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A. Executive summary

Southeast Asia is an attractive territory: composed of 10 nations having gained independence relatively
recently, it is characterized by conflicting trends. On the one hand, it is one of the fastest growing regions
in the world in terms of economic growth, trade and investments, and on the other, many member nations
still remain poor, plagued by severe socio-economic challenges.

In this paper, we analyze these contradictions from several perspectives: we look first at the overall
geopolitical situation and future prospects of the region, looking ahead toward 2020, and subsequently drill
down into several of the region's leading industries and analyze their current status and potential
development opportunities: automotive, energy, steel and tourism. We then focus on 3 important markets
within the region, namely the most populated (Indonesia), the wealthiest (Singapore) and the most
dynamic in terms of development (CLMV — Cambodia, Laos, Myanmar and Vietnam).

The paper intends to offer a broad introductory overview of Southeast Asia for private and public sector
organizations looking to establish a footprint in the region, without going into the details of any particular

opportunity. With Roland Berger's extensive experience in the region, we are in an excellent position to
develop specific strategies and plans for expansion opportunities.
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B. Eyes on 2020

Figure 1: Southeast Asia's background
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Southeast Asian nations are young, having only gained independence in the mid-20" century with the
notable exception of Thailand. Indeed, almost all of the countries within Southeast Asia gained their
independence in and around the 1950s, in line with the global trend in those decades in other regions,

mainly Africa.

Figure 2: ASEAN history
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The Association of Southeast Asian Nations (ASEAN) was established in 1967 with member states
Indonesia, Malaysia, Philippines, Singapore and Thailand with the aim of fostering integration. It was
meant to enhance regional resilience by promoting greater political, security, economic and socio-cultural
cooperation. Furthermore, its goal was to create a single market and production base, which was to be
stable, prosperous, highly competitive and economically integrated with effective facilitation of trade and
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investment. ASEAN's aim was also to alleviate poverty and narrow development gaps between the
countries through mutual assistance and cooperation.

From a political perspective, its objectives were to strengthen democracy, enhance good governance and
the rule of law, and promote and protect human rights and fundamental freedoms, with due regard to the
rights and responsibilities of the member states of ASEAN. Another intention was to help the member
states respond effectively, in accordance with the principle of comprehensive security, to all forms of
threats, transnational crimes and transboundary challenges.

Long term, it aims to promote sustainable development so as to ensure the protection of the region's
environment, the sustainability of its natural resources, the preservation of its cultural heritage and a high
quality of life for its people.

Figure 3: Global economic growth

Global economic growth

Regional real GDP growth, 1985 — 2014 [%] Average
Geographic region growth rate

15 4
Asia-Pacific 5.8%

Southeast Asia (average)" 5.3%
=== Middle East 4.3%

Afiica 3.9%
e World 3.6%

= \Nlestern Hemisphere 2.8%
Europe

060:060:

Notes

0 r T . > Asia-Pacific has seen the moststable growth as a

1984 s 1900 ta2/1004 1006 hood 2000 202 2004 2006 2008\[2010 2012 2014  esultofstrong developingeconomiessuchas
China, Indiaand ASEAN member countries

> Developed economiesin Europe andinthe

5 4 Americas (Western Hemisphere) still have not
recovered to pre-financial crisis growth rates

> Openness and flexibilityofeconomies and
diversified exportstructures have supported SEA

10 growth over the past three decades

1) Real GDP growth data for Myanmar up to 1998 unavailable

Source: IMF, Roland Berger

In line with its targets, and despite the "booms and busts" in the global economy, Southeast Asia has
indeed emerged as one of the fastest growing economic regions with an average real GDP growth rate of
5.3% over the last 20 years.
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Figure 4: SEA's economic performance
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In the 10 years after the 1997/1998 Asian financial crisis, the region experienced accelerated growth partly
due to flourishing export demand and competitive exchange rates. Though exposed to volatility and large
swings in liquidity created by monetary easing policies in advanced economies, the economies within
Southeast Asia still managed to grow, albeit at a slower rate, through the 2008/2009 financial crisis. It was
in this period that regional economies seized a larger portion of world GDP as the center of global

economic gravity shifted toward Asia.

However, the recent spike post-financial crisis could be a result of overheating and excessive credit growth
due to the aforementioned monetary easing policies, which may weaken macroeconomic and financial

stability.

Figure 5: SEA trade dependency®

Trade Dependency Ratio, 2013

Singapore
Vietnam

Malay sia
Thailand
Cambodia
Southeast Asia
United Kingdom
LaoP.D.R.
India

Philippines
China, People’s Republic of
Indonesia

Australia

Myanmar

Japan Il Toial SEA
United States SEA countries

Brunei Darussalam

1) Trade dependency is equal to (Import + Export)/ GDP

I Non-SEA countries

Trade Dependency Ratio, 2005 — 2013

2.0
1.8 A
1.6 -
14 - — Southeast Asia
— Australia
12 )
China
1.0 A — India
08 - — Japan
United Kingdom
061 ~ : —— United States
0.4 - : -
0.2 -
0.0 T T T T T T T T d

2005 2006 2007 2008 2009 2010 2011 2012 2013

CAGR

2005-2013

3.9%

Source: IMF, Roland Berger



STUDY / Southeast Asia's Economic Outlook — The Big Picture

Historically, the region relies heavily on trade, though the dependency has declined over the last 10 years.
Singapore topped the trade dependency ratio ranking, followed by Malaysia and Vietnam in 2012.

Figure 6: SEA trade overview
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Source: ASEAN Stats Database, Roland Berger

Within the cluster of economies, trade continues to grow as efforts to boost intra-region trade gain
momentum and external trade flourishes. Between 2004 and 2013, both intra- and extra-region trade grew
at rates of nearly 10% p.a., with the latter remaining the dominant contributor to growth.

Figure 7: Extra-ASEAN trade
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In the aftermath of the Asian financial crisis in 1997, economies in the region intensified their efforts to
bolster intra-region trade. But political agendas and vested interests have resulted in a rapidly growing
number of free trade agreements with non-ASEAN countries that are outpacing internal agreements. By
2013, the vast majority of FTAs signed by Southeast Asian countries were bilateral and plurilateral,
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emphasizing the desire to enhance trade with countries outside of he region, with Japan, Korea and China
being the primary FTA signatories.

Figure 8: Trade partners with countries in Southeast Asia
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Unsurprisingly, China has surpassed any other country or region to become the primary trade partner for
countries in the region over the past decade.

Figure 9: Share of foreign direct investment (FDI), both intra- and extra-region
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Source: ASEAN Stats Database, Roland Berger

From an investment perspective, countries outside the region have been the main FDI source, accounting
for a total volume of more than USD 100 bn. The EU, Japan and the U.S. together contribute 41% of the
FDI inflows to Southeast Asia, while intra-region investment alone contributes an 18% share.

Figure 10: FDI inflow by source 2012 — 2014 (USD bn)
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Figure 11: National migration by region of origin
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Cross-border migration across various economies has grown significantly since 1990 aided by the Asian
Economic Community (AEC) integration initiatives: 69% of the total migrants in the region were from

ASEAN in 2013, compared to 48% in 1990.

Figure 12: Migration by country (‘000 people)
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More than half of Southeast Asia has seen positive growth in intra-region migration, with Thailand as the
leading destination, followed by Malaysia and Singapore.

Figure 13: Southeast Asia 2020 outlook
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Looking forward, the outlook for 2020 is promising for Southeast Asian economies, with strong growth
expected in both total GDP and GDP per capita. Myanmar, Cambodia and Laos are expected to register
the highest GDP growth rates but will also face challenges in remaining competitive as discussed later in

this paper.

Figure 14: AEC assessment

10
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Expected welfare gains of AEC, 2015 AEC implementation scorecard, 2011
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Initial expectations of the AEC's impact on SEA economies by 2015 were highly favorable. However,
analysis has brought setbacks to light. This further highlights the inherent internal challenges that need to
be overcome by the regional community as a whole:

> Low educational attainment and large unskilled workforce — Lack of harmonized policies
to manage the movement of skilled and unskilled labor creates problems in raising
Southeast Asia's economic productivity to higher levels of competitiveness.

> Considerable development gaps among ASEAN member countries — Pronounced
disparities in governance systems and effective implementation of the rule of law is a
challenge. There is also an absence of politically funded mechanisms to redistribute
resources among member countries.

> Increasing risk of falling into the "middle-income trap"” — This is further accentuated by a
loss of competitive edge in exports of manufactured goods that are perceived as low
quality, reliance on foreign technologies, while failing to create sufficient incentives and an
ecosystem for R&D and innovation.

> Vulnerability to external shocks due to high degree of openness — Cluster economies

remain vulnerable to external shocks as regional and economic interdependency
deepens.

Figure 15: Transparency of government policymaking index

"
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C. Southeast Asia: a global contender

Figure 16: The region's competitiveness
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The regional economy relies on trade and FDI in order to increase its wealth, and improving

competitiveness is critical to its future. Barring Singapore, there is still significant room for improvement for

all ASEAN member nations.

Figure 17: Economic stage assessment
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With the exception of Singapore and, in part, Malaysia, other countries are mainly factor- and efficiency-
driven and should continue to develop their basic systems to achieve sustainable competitiveness. Only
then can the region as a whole aspire to move toward being an innovation-driven ecosystem.
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Figure 18: Selected measures of bureaucracy
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But bureaucratic challenges prevail for the majority of the region's countries, dampening the business
attractiveness of the region. Apart from Singapore (ranked as the global number 1 since 2013) and
Malaysia (ranked 6th in 2014), the remaining member countries are all outside of the top 15 in the world.
The CLMV states (Cambodia, Laos, Myanmar, Vietnam), in particular, have a lot of catching up to do in
order to capitalize on the economic growth potential on offer.

Figure 19: Burden of government regulation index
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Source: World Economic Forum, Roland Berger
However, as the region positions itself from the perspective of bureaucracy, it's important to bear certain
aspects in mind. Bureaucracy was initially introduced to root out corruption in a patrimonial system. As
societies became wealthier and more complex, an inherent mistrust of bureaucracy developed. When
applied wrongly, bureaucracy dampens business attractiveness through inefficiencies and subtle partiality
as it is subject and liable to factors such as:

14
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Conversely, it is arguable that bureaucracy is necessary as it forms the basic foundation of organization
and provides formal rules that offer protection from the bias and prejudices of those in power, when applied
correctly. Nonetheless, for countries in the region, the following questions still remain:

> Should ASEAN member countries welcome bureaucracy as a region riddled with
accusations of corruption?
> If bureaucracy has its merits, do the nations have the right tools and mindset to impose it?

The answers to these questions will allow the region to chart its own path in becoming more efficient with
greater government transparency and effectiveness.

D. Transport infrastructure: stuck in first gear

Figure 20: Logistics performance and infrastructure assessment

15
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Logistics performance in the region trails behind that of more developed economies such as Germany and
Japan, as it correlates with the poor quality of overall infrastructure. Among ASEAN member countries,
Singapore outperforms its peers the most, followed by Malaysia and Thailand.

We have analyzed the quality of infrastructure from 4 different perspectives: quality of roads, railroads,
ports and airports.

D.1 Road networks

Roads form the backbone of economic development. Recent developments including the establishment of
a high-level master plan for regional connectivity and private external funding from China and other Asian
countries, particularly in the CLMV nations, signal positive trends in the sector. However, efforts to improve
the current state have been stifled by political friction. Some of the key challenges include disparities in the
quality of roads from country to country, overcoming border security concerns and obtaining adequate joint
financing for large cross-border projects.

Figure 21: Overview of roads

16
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Quality of roads (rank, value) Road network density, 2014 (km/sq km)
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D.2 Rail systems

Development of rail systems has been less extensive, though urban rail and HSR projects have garnered
considerable attention. Total passengers per kilometer in the region grew at a rate of 3% between 2005
and 2012, while total goods transported by rail within the region grew just 1% over the same period.

Figure 22: Overview of railroads
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Key trends include a shift in focus to urban rail projects (e.g. MRT) as the urban population grows rapidly
and cross-border high-speed rail works are undertaken in the wake of improvements in mutual trust
between countries. But basic challenges will continue to impact the sector: decreasing reliance on
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traditional rail transportation, extensive missing links in existing networks, and the geographical terrain in
island nations like Indonesia and Philippines to name but a few.

D.3 Ports

The region's history as a trade-focused area is reflected in the growth of port throughput, though quality of
infrastructure remains a concern across the region. Maritime transportation is now becoming a focus area
on the national agendas of governments and internal initiatives have promoted healthy competition to
improve maritime infrastructure and efficiency. Coping with the continued growth in demand and vessel
sizes with the current infrastructure levels will remain a challenge.

Figure 23: Overview of ports
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D.4  Airports

Air passenger traffic has grown tremendously since 2005, driven by both domestic and international
passengers. Growing tourism interest in the region has prompted the need to provide adequate aviation
facilities. Explosive growth of low cost carriers, particularly in intra-region travel, and open sky policies with
the implementation of ASEAN's Single Aviation Market have further boosted the tourism industry. At the
same time, the poor overall quality of many airports in the region and limited connectivity to countries like
Laos represent challenges to the sector's growth.

Figure 24: Overview of airports
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To summarize, infrastructure connectivity remains a major hurdle for economic development in ASEAN

and needs to be tackled with urgency.

Figure 25: Overall infrastructure assessment
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E. Automotive: counting down to the boom?

With the notable exception of Malaysia, car penetration (calculated in units/1,000 people) is significantly
low. However, there is a correlation between growth in car penetration and that of income levels as
measured by GDP per capita. Most regional economies lie relatively close to this correlation curve and
hence, it is expected that as their economies become more affluent, car ownerships will rise in tandem.
This makes the prospect of a boom in car demand very strong in the region in years to come.

Figure 26: Automotive market global overview
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The case of Singapore is an anomaly and has to be viewed in a different context, the island nation having
long restricted car ownership. The Singaporean government has issued a list of regulatory measures (high
prices driven by import duties as well as buying the right to own a car, road taxes, defined lifetime of a car,
among other things) to control and even reduce the number of cars plying its roads in view of its limited
geographical size and the need to keep transportation decongested, safe and efficient.

Automotive producers have opted for different strategies to develop their industries. Thailand focuses on
pickups and eco-cars and has created clusters, leveraging upon a strong export/import infrastructure.
Indonesia has a stronghold on the MPV and truck markets and hosts a number of foreign OEMs, while
Malaysia is more known for its small cars produced by local manufacturers.

Figure 27: Assessment of major auto producers
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Furthermore, production footprint is negatively impacted by the low logistics performance among most
Southeast Asia nations, as measured by criteria like customs, infrastructure, international shipments,
logistics competence, tracking and tracing, and timeliness.

Figure 28: Logistics performance review
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In response, the larger countries are taking active measures to improve the logistics situation to become
production hubs for the region. Thailand, for instance, will open up a new economic corridor from Bangkok
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to Dawei that will significantly reduce export lead times, especially from the large number of production
sites located around Bangkok.

Figure 29: Production hubs
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With Thailand dubbed the "Detroit of Southeast Asia", a Hub+1 footprint strategy is expected to further
stimulate the automotive industry's development of the lesser developed neighbors Myanmar, Laos and
Cambodia.

Figure 30: 'Hub+1' footprint strategy
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Figure 31: SEA Lcv? production capacity growth [units, m]
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Moving forward, the industry is expected to register growth of nearly 5% p.a. in the period through 2020,
with management focus increasingly placed on achieving efficiency gains in existing production lines and
optimizing the logistics networks in the region.
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F. Energy: seeking "greener" pastures

Energy demand for the region is predicted to grow steadily over the 2015-2035 period at a pace of 3% p.a.
Overall, the split between the main sources of energy is shifting toward coal, and this trend is likely to
continue in the future. While in 1990, oil was the main source of primary energy, way ahead of other
sources (37% vs. 13% for natural gas and barely 5% for coal), by 2035 the oil share is expected to
gradually decrease to 33%, with coal accounting for a quarter of the demand and natural gas coming third

with 23%.

Figure 32: SEA primary energy demand, 1990 — 2035f [Mtoe]
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Fossil fuels face challenges of their own in the region, prompting governments to explore
new avenues in power generation.

Oil is characterized globally by volatile prices, heavily impacting Southeast Asian
countries that are net oil importers. Moreover, countries in the region have long
subsidized retall prices, creating strong fiscal burdens upon the national budgets. Only
recently have nations like Indonesia and Malaysia started to address this politically
sensitive topic through gradual reductions in subsidies.

Southeast Asia is richer in natural gas than it is in oil and the region is a key exporter of
LNG in the global market. Nonetheless, availability of infrastructure and pricing
regulations challenge the future prospects of this industry.

Coal continues to be a cheap and abundant resource in the region. It is estimated that
existing coal reserves in Indonesia and Vietnam could be sufficient to sustain production
for 80 years. However, protectionist measures like Indonesia's new ban on exports of
unprocessed minerals could thwart the rapid rise of coal.

It is interesting to note that despite environmental benefits, natural gas is set to remain
unpopular into the future as prices on average remain higher than those of coal.

Figure 33: Natural gas for power generation
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Capital costs in power generation technologies, 2020 — 2035
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In this context, governments are increasingly seeking renewable energy opportunities to diversify away
from reliance on fossil fuels and also support green development. Regulators are adopting energy mix
policies that support renewable energy development, with most countries having laid down targets for
increasing their share of renewables in power generation.

Figure 34: Energy sources in Southeast Asia
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Figure 35: Energy mix policies by country
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Although relatively small compared to the share of other resources, hydropower has gained strong traction
in Southeast Asia, with Vietnam at the forefront of its implementation owing to the existence of natural
resources and the active support of its government.

Figure 36: Installed hydropower capacity, 2013
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Southeast Asia boasts considerable hydropower potential, mainly concentrated along the Mekong River, to
the tune of 30-60 GW. Significant projects have been announced in the Mekong basin, proposing to add
nearly 13 GW over the next 2-4 years on top of an existing capacity of 37 GW in the region. However,
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opposition from environmental groups and limited financial resources have so far stifled efforts to fully
develop this energy source, and governments are exploring alternative funding mechanisms including
PPPs for the construction of dams and other facilities.

Figure 37: Hydropower capacity additions in the Mekong basin, MW

! Pakchom [ o | E
: Pak Beng (o B ! Capacity: 1079 i
i Capacity: 1,230  — 1 COD: 2017 H
E COD: 2016 : :'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.'.:
------------------------------------ | Bk =W
I e alauiey ) 1 Capacity: 1,872 1
i Luang Prabang n : S  cop: 2017 .
i Capacity: 1,410 k B L IITTIITTIITTIIIIIIIIIIITIIII
oo 016 E | Lat Sua [ o F
S—— A T

| Xayaburi KN ] e -
1 Capacity: 1,285 ' R I
 COD: 2019 :  Don Sahong (o F
e mmmmmeoceesoeooooooeoo ' | Capacity: 240 !
E COD: 2016 !

PakLay e | R .
! Gapacity: 1,320 :  Stung Treng [ -
oo 016 ' | Capacity: 980 |
1 COD: 2016 H

b e e e e e e e e e e e e ——————————— - —— 1

i Sanakham (o | ____________________________________ .
+ Capacity: 700 : ' Sambor “E
Loon: 016 : ! Capacity 2,600 :
1 COD: 2020 H

....................................

Source: Press Research, Roland Berger



STUDY / Southeast Asia's Economic Outlook — The Big Picture

G. Steeling ourselves to avoid downfall?

Asia has been the main engine of growth in global steel demand over the past decade, driven by strong
demand in the construction, automotive and machinery sectors, particularly in China. In fact, the industry
remained unscathed even by the global financial crisis, in stark contrast to its Western counterparts where
demand declined sharply in 2009. ASEAN-6 — comprising ASEAN and six other nations (China, India,
Japan, South Korea, Australia and New Zealand) — has shown relatively strong growth as well over the
past decade, clocking nearly 6% annually.

Figure 38: Apparent steel use (finished steel)
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Indonesia, Vietham and Thailand are the biggest consumers of steel in the region, accounting for nearly
2/3 of total demand. However, per capita steel consumption in ASEAN-6 is only half of the global average
—in Indonesia it's only 1/4 — suggesting much more scope for growth in the region.

Figure 39: Apparent steel consumption by country, 2014

28



STUDY / Southeast Asia's Economic Outlook — The Big Picture

Total consumption [m tons]

Per-capita consumption [kg]

I Aseans

W Thailand
Vietnam
: Indonesia

i —

/I/I |67.1 122i
|
17.3 258 |

! Top 3 steel
14.6 161 consumers
} in ASEAN
|
13.6 53 !
o
i
|

ASE— Malaysia 10.4 339

Phiippines 74 s
Singapore :|3.9

A
220 Global avg.

I o

Source: South East Asia Iron and Steel Institute (SEAISI); Roland Berger

Looking forward, the region is expected to register strong growth in steel consumption, though potentially
at a slower pace than before, driven by the development of the steel-consuming industries: the
construction industry is forecast to grow at 4.7% p.a. over the 2015-2020 period (vs. 6.7% over 2005-
2014), the automotive industry at 4.4% (vs. 7.9%) and machinery/equipment at 4.9% (vs. 8.5%). In order to
satisfy this need for steel, the region has so far relied heavily on imports — production volume makes up
only half of the apparent consumption in the region.

Figure 40: Industry outputs in SEA [2005-2020f, USD bn"]
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Figure 41: Steel production, % of apparent consumption, 2014
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This fact has an even stronger relevance in Singapore, where only 1/5 of the apparent consumption is
supplied internally, with the rest coming from imports. In addition, exports substantially exceed domestic
production and imports combined, indicating significant re-exports and transshipments.

This strong dependency on imports can be attributed to the region's persistent gap between consumption
and production capacity.

Figure 42: Net exports, m tons
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Asia exhibits significant variations — while China, India, Japan, Korea and Taiwan have continuous
overcapacity in steel production, the opposite is true for Southeast Asian countries, making the region a
high net importer. Cheaper imports have forced most countries in the region to take protectionist measures
to support domestic producers.
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Figure 43: Recent steel trade measures regionally
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In summary, the region will register strong demand growth in steel; however, a lack of production facilities

and regulatory barriers may prevent the region from capturing the full potential of the industry.
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H. Tourism: are we too optimistic?

The landscape of global tourism has evolved over the last 25 years, with Asia-Pacific attracting tourists at a
much faster rate than any other region (CAGR of 2.5% vs. -1.2% in the Americas and -0.7% in Europe).
Within APAC, Southeast Asia was the second most attractive region in 2014, drawing 38% of tourists. It
has also recorded the fastest growth in total tourist receipts over the past 5 years at 11.6% p.a.

Figure 44: Share of global tourist arrivals by region, 1990-2014 (%)
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Figure 45: APAC tourist arrivals and receipts
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However, over the next 15 years, Southeast Asia is expected to face tough competition from faster growing
neighbors as they ramp up their infrastructure, marketing and product development.

Figure 46: APAC tourist arrivals forecast by region, m visitors
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Southeast Asia is expected to face challenges of its own as it prepares to face the competition.

>

>

Deteriorating environment: several countries continue to neglect the upkeep of their
environment despite repeated commitments.

Uncertain safety and security: there is a perceived unreliability of police services, in
addition to threats of riots and terrorist attacks.

Poor health and hygiene: a high prevalence of communicable diseases and
underdeveloped healthcare infrastructure in some Southeast Asia countries further
impedes tourist inflow.

Inadequate human capital: with the notable exception of Singapore, quality of education
and training is generally poor.

Despite these challenges, there remain significant opportunities for Southeast Asia to exploit proactively in
the future, some of which include:

1. Inclusive visa requirements: impose less restrictive visa requirements than most other
regions

2. Supportive government: governments to give higher priority to tourism promotion and spend
on tourism-related services

3. Improving connectivity: focus efforts across the region to address shortcomings in basic and
"soft" infrastructure

ok

Competitive prices: keep the cost of travel and tourism in the region competitive
Rich cultural heritage: develop a wide range of diverse cultural offerings that provide

interesting experiences for travelers
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I. Indonesia: an awakening tiger?

Figure 47: Indonesian economy
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Indonesia has the potential to become an economic giant with easy access to vast natural resources. The
country has a large quantity of natural gas resources and petrochemicals, is the world's second
largest exporter of coal and has the world's largest geothermal reserve. It is also the world's largest
palm oil exporter and second largest cocoa producer, and is rich in minerals — being the largest tin

producer and fourth largest nickel and bauxite producer globally.

Figure 48: Public sector challenges
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However, political instability and institutional challenges have posed a setback to its economic
development, restricting growth. Since declaring independence in 1945, Indonesia has been through
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several periods of political turbulence. In 1999, Indonesia finally implemented free elections, but in 2001
the IMF froze loans due to lack of progress in tackling corruption. In 2004, the country had its first direct
presidential elections. The economic instability that followed led to petrol and diesel price hikes, which in
2013 led to violent protests in the country. Undeterred, the newly elected president is treading the path of
gradually lifting petrol subsidies.

One of the key challenges for the new president will also be to improve the business environment in the
country, currently reeling from corruption, excessive regulations and inefficiency issues.

To its credit, the new government has announced new policies and targets, though the actual impact on
the economy remains to be seen. Since 2010, the highest GDP growth Indonesia has achieved has been
6.5%, making the stated 7% GDP growth target ambitious. The ban on exports of unprocessed minerals
and the reduction in fuel subsidies may augur well for the government deficit, but their economic and
political impact is as yet unknown. The government's plans to improve the marine infrastructure are a
welcome move to boost trade and connectivity, but they need to include the boosting of operational
efficiencies as well, without which the expansion may create more problems than it solves. Other initiatives
on education, healthcare and corruption look good on paper, but how much of them will be realized in the
short to medium term remain a big question mark. On the whole, the government wants to boost economic
performance and support local companies, but by implementing protectionist policies, there is a real
danger of alienating much-needed foreign investment in the country that aspires to be Asia's next
powerhouse.

By 2020, Indonesia’s population is expected to reach 274 million. With more and more people entering the
workforce, job creation will be a key challenge, the unemployment rate already being higher than it is in
Malaysia and Thailand. Even with the provision of new jobs, GDP per capita is expected to remain low and
grow slower, with higher inflation exacerbating the situation.

It is clear that structural reforms are the order of the day for Indonesia if it is to truly fulfill the huge potential
on offer as it navigates its way under a new political regime.

Figure 49: Indonesian macroeconomic forecasts
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J. Singapore: at a crossroads
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Singapore has consistently ranked high on many indices. Its Global Competitiveness Index — which
measures a number of critical factors for innovation, such as education and technological readiness — has

been consistently high.

Figure 50: Singapore's competitiveness summary
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Ranked second in the world for several consecutive years, it boasts well-educated workers who are able to
perform complex tasks and adapt rapidly to their changing environment.

Figure 51: Singapore economic snapshot: 1985 and 2014
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Figure 52: Singapore's cost of living overview
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However, one of the biggest concerns for policymakers — and for residents of this city state — is the cost of
living in Singapore. Two years in a row, 2014 and 2015, the Economist Intelligence Unit (EIU) ranked

Singapore the most expensive city globally, a far cry from its 2005 ranking of 19th most expensive city in
the world.

Sudden rapid immigration, according to the EIU, caused a surge in demand for housing and a rise in the

cost of living. Housing prices have gone up 9% p.a. since 2009, driven significantly by demand from a
large population of wealthy expatriates.

Figure 53: Income distribution outlook
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But beyond the increased cost of living, it is the Gini coefficient — an index that measures income inequality
— that is the real worry for Singapore. Its Gini coefficient was 0.463 in 2014 and could go as high as 0.474
by 2020 — levels that are much higher than most of the other expensive cities in the world. Singapore is set
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to see the world's fastest growth in "the number of super rich individuals" in the coming decade, according
to Frank Knight, a real estate consultancy. By 2024, the island nation will have almost 5,000 UHNWIs with
assets of USD 30 million or more, up from 3,227 in 2014. In fact by 2020, the top 10% of the population is
expected to make 28 times the income of the bottom decile.

Economists from the IMF outlined that for economies with Gini coefficients below 0.45, growth can still be
robust, but once it surpasses 0.45 — which Singapore has consistently scored above throughout the last
decade — growth slumps. Better income equality would also ensure a sturdier middle class, boost
consumer spending and create more jobs, enhancing the multiplier effect within the economy.

The other repercussion of income inequality is social unrest, also driven by an ever increasing proportion
of foreigners in the country. The number of foreigners living in Singapore rose by 112% to 1.6 million
between 2004 and 2014, while the resident population rose by only 13%, to 3.9 million, over the same
period. Social tensions, as seen in recent riots in a small Indian-dominated area, will remain a cause for
concern for the government as it plans to further increase populations through immigration.

Additionally, Singapore needs to keep its economy as diversified as possible. Already, the country is
economically trade-dependent, which is often cited as a bellwether for economies in the region. It has, in
the past, claimed to be the center of the region, given the number of multinationals headquartered on the
island. But it must identify ways of keeping alive its traditional industries that contribute to continued
economic growth, while making sure Singapore remains a desirable place to live.

Given the cost-of-living pressures, widening income disparities, increasing population and declining
economic diversity, the government has to continue improving social policies, while pursuing economic
growth. To this end, policies must continue strengthening segments of society facing constraints that are
due to these circumstances; after all, a bigger middle class will enable Singapore to achieve its economic
goals.
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K. CLMV: the backbone of Southeast Asia's future?

The CLMV states (Cambodia, Laos, Myanmar, Vietnam) are considered the poorest nations in Southeast
Asia, with GDP per capita in the range of USD 1,000 — 2,000. This is attributable partly to a substantially
higher share of agriculture in GDP, but also to much lower agricultural productivity, which makes the

situation worse.

Figure 54: Agriculture's contribution to the economy
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In addition, institutional challenges have resulted in low performance on indicators related to governance
and efficiency of public services, further hindering socio-economic growth. This can be seen through the
lenses of infrastructure, competitiveness, education and corruption indices.

Figure 55: Selected performance indices
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> From an infrastructure perspective, financial constraints and rough terrain have hindered
development; however, governments are proactively planning and engaging private
institutions in an effort to improve connectivity.

> On competitiveness, CLMV have performed poorly so far, across institutional, social and
financial criteria. But recent openness to the idea of venturing into the global market has
prompted improvements in internal markets and infrastructure.

> Enrollment in education has been poor as the population has primarily focused on
agricultural activity, dragging young people into the sector. Education reforms are
expected to improve the situation, though the timeline and scale are still quite uncertain.

> Corruption is not just a CLMV issue, with other countries in the region not faring much
better either. But as the nations gradually open up to global investments, transparency
and bureaucracy are expected to improve.

The CLMYV states have undergone significant reforms over the last few years in a bid to tackle the above-
mentioned challenges.

> Cambodia is liberalizing its economy gradually and reconciling with its political past. It has
led energy development on the Mekong river having approved the building of dams along
it, and has also seen significant growth in garment exports and the agriculture, tourism
and construction sectors.

> Laos is decentralizing its economy, a process it began in 2011 through the National
Socio-Economic Development Plan. It joined the WTO in 2013 and has been proactive in
its efforts to guarantee the equal inclusion of women in the workforce. It has seen
increasing trade with neighboring countries and has enjoyed improvements in
infrastructure and tourism development and the promotion of natural resource-based
industries.

> Myanmar has been buoyed by the entry of the National League for Democracy into
parliament for the first time, indicating a reconciliation process between a newly elected
president and the opposition represented by Aung San Suu Kyi. The country has begun
to open up to foreign investment as evident by the recent telecom and banking license
auctions that were carried out in a transparent and efficient manner. A large domestic
market, accelerating economic reforms and an advantageous geographic location close
to China and India augur well for this fast growing nation.

> Vietnam has seen significant reforms in areas like agriculture, oil and services,
particularly after having joined the WTO in 2007. After political liberalization within the
ranks of the leading Communist party, the country has proactively engaged in
international economic integration, normalizing relations with the EU, U.S. and China. It is
also now seeing increasing investments from multinationals hailing from around the
globe.

All of these reforms seem to have successfully positioned CLMV at the forefront of the region's growth, as
evidenced by encouraging macroeconomic indicators.



STUDY / Southeast Asia's Economic Outlook — The Big Picture

Figure 56: Selected macroeconomic indicators
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Sustaining this growth will depend on how these nations address the important challenges facing their

leaders in the future.

Figure 57: Key challenges facing CLMV
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L. Regional integration: is the EU a relevant model?

The European Union (EU) was established in 1993 through the Treaty of Maastricht, while ASEAN came
into existence in 1967, almost a quarter of a century earlier. Both of them have a long history of internal
international collaboration built on the foundation of nations with a similar culture and history. The EU
enjoys a much wider composition of nations than ASEAN (28 vs. 10), but has shown weaker economic
performance as compared to ASEAN member economies. Between 2008 and 2014, the EU's average
annual real GDP growth was only 1.5%, while ASEAN member economies enjoyed 6.6% growth over the
same period. FDIs dropped by nearly 15% in the EU but grew by 12% in Southeast Asia, and while
unemployment in the EU has risen by 6.5% since 2008, it has declined in the Southeast Asian region by
4.5%.

Figure 58: EU level of authority
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The EU has always faced the challenge of aligning countries with different economic backgrounds — 11 of
which had a communist economic system 20 years previously. To this end, it has created a system of
intervention in the policies of each of the union countries by separating competences that remain with the
nations from those which were transferred to the EU level.

Figure 59: Intra-regional performance, EU vs. ASEAN member economies
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Despite better control and wide coverage of regional policies, the EU has been less successful at cross-
border integration. The intra-region share of FDIs has plummeted from nearly 80% in 2004 to 20% today,
while ASEAN's grew by nearly 8% annually over a similar period. The share of non-national residents from
within the region is also much higher in ASEAN member economies than in the EU (69% vs. 40%), and the
intra-region share of total trade has declined in the EU while remaining stable in Southeast Asia.

Figure 60: Performance on selected indicators — EU vs. ASEAN member economies
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Despite stronger economic performance, marked income disparities between ASEAN member economies
could pose serious socio-economic threats to the region's success in the future. Among the 28 EU
countries, the highest earner is only 5 times higher than the lowest as measured in real GDP per capita,
while the same figure is an astonishing 25 times higher in ASEAN member economies, attributable to
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Singapore and Brunei as the outliers. 70% of the ASEAN member economies fall below the average
regional GDP per capita and the income variance is much higher than in the EU.

Figure 61: Real GDP per capita, 2014
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As two entities with similar goals in mind, ASEAN member economies and the EU have lessons that can
be learned from each other.

ASEAN member economies should strive to:

1.

2.

3.

Find ways to develop and exploit internal capabilities that could be strategically leveraged
upon in the long term to avoid economic contraction as markets begin to mature.

Improve influence to exert better control over integration initiatives within its purview to
override potentially damaging internal agendas of each nation.

Evaluate and reduce marked income disparities between member countries to ensure that
policies and initiatives adopted can easily be applied across borders.

The EU, on the other hand, should focus on:

1.

2.

Rejuvenating the attractiveness of the business environment within the region through
reduction of regulations and restrictions for foreign and co-member nations.
Developing a sense of inclusivity and "openness" in cross-border migration to promote
regional unity and perhaps reduce unemployment rates.

Boosting confidence among member countries in the alliance's economy and business
environment to improve intra-EU flow of goods, services and human capital.
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