 

for tough liquidation in cases of financial distress if private banks can overcome information 

asymmetries by self selection. However, this strategy can only work if (i) bankruptcy law allows for 

easy liquidation, (ii) the banking industry can sustain positive profit margins, and (iii) interest rates 

are not too high. 

 

Hakenes and Schnabel (2005) shows that small banks (and hence small borrowers) may profit from 

the introduction of an “internal ratings based” (IRB) approach applied uniformly across banks. 

However, the banks’ right to choose between the standardized and the IRB approaches 

unambiguously hurts small banks, and pushes them towards higher risk-taking due to fiercer 

competition. This may even lead to higher aggregate risk in the economy. Otherwise, as found in 

Nigeria, introduction of alternative financial scheme for SMEs can be a good solution as well. 

Dagogo and Ollor (2009) noticed that Venture Capital (VC)-backed SMEs could contribute more to 

society in terms of taxes to government, provision for corporate social responsibility, and staff 

welfare. 

 

2.8.4. Crisis is Another Thing 

Within the context of crisis situation however, Liu (2009) suggests the explicit need to put forward 

relevant measures in the context of an SME credit guarantee, along with the expansion of 

financing institutions and channels, tax reductions, the improvement of service systems, and 

strengthening SMEs’ self- construction mechanisms. Zecchini and Ventura (2006) findings confirm 

that debt guarantee instrument has proved to be an effective instrument, although it has had a 

limited economic impact because of its narrow capital base and selective approach. 

 

 

2.9. More Points to Ponder 

 

2.9.1. Don’t Get Stuck 

Gereffi and Frederick (2010) found that economic recession has lowered demand for apparel 

exports and led to massive unemployment across the industry’s supply chain. Hence, GVCs shall 

not be a place to harvest mere dependencies. Staritz and Morris (2012) noted how new apparel 

export market opportunity has emerged in Lesotho, that of the regional market of South Africa. 

The two export markets, the US and South Africa, are supplied by different types of FDI firms, 

affiliates of largely Taiwanese transnational producers and of South African manufacturers that are 

incorporated into distinct value chains. The emergence of South Africa as an alternative end 

market and the different value chain dynamics operating in the South African retailer-governed 

value chain open up new opportunities away from those of the Taiwanese-dominated value chain. 

 

2.9.2. Prepare for Boom and Bust 

Optimism about GVC must be taken more objectively. GVC trade is particularly sensitive to 

business cycle fluctuations. Gangnes, Ma, and Assche (2012) has measured that for the People’s 

Republic of China (PRC), GVCs trade is measured up to four times as sensitive as non GVCs. As a 

result, the overall exports of a country like the PRC now likely respond more dramatically to a 

boom or bust in the US or Europe than in the past. More explicitly, Pickles (2012) views that GVCs 

and global production networks therefore highlight the heightened interdependencies in the 

global economy and as such have become transmission belts for the economic crisis globally. 
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2.9.3. It’s not that Big 

UNCTAD 2013 noticed another problem that GVCs are responsible for the growing significance of 

“double counting” in global trade figures. The new data shows that some 28% of gross exports 

consist of value added that is first imported by countries only to be incorporated in products or 

services that are then exported again. Thus some $5 trillion out of the $19 trillion in global gross 

exports (in 2010 figures) is actually double counted. Lee, Gereffi, and Barrientos (2011) thus 

asserted that dynamic monitoring of global and regional chains, joint public-private support for 

value chain upgrading, and improved trade metrics are needed to provide more effective policy 

interventions up to poverty reduction in a rapidly changing global trade environment. 

 

2.9.4. Watch Ahead 

Baldwin in Elms and Low (2013) assessed that the future of global supply chains will be influenced 

by four key determinants: 

• Improvements in coordination technology that lower the cost of functional and geographical 

unbundling 

• Improvements in computer integrated manufacturing that lower the benefits of specialization 

and shifts stages toward greater skill-, capital-, and technology-intensity; 

• Narrowing of wage gaps that reduces the benefit of North-South offshoring to nations like 

China; and 

• The price of oil that raises the cost of unbundling. 

 

2.9.5. Competitiveness at its Basic 

According to Wiklund and Shepherd (2003), willingness to be innovative, proactive, and take risks 

which in turn enhances the positive impact that a firm’s bundle of knowledge-based resources has 

on performance. As suggested by Ayyagari, Beck, and Demirgüç-Kunt (2005) larger role of SMEs in 

manufacturing is more strongly associated with a competitive business environment. Finally Beck, 

Demirguc-Kunt, and Levine (2003) reminds about qualified evidence that the overall business 

environment facing both large firms and SMEs are nevertheless measured by the ease of firm 

entry and exit, sound property rights, and contract enforcement-influences economic growth.  
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Chapter Three 

MODEL PLOTTING FOR ISSUES FACED BY SMEs WITHIN 

THE GVCs 
 

 

3.1. Applicable Models  

 

To analyze further the three main elements i.e. Skill Building, Local/Industry Competitiveness, and 

National Competitiveness, a number of models have been carefully assessed to find the ones best 

reflect those elements. Simplicity and practicality become the next criteria for the models chosen 

to match the SMEs audience. For the said purpose, three models have been selected. The first 

model, Layers of Skills Building was synthesized from various expert statements and models 

developed by consulting firm. It is used to describe in a clearer staging the skills needed towards a 

nation entry to GVCs. The French competitiveness clusters is chosen as the second model to 

reflect local/industry competitiveness. The last model is the Porter Diamond to explain 

competitiveness at the national level. 

 

3.1.1. Layers of Skill Building 

“Technical skills may get you the job, 
but soft skills can make you or break you as a manager” 

 

The above quote was cited from an article by Joan T. Eischen, Director for Oilfield Services at 

KPMG LLP, entitled "Making the most of valuable resources" posted on October 2012 at the 

General Electric (GE) energy business "Change Forum" website (Ge-energy, 2014). To add more 

emphasize, Steve Thomas, put soft skills as the foundation layer for hard skills. Below the two (soft 

and hard skills), there are culture and values (Steve, 2006). On top of the soft and technical skills, 

there lie the strategic skills, i.e. general management and marketing, which are aimed not only to 

run the business, but also to manage and build the business through conceptual abilities 

(approgence, 2014). A modified version of Steve Thomas’ depiction of layers of skill is presented in 

the diagram below. 

 
Figure 3.1. 

Layers of Skills Building 
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3.1.2. French Competitiveness Cluster 

The French competitiveness clusters or “pôles de compétitivité” is the French equivalent for what 

Michael E. Porter calls a “cluster” (geographic concentrations of interconnected companies, 

specialized suppliers, service providers, and associated institutions in a particular field that are 

present in a nation or region). This is France’s answer to increasingly rapid changes in the global 

economy reflected through globalization of production factors where innovation and research are 

key factors for industrial competitiveness (systematic, 2014).  

 
Figure 3.2. 

French Competitiveness Cluster 

 

 
                      

Competitiveness cluster brings together large and small firms, research laboratories and 

educational establishments, all working together in a specific region to develop synergies and 

cooperative efforts. Other partners may be brought in, such as public authorities, either local or 

national, as well as firms providing business services. The objectives are (DGCIS, 2011): 

• Accelerating innovation efforts. 

• Providing support for high-tech and creative activities, primarily industrial. 

• Improving the attractiveness via greater international visibility. 

 

3.1.3. Porter Diamond 

Porter Diamond shows that a nation's competitiveness depends on the capacity of its industry to 

detect, understand, and satisfy the demanding customer. The industry is also supported by an 

array of suppliers, which are capable of optimizing the nation's resource base. And all of them 

benefit from sound economic governance in the country they live in (Porter, 1990).Excerpted from 

Porter (1990), there are four attributes that affect a nation's competitive edge, i.e.: 

a. Factor Conditions; The position in factors of production, such as skilled labor or infrastructure, 

which are necessary to compete in a given industry. 

b. Demand Conditions; The nature of market demand for the industry's products/services. 

c. Related and Supporting Industries; The presence or absence of supplier industries and other 

related industries. 
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d. Firm Strategy, Structure, and Rivalry; The condition governing how companies are created, 

organized, managed, and put into competition. 
 

Figure 3.3. 

Porter Diamond 

 

 
               

Through inter-relation among the determinants in Porter Diamond, it can be seen how a nation's 

competitiveness depends on the capacity of its industry to detect, understand, and satisfy the 

demanding customer. The industry is also supported by an array of suppliers which are capable of 

optimizing the nation's resource base. And all of them benefit from sound economic governance in 

the country they live in. 

 

 

3.2. Issues Plotting  

 

3.2.1. Skills Building 

As found in the desk research, developing countries unfortunately undertake very little to no 

original R&D and primarily depend on foreign technology. When it is the case, convergent wages 

and income level between “factory economies” and “headquarter economies” determines the 

extent of supply chain trade among them. Formal local educational institutions in emerging 

nations hence should be well aligned with the skills required to create a GVCs ready culture and 

mindset. At the very basic, they should include foreign language, IT skills, globalization, and 

multicultural awareness. In this matter as well, utilization of technology is necessary to abridge 

various gaps that might occur throughout the journey.  

 

The skills needed to anticipate the GVCs shall start from entrepreneurship as the most critical part. 

Yet, it should be complemented also with innovative intuition, pro-activity, inter-personal attitude, 

and risk bearing attitude. All of these will form the basic elements of soft skills. The next skills will 

be more technical which include mostly capabilities related to business and commerce 

administration i.e. accounting, tax, standards, trade procedures, and up to legal skills. At the final 
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stage, these soft and technical skills will be ready to elevate into broader management and more 

advanced marketing strategy formulation. On top of all the skills discussed before, however, these 

are not sufficient without channelizing innovation into business start-ups. By employing the Layers 

of Skills, the discussion in the previous paragraph is portrayed through the following diagram. 

 
Figure 3.4. 

Layers of Skills to Anticipate GVCs 

 

 
 

The innovation process as in the above diagram could no more be based on mere intuition. It 

needs to be structured in order to have a didactic, documentable, and replicable manner for 

improvements to be shared to other agents in the future. The structured innovation process also 

helps for a better business and strategy modeling since it comes with clearer breakdowns of 

elements. This staging array is intended not only to incubate both entrepreneurship and 

innovations simultaneously, but also to provide the technical operational capabilities with 

upgrades towards strategic conceptual capabilities, and on the other side to avoid fancy 

conceptual development, which have low practicality and implement-ability.  

 

3.2.2. Local Industry Competitiveness 

Moving on from the previous discussion, the hub for incubating business and innovation ideas 

shall not stop until it can generate technologically and commercially qualified entrepreneurship, or 

can be called techno-preneurship, as its products. Yet it needs to further work on developing solid 

network to come up with products and services strong enough to pierce the GVCs veil. All of these 

form a local/industry level competitiveness which should be bound by property right protection 

for all the ideas and products/services generated from within it i.e.; 

• Business and innovation incubator, 

• Techno-Preneurship 

• Products/services development network. 

 

Plotting the three elements above into the French competitiveness clusters will put business and 

innovation incubator at the research and training centers post, techno-preneurship at the industry 

players, manufacturers, and integrators post, and eventually products/services development 

network at the technology providers post. The result can be seen through the diagram below. 
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Figure 3.5. 

SMEs French Competitiveness Cluster Within GVCs Context 

 

 
  

3.2.3. National Competitiveness  

Two elements of the above diagram, techno-preneurship, and the products/services development 

network, further become parts of another competitiveness framework at national level. While the 

products/services development network concentrates on generating products and services strong 

enough to penetrate the GVCs, the techno-preneurship with their innovation and business radars 

are responsible to scrutiny the demand side for market opportunities with regards to optimization 

of own resources, which are indeed the true root of upgrading capabilities to ascend all the way 

the GVCs ladder. 

 

Referring back to the desk research, true upgrading capabilities should emerge from intense 

interaction and learning in domestic markets, as well as any further policies and or contracts 

should first identify the various local factors that affected the capacity of developing countries to 

meet GVCs requirements, including their own human ideas, productive capacities and financing 

schemes that suit local situations. As discussed earlier, own productive capacity falls within the 

comparative advantage domain. Among many comparative advantages belong to emerging 

economies lie mostly on its natural and cultural endowment which has become a future trend on 

setting up global standard. Once all the above elements are placed well on the Porter Diamond, 

the final elements of the framework, strategy, Structure, and Rivalry will be filled by the entry to 

GVCs, forming the completed diamond as below. 
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Figure 3.6. 

SMEs Competitiveness in GVC’s Plotted into Porter Diamond 
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Chapter Four 

COUNTRY REPORT AND DATA FINDING  
 

 

The number of SMEs in ASEAN member states, particularly Brunei Darussalam, Indonesia, and 

Malaysia has been increasing. It reflects that SMEs are the economy backbone which supports the 

national productivity. The readiness to compete in the global market is the one of the key issues 

that supposed to be possessed by SME, especially those who will exports the goods and services. 

The competitiveness of SMEs needs to be evaluated by various aspects like employee skill, capital, 

technology, and also through the government policy and interest rate considered as external 

aspects. When these key aspects have been already owned by SMEs, there will be no difficult to 

entry the Global Value Chain. 

 

There are 8 steps need to be developed as follow; (1) The skills needed to enhance SME’s perform; 

(2) The programs that accordance with the skills; (3) The programs to develop new or existing 

entrepreneurs; (4) The conditions of the entrepreneur’s network in the market; (5) The regulation 

of intellectual property rights (IPR); (6) The standardization of the products; (7) The use of 

technology to run business in SMEs environment; and (8) The strategies created by government to 

enter GVCs.  

 

 

4.1. Indonesia 

 

4.1.1. Skills to Enhance SMEs’ Performance: Balancing Quality and Quantity 

According to the 2010 World Bank data, the educational level of entrepreneur is fairly low in 

Indonesia, and it calls for adoption of business/entrepreneur lesson in the school curriculum. 

Mourougane (2012) noted that Indonesian government since 2011 has been attempting to 

empower SMEs employee with vocational skills, behavioral skills, computer literacy, and language 

proficiency. The Indonesian Ministry of Cooperative and SMEs (Ministry of KUMKM) has two 

approaches to increase SME’s performance; quality and quantity way1. Quality refers to skills 

influencing the performance to run the business, i.e. vocational and behavioral skill, where 

vocational skill means practical skills required in a specific area, while behavioral focuses more on 

the characteristics, knowledge, and general abilities. Beside the vocational and behavioral skills, 

the government deems computer literacy and foreign language proficiency as other important 

skills for SMEs. A special program, SMESCO Goes to Campus, created to link SMEs with Indonesian 

universities and attract more entrepreneurs from within high skilled and educated pools of 

workforce.2 The quantity way can be seen in the strategic goals from the Ministry which refers to 

the substance of cooperative empowerment
3 which aims to reach a certain target of the following 

                                                             
1
 Mourougane, A. Promoting SME Development in Indonesia, Economic department Working Papers, OECD, 

2012 
2
 Larasati, “SMESCO Goes to Campus,” Universitas Bakrie, 2014 

3
 Laporan Akuntabilitas Kinerja Instansi Pemerintah, Kementerian Koperasi dan UKM Tahun 2012, pp. 7. 
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indicators, e.g. 1) number of cooperative and SMEs entities, 2) number of SMEs trainings 

conducted, 3) number of training participants, and 4) number of training hours. 

 

4.1.2. Developing the Skills: From Generic to Technical Programs 

To implement the skills acquired in trainings, the government has designed the generic and 

technical program contained in the Ministry of KUMKM’s strategic plan (Renstra 2012 - 2014).4
The 

generic program focuses on supporting management-implementation and improvement of the 

facilities and infrastructure needed by SMEs. The technical program focuses on worker’s 

production, funding, marketing, and human resources development skill enhancement through 

among others establishing links with universities and competency test centers (Tempat Uji 

Kompetensi).5 

 

4.1.3. Generating the Entrepreneurs: The National Entrepreneurship Movement 

On top of the skill provision and implementation programs discussed earlier, Indonesia has the so 

called National Entrepreneurship Movement or Gerakan Kewirausahaan Nasional (GKN). GKN is 

aimed as a boost towards enhancement of entrepreneurial spirit, innovative and creative thinking, 

business skills and knowledge improvement, and networking among young entrepreneurs.6 

Official statistics recorded GKN has registered around 6,1 millions entrepreneurs or nearly 2,5% of 

population from 2011 – 2013. Through GKN as well, ca. 14,000 business proposals with each 

receiving IDR 25 million financing have been approved so far.7 

 

4.1.4. Networking of SMEs: Geographical Clusters vs Concentration 

The SMEs successfully established through various programs in Indonesia are further facilitated 

through SMEs clusters. These SME’s clusters stress on the relationship between the suppliers and 

traders on the circulations of the materials needed as production factor, and to provide better 

financial and real sector coherence, this program is carried out under the Indonesian Central Bank 

(Bank Indonesia). Through this program, technical assistances and facilitations have been provided 

for 35 SMEs clusters around in Indonesia, comprising the agricultural, forestry, fisheries, and the 

processing industry sectors.
8
 

 

These clusters can help tackle the challenge of significant number of SMEs which are still 

concentrated in Java, while internationally connected ones are very limited. Indonesian SMEs 

account for 92-95% of the entire industry; with only 10-20% of those SMEs already have foreign 

market access. Meanwhile, around 75% run its business in Java. After 2014, the government will 

be focusing their concern on the growth of SME’s supplier in other area, such as Borneo and 

Sumatera.
9
 To have more SMEs internationally connected with global players, the government has 

issued requirements of local content, particularly for the automotive industry. However, this 

                                                             
4
 Rencana srategis Kementerian Koperasi Usaha Kecil dan Menengah Republik Indonesia Tahun 2012, pp.38. 

5
 Laporan Akuntabilitas, Op. Cit.,pp. 35. 

6
 “Tujuan dan Program GKN,” Spirit GKN 2014, Apr. 3, 2014 

7
 “Kemenkop Sukses Jaring 14,275 Proposal Bisnis Wirausaha,” investor, Feb. 23, 2013 

8
 “Program Pengembangan Sektor Rill dan UMKM Melalui Pola Klaster,” Bank Indonesia, 2014 

9
 “2013, IKM Dibidik Tumbuh 6%,” Kementerian Perindustrian Republik Indonesia, 2013 
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requirement may not be the best way for the said purpose since many SMEs in Indonesia are 

having difficulty to follow that requirement. The progress to fulfill the requirement of local content 

is still 70% on automotive industry, but succeeds on agricultural product with 80% of local content. 

Most Indonesian SMEs suppliers in automotive sector are still in the midst of developing their 

capabilities from making raw material to making semi-finished material.10 

 

4.1.5. IPR: Fighting for Facilitation and Awareness 

Indonesia is a member of the World Trade Organization (WTO), and has ratified the Agreement on 

Trade-related Aspects of Intellectual Property (TRIPs Agreement). Indonesia has also ratified the 

Paris Convention (the World Intellectual Property Organization (WIPO). The Directorate General of 

Intellectual Property Rights (DGIPR) under the Ministry of Law and Human Rights is the authority 

to manage the IPR system in Indonesia and acts as a one-stop support center and provides various 

services related to IPR, including raising the awareness on IPRs, providing information, patent 

applications, and licensing.11 There are five prevailing laws in Indonesian related to IPRs (1) The 

law 14 of 2001 on patent; (2) The law 15 of 2001 on trade mark; (3) The law 31 of 2000 on 

copyright; (4) The law 31 of 2000 on industrial design; and (5) The law 30 of 2000 on trade secret. 

These five laws aim to protect Indonesian IPR that considered as intangible assets, and also 

regarded as a key factor in the competitiveness of SMEs in the global trade. Moreover, IPR is a 

primary method for securing a return on investments in innovation, particularly relevant to 

SMEs.12 

 

Nevertheless, only a few types of IPRs, namely trademarks, copyrights, industrial designs, petty 

patents and trade secrets are relevant to and can provide direct benefits for most SMEs in 

Indonesia. It found that the administration of intellectual property in Indonesia is so cumbersome 

that it discourages the SMEs from incorporating the relevant IPRs into their business strategies. 

The cumbersome process of obtaining the IPRs is caused by complex rules of procedure, inefficient 

bureaucracy, weak decentralization policy, and a lack of skilled human resources, of effective 

information technology (IT) infrastructure and of financial resources.13. 

 

4.1.6. Domestic Resource 

A. Revolving fund: Financing SMEs for the Economy 

On financial resource for SMEs, Indonesia actually has various schemes. In this case, a special focus 

will be given on the Dana Bergulir program or Revolving Fund scheme which was created in 2000 

facilitate SMEs in a simple way. This program is specifically aimed to develop to economy by 

increasing the volume of SME’s business through three ways, i.e. 1) benefit sharing between SMEs 

and their joint venture partners, 2) SMEs capital strengthening to enhance the SMEs absorption of 

                                                             
10

 “Produsen Kesulitan  Memenuhi Aturan Kandungan Lokal,” Kontan, Dec. 20, 2013 
11

 ASEAN SME Policy Index 2014: Towards Competitive and Innovative ASEAN, ERIA, Jakarta, 2014, pp. 93. 
12

 “Indonesia, ASEAN IPR SME Helpdesk IP County Factsheet”, ASEAN, 2014 
13

 Sinaga, Selvie, Utilisation of intellectual property rights by Indonesian Small and Medium Enterprises: a case 

study of challanges facing the Batik and Jamu industries, Doctor of Philosophy thesis, Faculty of Law, University 

of Wollongong, 2012 
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labor to reduce unemployment, and 3) enhancing entrepreneurship through cooperatives’ loan 

scheme for business start-up financing.14  

 

B. Green Products 

On non financial resource, Indonesia has given special focus on green economy. Indonesia is fully 

supporting the Green Technology Network for supporting economic growth by green or eco 

product in 2020. Indonesia has also facilitated the APEC International Training and Workshop on 

Green Technology Based Incubator in 2011. This aims to help Indonesian SMEs to access, adopt, 

and promote green technology products and services. Moreover, Indonesia has created as well the 

Inno-SMEs with supports from reputable Indonesian universities such as IPB (Institut Pertanian 

Bogor), ITS (Institut Teknologi Sepuluh November Surabaya), and ITB (Institut Teknologi Bandung) 

which is aimed to promote a new and innovative technology related to the green-eco products in 

the near future.
15

  

 

4.1.7. IT Utilization: Online Marketing and Shops Boom 

Based on a research concerning IT utilization by SMEs in Indonesia, IT is especially helpful for 

looking out market information (92%), marketing the product (80,3%), communicating with 

business partners (58%), communicating with the consumers (45%), and facilitating online 

purchasing (33%). However, IT usage in Indonesia is less than other ASEAN countries such as 

Malaysia, Singapore, and Thailand.16 An economic daily report in Indonesia revealed that the level 

of computer utilization in Indonesian SMEs is still very low, which only accounts for 20% - 25% of 

entire SMEs population in 2013.17 

 

Meanwhile, social media like facebook is really helpful to introduce SMEs products as many as 

they want without adding significant marketing cost. Based on the data, Indonesia is ranked 4th in 

the world as the world’s largest facebook user (60 million) after United States, India, and Brazil.
18

 

The development of technology also increases debit and credit card usage as the tools of payment 

due to its security to avoid illicit trade, efficiency, and convenience. A survey from Moody’s 

analytics revealed that the use of debit or credit card in Indonesia today has reached 20% of 

population and has contributed significantly to the Indonesia’s GDP.19 

 

Twitter also supports entrepreneur significantly in marketing their products. By creating “twit”, 

they can introduce and sell their products to all friends in the account twitter without any charge 

of fee. Today, the user of twitter Indonesia is around 19,5 millions people and has put Indonesia in 

the top 5 rank in the world.
20

 Many of Indonesian entrepreneur use twitter for marketing ideas, 
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 “Inno SMEs”, Indonesia National Innovation System Resource Center, 2014 
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 Roosdhani, M, et al., Analisa tingkat penggunaan teknologi informasi dan komunikasi pada UKM, 2014, pp. 
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sharing information, introducing the goods and services, and promoting any kind of innovations to 

obtain business opportunities.21 

 

Another IT's benefit is the presence of online shopping sites that have been increasingly popular in 

Indonesia like Berniaga, Mobil123, OLX (previously known as Toko Bagus), and Bhinneka. These 

sites have become among the most visited website due to its convenience in buying goods and 

services.  While for sellers, the benefits of online shop come in the form of low cost of rent, few 

staff/worker, wider range of market, low cost of promotion fee, and no necessary storage or 

warehouse.
22

Toko Bagus as an example has less than 100 workers to maintain its business and 

only spent IDR 500,000 for hosting and domain rent per year. It has become the most trusted 

online shop in Indonesia and obtained the profit of nearly IDR 1,4 Trillion in 2012 and recorded for 

almost 200,000 transactions every year.23 

 

4.1.8. Towards GVCs: Better Delivery, Better Standard, and Better Promotion 

The development of on-line shopping numbers has increased also the development of shipping 

and delivery services essential for internationalization of SMEs. The delivery services in Indonesia 

nowadays acts also to tackle the difficulties of SMEs in handling their export/import and custom 

documents. The latest statistics from JNE (a leading national expedition service company) 

recorded 40% increase of delivery service order during the 2014 Ramadhan alone, in Central Java 

alone, and it reached nearly 200 million tons per day.24 This number has lead Indonesia’s logistic 

competence performance index reach at 3,21 points in 2014,25 to be at the top 3 in ASEAN. 

 

Indonesia has established national product standardization, commonly known as SNI (Standar 

Nasional Indonesia), through the Presidential Decree No. 13 of 1997 which was recently updated 

through the Presidential Decree No. 166 of 2000. Along with increasing customers’ confidence, SNI 

aims to increase as well Indonesian product’s confidence to compete with other international 

product. The Ministry of KUMKM records show more than 1000 Indonesian SMEs already acquired 

the SNI label for its own products.26 

 

To support these SNI products into global markets, since 2007, Ministry of KUMKM established 

SMESCO to promote SMEs products through trading house with infrastructure and exhibition 

facilities.27 In early 2014, SMESCO conducted Gebyar SMESCO, a program aimed to promote local 

products for export markets28. In 2013, SMESCO conducts an Expo which was attended by 750 

SMEs. This expo is planned to be an annual program, and in 2014 SMESCO targets to attract 500 

participants at the minimum29. More recently, SMESCO also has established international events 
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to expand further the market access, especially for entrepreneurs successful in producing goods 

and services with a high quality to penetrate global markets. The covered areas are Asia (Japan, 

China, and Malaysia), Europe (Germany, Netherlands, and Turkey), South Africa, UAE, Brazil, and 

US. This international event was joined by 150 SMEs in 2014.
30

 

 

4.2. Malaysia 
 

4.2.1. Skills to Enhance SMEs’ performance: Knowledge Management 

Malaysia’s focus to develop SMEs skill is now headed towards knowledge management (KM) and 

innovation skill. KM is not given to all workers but only to those who already in supervisor level or 

above. KM will help on sharing or transferring the knowledge and working experience with 

employee, thus the firm will be filled by the skilled workers. It is also considered influential in 

determining the strategic position of organization in the uncertain business environment as the 

intangible assets and information action to strengthen the corporate culture and better financial 

result. Based on the data, the level of KM understanding in Malaysia was nearly 30% in 2012.31 The 

innovation skill is also the one of the key variables for maintaining the SMEs to compete in the 

global market. The Malaysian government focuses on accessing the national innovation system by 

establishing SMECorps who have programs related to the innovation skill.  

 

Several aspects are used to assess how far the local entrepreneur realizes the importance of KM. 

Those aspects are known as key success factor i.e. top management support, financial resources, 

technology infrastructure, corporate cultural, and innovation development. In 2010, there was a 

study conducted to 100 companies in Malaysia, and it showed that KM increased time saving (21), 

provided better learning opportunities (18), improved office automation (17), improved 

responsiveness to customers (15), provided better financial results (15), improved innovation, 

provided better management activities, and improved decision making (10).32 

 

4.2.2. Developing the skills: Mentoring and Upgrading 

The Malaysian government spreads the KM further through the SME Mentoring programs, which 

is created by the SMECorps especially for the food and beverage industry.
33

 Through the 

SMECoprs as well, another program called “skills upgrading programs” have been created to 

manage business, enhance skill, and develop capabilities of SMEs employees through several 

strategies. Those strategies contains (1) Business accelerate programs; (2) SME university 

internship; and (3) SME university program. Up to 2014, the program has also been cooperating 

with 40 training skills center to develop technical and soft skills for Malaysian workers.
34

 

 

                                                             
30

 Ibid. 
31
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4.2.3. Generating the Entrepreneurs: Enrichment, Enhancement, Awards, and Transformation  

To enable the KM to be put into action, the Malaysian government has created the enrichment 

and enhancement programs (EEP) in accordance with the Business Act 1956. The EEP aims to assist 

entrepreneurs through an integrated approach with guidance, including strengthening their core 

business, building capacity and capability, and facilitating access to financing. The applicants of this 

program will receive business and technical advisory services, to aim at enhancing their business 

potential.35 The EEP are still running and already accommodate nearly 60% of SMEs. The EEP has 

three (3) aspects for enhancing the entrepreneurship.36 First is the diagnostics that is designed to 

diagnose firm’s competitiveness based on the performance and capabilities of their employee. 

Second, is to analyze the capacity building by providing the training centers that are appointed by 

SMECorp. And the last is technical Support that provided SMEs with information on material 

resources, international standards, label and packaging, quality assurance, and product design.  

 

While on the more macro side, the Malaysian government also focuses on the Workplace 

Transformation, a national agenda that aims to modernize the labor laws with the needs of high-

income, enhance the labor safety net, ensure the workers are protected during times of economic 

transitions, and strengthen the HR skill.
37

  The workplace transformation agenda also aims to have 

Malaysian SMEs to contribute 40% of GDP by 2020. Along with this agenda, every success stories 

from the agribusiness, food and beverage, manufacturing industry, and medicine sector has been 

displayed on the annual report of Malaysian SMEs to allure more Malaysians to become 

entrepreneur and take parts in rolling the economic wheel.38 As another affirmative program, the 

Malaysian government under the Companies Act of 1956 created SME Emergency Fund to eligibly 

allocate RM 100,000 per company or RM 10 million/year to help SMEs facing bankruptcy due to 

natural disaster.
39

 

 

The success of Malaysia’s entrepreneur nurturing programs can by large be reflected from its 

Enterprises 50 Awards, a prestigious award program that recognizes the achievements of 

Malaysia's enterprising small and medium companies, which are well positioned for the future. 

The enterprises 50 award has a slogan, which is Nurturing Heroes from Zeroes. It was created in 

1996 by the government and now has been attracting more than 1,726 participants with 550 

winners (alumni), and 60 companies of which have been listed on the Malaysian exchange and 14 

on the regional exchange.40 Through this program, 50 winners are selected from their financial 

capabilities, operations and management skills, amongst the nominations received. This award 

aims to increase the number of entrepreneur, which is believed as a key driver for economy 

development. The enterprises 50 awards have a lot benefit, such as giving the award- certificate 

winner and nominating the winner the National Productivity Award. This programs was 

established in 1996 and still running until this day.41 
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4.2.4. Networking of SMEs: Association in Action 

There are several main networking venues for Malaysian entrepreneurs. MRCA (Malaysia Retailing 

Chain Associations) is the example. It pools the resources for the Malaysian chain retailers so they 

could hardness networking to expand their business and facilitate the enhancement of chain 

stores. The MRCA benefits for SMEs who have submitted as members comprising (1) Regular 

events provides with the development; (2) Training and education programs organized by the 

association; and (3) Joint marketing and promotion programs by sharing and cross-referencing 

among the members.42 MRCA was established in 1992, and has grown to become an incredibly 

strong entity, comprising of more than 200 leading retail chain stores operators as well as 

franchisors and covering more than 10,000 outlets throughout Malaysia. With such a vast network 

of retail outlets, these members help provide more than 100,000 job opportunities to Malaysians 

across the country, and the number is expected to continue to expand, judging from the bright 

potential of the retail industry.43 

 

4.2.5. IPR as Business Tool 

To respond on the development of IPR at domestic and global levels, the Malaysian government 

has established the IPCM (Intellectual Property Cooperation of Malaysia) where the function of 

IPCM as a corporate body with the autonomy in financing and staffing is provided by the Act 617.44 

IPCM members has increased by 1.6% with 41.628 applications (SMEs) in 2013.45 The role of IPCM 

is significant in providing comprehensive and user-friendly information, promoting public 

awareness programs, and providing advisory services on intellectual property. The IPCM stresses 

on reducing the bureaucratic system, which is usually, take a longer time than private firms, and 

on using the IPR as the business tool like rebranding the Malaysian product to become more 

competitive in the market. Moreover, IPR is a key factor for the competitiveness of SMEs because 

it secures a return on investment in innovation and also can be an important source of cash- flow 

for SMEs through licensing deals or selling IP, as well as a significant pull-factor when attracting 

investors.
46

 

 

4.2.6. Domestic Resource: Focus on Guarantee, the Fast Moving, and Capital Financing 

Access to financing is one of the most crucial aspects in the development of Malaysian SMEs. To 

respond the necessity on obtaining the fund, the government has created several policies such as 

CGS (Credit Guarantee Scheme), CBM (Credit Bureau Malaysia), and SLSME (Soft Loan Scheme for 

Small and Medium Enterprises). 

 

The briefs on the three schemes are as follows: 

a. CGS aims to support SMEs by guaranteeing financing through the two main schemes, namely 

the credit enhancer scheme and direct access guarantee scheme, which have benefited more 

than 2000 Malaysian SMEs.47 The Federal Territory of Kuala Lumpur received the highest 

                                                             
42

 “Background of MRCA”, Malaysian Retailing Chain Association, 2014 
43

 Ibid. 
44

 “Background on MyIPO in Malaysia”, MyIPO, 2014 
45

 “Intellectual Property Corporation of Malaysia”, MyIPO, 2014 
46

 “Malaysia-ASEAN IPR Helpdesk IP Country Factsheets,” ASEAN, 2014, pp. 1.  
47

 Access to Financing in Malaysian SME Outlook Chapter 6, 2013, pp. 72.  



45 

 

number of guarantee for their loans, which amounted to RM325 million, followed by Selangor 

and Johor with RM235 million, and RM 75,1 million loans respectively. In 2013, a total 71 

applicants amounting to RM899 millions were approved in order to promote the entrepreneur 

in obtaining funds, moreover the administration is not rigid, because it only takes 3 (three) days 

with an approval rate of 90%.Therefore, within the effective scheme, the cash flow of financial 

support will be delivered quickly to the each approved participants.48 

b. CBM act as a one-stop provider of credit information and rating SMEs, which aims to promote 

easy access to financing for SMEs. To enhance public awareness, CBM was selected as the 

official credit bureau through the SME 100 award. By implementing SME 100 award, Malaysian 

government could recognize and identifies Malaysia’s top fast moving SMEs.49 

c. SLSME, which was established in 2011 to aims in assisting the enterprises in the financial of 

objects, assets, and fixed capital. This financing scheme provides helps manufacturing and 

service-based industries to lower their cost while maintaining focus on increasing their 

efficiency and productivity, which financing provides ranges from a minimum RM 50,000 to a 

maximum RM 5 million.50  

 

4.2.7. IT Utilization: Go Cashless 

On utilization of IT, the SMECorp is encouraging all Malaysian SMEs to use the application of 

technology such as card reader, tablet device, credit card & debit card to increase the acceleration 

of business transactions within the safety for every entrepreneur. Today, most local business 

district in Malaysia such as pasar tani and roadside stalls are encouraged to accept cashless 

transaction (visa, debit, or credit), which almost 40% stalls has been conducting this 2 years earlier 

from 2013. SMECorp said that in 2014, a total of 26,285 e-payment terminals for its “cashless 

transaction” had been deployed, which benefited for 18,206 Malaysian SMEs.51
 

 

The cashless was initially ignited by the high number of ATM card, which is predicted 41 millions 

card this year, meanwhile the Malaysia’s population is around 29,7 million.52 The vast usage of 

card has sparked the idea of go cashless for SMEs. The acceptance of electronic payment system 

among Malaysian customers has increased year to year, for instance the value of cards transaction 

(credit and debit) in Malaysia increased from RM 51,2 billions to RM 94,4 billion between 2006 

and 2010.53 Moreover, based on the data from BNM (Bank Negara Malaysia), debit cards on 

goods transactions in Q1 2014 has reached RM20,9 billion and RM14 billion for credit cards.54 The 

government has noticed that Malaysian people is more likely to use cards on purchasing both 

goods or service, for instance people who pay by debit card in on-line shopping has increased 60% 

in last year (2013),
55

  By having a lot of cashless transaction, especially on the on-line shopping, 

the logistics industry in Malaysia has become the 2nd largest in ASEAN (after Singapore). Based on 
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the LPI (Logistic Performance Index), Malaysia’s logistic competence has reached at 3,47 points 

and 3,64 for international shipments.56 

 

Beside IT utilization, Malaysian government also conducting the assessment framework for other 

kind of technology transfers to develop the SMEs through technology dissemination, and fostering 

technology R&D. Based on the assessment results of technological framework for SMEs in ASEAN, 

Malaysia stays at second position with index score (4,9), under the Singapore who is leading now 

(5,6), and followed by Thailand (4,3) at third position.
57

  The development of technology for 

fostering SMEs cannot be separated by the presence of universities, which is believed as a driver 

for implementing the technology in to the business. The Ministry of High Education Malaysia 

(MOHE) has allocated budget RM200 million in 2011 and RM RM541 million in 2012 for long-term 

university research grant.58 The research grant is believed as a booster for transferring R&D in to 

the SME’s business activity. Another example came from IT sector, which is the MDV (Malaysia 

Debt Ventures) have made MoU with the SMECorps to facilitate RM500 millions for developing 

the product in the high-tech sector and medical device.
59

 

 

4.2.8. Towards GVCs: Branding, Macro Policy, and Network 

The National SME Development Council (NSDC) controls the Malaysian master plan to chart the 

policy direction of SMEs, and dedicated as a central coordinating agency. The NSDC has stated 

several challenges that need to be tackled in the few next years for facing the GVC like (1) Increase 

in cost of raw materials (55,1%); (2) Reduction in international demand (36%); (3) Lack of external 

financing (33%); and (4) High cost of external financing (32,5%).60 The NSDC chart direction aims to 

achieve in 2020, 41% of GDP by SME’s contribution, 62% employment, and 25% exports through 

strategies like public-private partnership, going export program, and integration of business 

licensing.  

 

Tax policy is also playing a role in boosting SMEs participation in global market. According to the 

income Tax of 1967, a SME will be taxed onincome derived in Malaysia. Until now, almost 7000 

companies registered, 90% of which are SMEs, with around 300,000 are the low budget SMEs.61 

 

Malaysian government focuses on labeling to determine the quality of the products. The program 

label called The National Mark of Malaysian Brand depicts quality, excellence and distinction of 

products and services. In 2013, there were 59 companies that have successfully been awarded the 

National Mark of Malaysian Brand, and there are over 40 companies that have submitted their 

applications to participate in the scheme. Another labeling, the eco-product program called My 

Hijau Labeling aims to wake up all SMEs company to stand in benefit from the country’s foray into 

sustainable consumption. My Hijau program also aims to coordinate existing green labels from 
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various sectors under one common frameworks comprising agricultural (Malaysian farm, 

Malaysian organic, and Malaysian palm oil products) and eco label that is based on the 

international standard. The Secretariat of the SME Brand Development Program has also 

conducted a survey that confirmed the positive affect participation in the certification scheme has 

on increasing the visibility of Malaysian brands locally and abroad.62 

 

The workshops of GMN (Global Market Network) introduced early 2014 as a place for meeting 

between the government and local entrepreneur to broaden up the local entrepreneur’s 

knowledge.
63

 This program related with the KM aims to offers SMEs the opportunity to share, 

explore, and enhance their knowledge on the improvement in business performance to compete 

in the global market. This programs comprising on production optimization, performance 

awareness, and strategic marketing for business owners or manager/executives. On the more 

global oriented level, MATRADE (Malaysian External Trade Development Corporation) is the 

external trade promotion arms under the Ministry of International Trade and Industry, which aims 

to update the Malaysian exporters with the global market information, export promotion, and 

trade advisory.
64

 MATRADE now has 38 (thirty eight) overseas offices located in the major 

commercial cities around the world to assist in the research and development of Malaysian 

products. Malaysian government is ready to put in their products in the global market due to the 

presence and help from their agencies that have a significant role in guiding the Malaysian 

exporters. Under The MATRADE, Malaysian government has announced several innovative 

products exported to other countries. The product exported comprising electrical and computer 

components, automotive parts and components, computer hardware, consumer & industrial 

electronic products.
65

 

 

 

4.3. Brunei Darussalam  

 

4.3.1. Skills to Enhance SMEs’ Performance: Heading for Knowledge Based Economy 

The Bruneian government concerns about the knowledge based economy as the foundation to 

develop SMEs has led to the establishment of iCentre in 2008. As Brunei’s first incubation centre, 

iCentre focuses on nurturing ICT entrepreneurs to develop Made-in-Brunei products and 

applications such as contents, barcode, and software programs through a well-structured and 

effective incubation program. The iCentre is currently managed by KR Consulting, a business unit 

of National University of Singapore (NUS) and has to date incubated over 15 local ICT companies in 

areas.66 

 

4.3.2. Developing the skills: Local Businesses 

The task to further develop SMEs in Brunei then lies under BEDB (Brunei Economic Development 
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Board), a government body that has full responsibility on maintaining the business atmosphere in 

Brunei. BEDB’s developing business local strategy focuses on developing micro enterprises, 

starting up the enterprise’s growth, and commercializing supports with initiatives.67 For the 

existing SMEs, in the early 2010, a new tax threshold has been introduced to reduce tax liabilities 

of SMEs, which the previously tax rate was 23,5% in 2009, then became 22% started in 2010.68 

Brunei tax reduction for SMEs explicitly shows the government effort to spur SMEs growth. 

 

4.3.3. Generating the Entrepreneurs: For the Youth and Villagers 

In order to put the skills into action, the government programs to nurture potential entrepreneurs 

and maintaining the skilled ones are as below: 

a. The Youth Skills Development Program (YSDP), also under BEDB, is created for encouraging and 

assisting youth to kick-start their own micro business. The eligibility comprises local youth in 

Brunei, unemployed person or has no fix income, and acquired vocational and technical skills or 

competencies in the area of intended business.69 

b. Village Enterprises Financial Grant (VEFG), created to assist the development and 

commercialization of village products called “One Village, One product” under the Ministry of 

Home Affairs. The eligibility comprises purchasing of equipment, engaging the external 

expertise, and training to upgrade the skill.70 In this program, B$ 50,000 is given per recipient 

village, which sponsored by Bank Islam Brunei Darussalam. 

 

4.3.4. Networking of SMEs: All Media All the Way 

Under the BEDB, the government has created iConnect which aims to keep every stakeholder 

(especially company and supplier) informed on all-important news concerning the SME business 

activities. The role of iConnect comprises for strengthening the connector/relationship among the 

stakeholders, the information link for prices, and the information link for the availability of 

material. The iConnect has been utilizing various media like tabloid, newspaper, and website.71 

 

4.3.5. IPR to Deal with Continuous Innovation 

Bruneian government realizes that all too often, SMEs and start-up entrepreneurs fail to recognize 

the importance of, and leverage on the benefits of IPR. The government has provided IPR for the 

legal mechanism in protecting the property by creating (1) Trade Marks Act Chapter 98; (2) Trade 

Mark Rules S27/2000; (3) Emergency (Copyright) Order, 1999: and (4) Emergency (Industrial 

Design) Orders, 1999. In the BEDB’s SMEs Guide Book (2012), the Bruneian government reminds 

on the importance of IPR is a key consideration in day-to-day business decisions. New products, 

brands and creative designs appear almost daily on the market and are the result of continuous 

human innovation and creativity. 
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4.3.6. Domestic Resource: The Halal Brand 

One unique indisputable quality of Brunei products is The Halal Brand which allows manufacturers 

in Brunei and in other countries to use the premium Brunei Halal trademark to help them 

penetrate markets in countries with significant numbers of Muslim consumers.72
Halal market have 

been identified as a key growth for local SMEs, thus the authorities have called upon suppliers and 

producers in the halal market to not only firmly control the halal physical and process 

requirements, but to embrace Islamic finance as an ideal way to complete the entire Islamic value 

chain. To support the said purpose, the government has created “SME Halal Workshop”, an annual 

program aimed to create and increase the awareness among SMEs on the Brunei’s Halal 

sector.73The government also concerns on promoting green growth by establishing the Product 

Package Grant that made to improve the existing packaging, design, or labeling in which support 

the Green SME Programs that has been established from APEC 2010.
74

 
 

Along with the Halal Brand, The government creates Brunei Agro Technology to enhance the 

SME’s promotion by giving a better market place. BAT is looking to provide a commercial 

“business incubator” to local SMEs and give them the opportunity to increase their production 

figures for export under The Brunei Halal Brand.
75BAT is a park that will be an inter-connected 

facility and will act like iCentre is to information technology starts-up. It will also be able to do 

research, create new products, monitor quality control; and outsource their research, which giving 

a lot of benefits for local SMEs. It covers a total area of around 500 hectares, the site in the capital 

Bandar Seri Begawan is being developed in phases, with the first phase ready for factory 

construction by mid-2012. 

 

4.3.7. IT Utilization: Hi-Tech Funding 

On financial resource, the Brunei government has various funding schemes as discussed before. 

However, the following funding schemes are distinct due to its specific target on high-tech and ICT 

(Information and Communications Technology) sectors, The Future Fund, and Accel-X Investment 

Fund. The future fund aims to bridge the initial funding gap for the potential technology 

entrepreneurs that are promising and have good ideas. It requires the company to be 50% locally 

owned and it gives funding from a minimum range B$ 5,000 to maximum B$ 150,000 for each 

company.76 And the last is Accel-X Investment Fund that aims to provide funding for early stage 

companies in high-tech growth such as ICT (Information and Communication Technology) and 

engineering. The accel-x investment has been created for the companies that considered have a 

large potential scalable business model. The maximum amount allocated per company is B$ 1,5 

million and also have to coordinate with BEDB.77 To support the above purpose, the MIPR 

(Ministry of Industries and Primary Resources) have developed the adaptability and knowledge 

hub. First, the adaptability refers to the readiness on adaptable new technology in enhancing 

                                                             
72

 Small and Medium Enterprises Development Policies of 4 ASEAN Countries, pp. 57.  
73

 The Report Brunei Darussalam, 2012 
74

 “Asia Pacific SMEs Must Embrace Business Ethics,” Brunei Times, May. 26, 2011 
75

 “Agro Park Tech to Shelter’s SME,” Brunei Times, Apr. 20, 2011 
76

 Investment Fund Schemes in Assistance Schemes for Business Starts – up and SME in 2012, BEDB, pp. 30.  
77

 The Report Brunei Darussalam, Op. Cit  



50 

 

productivity, meanwhile the knowledge hub serves as technology based research and 

development of R&D centre in Brunei.78
 

 

4.3.8. Towards GVCs: Global Cooperation, FDI, and Electronic Customs 

To entry GVCs, Brunei has prepared the Wawasan Brunei 2035, a special scheme to develop the 

economy growth by the support of SMEs. One of the Wawasan’s major objectives is to incorporate 

SMEs into regional and international markets in cooperation with regional and global as well as 

bilateral trade schemes like WTO, ASEAN, APEC, BIMP-EAGA (Brunei Darussalam, Indonesia, 

Malaysia, and the Philippines – East Asean Growth Area), AMED (Asia-Middle East Dialogue), and 

Trans-Pacific. The Bruneian National Development Plan also places a special emphasis on the 

development of the SMEs. The focus of the Plan includes new projects that aim at supporting the 

training of entrepreneurs and improving the general business infrastructure.79 

 

BEDB also attaches FDI (Foreign Direct Investment) to developing business local strategy to obtain 

value added for local SMEs by creating potential business with other countries.80 A specific scheme 

to go international for SMEs in Brunei is the PLEDS (Promising Local Enterprise Development 

Scheme) that aims to assist more established companies that have grown and developed within 

the domestic, to grow into stable enterprises with the capability, and to venture the regional-

international market.81 Under the PLEDS, the companies have access to support packages such as 

networking and advice opportunities, assistance with the access to market and logistics, financial 

supports, and capability support.82 The BEDB also creates the ETAS (Enterprise Technical 

Assistance Scheme) which is have a duty to assist the PLEDS comprising (1) Engaging consultants 

to advise, identity, offer solutions, and provide the supports for the changes in areas; (2) Hiring of 

professional staff to strengthen their competency; and (3) Overcoming common market entry cost 

barriers.83 Another scheme, the Enterprises Technical Assistance Scheme (ETAS) aims to help 

companies intending to internationalize, strengthen their competencies as well as overcome 

common market entry cost barriers.84 This program gives B$ 30,000 every year, but only requires 

the company to be registered for 5 year at the minimum and have progressive growth on annual 

revenue in the last three years.  

 

In late August 2006, the Brunei Royal Customs and Excise Department [RECD] established an 

integrated electronic trade documentation system that will allow the trading community in Brunei 

Darussalam to submit applications electronically to RECD for processing. The system also allows 

RCED officers to process application received electronically or perform their day-to-day 

operations.85 This programs is called E-custom which comprising four benefits like (1) Central and 

common storage of data has enable ease of information extraction; (2) Ease of Retrieval – 
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Information is kept in electronic form, which can be retrieved easily for reference purpose; (3) 

Facilitate Trade – the system has provided convenience for traders by enabling them to submit 

document to RCED via the internet; and (4) Facilitate Customs Operations by Having a fully 

integrated system that allows different RCED sites to work together independently.
86
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Chapter Five 

THE COMPARISON AND CONSOLIDATION TABLE 
 

 

The table below compares the factors of the 8 Steps Model from Brunei, Indonesia, and Malaysia, 

and consolidates the complete factors that should ideally belong to each node in the model. 

Please note that the consolidated factors for each node are re-categorized to provide better flow 

of further analysis as to the theoretical basis utilized to form the model. These results in some 

factors, which initially belong to certain node/s are moved to different node in the consolidated 

column. 
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Table 5.1 

The Comparison of Eight Nodes between Brunei, Indonesia, and Malaysia 

 

No Node Brunei Indonesia Malaysia Theoretical + Consolidated 

Factors 

1 Skills to enhance 

SMEs’ 

performance 

Heading for Knowledge Based 

Economy: 

 

iCentre employs knowledge 

based economy approach to 

develop Made-in-Brunei 

products and software with 

support from National University 

of Singapore (NUS). 

 

Balancing Quality and Quantity 

 

a. Adoption of business/ 

entrepreneur subjects in the 

school curriculum. 

b. Empower SMEs employee 

with both vocational skills and 

behavioral skills. 

c. Aims to reach quantitative 

targets: 

1. number SMEs entities 

2. number of SMEs training 

3. number of training 

participants 

4. number of training hours 

 

Knowledge Management 

 

a. KM is given only to supervisor 

level or above to transfer the 

knowledge and working 

experience with employee. 

b. KM increased time saving, 

better learning opportunities, 

improved office automation, 

improved responsiveness to 

customers, and improved 

decision making. 

 

a. Through school curriculum: 

- Behavioral skills 

- General business/ 

entrepreneurship subjects 

- Foreign Language 

- Computer Literacy 

b. Through training: Vocational 

skills 

c. Through practice: 

- Employee level/ learning by 

doing: 

i. customer 

responsiveness 

ii. office automation 

iii. time saving 

- Supervisor & above/ 

Knowledge Management 

(KM): 

i. Knowledge / experience 

sharing 

ii. decision making 

d. Through R&D: Knowledge 

Based Economy: Creativity & 

Innovation to optimize value 

added 
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No Node Brunei Indonesia Malaysia Theoretical + Consolidated 

Factors 

2 Developing the 

skills 

Local Businesses 

 

a. BEDB’s developing business 

local strategy focuses on 

developing micro enterprises. 

b. Tax liability of SMEs is 

reduced to spur SMEs 

growth. 

 

From Generic to Technical 

Programs 

 

a. Generic program focuses on 

supporting management-

implementation and 

improvement of the facilities 

and infrastructure needed by 

SMEs. 

b. Technical program focuses on 

worker’s production, funding, 

marketing, and human 

resources development. 

 

Mentoring and Upgrading: 

 

a. The Malaysian government 

spreads the KM further 

through the SME Mentoring 

programs. 

b. Skills upgrading programs are 

mainly conducted with 

universities. 

 

 

a. Supporting management 

implementation with focus 

on: 

- Micro enterprises 

- Young entrepreneurs 

- Village products 

b. Technical training with focus 

on worker’s production, 

funding, marketing, & HRM. 

c. KM spread among SMEs 

d. Upgrading supported by 

universities 

3 Generating the 

Entrepreneurs 

For the Youth and Villagers: 

 

a. Youth Skills Development 

Program (YSDP), also under 

BEDB, is created for youth to 

kick-start their own micro 

business.  

b. Village Enterprises Financial 

Grant (VEFG), created under 

the Ministry of Home Affairs 

to assist the development 

and commercialization of 

village products. 

 

The National Entrepreneurship 

Movement: 

 

National Entrepreneurship 

Movement is aimed as a boost 

towards entrepreneurship spirit 

among youth with provision of 

funding for selected proposal. 

 

 

Enrichment, Enhancement, 

Awards, and Transformation  

 

a. The enrichment and 

enhancement programs (EEP) 

aims to assist entrepreneurs 

through an integrated 

diagnostics, capacity building, 

and technical approach with 

facilitated access to financing. 

b. On the macro side, the 

Workplace Transformation 

aims to modernize the labor 

laws with specific focus on 

SMEs. 

c. The success of Malaysia’s 

entrepreneur nurturing 

a. Provision of funding for 

selected proposal. 

b. Development of capabilities to 

make more advanced 

products 

c. Enrichment through an 

integrated diagnostics, 

capacity building, and 

technical approach. 

d. Modernize the labor laws with 

specific focus on SMEs 

e. Macro statistics keeping & 

provision of consistent, well 

managed, and well socialized 

awards 

f. SMEs should only be taxed on 

income derived domestically. 
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No Node Brunei Indonesia Malaysia Theoretical + Consolidated 

Factors 

programs can by large be 

reflected from its Enterprises 

50 Awards. 

 

4 Networking of 

SMEs 

All Media All the Way: 

 

iConnect aims to keep SMEs 

informed on all-important news 

concerning SME utilizing various 

media like tabloid, newspaper, 

and website. 

 

 

Geographical Clusters vs 

Concentration 

 

a. SME’s clusters stress on the 

relationship between the 

suppliers and traders on the 

circulations of production 

factor. 

b. These clusters help tackle the 

challenge of SMEs which are 

still concentrated in Java. 

c. After 2014, the government 

will focus on the growth of 

SMEs outside Java. 

d. The requirements of local 

content coupled with 

development of capabilities to 

making semi-finished material 

can lead to more SMEs 

internationally connected. 

 

Association in Action 

 

a. Associations pool the 

resources for SMEs to expand 

business and facilitate sales 

through events, and joint 

marketing through sharing 

and cross-referencing among 

the members 

b. Association provides job 

opportunities across the 

country. 

 

 

a. Keep SMEs informed on all-

important news concerning 

SME utilizing various media 

b. Utilize associations to: 

- Pool the resources to 

expand business 

- Facilitate sales through 

events 

- Marketing through sharing 

and cross-referencing  

- Broaden job opportunities 

c. Build clusters w/ stress on the 

relationship between the 

suppliers and traders on the 

circulations of production 

factors. 

 

5 IPR  IPR to Deal with Continuous 

Innovation: 

 

a. SMEs and start-up 

entrepreneurs often fail to 

recognize the importance of, 

Fighting for Facilitation and 

Awareness 

 

a. Trademarks, copyrights, 

industrial designs, petty 

patents and trade secrets are 

IPR as Business Tool 

 

a. The IPCM (Intellectual 

Property Cooperation of 

Malaysia) has the autonomy 

in financing and staffing. 

 

a. Research IPR forms which are 

relevant and can provide 

direct benefits for most SMEs. 

b. Autonomy of IPR agency in 

financing and staffing. 

c. Simplify IPR administration 

process w/ comprehensive yet 
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No Node Brunei Indonesia Malaysia Theoretical + Consolidated 

Factors 

and leverage on the benefits 

of IPR. 

b. The Bruneian government 

reminds on the importance of 

IPR to compete with new 

products, brands and creative 

designs appear as the result 

of continuous human 

innovation and creativity. 

 

relevant to and can provide 

direct benefits for most SMEs 

in Indonesia. 

b. Administration of intellectual 

property in Indonesia 

discourages the SMEs from 

incorporating the relevant 

IPRs. 

b. The role of IPCM is significant 

in providing comprehensive 

yet user-friendly information. 

c. IPCM stresses on IPR as the 

business tool like rebranding, 

licensing deals or selling IP, as 

well pull-factor to attract 

investors. 

 

user-friendly information. 

d. Utilize IPR as business tool like 

rebranding, licensing deals or 

selling IP, as well as pull-factor 

to attract investors. 

6 Domestic Resource The Halal Brand: 

 

a. The premium Brunei Halal 

trademark helps penetrate 

markets in countries with 

significant numbers of 

Muslim consumers. 

b. SMEs in the halal market 

encouraged to embrace 

Islamic finance as an ideal 

way to complete the entire 

Islamic value chain. 

 

Domestic Resource 

 

a. Revolving Fund facilitates 

SMEs in a simple way is 

specifically aimed to develop 

the economy by increasing 

the volume of SME’s business. 

b. Indonesia is fully supporting 

the Green Technology 

Network for supporting 

economic growth with 

supports from APEC and 

reputable Indonesian 

universities. 

 

 

Focus on Guarantee, the Fast 

Moving, and Capital Financing 

 

a. CGS (Credit Guarantee 

Scheme) support SMEs by 

guaranteeing financing. 

b. CBM (Credit Bureau Malaysia) 

act as a one-stop provider of 

SMEs credit, information, and 

rating. 

c. SLSME (Soft Loan Scheme for 

Small and Medium 

Enterprises) assists the 

financing of fixed capital to 

help SMEs focus on increasing 

their efficiency and 

productivity. 

 

a. Financial  

- SMEs credit information and 

rating.  

- Credit guarantees financing.

  

- Soft Loan Scheme for fixed 

capital to help SMEs focus 

on increasing their efficiency 

and productivity. 

- Revolving Fund to develop 

the economy by increasing 

the volume of SMEs business 

- Enrichment through 

facilitated access to 

financing  

- Funding for early stage 

companies in high-tech ICT 

& engineering 

- Bridge initial funding gap for 

potential technology 

entrepreneurs who has 

promising and good ideas 
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No Node Brunei Indonesia Malaysia Theoretical + Consolidated 

Factors 

- Attaches FDI to obtain value 

added for local SMEs by 

creating potential business 

with other countries. 

- Embrace Islamic finance as 

an ideal way to complete the 

entire Islamic value chain. 

b. Non Financial w/ focus on: 

- Green Eco Products 

- Halal products to penetrate 

markets in countries with 

significant numbers of 

Muslim consumers 

- National product 

standardization aimed to 

increase quality, excellence 

and distinction of products 

and services to compete 

globally. 

- Supports the Green 

Technology Network and 

coordinate existing green 

labels from various sectors 

under one common 

framework based on the 

international standard. 

 

7 IT Utilization 

 

Hi-Tech Funding 

 

a. The future fund bridges initial 

funding gap for potential 

technology entrepreneurs 

Online Marketing and Shops 

Boom 

 

a. Indonesia is ranked 4th in the 

world as the world’s largest 

Go Cashless 

 

a. MECorpis encouraging SMEs 

to use technology such as 

card reader and tablet. 

a. Inclusion of internet, office, 

and social media applications 

in school curriculum 

b. Online commerce through 

utilization of: 
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No Node Brunei Indonesia Malaysia Theoretical + Consolidated 

Factors 

who has promising and good 

ideas. 

b. Accel-X Investment Fund aims 

to provide funding for early 

stage companies in high-tech 

ICT (Information and 

Communication Technology) 

and engineering. 

 

facebook user (60 million) and 

the 5th largest twitter. 

b. Presence of online shopping 

sites has been increasingly 

popular in Indonesia. 

c. The use of debit or credit card 

in Indonesia today has 

reached 20% of population. 

 

b. Almost 40% of local stalls 

accept cashless transaction. 

- Social media and online 

shops 

- Cashless (debit & credit 

card) transactions 

- Technology such as card 

reader and wireless mobile 

devices (tablet, smart 

phones, etc.) 

 

8 Towards GVCs  Global Cooperation, FDI, and 

Electronic Customs 

 

a. Wawasan Brunei 2035 

incorporates SMEs into 

regional and international 

markets in cooperation with 

regional and global as well as 

bilateral trade schemes. 

b. BEDB attaches FDI (Foreign 

Direct Investment) to 

developing business local 

strategy to obtain value 

added for local SMEs by 

creating potential business 

with other countries.  

c. The Brunei Royal Customs 

and Excise Department 

[RECD] established E-custom 

allowing submission and 

processing of applications 

electronically. 

 

Better Delivery, Better Standard, 

Better Promotion 

 

a. The development of on-line 

shopping spurs the 

development of shipping and 

delivery services. 

b. The delivery services 

nowadays acts also to tackle 

the difficulties of SMEs in 

handling their export/import 

and custom. 

c. Indonesia’s logistic 

competence performance 

index reach 3,21 points in 

2014 to be at the top 3 in 

ASEAN. 

d. More than 1000 Indonesian 

SMEs acquired national 

product standardization 

aimed to compete globally. 

 

 

Branding, Macro Policy, and 

Network 

 

a. The National Mark of 

Malaysian Brand depicts 

quality, excellence and 

distinction of products and 

services. 

b. My Hijau program 

coordinates existing green 

labels from various sectors 

under one common 

framework based on the 

international standard.  

c. The National SME 

Development Council (NSDC) 

foresees reduction in 

international demand and 

lack of external financing. 

d. SME will be taxed on income 

derived in Malaysia. 

e. The GMN (Global Market 

Network) and MATRADE 

a. Delivery services acts to tackle 

the difficulties of SMEs in 

handling their export/import 

and custom. 

b. Updates SMEs with global 

market information, export 

promotion, and trade 

advisory. 

c. Promotion of SMEs products 

through trading house and 

exhibitions 

d. Incorporate SMEs into 

regional and international 

markets in cooperation with 

regional and global as well as 

bilateral trade schemes. 

e. Establishment of e-custom 

allowing submission and 

processing of applications 

electronically. 
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No Node Brunei Indonesia Malaysia Theoretical + Consolidated 

Factors 

 e. SMESCO promotes SMEs 

products through trading 

house and exhibitions. 

 

(Malaysian External Trade 

Development Corporation) 

updates SMEs with global 

market information, export 

promotion, and trade 

advisory. 

f. Malaysia’s logistic 

competence has reached at 

3,47 points and 3,64 for 

international shipments. 
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Chapter Six 

CASE STUDIES ON 

HALAL PRODUCTS, FURNITURE, AND ELECTRONICS 
 

 

This is the chapter where confirmatory approach be put into work on finding the gaps between 

the theoretical and ideal model and the actual situations and conditions of SMEs in the three 

countries. In this chapter case study approach will be used to get a degree of focus on three 

commodities, i.e. furniture in Indonesia, halal products in Brunei Darussalam, and electronics in 

Malaysia. 

 

6.1. Halal Product (Brunei Darussalam)  

 

Halal products (especially food and beverages) are indeed important and prominent product for 

Muslims. With regard to the fact, the Bruneian government has established the Halal Industry 

Innovation Center (HICC).87 HICC serves as an international platform to broaden professional 

networks in halal science among industries, i.e. (1) Halal Science and Product Innovation; (2) Halal 

Science and Advanced Technology; and (3) Halal Product Certification. Through the three 

programs above, the SMEs food sector are expected to have a wider knowledge about the halal 

concept in food production. As an extension to the programs, Brunei Halal has been created as 

well as an idea to deliver nutritional and quality products, not only to local, but also to the world 

through a private label.  

 

To develop further entrepreneurial skill related to Halal products, the Brunei Wafirah Holdings 

was created through collaboration between Ministry of Industry-Primary Resources and Ministry 

of Religious Affairs.
88

 This collaboration aims to help SMEs to enter global marketplace as well as 

pave the way for investment opportunities between Brunei Darussalam and overseas 

manufactures. The Brunei Wafirah Holdings as a government company holding have operated 

since 2009 and has been granting halal licenses. The Brunei Wafirah collaboration also maintains 

and monitors the certification process of halal products labeled, packaged, and marketed under 

the Brunei halal brand.  

 

To produce more halal product as their prominent product, the Bruneian government brings up 

more and more entrepreneur as their forte. Seminar on halal product is often created to attract 

more entrepreneurs. The seminars aim to share the importance of halal product through panel 

discussion among local entrepreneurs (especially foods product) the seminars conducted annually 

under the Ministry of Industry and Primary Resources of Brunei Darussalam. Recently this year, on 

February 2014, the government established international seminars on halal science and innovative 
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product development, which aims to attract local entrepreneurs to flock the business under the 

halal brand.89 

 

Networking is also necessary especially to enhance connection between sellers and buyers. 

Without proper networking, the halal product can hardly enter the markets abroad. To strengthen 

networking, Brunei Wafirah cooperates with Ghanim International UK Ltd International to enter 

UK market.90 Ghanim International is a subsidiary of Brunei Wafirah Holdings, which was formed in 

2011 and located in Birmingham, United Kingdom. The role of Ghanim international is to link the 

halal products from Brunei to UK and European markets. 

 

The Bruneian government further makes several commitments towards the implementation of the 

halal industry by partnering with other countries. For instance, Brunei has entered an MoU with 

China government to explore the opportunities in creating a new supply chain linking halal 

product.91 The MoU was signed in early 2014, and there will be other MoU with Japan, Korea, and 

Europe in the upcoming years that interested in imported halal certified food in to their market. 

Through these all, Brunei Darussalam is well positioned to bridging the gap of halal product lacking 

in Europe and Asia. 

 

The utilization of technology is also implemented in Brunei to support the establishment of Halal 

Science Center. It aims to transform the halal product to become an asset in the future, and to 

explore the potential alternatives on developing halal products, especially for food products. The 

advance and effective analytical/testing methods for the halal detection, and cutting edge 

technology based halal food and other consumable products will be innovated in collaboration 

between Brunei Halal Science Center and other internationally advanced partners.92 

 

Finally, to elevate the halal products in to the GVCs, the government must ensure the “the 

halalness” throughout the global supply chain. The government should adopt a “global halal 

standard and certification” as a provider of value-added halal products.93 For this purpose, Brunei 

has coordinated with IHI (International Halal Integrity) as an international non-governmental 

organization who upholds the integrity of halal market concept in the global trade. The Bruneian 

Government and IHI has formed a strategic alliance with the OIC’s Islamic Chamber of Commerce 

to strengthen the opportunities of halal product to enter GVCs.  

 

 

 

                                                             
89

 Detailed program of halal product, Brunei-halal, 2013 

90
 op.cit, Halal Industry Innovation Center 

91
 Brunei, China Inked MoU in Halal Food Industry, Brudirect, 2013 

92
 Introduction of halal innovation center, Brunei-Halal, 2013 

93
 Ibid  



59 

 

 

Table 6.1 

Eight Nodes for Halal Product to enter GVCs (Halal Product) 

 

No Concept  Implementation 

1 Skills to enhance SMEs performance Establishment of the halal Industry Innovation 

Center 

2 Developing the skills Collaboration with Brunei Darussalam of 

Industry and Primary Resources 

3 Generating the entrepreneurs Routine international and national seminars 

4 Networking  Establishment of Ghanim International UK 

5 IPRs Establishment of “Brunei Halal” Brand 

6 Resources Putting forward entrepreneur as their forte 

7 IT Utilization Establishment of Halal Science Center 

8 Entry to GVCs Collaboration with IHI and OIC to promote 

“halalness” in the global supply chain 

 

 

6.2. Furniture (Indonesia, Central Java, Sukoharjo) 

 

Furniture’s significant local content has made it deemed as prominent product in Indonesia. 

Furniture products contribute significant benefit for local entrepreneurs through its large 

consumer base, both domestically and internationally. To increase its opportunities into the GVCs, 

the Indonesian government has established a “cluster development” through two empowerment 

strategies, commonly known as FPESD - Forum Pengembangan Ekonomi dan Sumber Daya 

(Economy and Resource Development Forum) and RDC (Resource Development Center). 94 

 

FPESD was created to boost business environment and business groups, particularly in furniture 

sectors. FPESD collaborates with many stakeholders such as national and local government, 

chamber of commerce, local entrepreneur (SMEs), and many others related. Meanwhile, RDC was 

created for the regency officials within their responsibility as sub-ordinate entity to implement 

every FPESD’s strategies. 

 

The government has also developed the skills of local entrepreneur by having CEFE (Competency 

Based Economic Formation of Enterprises).95 The aim of CEFE is to; (1) To start-up business 

training; (2) To improve business training; (3) To enhance the productivity and management 

quality; (4) To plan marketing target; and (5) To promote the product. Afterward, the program of 

generating entrepreneurs is created by regional government of Sukoharjo Regency to seek and 

find the “local champion”. The programs have generated 15 local champions out of 23 selected in 
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2010, then it was predicted will grow continually in the upcoming years. The local champion in 

turn supported the regency of Sukoharjo to generate high skilled local entrepreneur on furniture 

sectors.  

 

Networking access is another important factor to strengthen cooperation among the stakeholders. 

There are 8 major stakeholders for furniture sector in Sukoharjo, as follow, (1) The Ministry of 

Cooperative and SMEs as a government representative; (2) RED (Regional Economic Development) 

that aims to develop the regional economic in Surakarta, Boyolali, Wonogiri, Sragen, Klaten, and 

Sukoharjo; (3) Borobudur PEAC (Promoting Enterprises Access to Credit) as a consultant; (4) ATMI - 

Akademi Teknik Mesin Indonesia (Indonesian Mechanical Engineering Academy) who facilitates 

the training and workshop; (5) BDEC (Business Development and Ethics Center) as a training 

provider; (6) PIKA - Pendidikan Industri Kayu Atas (Higher Education on Timber Industry) as a 

training provider; (7) Bank Bukopin (Indonesian Cooperatives Bank) who funds the trainings in 

Sukoharjo; and (8) Bank Mandiri provide the loan for Sukoharjo SMEs.96 

 

In maintaining the availability of raw material, the government has developed the “Portal Bahan 

Baku” (Raw Material Portal) in Sukoharjo.97  The establishment was arranged by the Ministry of 

Cooperatives and SMEs which was committed to support the funding for the development of 

“Portal Bahan Baku”. Afterwards, the government through the Central Bank of Indonesia and 

Regional Economic Development (RED) also created “bantuan teknis” (technical assistance) to 

develop production plan, marketing plan, and business partnership.  

 

IT utilization especially social media is deemed as crucial strategy to promote the product. Today, 

many local entrepreneurs use social media due to the low cost, high security, and vast promotion 

potentials. The 8 (eight) nodes to increase the opportunities of Sukoharjo’s furniture product can 

be seen on the table below: 

 

Table 6.2 

 Eight Nodes (Rotan Cluster Model), Sukoharjo, Central Java 

 

No Concept Implementation 

1 Skills to enhance SMEs performance Establishment of FPESD and RDC 

2 Developing the skills Establishment of CEFE (Competency Based 

Economic Formation of Enterprises)  

3 Generating the entrepreneurs Local Champion as locomotive 

4 Networking  Strengthen the relationship among stakeholders  

5 IPRs Need to expand the awareness of IPR  

6 Resources Develop the Raw Production Factor/Material 

Portal  

7 IT Utilization Promote through social media  
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8 Entry to GVCs Vast collaboration with government, business 

entities, academic institutions, and also 

community groups.  

 

 

6.3. Electronics (Malaysia)  

 

In Malaysia, the electronic products have contributed to national income through the successful 

sales in global trade. Malaysia is considered as a prominent producer of electronic product, 

especially electronic spare parts in South East Asian region. The success of Malaysian SMEs in 

producing this product lies on the government’s “smart partnership program”. It aims to enhance 

sectors that influence the business performance of electronic companies; particularly on the 

product and process design, distribution, and its R&D. 

 

To develop entrepreneur’s skill, the government has established PTP (Professional Training 

Provider).98 It has been approved by SMECorp to produce programs related with skills 

enhancement. Today, Malaysia has approximately 1,600 SMEs with 500,000 workers in this sector 

which accounts as the country’s third largest export (33%), and is predicted to increase in the 

upcoming next years.
99

 To strengthen networking, the Malaysian government has created “the 

map of trade”, which indicates 4 (four) major trading partners like China, US, Singapore, and 

Japan. They are accounted for 2/3 (two-third) of Malaysia’s electronic trade since 2009 until 

now.100 China is now Malaysia’s major trading partner, followed by US and Japan, while, Singapore 

has been Malaysia’s major trading partner among ASEAN members.  

  

The electronic components are the most important sub-sector and accounted for 40% of the total 

investment in the electronics sector in 2010.101 Moreover, there is a strong network of intra-

industry linkage, so it creates a total 200 new SMEs that have a link with medium or large 

companies or multinational companies (MNC). Those SMEs are responsible to produce electrical 

components and spare parts that will be delivered to MNC.   

  

The government has established “greener technology concept” to recognize potential of the solar 

energy sector (part of electronic sector) to deal with the global warming issue, and is putting in 

place attractive support facilities to realize its development.102 Today, Malaysian government is 

ready to create a global competitive solar industry cluster as a green technology concept. For this 

solar energy cluster, the government collaborate with foreign companies such as Sun Power Corp 
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in Malacca (US), Rene Sola Corp in Johor Baru (China), Q-Cells Corp in Selangor (Germany), and 

Tokuyama in Sarawak (Japan). 

  

On joining GVCs, Malaysian government has stressed the importance of the understanding on FTA 

regulations. There are three factors that should be monitored when facing the free trade; (1) The 

trends of trade flows: to see Malaysia’ export-import (electronic product); (2) The composition of 

trade: to see the business environment of electronic product; and (3) The map of trade flow: to 

understand the major players in some region.103Therefore, 8 (eight) nodes to increase the 

opportunities of electronic product can be seen on the table below: 

 

Table 6.3 

Eight Nodes (Electronic Products-Spare Parts) Malaysia  

  

No Concept Implementation 

1 Skills to enhance SMEs performance Implement “smart partnership” 

2 Developing the skills Establish PTP (Professional Training Provider) 

3 Generating the entrepreneurs Generates more than 1,500 SMEs 

4 Networking  Supply linkages with MNCs  

5 IPRs Push for patent registrations 

6 Resources Focus on electronic components as a sub-sector  

7 IT Utilization Towards greener technology  

8 Entry to GVCs Understand the challenges of FTA (free trade 

agreement), especially in ASEAN region 

 

 

6.4. Lessons Learned  

 

From the three case studies on furniture in Indonesia, halal products in Brunei Darussalam, and 

electronics in Malaysia, several important points were discovered on bringing SMEs into GVCs. The 

first most important point is from Brunei Darussalam who pushes towards generating more and 

more entrepreneurs to be the forte of SMEs internationalization. The Bruneian government fully 

realizes that government support must end up as support since it is the entrepreneurs/SMEs 

themselves who should swarm the GVCs. 

 

In line with the above idea, Indonesia also realizes the importance of putting the SMEs themselves 

as locomotive for their own course towards GVCs. Nevertheless, along the way ahead the GVCs, 

vast collaboration between SMEs with government, business entities, academic institutions, and 

also community groups even from abroad are encouraged especially for Local Champion SMEs 

which will in turn act as locomotive to haul their fellow SMEs. 
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For Malaysia, generating entrepreneurs has moved a step ahead of encouragement and 

networking into “consistent” networking and enrichment through routine international and 

national seminars. While for training, Malaysia has transferred the task to professional training 

providers. This smart idea shall enable a degree of measurement on the effectiveness of the 

government spending over the competencies development of the SMEs. 

 

The second is about the importance to link SMEs with global players. Malaysia pushes both SMEs 

and MNCs operating in Malaysia to have supply linkages. In this case, Malaysia focuses the SMEs 

to start supplying from the simples product possible like sub components of electronic products. 

Still on the same matter, Brunei moves from the other side through the establishment of off-shore 

agent to become a pull factor for SMEs inbound to go global, the Ghanim International. This agent 

is however not a government office, but a business entity operating fully with all the profit and 

loss potentials it may face. 

 

In support towards all the above effort, the Bruneian government has moved forward through 

establishment of “Brunei Halal” Brand, a nationally incorporated trade mark of halal products 

from Brunei which are scientifically guaranteed by the Halal Science Center. Yet, it was not all that. 

To really put the “Brunei Halal” into action, the Bruneian Government collaborate with IHI and OIC 

to promote “halalness” throughout the global supply chain. This decision to collaborate is based 

on the idea that internationalizing SMEs should start from the closest field possible that is to reach 

the captive market of halal products. The same idea was employed by Malaysia who encourages 

their SMEs to understand the challenges of FTA (free trade agreement) from the most imminent 

field that is ASEAN region. 

 
 

6.5. Approaching the Borders  

 

Upon this point, by combining the research findings from the previous sections, we have come 

close to some significant qualitative evidences in distinguishing the major characteristics between 

trade facilitation, financing, and promoting as follows: 

a) Facilitation of SMEs at its very heart can be translated in brief as job creation. It prepares 

workforce with both sides of demand and supply; entrepreneurial basics, appropriate 

capacities and attitude as demanded by the jobs, and ultimately the markets for the jobs 

itself. SMEs Facilitation hence must start as early as from soft skill education, technical 

training, business in action, and all the way to the entrance of markets, from the nearest local 

up to the GVCs. Much of facilitation’s determining factors lie within the general prerequisites 

of a working economy; e.g. open and transparent business environment, sound infrastructure 

(transportation, IT, etc.), simple procedures from registration up to custom clearance, and 

intellectual property matters.  

b) On SME promotion, it should be noted that GVCs seek not only the cheapest and most 

efficient resource. As any business will do, GVCs will first speak about market as the igniter of 

any opportunity. Global business players nowadays seek stronger attachments and affiliation 

with localities, and there opens the gates for SMEs promotion where local natural, cultural, 

and even historical endowments of any nation will generate not only means of promotion, but 

it is indeed the rise of unique competitiveness. 
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c) Finally, SMEs financing talks more about a classic problem faced by any business. SMEs 

financing often trapped between philanthropic policy and the need to shape strong business 

agents to enter the market field. It however may be an affirmative program with certain 

relaxations, yet it should be out of the box, closely assisted, under exact Key Performance 

Indicators (KPIs), and within a certain period as well. Financing also is not a standalone 

resource. It should go along with other non-financial assets like indigenous local resources, 

including local creativities, with all of its uniqueness and distinct qualities which can actually 

be the forte of SMEs. 
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Chapter Seven 

THE WORKSHOP 
 

 

As an integral part of the project, the workshop “SMEs in the Borderless Era, Shaping Opportunity 

in the Global Value Chain” was held in Hotel Borobudur, Jakarta, 01–02 October 2014. This 

workshop was divided into three panels each discussed trade facilitating, promoting, and 

financing. 

 

The workshop was opened by H.E. Mr. Bayu Khrisnamurthi, Vice Minister of Trade of the Republic 

of Indonesia, and had full support from related government agencies, among other Mrs. Yunita 

Resmi, the Director for Financial Access and SMEs Department, Central Bank of Indonesia (BI), and 

Mr. Muliaman D. Hadad, the Chairman of Indonesian Financial Services Authority (OJK). 

 

Not only from high level government officials, the workshop gained support and full attention as 

well from representatives of OIC member countries in Indonesia and various local and 

international financial institutions operating in Indonesia. Among the dignitaries attending the 

workshop was Indonesian Ambassador to the Malaysia, and Afghanistan Ambassador to Indonesia. 

 

7.1. Panels and Themes  

 

In brief pointers, the discussion terms of reference for each panel were based on the clues 

towards SMEs facilitation, promotion, and financing as revealed in the previous chapter as follows: 

 

• Panel 1: Trade Facilitating: “Essentials of Entrepreneurs Facilitation, Strengthening SMEs Road 

to GVCs” 

- Facilitation of SMEs at its very heart means job creation, the basic pursuance of any 

economy, which shall not be translated as merely provision of wages and tools. 

- It prepares workforce with both sides of demand and supply; entrepreneurial basics, 

appropriate capacities and attitude as demanded by the jobs, and ultimately the markets for 

the jobs itself. 

- SMEs Facilitation hence must start as early as from soft skill education, technical training, 

business in action, and all the way to the entrance of markets, from the nearest local up to 

the global value chains (GVCs). 

- Much of facilitation’s determining factors lie within the general prerequisites of a working 

economy; e.g. open and transparent business environment, sound infrastructure 

(transportation, IT, etc.), simple procedures from registration up to custom clearance, and 

intellectual property matters. 

- Nevertheless, SMEs facilitation towards GVCs shall not be interpreted on the business as 

usual basis. Through this session, the most essential elements to facilitate SMEs, which can 

withstand the challenges and opportunities of GVCs, will be discussed and extracted. 

 

• Panel 2: Trade Promoting: “Reconstructing SMEs Promotion in the Era of Borderless 

Possibilities” 

- GVCs seek not only the cheapest and most efficient resource. As any business will do, GVCs 

will first speak about market as the igniter of any opportunity. 
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- When coffee mugs and automotive brands bearing local names, global business players 

nowadays seek stronger attachments and affiliation with localities, and there opens the 

gates for SMEs promotion. 

- Local natural, cultural, and even historical endowments of any nation will generate not only 

means of promotion, but it is indeed the rise of unique competitiveness. 

- In the era of growing interconnection and interdependence among global players of various 

kinds and sizes, SMEs promotion calls for reconstruction of ideas and actions, and this will be 

the main agenda of this session. 

 

• Panel 3: Trade Financing: “Synergizing SMEs Financing and Optimization of Indigenous 

Resources Richness” 

- Financial access is a classic problem faced by any business, not only SMEs, and SMEs 

financing often trapped between philanthropic policy and the need to shape strong 

business agents to enter the market field.  

- SMEs financing however may be an affirmative program with certain relaxations, yet it 

should be out of the box, closely assisted, under exact Key Performance Indicators (KPIs), 

and within a certain period as well. 

- Financing also is not a standalone resource. It takes more than two to tango with other 

non-financial assets. This way, financial strain could no longer be strain once it is synergized 

with the abundance of indigenous local resources, including local creativities, with all of its 

uniqueness and distinct qualities which can actually be the forte of SMEs.   

- This session is aimed to find the best blend of out of the box financing and indigenous 

resource richness to shape the chance for real goods and service to speak louder than 

means of exchange. 

 

7.2. Notable Speakers  

 

This 2 (two) days workshop was presenting local and international experts from various disciplines 

related to bring rich perspectives to the themes discussed. 

 

• H.E. Bayu Krisnamurthi 

 

Mr. Krisnamurthi is Vice Minister of Trade of Republic in Indonesia from 2011 – present. He 

obtained his bachelor degree in Bogor Agricultural Institute (Institut Pertanian Bogor/IPB) in 

1987, majoring in agribusiness. Afterward, he continued to obtain his master and doctoral 

degree in the same university, in 1991 and 1998. Before served as a vice minister of trade, he 

was a vice minister of agricultural on period 2010 – 2011.  

 

He mentioned that this workshop aims to enhance understanding among the participants 

from OIC with regard to the importance of SMEs internationalization. The workshop needs 

consistent action to upgrade the support to SMEs development, particularly in the three 

important pillars, facilitating, promoting, and financing the trade. The awareness of these 

pillars caused by the SME’s role because it support economies, provide jobs, increase people’s 

income, boost growth, and enhance the inclusive development.  

 

Lastly, he added that the support for the SMEs have to increasingly take into consideration the 

emergence and intensification of GVC phenomenon. Therefore, there are plenty of home 

works to do from OIC members to advance SMEs trade and development. In other words, how 
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the OIC members produce policies to support SMEs empowerment by capacity building 

programs, trade promotion, and facilitation of rolling fund management for micro business.  

 

• H.E. Muliaman D. Hadad 

 

Mr. Hadad is the Chairman of Indonesian Financial Service Authority (OJK), graduated from 

Faculty of Economics at University of Indonesia in 1984 before continuing his Master’s degree 

at John F. Kennedy School of Government of Harvard University in Massachusetts in 1990 and 

earned Master of Public Administration degree a year later. In 1996, Mr. Hadad earned his 

Ph.D. degree in business and economics from Monash University in Melbourne, Australia. 

 

He mentioned that the workshop is important to gather valuable perspectives on how to 

accelerate the development and enhance competitiveness of SMEs in the borderless era, the 

era of ASEAN Economic Community that will take effect at the end of next year. Enhancing the 

capacity to grow and the competitiveness of SMEs are necessary, because SMEs are the back 

bone of the development and quiet often acted as a shock absorber for most emerging 

market. 

 

He added there are three challenges face in creating access to finance for SMEs, which are 

access to fund for SMEs, access to channel with financial institution, and access to take 

advantage of developments technology to reduce the cost of access, such as the use of mobile 

banking or cooperation with the post office, in order to achieve financial inclusion with lower 

costs.  

 

• Ir. I Wayan Dipta, M.Sc 

 

Mr. Dipta is a Deputy Minister of Production, Ministry of Cooperative and SMEs Republic of 

Indonesia. In the workshop, he argued that SMEs must adapt themselves to borderless 

environment by increasing their competitiveness, through ability being unique, valuable, and 

responsive. Moreover, supporting policies are needed to encourage and facilitate SMEs to get 

acquainted to new environment.  

 

He also added in that systematic, integrated plan of action among related stakeholders are 

necessary to bring effective result to foster SMEs engagement in borderless issue.  There are 

two best practices to enhance SMEs, which is organizing domestic exhibition and participating 

in other strategic abroad exhibition. The domestic exhibition can be implemented through the 

SMESCO Festival and thematic exhibition. Meanwhile, abroad exhibition could be done by 

strengthening the image of Indonesian products in the international market through the 

catalogs and websites. 

 

• Drs. Deny W. Kurnia, M.A 

 

Mr. Kurnia is Director for APEC and Other International Organizations of Ministry Trade. He 

obtained his bachelor degree in Padjajaran University, Bandung-Indonesia, before continuing 

his master degree in Monash University, Australia. Before entering the Trade Ministry, he 

served the Foreign Ministry of Indonesia on trade, industry, investment, and IPR field. 

Mr. Denny concluded that trade facilitation is an essential aspect to strengthen SMEs road to 

GVCs. The number and quality of entrepreneurship should be maintained as a foundation for 
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SMEs in the developing countries. The challenges and obstacles that appear can be coped if 

the country provided by many proper entrepreneurs as a wheel of SMES.  

 

• Mrs. Yunita Resmi 

 

Mrs. Resmi is the Director for Financial Access and SMEs Department, Central Bank of 

Indonesia (BI). She was graduated from Institut Pertanian Bogor (IPB) with industrial 

engineering degree in 1989, then continued her master degree for master business 

administration from University of Melbourne in 1998.  Mrs. Resmi also had an experience as 

deputy of government agency in Bank of Indonesia from 2011 – 2013.  

She stressed the importance of transfer technology to develop SME’s product. The product 

standardization should be maintained due to the international competition to enter GVC. The 

development of SME could also bring a benefit the macro and micro economy, thus the 

economic growth will increase significantly (macro) and there will be also addition of 

entrepreneur number (micro).  

She also stressed that the macro level also can be related with the economic growth. The 

growth of SME’s is believed to contribute significance impact to economic growth because 90 

- 95% companies in South East Asia (Brunei, Indonesia, and Malaysia) are categorized SMEs. It 

is strongly argued that SMEs are the backbone of developing countries.  

Moreover, Mrs. Resmi added that micro economy is also influenced by SMEs, which can be 

seen on the growing number of potential entrepreneurs in each region. It is inevitable that 

many facilitation programs run by the government to enhance the entrepreneur’s capability in 

attaining an advantage like competitiveness in the market. The government will always be 

providing what entrepreneur’s needs by programs run that deemed as a facilitation to support 

the SMEs in the global trade. This is actually why she stressed that SMEs give the influence in 

the development of micro economy due to the rising of the number of entrepreneurs. In 

other words, SMEs increase the number of entrepreneur.  

Lastly, she suggested the dialogue forum should be created more in the upcoming years due 

to the advantage of sharing idea, knowledge, and solutions. The forum conveys several of 

perspectives to determine a key factor to produce the main conclusions.  

 

• Prof. Dr. Tulus T.H. Tambunan 

 

Mr. Tambunan is a Professor of Indonesian Economic Studies at the Faculty of Economics, 

University of Trisakti. He also acts as director of the Center for Industry and Small and Medium 

Enterprise Studies in the same university. His academic work has been mainly in the areas of 

industrialization, poverty, international trade, and development of small and medium 

enterprises.  

 

In the workshop, he mentioned several thinks that considered as the key success to facilitate. 

One of the key factors was the knowledge in Indonesian local entrepreneurs that should be 

increased. By having the knowledge, he believed that SMEs could find another resource or 

commonly called unique resources. He also added the government needs to establish a better 

service, particularly in a trade attaché, so it would help in avoiding the inefficiency procedures 

and complex system.  
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He concluded trade facilitation is very important for SMEs, as important as the access to other 

crucial inputs such as information, technology, capital, and skilled workers. He believed that 

using trade facilitation is an appropriate strategy in promoting SMEs in utilizing existing. Trade 

facilitation can be provided not only by such as the Ministry for Cooperative and SME, or the 

Ministry of Trade or the Ministry of Industry, but also by others especially local university, 

chamber of commerce and industry, and industry/sector-related associations.  

 

• Ahmad Bayhaqi, Ph.D 

 

Mr. Bayhaqi is a Senior Analyst for APEC Policy Support Unitin APEC Secretariat. He has 12 

years of research experience on economic issues, graduated from University of Indonesia then 

continued to National University of Singapore. He is expert on the topic of the integration of 

SMEs into GVC, and concepts of GVCs. 

 

There are three concepts that he concluded; (1) Global Supply Chain: a system of organization, 

people, technology, activities, information, and resources involving in moving a product or 

service from supplier to consumer; (B) global Value Chain: the full spectrum of value added 

activities required to bring a product for its conceptions, through design, sourcing raw 

materials and intermediate inputs to support the final consumers; and (3) The Global 

Production Chain: The linkage within or among a group of firms in particular global value chain 

for producing specific products.  

 

Lastly, He argued the 4 (four) aspects of GVCs in the different places, such as R&D (Research 

and Development) process, manufacturing process, assembly process, and marketing process. 

Then he added the important of the delivery of products, spare parts, and materials in the 

GVCs process.  

 

• Diana Sari, Ph. D 

 

Mrs. Sari is coordinator of Undergraduate Programs in Management at Faculty of Economics 

and Business, Padjajaran University Bandung. She attained her Economic bachelor degree in 

Padjajaran University in 1995, then continued to study for her Master Management in 

Monash University, in 1998, and Doctor of Philosophy in 2007.  

 

In the workshop, she argued about the internationalization of manufacturing SMEs: the Case 

of Indonesia. She added the role of human capital of SMEs owner-managers in 

internationalization process. Her framework is to examine internationalization by using the 

scale of multi-dimensional construct and to find what is applied in SMEs, particularly in 

developing countries.  

 

Lastly, she concluded that managers or owners of manufacturing exporting SMEs in Indonesia 

would benefit from a better understanding of the role that entrepreneur human capital 

characteristics play in the internationalization. The results may have implications for SMEs’ 

strategy to internationalize. The findings of this research also extend knowledge about the 

factors influencing the internationalization in developing countries, particularly in the 

manufacturing sector.  
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• Dr. Djisman Simandjuntak 

 

Mr. Simandjuntak is a senior economist and Chair of the Board of Directors of CSIS 

Foundation. He has worked on a wide array of issues, many in the field of international 

economics and macroeconomics. He obtained his bachelor's from the Faculty of Economics at 

Parahyangan University, Bandung in 1973. Then, in 1979, he entered the Diploma program the 

University of Cologne, majoring in Monetary Economics and Public Finance. He immediately 

joined the PhD program at the same university, and obtained his PhD in International 

Economics in 1983. 

 

In the workshop, he argued about the access to information, access to technology, and access 

to market. Access to information is more likely to focus on education and training between 

academia and business in shaping the learning process. Meanwhile, access to technology is 

usually targeted at medium and large business as well as the highest socio-economic 

hierarchy. And lastly, access to finance is more likely the commercial banking finds banking for 

SMEs less attractive than banking for large business or MNC (Multi National Companies). 

 

He also added that the deficiency in Indonesian SMEs caused by two reasons, firstly, the 

nepotism that lead in to the business failure. And second, the lack of data provided in 

Indonesia, or in other words is Indonesia and OIC members need to establish the data base, 

which is to provide export – import data conducted by SMEs around the global region.  

 

• Dr. Dionisius Narjoko 

 

Mr. Narjoko is a researcher for Economic Research Institutes for ASEAN and East Asia (ERIA).  

He is experienced in industrial organization, trade and investment, industrialization, and 

applied econometrics. He attained his economics bachelor degree from University of 

Indonesia in 1998, then continued for master degree in Australian National University in 2003, 

and his Ph.D in 2006.  

 

In the workshop, he argued about the firm characteristic determinants of SMEs in production 

networks. The important role of SMEs in regional economics and expansion of products 

network are the main idea from him in order to enhance SMEs to enter the GVCs. To get in 

production networks, he suggested that foreign ownership is important because it will bring 

technology, finance, knowledge, network, and access to global and regional market. 

Furthermore, the financial stability is needed for corporate governance, transparency, and 

cost of finance to fund SME. 

 

And lastly, he added, to move up into the higher of production networks, SMEs should 

increase the scale of activity, particularly on the potential economies and should reduce the 

capacity constraint. Furthermore, the government needs to support by developing the IT 

capacity to help SMEs in promoting its product in the global area. The benefit of IT (internet or 

website) could reduce marketing fee and offer the products in anywhere and anytime.  

 

• I Nyoman Yogi  

 

Mr. Yogi is an Operations Officer with International Finance Corporation (IFC) in Indonesia, 

currently managing the SME Banking Project and the Microfinance Programs under IFC 

Financial Institutions Group in Indonesia. Prior to IFC, Nyoman Yogi worked for PT. PNM 
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(Persero), a state owned financial institution focusing on microfinance institutions and SMEs, 

as a Risk Management Officer. Previously, Mr. Yogi spent a number of years working for 

financial institutions in Indonesia and United States, including a local investment bank and a 

global custodian bank.  

In the workshop, he argued the important on financing SME. Access to finance is commonly 

cited as the number one obstacle for operational, followed by access to electricity, 

informality, tax, and political instability. Access to finance can be explored by seeing the 

working capital in value chain, investment finance equity, risk mitigation, and financial 

infrastructure. Meanwhile investment of climate is influenced by regulations, business 

registration, and tax policy.  

He added four crucial aspects to enhance SMEs, which is access to infrastructure, access to 

market and skills, access to investment climate, and access to finance. Moreover, he also 

mentioned about the gender issues, which woman employee considered contribute 

significantly in the SME’s environment. There are big enough gap among male and female 

employee in the SMEs, because micro and small (not medium) require the employee without 

a high requirement degree and skills. And lastly, he suggested, SMEs need to strengthen the 

collaboration with big companies, particularly, SMEs has a role on providing the materials and 

spare parts.  

• Malavika Kumar 

 

Ms. Kumar is the Country Director for Grassroot Business Funds, acting for Country Manager 

for Indonesia. She is responsible for leading the investments program in Indonesia and 

managing GBF's activities in the region including business development, portfolio 

management and designing business advisory services. She holds an MBA in Finance and 

Investments from George Washington University in Washington DC and a diploma in 

Environmental Law from the National Law School of India University.  

She mentioned that SMEs are a blended of many investments by various entrepreneurs with 

the various resources in developing countries. Various resources sometime can be replaced by 

unique resources to obtain greater advantage and then it could give more profits. A lot of 

unique resources in Indonesia can be found in the product of culinary, culture/heritage, and 

furniture, which is reveal the uniqueness of Indonesia. 

She also gave a solution such as the technical gap that should be reduced among the SMEs, to 

hold up the quality standards, and develop the skills of employee. By having these actions, she 

believed that SMEs, especially micro and small, could transform to become medium 

enterprises. The incremental growth will be appeared when micro and small enterprises have 

increased the number of employee, modals, and business opportunity. And lastly, she added 

that management operational is a very important in running the business or project for each 

enterprise.  

 

7.3. Key Massages  

 

The main message delivered from the workshop were facilitating, promoting, and financing need 

to be maintained in a joint package to help SMEs enter the GVCs. Facilitating deals more with 

input, process, and output, while promoting specifically deals with marketing and branding. 

Financing gets on the way facilitating and promoting upgrade their process like manufacturing or 
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assembling, production process, and branding process. Furthermore, financing is very critical for 

business start-up and R&D activities, a very common situation faced by most SMEs in which they 

often lack of access to finance.  

 

7.3.1. Facilitating  

 

Facilitation for SMEs cannot be exclusively separated from financing and promoting, thus there are 

always intersections among the three. This is because SMEs are not homogeneous and any 

facilitation programs that support SMEs should be specifically tailored as the actual situation and 

condition of the facilitated SMEs. The generalization of facilitation packages may also apply to a 

very limited extend at the macro level as policy bases or within school curricula as a foundation of 

knowledge for further vocational and practical trainings. This foundation of knowledge needed by 

government to decide appropriate training programs, as well as for SMEs to prepare them to 

improve their skills further. 

 

Along with pro SMEs policies, statistics and data bases of SMEs such as entities, products, exports, 

and import, can help the entire array of planning, organizing, directing, controlling, and monitoring 

evaluation of any national programs aimed to develop SMEs. Statistics and database in the macro 

scope i.e. market orientation, external network, and source of input in the OIC member’s area, 

beside the export-import data especially among OIC members are needed to estimate, evaluate, 

and predict the SMEs business opportunity in the upcoming years. To enable better product 

competitiveness for SMEs, exploration and utilization of domestically available unique resources is 

needed along with   standardization that must be rigorously applied with support from provision 

of product testing facilities, and license granting for those qualify. The portal data also should be 

established through the official website format to provide any information needed and support 

each OIC’s government to facilitate SMEs in the global trade.  

 

Finally, facilitating is about heading for delivery on time and on quality, especially when it is 

manufactured in the different places. Proper facilitation is given to entrepreneur (especially local), 

due to its relationship with large company where the presence of local entrepreneur is to fulfill the 

raw materials and spare parts for large companies.  

 

7.3.2. Promoting 

 

A special trade scheme with less complex and simpler procedures is needed to overcome 

marketing difficulties faced by SMEs product to enter GVCs. The trade scheme should be normally 

accompanied by custom harmonization of each country. Promoting cannot be implemented 

properly if rigid and complex schemes still remain. The big obstacles usually appear from the 

internal side, like procedure that considered too complex or fee that considered too big. These 

obstacles are not caused by third party (external side), but it came from the environment that 

should be reformed and changed.  

 

Enhancement of people ability among countries member to the scheme, for example through Visa 

on Arrival (VoA) granting can be positive contribution. Each country involve in the scheme should 

optimize their trading houses and trade attachés abroad as outbound marketing agents. 

Domestically exporting hub must be established closer to the geographically scattered clusters of 

SMEs to help them market their product abroad. E-Commerce in this case would help SMEs to 

market their product timely without high cost with the security standard to avoid possible fraud 

where OIC governments need to focus on collaborating the system and network.  
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7.3.3. Financing 

 

Financial access is crucial because it is related with strategy to attract people to become 

entrepreneur. The gap in credit financing for formal SMEs in emerging markets is $0.9 – 1.1 

Trillion. This huge amount is definitely a remarkable investment opportunity. Market survey, 

research, and studies on potential investment pots normally conducted by banks or other 

organization are insufficient to direct conventional banks to work this opportunity. Financing for 

SMEs is never financing alone. It has to be blended package complete with direct, closely held, and 

step by step business advisory. This is due to the fact that financing gap accounts for less 

proportion compare to management, technical, and networking gaps.  

 

The blended package of financing and business advisory is not normally done by conventional 

bank. Here, non-bank financial institutions have the chance to enter this opportunity by serving 

the field or regions which are not within the reach of conventional banks. Conventional banks 

should refine their business conduct if they want to serve in this market as well.  

 

Financial institution assisting SMEs can also broaden their business opportunity through offering 

additional financial product that can benefit SMEs and its employees. Example of this product 

could be simple saving and wealth management product to help SMEs employees manage their 

disposable income. Financial institutions are basically attracted to regions, having resource 

richness, sector with growing market, and innovative businesses.  

 

The fact that there is no single recipe for SMEs facilitating applies as well to SMEs financing. It has 

to be tailored as to the uniqueness of each SME. Nevertheless, there are some basic principles of 

SMEs financing that should be applied e.g. disciplined financial reporting based on generally 

accepted accounting principles (GAAP), going concern or long term business orientation, 

separation of business and private use of money, and other financial related matters to ensure 

that the program would not prevent SMEs from gaining self-sufficiency and competitiveness. As 

critical as the role of financial statements at the micro level, credit statistics provided by credit 

bureau is necessary for monitoring and evaluating at the macro level. 

 

Lastly, the government of OIC needs to see the development of financing scheme for special 

environment (like countries facing security problems, insurgencies, war, etc). In countries like 

such, despite the limitations commonly faced by SMEs, SMEs have all the flexibilities to help 

revolving the economy. Multilateral financial institutions can provide SMEs financing to help 

population in this special environment to get additional and incremental income. Another 

multilateral scheme that is deemed necessary is to have global join revolving fund to support the 

development of SMEs in the countries becoming member of the scheme.  

 

7.4. The Feedbacks 

 

Among all the panels in the workshop, trade financing is the considered as the most important 

panel, followed by trade promoting, and trade facilitating at the last. However, from the workshop 

feedbacks forms, it was revealed that more than 85% of the audience viewed all the themes as 

important especially related to the forthcoming ASEAN Economic Community. 

 

The importance of the facilitating session before the audience lies on the need to learn 

government actionable initiatives on narrowing the gap between GVCs tendency to skew towards 
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big players and SMEs classic problems. On trade promoting, the audience mostly expect to 

observe how government supports for SMEs promotion can serve as many SME as possible so as 

not to create new gaps between the supported and the un-supported. One interesting message 

from the audience in the trade promoting panel remind the government to act more towards 

creating active entrepreneurs instead of growing passive entrepreneurs; the government support 

dependent businesses. While for financing, audience sought for breakthroughs from non financing 

aspects of SMEs like management techniques that can tackle financing problems of SMEs. 

 

Notable compliments from audience on this workshop were mostly directed towards speakers’ 

invaluable experience in their field. The abundance of data and practical life experience from the 

speakers has added a distinct value for the audience. Nevertheless, all of the complexities 

between GVCs and SMEs, and between theoretical and empirical level, were able to be packed in 

simple words and explanations easily digested by the audience. What was considered as lacking 

from the workshop was representation of speakers from SMEs practitioners and associations be 

they local or from OIC countries. The audience considered this as an important source of firsthand 

example of practical success and failures faced by SMEs in the field to be shared. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



75 

 

Chapter Eight 

POLICY RECOMMENDATIONS 
 

 

The consolidated 8 points model used in the study, complemented with lessons learned from case 

studies, and scrutinized in the workshop through the three aspects; Facilitating, Financing, and 

Promoting of SMEs are finally blended and resulting into some technical recommendations which 

can be summarized through the following pointers: 

 

8.1. Facilitating 

 

At the very basic, SMEs facilitation shall be aware that government support must end up as 

support since it is the entrepreneurs/SMEs themselves who should swarm the GVCs. Facilitation 

programs that support SMEs should be specifically tailored as the actual situation and condition of 

the facilitated SMEs with active participation from SMEs circles themselves. The generalization of 

facilitation packages may also apply to a very limited extend at the macro level as policy bases or 

within school curricula as a foundation of knowledge for further vocational and practical trainings. 

In brief, SMEs facilitation means government supports towards SMEs which should at least 

comprise of three basic elements; skill building and development, policy, and infrastructure. 

 

• INFRASTRUCTURE is the basic necessities of any economy without which no business can run 

well. 

 

• Skill building & development acts as government’s HUMAN CAPITAL INVESTMENT to generate 

resilient economic agent empowered with soft/behavioral and hard/vocational skills needed in 

running businesses, through trainings, and practical implementations and support assistances.  

 

In this case, the task of training must be conducted by professional training providers to enable 

a degree of measurement on the effectiveness of the government spending over the 

competencies development of the SMEs. 

 

Generating resilient SMEs can start with finding local SME champions to become a kind of pilot 

project which will in turn act as locomotive to haul their fellow SMEs. From the very beginning, 

this local champion will be put into vast and comprehensive global collaboration with local and 

foreign government, business entities, academic institutions, and also community groups. 

 

• POLICY paves the way for SMEs to run their business and expand it further into cooperation 

with global counterparts. Complicated and unfriendly policy towards business as well as failure 

to uphold policy certainty will definitely result in exclusion from the global market. Apart from 

investment policy at large, three policy fields which have increasing importance on integrating 

SMEs into global market are labor law, custom, and IPRs. IPRs have nowadays been a key driver 

in the growing creativity based entrepreneurship. For this purpose, the government should 

research IPR forms which are relevant and can provide direct benefits for most SMEs, and 

simplify the IPRs administration process to enable better access for the SMEs. 

 

Along with pro SMEs policies, statistics and data bases portal of SMEs in OIC members can help 

the entire array of planning, organizing, directing, controlling, and monitoring evaluation of any 
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national programs aimed to develop SMEs. Finally, exploration and utilization of domestically 

available unique resources is needed along with standardization that must be rigorously applied 

with support from provision of product testing facilities, and license granting for those qualify.  

 

8.2. Promoting 

 

The essence of SMEs promotion is capitalization of business networking, knowledge sharing, and 

cooperation (information pooling, sales events, cross referencing, etc.). Nevertheless, promotion 

can only work through facilitation. However, a special reform on trade scheme among OIC 

members with less complex and simpler procedures is needed to overcome marketing difficulties 

faced by SMEs product to enter GVCs. The trade scheme should be normally accompanied by 

custom harmonization of each country. Enhancement of people ability among countries member 

to the scheme, for example through visa on arrival (VoA) granting can be positive contribution. 

Each country involve in the scheme should optimize their MNCs, trading houses, and trade 

attachés abroad as outbound marketing agents. On the inbound side, domestic exporting hub 

must be established closer to the geographically scattered clusters of SMEs to help them market 

their product abroad. E-Commerce in this case would help SMEs to market their product timely 

without high cost with the security standard to avoid possible fraud where OIC governments need 

to focus on collaborating the system and network. 

 

At the macro level, well maintained and managed statistics on SMEs play very important role as 

the first window of SMEs promotion in the global playing field. It must then be completed with 

sound reputation on legal certainty especially concerning labor laws and export import 

procedures. To further help SMEs develop their promotional strategies, SMEs can be facilitated to: 

 

UNDERSTAND THE MARKET ENVIRONMENT through: 

1. Inclusion of Internet, office, and social media applications subjects in schools which acts as the 

basic pool of future entrepreneurs who are capable of utilizing ICT technologies as 

promotional vehicle. 

2. Provision of important news concerning SMEs (such as global market information, export 

promotion, and trade advisory) utilizing various media available/possible. 

3. Consistent “knowing” and “to be known” through routine sharing events like seminars with 

global reach potential. 

 

DEVELOP THE CHANNELS through: 

1. Connecting SMEs with MNCs operating domestically to have supply linkages ranging from the 

simplest to the most complex product capably  produced by local SMEs. 

2. Promotion of SMEs products through trading house, exhibitions, and establishment of own 

MNCs operating abroad as a pull factor for SMEs product to go global. 

3. University knowledge and networks to broaden SMEs promotion. 

4. Incorporation of SMEs into regional and international markets in cooperation with regional 

and global as well as bilateral trade schemes and other cross national networks starting from 

the closest or most imminent captive market possibly reached. 

 

STRENGTHEN THE QUALITIES TO PROMOTE through: 

1. Development of capabilities and encouragement to produce goods and or services which are 

demanded by global market, supported by local resources, in compliance with national and 

global standard, and complemented by regulations on local content. 
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2. Advancement of business network through clusters formation which shall act further as 

investment hub. 

3. Establishment of nationally incorporated trademark for SMEs products to enter the global 

market. 

4. Utilize IPR as investment pull factor and as business tool (rebranding, acquisition of declining 

global brands, etc.) 

 

8.3. Financing 

 

Financial access is crucial to attract people to become entrepreneur. The gap in credit financing for 

formal SMEs in emerging markets is definitely an investment opportunity. Financing for SMEs has 

to be blended package complete with direct, closely held, and step by step business advisory and 

has to be tailored as to the uniqueness of each SME. Nevertheless, there are some basic principles 

of SMEs financing that should be applied e.g. disciplined financial reporting based on generally 

accepted accounting principles (GAAP), going concern or long term business orientation, 

separation of business and private use of money, and other financial related matters to ensure 

that the program would not prevent SMEs from gaining self-sufficiency and competitiveness. 

 

Just like promotion, financing should go hand in hand with facilitation and promotion. Facilitated 

financing should be made available in the form of: 

• Investment Bridging for early stage companies 

• Facilitated access to financing for developed companies 

to those who have good business proposals, and or promising ideas, and or running high-tech 

intensive business to enable business start up. Further facilitated access to financing can be made 

available to enrich SMEs which manage to maintain their business well and developed. 

 

The blended package of financing and business advisory can be done by non-bank financial 

institutions by serving the field or regions which are not within the reach of conventional banks. 

Conventional banks should refine their business conduct if they want to serve in this market as 

well. Financial institution assisting SMEs can also broaden their business opportunity through 

offering additional financial product that can benefit SMEs and its employees i.e. simple saving 

and wealth management product to help SMEs employees manage their disposable income. 

 

Combination of the three aspects (financing, facilitating, and promoting) shall result into a scheme 

which enable SMEs to sharpen their market segments through product differentiation while 

broaden their funding and investment/cooperation opportunities at the same time. Examples of 

this combination are: 

• Establishment of SMES CREDIT INFORMATION AND RATING as a means for SMEs 

improvement, investment opportunity, monitoring and evaluating at the macro level, and 

global promotion. 

• Attaches FDI FOR LOCAL SMEs by creating potential business with other countries. 

• Facilitation to embrace Islamic finance as an ideal way to complete the entire Islamic value 

chain to penetrate halal product markets. 

 

The governments of OIC eventually need to foresee the development of multilateral financing 

scheme for special environment (like countries facing security problems, insurgencies, war, etc.) to 

help revolving the economy and to help the population in this special environment to get 

additional and incremental income. Another multilateral scheme that is deemed necessary is to 
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have global join revolving fund to support the development of SMEs in the countries becoming 

member of the scheme.  

 

8.4. Policy Recommendations 

 

To conclude the above parts on SMEs facilitation, promoting, and financing, the following part will 

finalize this study with policy recommendations in a more strategic context enabling OIC member 

countries to derive more technical programs as to the actual conditions of their countries.  

 

SMEs Facilitation 

• Human capital investment conducted professionally and sustainably through formal education 

as well as practical trainings with focus on both behavioral and vocational skills including 

Information Technology skills needed in running SMEs. 

• Channeling SMEs collaboration with local and foreign government, business entities, academic 

institutions, and also community groups. 

• Development of simple and business friendly regulations related especially to labor law and 

export/import to support SMEs' cooperation with global counterparts. 

• Research on IPR forms which are relevant and can provide direct benefits for most SMEs, and 

simplification of the IPRs administration process to enable better access for the SMEs to utilize 

IPRs as investment pull factor and as business tool. 

• Development of statistics and data bases portal of SMEs in OIC members to support planning, 

organizing, directing, controlling, and monitoring-evaluation of any national programs aimed 

to develop SMEs. 

• Exploration and utilization of domestically available unique resources in compliance with 

national and global standard, and complemented by regulations on local content, supported 

by testing facilities, and license granting for SMEs.  

 

SMEs Promotion 

• Special reform on trade scheme in cooperation with regional and global as well as bilateral 

trade schemes and other cross national networks starting from the closest or most imminent 

captive market possibly reached, custom harmonization, and enhancement of people mobility 

among OIC members to overcome marketing difficulties faced by SMEs product to enter 

GVCs. 

• Optimization of OIC countries' MNCs, trading houses, and trade attachés abroad as pull factor 

and outbound marketing agents.  

• Establishment of domestic exporting hub closer to their geographical clusters of SMEs to help 

market their product abroad. 

• Collaboration of E-Commerce system and network among OIC members to help SMEs to 

market their product timely without high cost and with the security standard to avoid possible 

fraud. 

• Establishment of incorporated trademark for SMEs products to enter the global market. 

 

SMEs Financing 

• Practice of disciplined financial reporting based on generally accepted accounting principles 

(GAAP) for SMEs to ensure that the SMEs can gain self-sufficiency and competitiveness. 

• Provision of Investment Bridging for early stage companies and Facilitated access to financing 

for developed companies who have good business proposals, and or promising ideas, and or 

running high-tech intensive business.  
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• Participation of non-bank financial institutions to serve SMEs in regions which are not within 

the reach of conventional banks through offering additional financial product that can benefit 

SMEs and its employees i.e. simple saving and wealth management product to help SMEs 

employees manage their disposable income. 

 

• Establishment of SMES CREDIT INFORMATION AND RATING as a means for SMEs 

improvement, investment opportunity, monitoring and evaluating at the macro level, and 

global promotion. 

• Facilitation to embrace Islamic finance as an ideal way to complete the entire Islamic value 

chain to penetrate halal product markets. 

• Development of multilateral financing scheme for special environment (like countries facing 

security problems, insurgencies, war, etc.) to help revolving the economy and to help the 

population in this special environment to get additional and incremental income. 
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