BUSINESS AND INVESTMENT DIALOGUE

Session 1. Challenges to Intra-GMS Trade and Improvements
in the GMS Investment Climate
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Excellencies,

Our discussions in Session 1 provided the opportunity to review GMS trade and investment
performance. We noted that over the past 15 years, GMS trade has expanded and foreign direct
investment has grown overall as a result of the process of transition and economic openness.
The prospects for continued growth remain strong.

However, amid improvements in the trade and investment regimes, impediments are likely to
persist. There are impediments inherent in individual countries’ geography, location and market
size; there are impediments brought about by market forces, and there are impediments borne
out of institutional and regulatory bottlenecks. In our meeting this morning, we assessed these
constraints and agreed that the public and private sectors could focus their collaborative efforts
on a number of pressing concerns where tangible and immediate results can be achieved. The
integration of GMS economies will further enhance the benefits from public-private cooperation in
trade and investment.

In this context, | have the honor to present some of the key recommendations of the private
sector for further enhancing GMS trade performance and investment climate:

First, we believe that the private sector, through the GMS Business Forum, can be more directly
engaged in policy formulation and implementation through mechanisms such as the business and
investment dialogue we had this morning. Specific recommendations and other inputs from the
private sector will help ensure workahle solutions to trade and investment challenges.

Second, while border trade is growing between neighboring countries in the GMS, this has to be
regulated to facilitate region-wide movement of goods to bring greater benefits to local
businesses and the economies in the region.

Third, promotion of trade logistics development should be a priority for public-private collaboration
to reduce transport cost and speed up delivery. This will help make GMS enterprises become
competitive suppliers to production value chains emerging in the region.

Fourth, transparency and predictability of investment regimes are critical to attracting and keeping
investments. Over the long-term, it is important for the GMS governments to ensure a stable
policy environment as a basis for building investor trust and confidence.

Fifth, we propose a review of the investment incentives regime across the GMS countries. The
purpose of the review is to determine whether these incentives are creating distortions in the
production cost structure of foreign invested enterprises and whether there are any adverse
impacts resulting from competing FDI incentives packages across the GMS countries.

Finally, there is a wide scope for further streamlining of administrative procedures for conducting
business in the GMS countries. The time and cost of transacting with government agencies in
many of the GMS countries are relatively high compared to other countries in the East Asia and
Pacific region. We believe that the GMS Governments can take immediate and practical steps to
reduce the time and cost of transactions, such as registering a business or paying taxes.
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Excellencies,

The third session of our meeting this morning addressed the very important issue of
small and medium-sized enterprises and how we could help them participate more fully
in the export market. We all share the view that enabling SMEs to engage more fully in
international trade lies at the core of building the subregion’s competitiveness. But we
also recognize that this is not an easy task.

A more practical strategy is for SMEs to participate in global value chains. In this, SMEs
can specialize in supplying specific product components, acquire better technology and
skills, and over time, build their competitive advantage in the international market.

The lack of access by SMEs to credit for financing their exports is a major constraint to
their ability to participate in the export market. The GMS Business Forum sees the need
to help them address this problem by bringing up the idea of a scheme to encourage
GMS banks to lend to SME exporters and export suppliers for working capital purposes.
The scheme involves the setting up of a SME Regional Development Fund that will
provide technical assistance to and equity investments in country-based or local
guarantee institutions that will in turn underwrite export financing for SMEs. The fund will
not provide guarantees directly to SMEs in individual countries. The local guarantee
institutions to be set up under the scheme would deal directly with the SMEs, with the
advantage of being attuned to their individual country conditions and practices in
addressing particular country issues on SME financing. Such a regional fund may be
established with equity investment to be sought from GMS governments, banks, and
large corporations doing business in the GMS, as well as regional and international
development finance institutions. The individual country SME finance guarantee
institutions may in turn be set up with participation from local banks and other financial
institutions as well as national and other government agencies. Further work could be
undertaken to formulate the detailed design of the proposed regional fund and country-
based guarantee institutions, including their legal structure, business plan, and
operational policies.



Beyond promoting access to finance, our meeting discussed other forms of assistance
that can be extended to SMEs, focusing on helping them to participate in global value
chains.

| have the honor to present to Your Excellencies, the recommendations of the Business
and Investment Dialogue in this regard:

First, a mapping exercise of global value chain opportunities for SMEs should be
undertaken, including related constraints in particular industries that would cover trade
rules and regulations and inadequacies in the logistics system among others;

Second, coordinated subregional training workshops should be conducted on the
general requirements of participating in value chains (providing for scale, quality, and
standards) where potential participating companies and global suppliers can participate;

Third, training programs should also be conducted on areas specific to global value
chain information systems designed to build the capacity for specific information and
communication technology requirements;

Fourth, clusters of SME export suppliers should be set up along the borders of the GMS
economic corridors to ease sourcing problems by foreign buyers who will not have to
deal with many small suppliers in scattered locations; and

Finally, selected global value chain certification bodies should be strengthened to help
SMEs in meeting global standards for sourcing of inputs (such as natural resource-
based inputs, e.g., wood), safety and health (including the toxicity), product processes
(including labor standards) and product quality.

Excellencies,

The benefits of connectivity should ultimately benefit SMEs so that they can aspire to be
competitive, and can enhance their contribution to sustained economic growth. The
GMS Business Forum and its partners in the business community are committed to help
SMEs realize this goal.

Thank you.
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