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POLITICAL AND FISCAL CHANGES
CURRENTLY DEFINE THE GLOBAL
ECONOMIC DEBATE
Welcome to ICAEW’s Economic Insight: South East Asia,
a quarterly forecast for the region prepared specifically
for the finance profession. Produced by Cebr, ICAEW’s
partner and acknowledged experts in global economic
forecasting, it provides a unique perspective on the
prospects for South East Asia over the coming years.
We focus on the largest economies of the Association of
South East Asian Nations (ASEAN) – namely Indonesia,
Malaysia, the Philippines, Singapore and Thailand.
The regular drivers of global growth are lacking
momentum. The US presidential election has passed, with
another four years in charge of the world’s superpower
for Barack Obama, but the mood is very different from
2008. Rather than filling the air with excitement, the
Democratic administration is grappling with a difficult
labour market and mounting public debt that makes
tax rises and spending cuts inevitable. Political horsetrading will dominate US politics for some time. Across
the Atlantic, eurozone leaders are struggling to agree the
outline of a budget for the EU and other steps to build a
sustainable institutional platform for monetary union.
Asia also faces a host of economic issues. Japan’s
budgetary situation is similar to that of the US, prompting
the country to start weaning itself off a public debt
addiction. India is struggling to revitalise its economy
after a sudden drop in GDP and to restart stalled
reforms. China had to overcome internal divisions in the
Communist Party, announcing a new set of leaders that
will struggle to change the country’s economic model
from reliance on asset accumulation to a more balanced
mix of public, household and business spending.

BUSINESS WITH CONFIDENCE

icaew.com/economicinsight

Figure 1: Imports in US$, three-month moving average
of the annual growth rate
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Figure 2: General government expenditure as a share
of GDP in 2011, and percentage change in this ratio
between 2007 and 2009
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Although the economic centre of the world is shifting to
the east, North America and the EU remain the world’s
biggest economies. China has established itself firmly
in third place and it’s thanks to the emergence of the
People’s Republic that global growth has been so robust
in recent years. Given the economic situation outlined
in the introduction, these regions have turned inward
both politically and economically. The latter tendency
manifests itself in import volumes, shown in Figure 1.
The graph illustrates how import volumes have been on a
steady downward trend since the financial-crisis rebound
in 2010. The reduction in trade is most pronounced for
the eurozone, which had seen an 11.4% import decline
year on year to August. This was to be expected, given
the ailments of the currency union, but even the more
dynamic US is treading water and may soon enter
negative year-on-year growth. Not shown here, Japan,
the other key country in Asia, tells a similar story.

Government spending varies widely across the ASEAN
nations, reflecting varying income levels and divergent
political systems. The columns in Figure 2 show the
level of government spending as a proportion of GDP,
a measure of the importance of the public sector in the
economy. Apart from Thailand, high levels are evident
for oil exporters Malaysia and Brunei as these countries
benefit from large, easy-to-collect revenues flowing
from their oil wells. The other group with high ratios are
the economies with socialist governments in Vietnam,
Cambodia and Laos. Finally, market economies Singapore,
Indonesia and the Philippines have the lowest proportions
with less than one fifth of the economy being part of the
state.

Philippines

We have argued before in this publication that the key to
economic success of the ASEAN nations is shifting from
exports to domestic demand. An increasingly skilled
workforce in South East Asia has seen its productivity rise,
turning manufacturing nations into important consumer
markets. The emergence of middle classes that start
to accumulate assets as they join the global consumer
society will be of long-term benefit to the buyers of these
countries’ commodities and manufactured products.
This, however, is a longer-term perspective and in the
meantime exports provide an essential foundation for
economic success.

Small government spend leaves fiscal
space for stimulus if necessary

Singapore

Major trading partners cut back on
imports

China has become a key business partner for ASEAN and
its imports are also suffering. Considering GDP is still
expanding at an annual rate of 7.4%, the stagnation of
import values means that South East Asia cannot count on
its huge neighbour to boost exports and thus economic
growth. In the following section we consider how
governments might react to further falls in trade.

Myanmar

Against that sombre outlook, there are still pockets of
good news. The Chinese economy appears to have
stabilised. Government stimulus measures are starting
to be felt and consumers are indulging in higher retail
purchases thanks to rising wages. Although a fairly small
part of the world, strong growth in the Middle East and
Sub-Saharan Africa suggests that there are pockets of the
globe that manage to do well despite a weak international
economy. In this report we take a look at the implications
of the slowdown on the ASEAN economies and consider
possible fiscal responses. In addition, we look at what the
population growth outlook might mean for the region.
Finally, the global shift from west to east is starting to
affect service industries and we look at prospects for the
Singapore financial sector as an example of this shift.

Change in % of GDP, 2007–2009

Source: International Monetary Fund

In response to an economic crisis, these ratios leave
significant space for stimulus measures. This is especially
true of the middle and high-income economies as their
government spending is well below that of industrialised
economies. By means of comparison, the eurozone spends
about half its GDP via the state; the80
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Large population increases have passed
for most ASEAN nations
Keynesian fiscal policy can be used to boost growth
in a downturn and smooth fluctuations in economic
performance around a country’s growth trend. It’s
this trend that brings long-term development and its
determinants are the drivers of national output and,
ultimately, economic clout. The two key determinants
are firstly productivity and secondly the size of the labour
force. Here we focus on the latter, looking at expected
changes in the labour pool over the course of the century.
As would be expected given the great diversity among
ASEAN nations, the population trajectories follow very
different patterns.
Figure 3: Current and peak population estimates
(millions) with peak years
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Asian financial centres set for boom as
business world shifts east
Finance in Asia is developing impressively quickly,
something that is especially evident in the size of the
sector’s workforce. Before the financial crisis hit in 2007,
there were more than twice as many finance sector jobs
in London and New York as there were in Singapore and
Hong Kong. This year there are still about 40% more
such jobs in the two major western financial centres
but, in another five years, Hong Kong and Singapore are
expected to catch up. Figure 4 illustrates the scale and
speed of this shift that has been accelerated by the global
financial crisis and from which East and South East Asia
have escaped more lightly.
Both Singapore and Hong Kong have now reached a
critical mass that allows them to compete across the
disciplines of finance. The two locations have:
• become favourites for initial public offerings;
• seen increasing mergers and acquisitions activity from
regional firms moving to becoming multinationals; and

Thailand is the country that will see its population
peak in about two decades, adding only about 5% to
its inhabitants over this period. The accuracy of these
projections depends not just on the family planning of
the existing population, but also on immigration policy,
a factor that is especially important for Singapore,
which has one of the lowest birth rates in the world.
Nevertheless, the island state’s population is expected to
rise another 17% before reaching a maximum of about
6.1 million in 2042 according to the medium-fertility
scenario of the United Nations Population Division. As
with Thailand, which offers employment opportunities
for immigrants from poorer neighbouring countries,
the actual change will depend on the extent to which
immigration will be fostered in order to safeguard the
manufacturing sector’s vitality. The largest increase in
population, both in absolute terms and as a share of the
population, looms for the Philippines. High birth rates will
see the number of Filipinos grow by 85%, or 82 million,
over a period of 60 years. That increase will make the
country an attractive base for manufacturers, as plentiful
labour supply should keep unit labour costs low. A similar
situation holds true for Malaysia which is predicted to see
its population grow by about 60% until 2085. Indonesia
is somewhere in the middle. Its population should grow
by one fifth but, given its size, this should mean nearly 50
million more inhabitants by the middle of the century.
Overall, the population of ASEAN should rise by
around a quarter from the current level of about 600
million to a maximum of roughly 760 million in 2057.
This increase should boost growth and safeguard the
icaew.com/economicinsight

region’s competitiveness at a time when the workingage population begins to shrink in China and is already
doing so in Japan as well as in some European countries.
With the exception of the Philippines and Malaysia, most
countries should benefit from a ‘demographic dividend’
which sees a falling ratio of dependents to those in work,
freeing resources for investment and allowing living
standards to rise. As explained above, rising output can’t
rely on population growth alone. Productivity is crucial as
well, and one way to raise productivity is by moving up
the value chain from labour-intensive manufacturing to
high value-added goods as well as business and financial
services. The latter is the focus of the next section.
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• started to build global trading platforms, for instance
the purchase of the London Metals Exchange by the
Hong Kong Stock Exchange.
Crucially, the business and career opportunities created
by the economic rise of Asia is luring the human
resources required to staff this. Looking ahead, the
internationalisation of the Chinese renminbi is a factor
that will support growth in Hong Kong, while Singapore
can capitalise on its strength in wealth and asset
management. The days when these financial centres were
derided as backwaters for unsuccessful London bankers
are past; it may soon appear the other way around.
Figure 4: Estimated financial service sector jobs,
forecast for 2017
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Stabilisation of global economy likely to
ease pressure on regional growth
A slowing of the world economy was evident this year as
most of the BRICS (Brazil, India, China and South Africa
but not Russia) as well as the major western economies
underperformed against expectations. Many emerging
markets seem to have reached the bottom but, with
industrialised countries struggling, stabilisation is more
likely than an immediate return to fast growth. At a
country-by-country level, this is evident for the major
five ASEAN economies that account for 90% of regional
output.
The fall in mineral commodity prices is affecting
Malaysia’s industrial output, but manufacturing is
still performing fairly well. In addition, an increase in
government spending ahead of a general election is
supporting the economy, leading to expected growth
of 4.4% this year. Domestic demand should stay strong
next year regardless of a comparatively weak export
performance projected next year. The economy should
expand by about 3.8% in 2013, followed by 4.0% in 2014.
After more than a decade in which economic
developments went well for Indonesia, including an
upgrading of its credit rating to investment grade, and
significant foreign investment inflows, the regional giant
is now facing headwinds. A sharp fall in the price of
important export commodities has reduced exports and
led to a 6.1% depreciation of the rupiah against the US$
this year. Nevertheless, the economy has such strong
momentum that it should grow by about 6.1% this year.
A reduction in the growth of business investment and
the difficult export position are projected to reduce GDP
growth in 2013 to 5.5%, but this should rise 6.0% in 2014
as investment and exports pick up again.
The Philippines is making good progress, both
economically and politically. The clear election victory
of Benign Aquino promises stability that may support
business investment and consumer spending. An
agreement to end a long-standing conflict on Mindanao
is another sign that the country is moving towards
a predictable and reliable system of governance
throughout. In this context, GDP is expected to rise
by 5.0% in 2012, due to anticipated healthy consumer
spending. Even if industrial production and investment
come in lower than this year, the population’s rising
prosperity is anticipated to drive output up by 4.1% in
2013 and 4.5% in 2014.
The Prime Minister of Thailand, Yingluck Shinawatra,
asserted her authority with a cabinet reshuffle, indicating
that she is a force to be reckoned with for future elections.
Growth is expected to be robust this year due to the
strong rebound from flood damages, suggesting a rise
in GDP of 5.8%. The expansion of social protection
policies (such as a minimum wage) and more support to
farmers are supporting domestic consumption, but weak
manufacturing activity is likely to affect 2013 growth,
holding it down to 4.4%. With strong domestic demand
thanks to low unemployment, the economy should grow
by about 4.8% in 2014 as export growth picks up.
Trade-dependent Singapore is feeling the effects of
weak trade growth that reduces opportunities in the
shipping and business services sector and has also hit the
manufacturing sector hard. As a result, growth this year
is predicted to fall to just 1.4%, down from 4.9% last
year. Given that the first half of next year is still likely to
icaew.com/economicinsight
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see muted global economic growth, an improvement to
just 2.5% is expected, significantly below the longer-term
trend. Further ahead, Singapore will continue to benefit
from offering a convenient regional base for international
firms looking to expand in prospering South East Asia.
In addition, the expansion of the financial sector – due
to expertise in wealth management and strong, stable
governance – should boost services. Given these factors,
we expect growth of about 3.3% in 2014.
The regional economic outlook continues to be strong
even as other emerging markets have been struggling
and the industrialised economies underperform their
long-term growth potential. Figure 5 shows expected
growth for ASEAN in the 4% –5% range until 2014,
indicating that the global slowdown won’t derail the train
of prosperity rolling through South East Asia. Although
largely upbeat, the GDP estimates presented here are
somewhat lower than the latest estimates of the IMF.
The more cautious outlook reflects a number of risk
factors that may hamper output expansion and which are
touched on in the next section.
Figure 5: Forecasts for annual GDP growth rates, %
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Commodity prices, mining investment and
western economies pose risks
Recent corruption scandals in China and Vietnam illustrate
a lack of transparency and accountability in regional
governance. Capable administration is a critical ingredient
for sustainable economic development, which in turn
supports political stability because the government
derives its legitimacy from improving living standards.
On the one hand, high profile cases – such as that of Bo
Xilai – undermine public trust; but on the other, they
indicate that the era of impunity for high-level abuse of
power is ending. Taiwan and South Korea are examples of
countries with formerly questionable standards that have
managed to establish strong governance and, alongside
Singapore, they provide suitable models for ASEAN
developing nations to follow if they are to maintain
stability and keep up economic growth.
Commodity prices have played an important part in
boosting the fortunes of many of the ASEAN nations. High
oil prices have supported growth for producing nations
such as Malaysia; elevated agricultural prices have boosted
incomes for producers of rice such as Thailand, or palm
oil in Malaysia; and the boom in mineral prices spurred
mining investment across the region. However, the tide
has turned for the price of many products. The palm oil
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price has plunged, affecting Malaysian and Indonesian
exports. Coal is a similar story of falling prices, that limits
export earnings while the reduction in global demand
lasts, significantly affecting Indonesia. The other aspect of
commodity prices is that crop failures around the globe
are pushing up the cost of grain imports. Given that food
makes up a large part of the average ASEAN household’s
expenditure, purchasing power may be affected, limiting
domestic demand expansion. Indonesia is reacting to this
situation with plans for the imposition of maximum prices
for some food staples and other ASEAN countries may
follow suit with similar measures.
As mineral commodity prices decline, there is a significant
risk to the mining investment that has boosted Indonesia.
Large projects have been put on hold by global miners
aiming to conserve cash while the value of their products
is depressed. Making up nearly 40% of the ASEAN
economy, a sharp slowdown in the sector’s investment
volume would have ramifications as it would affect the
national and the regional economies. The potential
volatility in investment from this source, as well as the
variability in food prices, illustrate how destabilising the
jumps in commodity prices can be. Over the past few
years, ASEAN has largely benefitted from the direction of
commodity prices, but it seems likely that this boost has
reached its peak and may be fizzling out.

Finally, concerns about high debt-to-GDP ratios are
appearing, not just in the eurozone, but also in the US
and Japan. Japan faces public debt of nearly 240% of
GDP, which is nearly double that of bail-out eurozone
candidate, Italy, and is beginning to prompt a rethink of
fiscal policy. In addition to trade woes for Japan due to
a territorial dispute with China, a fiscal tightening could
further undermine an economy that may be on its way to
recession. In the US, re-elected President Barack Obama
will have to overcome deeply entrenched divisions about
taxes and spending as he tries to avoid a fiscal cliff. If this
is unsuccessful, the automatic tax hikes and spending cuts
would most likely plunge the US into recession as well.
Fiscal tightening will weigh on US growth for years to
come. Lastly, the eurozone’s recession drags on, making
its fiscal consolidation an increasingly difficult struggle.
A return of the crisis is likely if the economic situation
deteriorates; and if this affects global financial markets,
then ASEAN will feel the effects. All in all, significant risks
loom, but it’s expected that ASEAN will manage to sustain
its momentum throughout this challenging period for the
world economy.
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