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1 Executive Summary 

For decades, Myanmar’s economic system has been characterized by economic isolation and central 
planning. Today, however, as Myanmar is in the middle of a far-reaching political and economic 
transition, it is leaving this past behind. For Myanmar’s enterprises, and Small and Medium Sizes 
Enterprises (SMEs) in particular, the opening of the country’s economy in general and the intensification 
of regional economic integration more specifically, most notably through the Association of Southeast 
Asian Nations (ASEAN) Economic Community (AEC), bring both opportunities and challenges.  

It is in this context that the present study investigates the extent of Myanmar SMEs’ participation in 
ASEAN and East Asian regional economic relations as well as the challenges they face and the policy 
support they need for deeper integration. More specifically, this research attempts to address the 
following four questions: What is the state of Myanmar SMEs’ participation in regional trade, production 
networks, and investment activities? What are the enabling factors and obstacles to SME participation in 
regional economic activities? How have regional and preferential trade agreements affected SMEs’ 
activities and performance? And what are the policy imperatives to promote active participation of 
Myanmar SMEs in regional economic integration? To find answers to these questions, this study, on the 
one hand, analyzes existing secondary data while, on the other hand, also drawing on a new dataset 
collected by CESD through a survey among Myanmar enterprises, particularly in the food-processing and 
garment sectors.  

The context – Myanmar’s current economic engagement with ASEAN and East Asia  

During the past couple of years, Myanmar has seen high growth rates of both its exports and imports, 
reflecting the country’s dynamic re-integration into the international economy. This has significantly 
been driven by regional trade. ASEAN is an important market for Myanmar’s exports; around 43% of 
Myanmar’s exports are destined for other ASEAN countries. This is the second-highest share among all 
ASEAN member states. Moreover, Myanmar sources about 41% of all its imports from other ASEAN 
countries, the third-highest share within ASEAN. In fact, Myanmar recorded the second-fastest growth 
of ASEAN imports among all ten ASEAN members between 2005 and 2013. On the export side, however, 
Myanmar’s ASEAN export growth rate was only the sixth-highest. This has led to Myanmar’s ASEAN 
trade balance turning from a surplus in 2005 to a deficit in 2013. All in all, Myanmar’s share in total 
intra-ASEAN exports is still extremely small at around 1%. Moreover, in per capita terms, Myanmar’s 
ASEAN trade is still very low.  

Decomposing Myanmar’s trade with ASEAN and East Asia, we find that Myanmar’s ASEAN exports are 
very much concentrated on Thailand (which accounts for almost 90% of Myanmar’s total ASEAN 
exports) and raw materials and resource-based products, while manufactured goods are largely absent. 
Myanmar’s ASEAN imports, on the other hand, are much more diversified; they are dominated by 
processed goods and manufactured goods that are sourced from different countries, but particularly 
Thailand and Singapore. Considering the region more at large, we see that China and Japan are 
important export markets, while on the import side China is very dominant; in fact, Myanmar imports 
almost as much from China as from all ASEAN countries together. 

Looking at foreign direct investment (FDI) flows, we find that, among all ASEAN countries, in 2014 
Myanmar had the highest share of intra-ASEAN FDI in total FDI inflows (>70%), i.e. FDI inflows into 
Myanmar from other ASEAN members by far exceeded those originating from non-ASEAN countries. 
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However, there has been quite some fluctuation over the years and in preceding years the situation had 
actually been the reverse. Moreover, Myanmar currently still receives only a small fraction of all intra-
ASEAN FDI flows (around 3% in 2014). Overall, thus, these figures suggest that there is a lot of scope and 
potential for Myanmar to intensify its economic relations with other countries in the region. 

Myanmar SMEs’ integration into ASEAN and East Asian economic activities 

Since Myanmar authorities have not conducted a business census or regular business surveys for a long 
time, the availability of reliable official firm-level or industry-level data is very poor. Our study, 
therefore, uses (1) existing data from recent business surveys undertaken by various international 
organizations and (2) a new dataset collected by CESD through a survey among Myanmar firms 
conducted for this project. CESD’s survey sample comprises a total of 198 firms, most of which operate 
in the apparel and food manufacturing sectors. While not being fully representative of Myanmar’s 
business population, CESD’s survey, however, allows us to derive in-depth insights on two of the 
country’s most important manufacturing industries. 

Overall, compared to other ASEAN countries, Myanmar’s SMEs appear to be much less likely to export. 
According to the World Bank’s Enterprise Survey (2014), only 4.2% of medium-sized companies and 
0.8% of small enterprises export directly or indirectly at least 1% of their sales. However, CESD’s survey 
shows that there are significant variations across sectors. In CESD’s sample, 27% of processed food 
producers and 84% of garment firms said that they are exporting. For them, East Asia seems to be a 
more important export destination than ASEAN: While merely 7% of responding firms reported exports 
to ASEAN, 41% reported exports to East Asia. For medium-sized and large firms, in particular, East Asia 
appears to be an important market: 35% of medium-sized and 67% of large survey firms export to East 
Asia – while the corresponding percentages for ASEAN exports are much smaller at 9% and 7%, 
respectively. In fact, small companies are the only group where the share of exporters to ASEAN (4%) is 
higher than the share of exporters to East Asia (3%). 

A comparison of export patterns between the food processing and the apparel sectors suggests three 
conclusions: First, the share of exporters is smaller among Myanmar food processors than among 
Myanmar apparel producers; second, export markets for Myanmar processed food products seem to be 
more diversified (as apparel exports are concentrated in just four dominant markets); third, more 
generally, Myanmar processed food exporters target other foreign markets than Myanmar apparel 
producers. Export destinations also differ across firm size: While large companies are able to export to 
high-income markets (such as the EU, the US or Japan), regional markets (like China or Malaysia) with 
less demanding customers seem comparatively more important for SME exporters. Moreover, large 
firms in Myanmar, in general, have a much higher export propensity than SMEs.  

Looking at the import side, compared to other ASEAN countries, Myanmar’s SMEs appear to source less 
of their material inputs and supplies from abroad, pointing to their lower degree of integration into 
cross-border production networks. More precisely, the World Bank’s Enterprise Survey finds that only 
27% of medium-sized firms and 13% of small enterprises in Myanmar use material inputs and/or 
supplies of foreign origin. Again, however, there are differences across sectors. Among the CESD survey 
firms, 88% of food producers source all their inputs domestically with just 12% sourcing all or at least 
some of their inputs from abroad. By contrast, foreign inputs are much more important for Myanmar’s 
apparel sector. A staggering 95% of the apparel firms in CESD’s sample indicated that they source at 
least some inputs from foreign suppliers while just 5% of respondents said they source all their inputs 
locally. This can be explained by the peculiar integration of Myanmar’s garment sector into regional and 
global value chains under the Cut-Make-Pack (CMP) model whereby the buyer ships all necessary inputs 
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to the Myanmar garment factory which then just carries out the labor-intensive CMP activities, 
assembling garment components that are purchased and supplied by the buy¬ers themselves. 
Comparing across firm sizes, small firms are much more likely to source all inputs locally. Only about a 
quarter of them imports at least some inputs from abroad whereas the corresponding percentages for 
medium-sized firms and large firms are much higher. 

In general, non-Asian countries play a negligible role as foreign suppliers of inputs. That is, if Myanmar 
companies source inputs from abroad, they mostly do so from ASEAN and East Asian countries. Overall, 
China is reported as the most important foreign source of inputs, followed by Thailand and Japan. Again, 
however, there are differences across sectors. For the processed food manufacturers in CESD’s sample, 
Malaysia is the most important source of foreign inputs, followed by China and Thailand. By contrast, for 
the apparel sector China and Japan are the most important countries of origin of foreign supplies, 
followed by Thailand and Korea.  

Turning to FDI, the most important sources for FDI inflows also in CESD’s sample are East Asian or 
ASEAN countries, thereby confirming the macroeconomic numbers. Among them, Japan, Korea, China 
and Hong Kong host the most active foreign investors in Myanmar. By contrast, investors from non-
Asian countries, for now at least, still play a rather subdued role in Myanmar. Despite the relative 
importance of the region, however, CESD’s survey shows that, overall, Myanmar is still hardly integrated 
into ASEAN business networks. Only 13% of firms responding to CESD’s survey report having any 
business relationship (export, import and/or investment) with companies in other ASEAN countries, 
among them only a tiny minority of small firms.  

Obstacles and enabling factors to SME participation in regional economic integration 

To identify and understand enabling factors and obstacles to Myanmar SMEs’ participation in regional 
economic activities, it is important to look at some of their key characteristics. A first observation is that 
overall registration rates of businesses are very low in Myanmar, implying that there is a substantial 
informal sector which typically connects less to regional and international economies. Second, only a 
very small proportion of Myanmar SMEs is currently employing Information and Communication 
Technologies (ICT). In fact, apart from email and having a website, hardly any ICT is used. This hampers 
SMEs’ ability to communicate with (potential) international customers or suppliers, expand markets and 
improve efficiency.  

Third, very few SMEs engage in innovation and technology efforts. Only 30% of the SMEs responding to 
CESD’s survey reported being engaged in in-house research and development (R&D), 19% reported 
having acquired new machinery and/or equipment, while less than 5% reported expenditures on the 
acquisition of external knowledge and the outsourcing of R&D. As a result, innovation outcomes are at 
best moderate. In CESD’s sample, a bit more than a third of SMEs introduced new or significantly 
improved products and/or services between 2012 and 2014. Interestingly, the same was true for only 
around a fifth of the large firms in CESD’s sample, implying that at least compared to them SMEs were 
more active as agents of innovation. Comparing across sectors, we find that the processed food 
producers in CESD’s sample have been more innovative than apparel firms. This may be a reflection of 
rapid changes in the tastes and preferences of food consumers, to which processed food producers have 
to respond with new offerings, as well as low requirements on innovativeness of apparel firms under the 
CMP model.   

Fourth, SMEs currently invest very little in human capital development. More precisely, only 13% of 
SMEs responding to CESD’s survey reported expenditures on trainings for their workers. At the same 
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time, many firms cite the unavailability of skilled labor as a severe constraint for their business 
operations. In addition to labor market bottlenecks at the workers level, evidence suggests weaknesses 
at the managerial level as well. In view of this, some firms resort to hiring foreign staff. However, this is 
much more common for large firms than for SMEs.  While almost half of the large enterprises in the 
CESD sample reported having at least one foreign manager or professional in their workforce, the same 
was true for only 6% of SMEs. In a similar vein, 43% of large enterprises but only 7% of SMEs reported 
having at least one foreign engineer or technician among their staff. This reduces the opportunities for 
skills and knowledge transfer from foreign to local employees. 

Finally, an open-ended question in CESD’s survey invited respondents to provide comments on what 
they view as the three most important reasons that impede their firm's participation in local, regional 
and international supply chains. The most common response pointed to the scarcity or lack of raw 
materials. The scarcity of skilled labor and difficult access to finance were the second and third most 
frequently mentioned constraints to firms’ integration as suppliers into value chains. Another area that 
many respondents identified as key impediment relates to deficiencies in the business environment 
(government procedures, getting permits, consistency of laws and government policies), the lack of 
government support, and political instability.  

Awareness, usage and perceived effects of regional and preferential trade agreements  

There is very little awareness and understanding among Myanmar SMEs about ASEAN integration, the 
AEC, and free trade agreements (FTAs) more generally. Only around 25% of the SMEs responding to the 
CESD survey indicated being aware of either the AEC or the ASEAN Blueprint for SME Development, and 
merely 3% of them have ever made use of an FTA. Lack of knowledge is the most cited reason among 
survey firms for not making use of FTAs and trade preference schemes. On the one hand, this means 
that a lot of SMEs are not aware of possible business opportunities related either to preferential access 
to foreign markets or to attracting foreign investors. On the one other hand, this also means that they 
are unaware of the challenges they might face, e.g. in the form of increased foreign competition, as a 
result of the opening of Myanmar’s markets through the AEC and FTAs. Lacking this awareness, they 
might be slow and reluctant to take the necessary measures to prepare themselves for the new 
circumstances and stiffer competition.  

Similarly, when asked about how the AEC or FTAs have affected or will affect their business in different 
areas, half or more of respondents said that they “don’t know” or have “no opinion”. That is, only half or 
less of survey participants expressed an opinion on the impacts they expect the AEC and the different 
FTAs to have on their business. Focusing on expected impacts of the AEC, large enterprises appear to be 
more optimistic than SMEs with regard to profits, access to intermediate inputs and particularly exports. 
Moreover, large enterprises also tend to be more optimistic with respect to the AEC’s effects on 
domestic sales while among SMEs the share of skeptics (who are afraid domestic sales will decrease) is 
as big as the share of optimists (who expect domestic sales to increase). Survey respondents also 
expressed concerns related to import costs, competition in local markets and especially competition in 
foreign markets. There are some interesting differences between SMEs and large firms in their 
expectations for these variables. Large enterprises seem particularly worried about losing out to 
competition in foreign markets and rising import costs. SMEs, by contrast, are more concerned about 
competition in local markets. These findings seem to reflect a general orientation of SMEs towards 
domestic markets and a higher degree of integration into international trade flows of large firms. 
Overall, these responses also point to survey participants’ concerns that the AEC will expose them to 
more competition while the export opportunities that it offers will be hard to capture.  
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Asked about the (expected) impacts of Myanmar’s FTAs on their business, SMEs seem more optimistic 
about FTAs’ effects on domestic sales than large enterprises. By contrast, almost half of the large survey 
firms but only around 10% of SMEs indicated that FTAs have increased or will increase their export sales. 
Similarly, the share of large enterprises saying that profits have increased or will increase is more than 
twice as high as the share of SMEs saying so. These figures are somewhat lower than for comparable 
questions on the AEC where more than a quarter of SMEs and more than half of large firms expected an 
increase in exports and profits. By and large, respondents, thus, seem to be a bit more optimistic about 
reaping benefits from regional integration within ASEAN than from FTAs with countries outside ASEAN. 
Meanwhile, SMEs seem equally concerned about FTAs leading to increases in competition in domestic 
and foreign markets whereas large enterprises appear to be more concerned about increases in foreign 
market competition. Overall, 15% and 23% of respondents said that FTAs have increased or will increase 
competition in local markets and com-petition in foreign markets, respectively. Again, these percentages 
are somewhat lower than for comparable questions on the AEC where 35% and 41% of respondents 
anticipated an increase in local competition and foreign market competition, respectively. In a similar 
vein, only 4% of respondents stated that FTAs have reduced or will reduce their domestic sales while a 
three times larger share of respondents expect the same to happen as a result of the AEC. This implies 
that respondents are more concerned about regional ASEAN competitors than about competitors from 
non-ASEAN countries with which Myanmar has signed FTAs.  

Policy implications 

Myanmar’s economic policy mix will be an important factor in shaping the prosperity of Myanmar SMEs 
in general and their survival and success in the context of increasing regional integration more 
specifically. At present, however, Myanmar’s SMEs receive relatively little government support (and less 
than large firms) for their internationalization. Obviously, some Myanmar SMEs will be more exposed to 
international and regional economic forces than others, depending, inter alia, on the sector they 
operate in. Accordingly, the need for policy support will vary across industries and companies. 
Moreover, public resources are very limited so there is a need for prioritization and careful design of 
policy interventions. Despite comprehensive and ambitious reform efforts, operating a business in 
Myanmar is still not simple. The list of challenges for Myanmar companies is, thus, long. Accordingly, 
there is an almost infinite number of items that can be suggested for a policy reform agenda. Here, 
instead of attempting to cover the whole universe of possible policy suggestions, the focus will be on 
those that emerge from the analysis of the CESD enterprise survey data. In the following, we will, hence, 
highlight a few rather broad policy areas where government measures appear to be most needed or 
most promising, at least for the garment and food-processing sectors which were the focus of our 
research. 

First, Myanmar’s government should undertake efforts to encourage firm registration and formalization. 
A large number of firms are currently unregistered and operating in the informal sector, hampering at 
least their direct integration into regional economic activities. Myanmar’s government should facilitate 
firm registration by simplifying the processes required for a business to register and obtain licenses, and 
reducing their costs. Of equal importance is the need to ensure that the formalized systems that 
businesses are subject to upon registering (e.g. payment of taxes, renewal of licenses, application for 
government support measures, etc.) are not excessively burdensome. Moreover, businesses need to 
feel that they get something in exchange for formalizing and registering, e.g. in the form of access to 
financial support, information, training programs, etc. 
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Second, the government should work towards the improvement of data availability to allow for better 
evidence-based policy-making. Establishing a system of regular and systematic data collection on 
businesses in Myanmar would be helpful. The first step would be to carry out a business census among, 
if possible, the entire population of Myanmar enterprises. After the initial census, it will be necessary to 
conduct regular business surveys in order to keep the stock of information updated. Third, government 
can help to increase awareness of and knowledge about ASEAN and FTAs. This could involve public 
campaigns on ASEAN integration, the dissemination of reference materials, and the organization of 
trade fairs with a specific focus on business opportunities and market dynamics within ASEAN. To raise 
awareness, the government can work with and through industry associations. 

Fourth, promoting human resource development will be of high importance, especially for longer-term 
prosperity. Government efforts should focus on increasing the domestic supply of skilled labor, covering 
not only technical skills needed by workers but also skills needed for white-collar, clerical and 
managerial jobs. This implies the need to reform the education system and increase funding for it, and 
ideally also involves the establishment of new vocational education and training institutes. In the short- 
to medium-run, government policy can aim at expanding the supply of publicly provided trainings, at 
strengthening existing private training institutes, and at incentivizing firms to invest in employee 
trainings and skill development programs. 

Fifth, policies should be crafted to facilitate investment and technological upgrading by firms. Only a few 
SMEs put efforts and investments in innovation and in acquiring technology. The government can play 
an important role in supporting such efforts, but a coherent strategy and action plan for related policies 
and programs needs to be developed. Policy measures should aim at strengthening the linkages 
between SMEs and innovation and technology agents, expanding the existing network of technological 
and business incubators, and at the establishment of pilot science and technology parks. One key reason 
for low investments in technology and productive capacity is the difficult access to finance for firms. To 
increase borrowing by SMEs, policy measures should aim at making credit available at more attractive 
conditions, raise awareness on existing government support schemes, and programs to increase 
financial literacy among SMEs but also banks. Harnessing FDI as a source of technology transfer and 
additional capital could also be part of the government's strategy to promote technological upgrading, 
as could be the facilitation of imports of capital goods and technology.  

Sixth, policies that encourage the usage of ICT by SMEs can help them to improve efficiency and 
connectivity to foreign markets. Further government efforts, through either direct investments, public-
private partnerships or tendering, will be necessary to expand the underlying infrastructure and to 
improve the reliability, quality, speed and diffusion of ICT service provision. On the demand side, 
promoting ICT usage could be achieved through subsidization or provision of other incentives to firms 
and through the offering of mobile ICT training for SMEs across the country.  

A final suggestion is to simplify the definition of what constitutes an SME, at least the definition to be 
applied when designing policy support measures aimed at SMEs. The SME definition stipulated in 
Myanmar's SME Law is quite complex, possibly complicating or even hindering the proper 
implementation of policies targeting SMEs.  
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