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Thailand’s SMEs Competitiveness within ACE:
prospects, problems and opportunities

Kunphattra Patarapongsathon Faculty of Management Sciences
Suan  Sunandha Rajabhat University,
Bangkok, Thailand

ADSII’HBI Trade liberalization s ba':lievgd to not only improve the
welfare of the countries mvolved but also cause
inequality among member countries. This imbalance
occurs because not all countries have a comparative
advantage over other countries, or if a country has a
comparative advantage it does not match with the factor
Tequirements  in  relation to partner  countries,
Meanwhile, there is another view which considers that
trade liberalization is irreversible as it has become the
only road to reach the future, So states or nations,
enterprises, and individuals that are ready to face the
free market will excel in global competition. Thailand
entered a new type of trade liberalization in terms of the
ASEAN Economic Community (AEC). Previous studies
have emphasized the benefits of trade liberalization for
SMEs in developing countries, but many developing
countries have complained about the negative impacts
on SMEs. This paper examines whether Thailand’s
SMEs are ready to benefit from the implementation of
AEC. Research conducted in Central Thailand found
that Thai SMEs are not fully ready for the
implementation of AEC, Therefore, there is a need 10
initiate a systematic Strategy to address intema] and
external disadvantages. This sirategy needs to involve
various government agencies and other stakeholders,
that have competence in related aspects,

Key_woms Trade Liberalization, AEC, SME, Awareness,

Readiness, Competitiveness
Introduction

Trade liberalization leads to a contraversy. On the one hand, it is believed to improve the welfare
for the countries involved. On the other hand, the development of globalization causes inequality
among member countries. This imbalance occurs because not all countries have 2 comparative
advantage compared to countries or a country may have a comparative advantage that does not
match with the requirements in relation to partner countries, Another view considers that trade
liberalization is irreversible, as it has become the only road to the future, So states or nations,
enterprises, and individuals that are ready to face the free market will excel in global
competition. Those who refuse to follow any changes caused by the free market will be harmed
(Sumaryadi and Handoko, 2001).

The main objectives of trade liberalization are to reduce or climinate trade barriers for
goods, services, factors of production, and investments. In its development, trade liberalization
takes the shape of an agreement in free trade between countries in a particular region. Indeed, the
purpose of establishing a free market is to create easy access to markets, Nevertheless, besides
creating opportunities, it also poses threats to a country. In many developing countries there is an
increasing concern over the potential negative impact of trade liberalization on the
competitiveness of domestjc enterprises.

e R 2 5 e e, e
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Thailand actually has implemented an open economy since 1967, but the implementation of
pro-market policies is slow and partial. The country signed on to be a member of WTO in 1993,
and in the last few years it has made free trade agreements with acountry or a group of countries
through the establishment of the Regional Comprehensive Economic Partnership (RCEP), such
as with ASEAN, ASEAN and China (ACFTA), ASEAN and South Korea (AKFTA), ASEAN
and India FTA (AIFTA), ASEAN Australia-New Zealand (AANZFTA), and ASEAN with Japan
Comprehensive Economic Partnership (AJCEP) or a bilateral relationship like Thailand and
Japan in the Japan Economic Partnership. One of the free trade agreements that will soon be
implemented is AEC (ASEAN Economic Community). More sophisticated trade liberalization
will be faced by Thailand firms with an agreement to implement AEC (the ASEAN Economic
Community) in 2015. In addition to eliminating restrictions on the flow of goods and services,
AEC requires all ASEAN countries to liberalize investments, skilled labor, and capital flows
(Direktorat Jendral Kerja Sama ASEAN, 2011).

For Thailand, the AEC provides opportunities through an increasingly broad market,
increased investments, and access to resources in other ASEAN countries, increased
competitiveness due to the absence of tariffs and non-tariff barriers, more open service sectors,
and an increased mobility for workers, enabling jobs to become more open. The flow of goods
and services from abroad will increase consumer product choices. AEC is also expected to
encourage bureaucratic reform due to a demand to create a conducive business environment,
Thailand will also face tough competition with other ASEAN countries due to high inflation,
high interest rates, unstable capital, low competitiveness of human resources, as well as issues of
national sovereignty in Thailand,

One of the economic actors that will be affected by the enactment of the AEC are MSMEs
(Micro, Small, and Medium Enterprises). MSMEs have an important role in Thailand’s economy
through job creations, poverty reduction, income distribution, and the development of
entreprencurships. Several previous studies have emphasized the benefits of trade liberalization
for SMEs in developing countries, but many developing countries have complained about the
negative impact of trade liberalization on SMEs. This paper examines whether Thailand SMEs
are ready to benefit from the implementation of AEC.

Literature review

and Financial Issues in XXI century _

Trade liberalization is a state in which countries agree to eliminate trade barriers in the form of
tariff and non-tariff barriers. Trade liberalization is expected to facilitate the trade flows of goods,
services, or factors of production that make goods, services, and factors of production cheaper to
improve the well-being of society in countries that do trade interactions. However, not all countries
are ready to face free trade in the multilateral System as arranged by the WTO. As a result, several
countries have formed regional agreements or trade blocs with a view to advance regional economic
growth. Among the trade agreements that have been formed are AFTA (ASEAN Free Trade Area),
NAFTA (North American Free Trade Agreement), EU (Europe Union), Mercosur (the Southern Part
of South America), CARICOM (Central America), and the ASEAN Economic Community (AEC),

which will take effect in 2016,

Jovanovich (2006) argues that economic integration is a process in which a group of countries
work to improve the level of prosperity. Krugman (2012) emphasizes that economic integration may
have an impact on improving the welfare of people when a strong economic country that applies a
high tariff then decides to release this tariff. According to Carbaugh (2012), economic integration has
two effects, trade creation and trade diversion. Trade creation is increases trade among member
countries due to the elimination of trade barriers, while trade diversion is shifting the source of the
import country from non-member regional countries to member regional countries. This impact could
occur if each country has different products. The problem is if countries in the region have relatively

similar products certainly the expected impact above is not necessarily the case.

Meir (1995) stresses that a regional economic integration will result in several benefits for the
country that performs the integration, such as: encourage the development of local industries, increase
trade benefits through improved terms of trade, and encourage economic efficiency in an economic

region.
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Suarez (2000) underlines that the establishment of economic integration in 2 region devoted to the
allocation of resources s more efficient, encourages competition, and improves the economies of
scale in production and distribution among member countries,

effects on local firms, especially small and medium scale firms, thereby increasing the threat
to compete in the global market. According to Long (2003), the reason small firms cannot
compete in the global market is due 10 5 lack of resources, Small firms can only survive in
the global market if they possess the capacity for internationalization,

There are several ways trade liberalization positively affects individual Joca] firms. (1)
Increased foreign competition forces local firms to improve their competitiveness by working
more effectively, efficiently, and innovatively. (2) Lower production costs from cheaper
imported inputs can help local firms benefit from lower input costs, as this improves price
competitiveness both in import and export markets. (3) A relative increase of export
opportunities induces an increased efficiency in domestic firms and encourages firms to
increase their eXports. However, the negative effects of trade liberalization are due to the

reduction of available |ocal mputs on the expenses of local firms (Tambunan, 2007),

Methodology

This paper analyzes whether SMEs in Central Thailand are ready to compete with their
partners from other ASEAN countries when AEC is implemented. The study takes a sample of
Small and Medium Enterprises in Central Java, The sample uses a purposive sampling of data
collected from SME;s Operating in various sectors. The sampling is carried out from March to

Conclusions
Just like the business overview at the national level, businesses in Central Thailand are also
dominated by SMEs. The number of SMEs is much smaller than the micro ones, but SMEs have a
very important role in economic development in this region. The majority of firms are considered as
small enterprises. The SMEs are mostly found in manufacturing; trade, hotel and restaurant; as well as
agriculture sectors, The trade, hotel, and restaurant sector meludes types of businesses that focus on
the domestic market,

The firms’ responses to the implementation of AEC depend on the awareness of the companies
related to the consequences of implementing this agreement. Although AEC will be implemented
soon, a number of entrepreneurs are not aware of the impact of implementation. Even some of them
can be considered as being ignorant. One of the reasons SMEs do not care about the implementation
of AEC is because they are shorsighted, as their mindset is just preoccupied with the interal
problems of their businesses, so they do not pay attention 1o what is going to happen in the future for
their businesses. Most firms are oriented towards local markets, which is supported by the fact that the
majority of firms sell their products locally. There is optimism concerning AEC, but only a small
number of firms plans to sell their products to other ASEAN countries,

Previous studies show that many new small firms from developed and developing countries

achieve different positions in the local market (Kasem, 2005). In addition the local market may be too
small in size, access to raw materials may be difficult, etc, However, for small firms, the decision to
internationalize is a difficult choice, as it brings along risks while small firms are already constrained
by limited resources. Experience also shows that many small firms that are successful in their
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domestic market may fail when they go international. Studies show that many small firms from
developing countries enter the export business unintentionally after receiving an order from a foreign
buyer (Sebhatu, 2005). Therefore, not all smal] firms need to go to a foreign market but they have to
be competitive in the domestic market.

As mentioned above, based on the three criteria of competitiveness, the competitiveness of SMEs
in Central Java is considered as moderate, Businessmen and women perceive the competitiveness as
possibly weakening due to the enforcement of AEC. While competitiveness is a dynamic coneept,
firms need to do something to continuously improve their competitiveness. According to Tambunan
(2007) trade liberalization will positively affect individual local firms when the increased foreign
competition forces local firms to improve their competitiveness by working more effectively,
efficiently, and innovatively. Local firms are able to lower production costs buying cheaper imported
inputs. This improves price competitiveness both in import and export markets. It increases efficiency
in domestic firms and encourages firms to increase their exports.

The enforcement of AEC provides opportunities for SMEs to sell more products, encourage
entrepreneurs to sell higher quality products, and sell products to other ASEAN countries. There are
still people who believe that this agreement does not bring business opportunities. Another challenge
of enacting AEC is that it threatens businessmen and women through the entry of cheaper products.

To improve the readiness of SMEs in Central ] Ve, a systematic strategy needs to be designed to
address various aspects that are not competitive now and in the AEC era. This strategy needs to
involve various government agencies and other stakeholders (for example chambers of commerce),
that are competent in related aspects.

From the explanation above we conclude, although many SMEs already know about the
enforcement of AEC, there are still some business owners who do not know and even tend to be
ignorant about the implementation of this plan. This is due to their shortsighted mindset, as they are
still preoccupied with the internal problems of their businesses and because they do not pay attention
to what is going to happen in the future with their businesses. Most of them are quite optimistic that
the implementation of AEC will bring business opportunities in the domestic market. They believe
free trade will allow them to sell more and encourage them to produce higher quality products.
However, only a few businessmen and women will try to benefit from the opportunity to sell their
products to other ASEAN countries.

Most SMEs are not ready for the implementation of AEC, as shown by the level of
competitiveness that is considered as medium. Although Thailand SMEs are ready to increase the
production capacity, able to create unique products, able to satisfy the current customers, and do not
have a problem with access to raw materials, the firms do not have periodic innovations due to the
low quality of human resources and the use of a traditional method in managing their enterprises. The
competitiveness is dynamic, which means that highly competitive firms may decrease their
competitiveness when they do not do anything to improve the weaknesses. The threats of competition
from other ASEAN countries products are related to quantity, quality, and price,
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