
Economic Insight: South East Asia
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, Thailand and Vietnam.

Economic integration in the Association 
of South East Asian Nations
2015 is a milestone year for ASEAN. By the end of 
next year, the Association aims to have completed 
the ASEAN Economic Community (AEC), the next 
step in the long process of regional integration in 
South East Asia. ASEAN has existed since 1967, when 
it included just the five largest economies in the 
region (those listed above, minus Vietnam). Vietnam 
and the remaining nations – Brunei Darussalam, 
Cambodia, Laos and Myanmar – joined in the late 
1990s. ASEAN started with three pillars: security, 
sociocultural integration and economic integration; 
this report will focus on the third. Since 1967, 
economic integration had been pursued mainly 
via regular summits, more concerned with ad 
hoc projects than with freeing trade, investment 
and migration flows. The goals of the new, more 
ambitious AEC are to create free flow of goods, 
services, investment and skilled labour, and freer 
flow of capital.1 Evaluating the progress towards 
those aims forms the structure of this report. 

ASEAN’s intended integration is looser than that in 
the EU, which enshrines free movement of capital, 
skilled and unskilled labour. Leaders in South East 
Asia are worried that divergences in development 
across the region will create tensions in reaching 
goals – something which has indeed happened 
recently in the EU. Large human capital migration 
can create social tensions, while uncontrolled capital 
flows can be economically disastrous, as ASEAN’s 
recent history proves. In some parts of the world, 
regional agreements have improved the flow of 
goods, services, labour and capital. Areas which are 
small and homogenous allow this without the strains 
that would occur between divergent areas.

At the same time, free trade on a global level has 
allowed developing economies access to large 
consumer markets and freer movement of capital. 
This in turn has facilitated investment within less-
developed areas. 
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An explicit goal of the AEC is ‘ASEAN centrality’: 
ensuring the region is highly competitive, well integrated 
into the global economy and attractive for foreign direct 
investment (FDI). Relationships between ASEAN and the 
rest of the world are thus as important as relationships 
within the region of South East Asia. 

Trade in goods and services
In 1992 the process of economic integration moved up 
a gear, with members pledging to create a free trade 
area. The process was sped up in 2007, when members 
agreed to remove tariffs completely by 2015. Figure 1 
shows the proportion of each ASEAN economy’s export 
flow that goes to other economies in the association ie, 
intra-ASEAN trade as a percentage of each economy’s 
total trade.

Figure 1: Intra-ASEAN share of trade rises, but then 
stalls.

Source: International Monetary Fund (IMF) Direction of Trade Statistics, 
Cebr analysis

Over the entire period, the proportion of intra-ASEAN 
trade increases by seven percentage points on average, 
from 17% in 1981 to 24% in 2013. All countries see an 
increase, the largest being Indonesia whose intra-ASEAN 
exports grew from 12% of total exports in 1981 to 22% 
in 2013; the smallest is Malaysia whose share went up 
by just 0.7 percentage points, while Vietnam’s share 
increased by just 1.8 p.p.. But on average, the share of 
regional trade stopped rising around 2004. 

The rise reflects two trends affecting world trade 
patterns: first, the shift of relative economic power 
to emerging markets and eastward; second, the 
fragmentation of supply chains. ASEAN economies 
have played a big part in driving the movement of the 
economic centre of gravity to the East, having grown 
much richer in relative terms over the period in question. 
‘South–South’ trade (ie, outside the ‘traditional’ 
industrialised markets) has become far more important 
in global economic terms, meaning it is unsurprising that 
economies of the global South should have increased 
trade with one another.

Accompanying this economic rebalancing is a second 
shift: the way countries trade is changing. It has become 
progressively less about exchange of finished goods, and 
more about production chains. Cheaper transportation, 
better communication and international standards are 
increasingly allowing components to be designed in one 
country, produced by several firms in different countries, 
assembled elsewhere and exported to other countries 
– rather than straightforward exchange of finished 
products. 

This fragmentation is especially important for 
manufacturing exports, which strongly affect South 
East Asian development. A paper on the issue finds 
that between 1992 and 2000, components exports 
accounted for much of ASEAN countries’ total increase 
in exports: 74% in the Philippines, 64% in Singapore, 
54% in Malaysia and 47% in Thailand.2 This trend is 
more important in East Asia than in North America and 
Europe. It encourages regional economic hubs to exist 
across South East Asian economies, as they specialise in 
different stages of the production process for specific 
goods.

ASEAN’s growing integration into the world 
economy overshadows regional links
Global trade has been boosted in recent decades 
through successful World Trade Organisation (WTO) 
summits.3 All the ASEAN-6 have been members since 
the early 1970s or before, except Vietnam which joined 
in 2007. Global trade has expanded greatly, in part 
thanks to these efforts, which removed and reduced 
tariffs across a range of sectors and between most of the 
world’s major economies.

Outside the WTO framework, ASEAN engages in trade 
deals with other partners such as Australia, China, 
India, Japan and South Korea. Member countries are 
also free to conduct their own policy with outside 
trading partners if they so wish. Singapore has recently 
concluded a free trade agreement with the EU, while 
Malaysia – which sends around 17% of its exports 
there – started negotiating its own in 2010. ASEAN as a 
whole is the EU’s third-largest trading partner, outside of 
Europe. 

However, tariff reduction does not appear here to have 
had as much impact on trade flows as changes to the 
economic geography of trade. Second, tariff reduction 
happened both within ASEAN and on a global level at 
the same time. So in absolute terms, total intra-ASEAN 
exports rose by 45%, but trade with extra-ASEAN 
partners rose at virtually the same rate. Between 2004 
and 2013, the share of ASEAN’s exports going to 
regional partners stood still. 

Truly free trade between nations requires a lot more 
than lowering tariffs. Tariff reduction, though important, 
often represents the low-hanging fruit of liberalising 
trade compared to the elimination of non-tariff barriers. 
These include quotas (quantity restrictions), customs 
procedures (bureaucratic measures sometimes designed 
to discourage imports) and differences in standards 
or regulations. The latter are generally the hardest 
to remove, yet doing so is fundamental in creating a 
genuinely free market in goods and services. Therefore 
the European Commission expends great resources in 
harmonising product regulations across the EU, ensuring 
producers can sell the same product in any market 
without restriction. The process is going a stage further 
with the Transatlantic Trade and Investment Partnership 
(TTIP) which extends the same provisions to EU–US 
trade. 

ASEAN governments have made tentative steps in 
the same direction. Generally the approach has been 
voluntary – only providing the framework. Member 
states decide if they want to pursue mutual recognition 
themselves, in contrast to the usual approach in the 
EU. For instance, the ASEAN Framework Agreement 
on Services aims to improve the mutual recognition of 
professional qualifications between member states.

Intra-ASEAN exports as % of total exports
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Free movement of capital
Beyond a free trade area in regional integration is a 
common market, where labour and capital can move 
freely across borders. The EU is currently the only 
example, though the Caribbean Community (CARICOM) 
intends to establish its own. Liberalising flows of labour 
and capital presents real difficulties and involves serious 
cooperation between governments. CARICOM has stalled 
the date of establishment of its own single market three 
times and now put the process on hold. 

ASEAN is proceeding cautiously towards cross-border 
financial liberalisation, hence the stated aim of freer, 
rather than free investment flows. As well as nervousness 
from bad experiences of hot money flows both in 1997 
and more recently as the US has tapered its programme 
of quantitative easing, transaction costs between the 
different currencies will prevent the free flow of capital.

Figure 2. Investment increasingly flowing within the 
area

Source: ASEAN Foreign Direct Investment Statistics Database. Volatility has 
been smoothed using five-year moving averages and some outlier years 
removed.

Figure 2 shows a similar story to that in Figure 1. The 
importance of ‘South–South’ investment has gradually 
increased over recent years, demonstrating rising regional 
interdependence. However, there is no stagnation here 
in recent years. Intra-ASEAN FDI rises from 13% to 17% 
of total inbound FDI, with all economies apart from the 
Philippines and Thailand seeing a greater proportion of 
investment coming from regional partners. 

There is no shortage of global investors who would bet 
on ASEAN. Many large investors such as the EU, India 
and Japan are currently negotiating frameworks that are 
likely to increase their exposure. The association is set 
to allow its own members greater access. However, it 
must take care to put the frameworks in place, given the 
differences in banking systems between them. Integration 
is currently fairly weak: a study on intra-ASEAN FDI flows 
found that member countries do invest more in fellow 
ASEAN countries than would be predicted on the basis of 
language, distance and GDP, but the difference is small 
($1.2m per year).4 This is a small fraction of overall FDI, 
and a regional common banking and legal framework 
could increase the scale of investments available.

Free movement of human capital
The liberalisation of movement of human capital also 
seems behind schedule given the aim of completing the 
AEC by 2015. However, migration in ASEAN is not trivial. 
Regions will always contain some areas that are relatively 
abundant in capital and other areas that are relatively 
abundant in labour, and this will encourage movement of 
both factors in opposite directions. The scale of the flows 
depends on the difference between earnings, meaning 
that in an area of uneven development such as ASEAN, 
they will be large. This has informed the approach of 
the association to liberalising the movement of people, 
preferring to introduce the programme cautiously at first 
by restricting it to ‘skilled professionals’. 

Many migrants already live and work elsewhere in the 
region under other arrangements, with Malaysia and 
Singapore each attracting millions from neighbouring 
countries. A huge 1.2m residents out of Singapore’s 5.1m 
population were citizens of other ASEAN countries in 
2010 (the latest year for which data are available), short 
of Malaysia’s 1.9m but proportionally much greater. The 
other countries all have less than 1% ASEAN foreign 
residents, as does the region as a whole at 0.6%. For 
comparison, in the EU in 2010, around 2.5% of the 500m 
population were intra-EU migrants. 

Malaysia’s migrant population has exploded from 8,500 in 
1960 to 1.9m in 2010. The largest migrant community in 
Malaysia is Indonesians, with 1.4m residents; Philippines 
follows with 280,000. Thailand, though almost as 
populous as the Philippines and closer than Malaysia to 
the Philippines, has fewer than a third of the number of 
Filipino emigrants resident there. Its GDP per capita, at 
more than double Thailand’s in 2010, helps to explain the 
disparity in emigration. Relative income levels are a very 
important determinant of labour flows. ASEAN’s wide 
income differentials demonstrate the difficulties that the 
region faces in allowing free movement even if just for 
limited groups.

Figure 3. Intra-ASEAN migration follows wages, with 
Malaysia and Singapore leading the pack

Source: World Bank Global Bilateral Migration Databases, Cebr analysis

Singapore and Malaysia also have the largest numbers 
of outbound migration, mainly between each other as it 
is rare to migrate to a significantly lower-wage country. 
For instance, over a million Malaysians live in Singapore. 
Singapore’s Ministry of Manpower issues employment 
passes for professional immigrants and work permits for 
unskilled immigrants. Singapore accounts for almost all 
of Malaysia’s outward migration within ASEAN, as very 
few have moved to the other countries in the region. The 
trend works both ways, as around 98% of Singapore’s 
intra-ASEAN emigrants have gone to Malaysia.
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The two most-developed economies in the region have 
the closest integration between their labour markets. 
But Singaporeans are a relatively minor migrant group in 
Malaysia. Labour economist Amarjit Kaur writes, ‘Malaysia 
was built on immigration and, like other labour-importing 
countries, acknowledges the case for temporary labour 
migration as a solution to labour shortages in the 
country.’5 

It is a strong case. Better human capital mobility will 
help ASEAN’s economic performance through two main 
channels – firstly through allowing workers to move to 
where they are most in demand, and secondly through 
skills transfers. In highly specialised, high value-added 
industries, physical movement of human capital is 
essential to allow the transfer of skills. In that sense it is 
an important accompaniment to cross-border investment 
for production, since there is little point relocating 
production to a cheaper-wage economy if the skills do not 
exist. This area of integration will also benefit from mutual 
skills recognition agreements to improve human capital 
mobility.

Figure 4. Intra-ASEAN migration dominated by 
Malaysia and Singapore

Source: World Bank Global Bilateral Migration Databases, Cebr analysis

ASEAN electronics and the case for regionally 
integrated industry
Several policy initiatives, both on the regional and 
national levels, have focused on building highly skilled 
export opportunities in electronics industries, in their 
broadest sense. These include components industries, 
IT (software) and IT-enabled services such as remote 
consultancy and back office services. One of the four 
priority areas for service liberalisation is the e-ASEAN 
Framework Agreement, intended to improve telecoms 
networks between the countries and to lead to increased 
commerce in ICT across the region. 

Malaysia has designated electronics and engineering 
zones within its flagship Iskandar Malaysia (formerly 
known as Iskandar Development Zone). This lies directly 
across the straits from Singapore, meaning it can 
benefit from Singapore’s enviable human capital and 
from Malaysia’s more contained wage levels and land 
values. Singapore has earmarked $30m for medical 
technology start-ups, while the Vietnamese Government 
provides investment incentives for companies in the 
technology and electronics sector. The sector has much 
to gain from greater economic cooperation, which the 
ASEAN blueprint could facilitate. The requisites – skills, 
investment, organisational know-how – for building 
highly skilled, high value-added industries are almost by 
definition in shortage, meaning the region as a whole 
could better supply them.

Beyond the AEC: future prospects for 
regional economic integration
Beyond a common market, the next stage of integration 
is economic and monetary union (EMU). Only the 
eurozone has established EMU, but it remains a goal of 
the Caribbean Community and has at times been mooted 
by ASEAN policymakers. Trade can increase thanks to the 
security afforded by a common currency: this removes 
both the transaction costs involved in conversion, and the 
risk associated with currency movements for cross-border 
operations. ASEAN can observe the EU’s progress and 
thereby avoid its mistakes. 

Speculation about an ASEAN currency area as the stage 
following the AEC has been fairly widespread. Economic 
literature on the topic generally follows the European 
template, but calls for that degree of integration have 
muted somewhat recently as the difficulty of getting the 
founding conditions right becomes more clear. Many 
shocks have contributed to the crisis in the eurozone, but 
at root they come down to a divergence in productivity 
which is too great for a single exchange rate and 
monetary policy. EU labour and capital markets are well 
integrated, but not yet sufficiently integrated to iron this 
divergence out. With large differences in structure and 
productivity and, as we have seen, less integration of 
factors of production than Europe, ASEAN economies are 
unlikely to try this option. The consideration of economic 
union, followed by backtracking, demonstrates how the 
rhetoric of regional integration in ASEAN has moved 
ahead of reality a little. 

In the more immediate (and realistic) sense, ASEAN 
has much to gain from the AEC. Physical integration 
proceeds alongside policy. Work will begin next year on 
a high speed line connecting Kuala Lumpur to Singapore, 
reducing journey times from six to two and a half hours. 
Physical connections are essential in building economic 
links – even modern industries do not do business by 
teleconference alone. In creating innovative, high value 
added industries, the sharing of knowledge and skills is 
essential; a higher degree of connectedness is therefore 
very encouraging. As the rail link is scheduled to open 
only in 2020, large rises in tolls, recently introduced on 
the causeway linking Malaysia with Singapore, will be 
counterproductive for both countries. They discourage 
cross-border commuters from which Singapore benefits, 
and Singaporean visitors to Malaysia. 

Despite the 300,000 or so cross-border commuters who 
leave Malaysia for Singapore every day, overall ASEAN’s 
labour markets are not yet as well integrated as those in 
Europe. The most advanced economies would certainly 
benefit from an expanded pool of human capital. 
Intra-regional FDI is rising, but can achieve more. The 
priority sectors include some that could greatly enhance 
South East Asian productivity and economic dynamism, 
provided that the common framework to further them 
is developed. By next year, the AEC will be an entity on 
paper, but its existence in reality is likely to be further 
ahead.
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Recent developments in ASEAN economies
Indonesia has just inaugurated new president Joko 
Widodo, Jakarta’s ex-mayor who stands outside the 
traditional political elite. The opposition candidate 
Subianto, who has already made an unsuccessful 
challenge to his defeat in the election, has assembled 
a coalition with a majority in parliament. Subianto 
threatens to derail Jokowi’s policies and intensify the 
tough challenges he faces. A pressing issue is reform 
of fuel subsidies: these account for around $21bn, or 
20% of the budget. But Jokowi has two things in his 
favour. The timing of his taking office is fortunate, for 
the fall in oil prices means that the cost of subsidies is 
likely to lighten over the next few months. Moreover, his 
populist appeal means he may be better able to bear the 
fallout than other politicians would. The possibility of 
legislative deadlock creates significant uncertainty about 
any prediction, but the central growth outlook is slightly 
reduced compared to last quarter’s forecast given the 
difficulties this will pose. 

Malaysia will finally introduce a goods and services tax 
of 6% next April. Stiff public opposition has watered it 
down and delayed its introduction twice, from its original 
implementation date of 2011 to 2014 and now 2015. 
Many items will be zero rated, while income tax will come 
down as partial compensation. Exemptions will reduce 
the inflationary impact to around 1.0% from the original 
estimate of 1.8%, but it will still push CPI inflation above 
4% next year. The sales tax represents a move from direct 
to indirect taxation in Malaysia which is likely to increase 
inequality but will probably make collection of taxes 
easier. This effect will improve Malaysia’s budget deficit, 
targeted to come down from 3.9% to 3.5% of GDP 
between 2013 and 2014. This has resulted in its sovereign 
debt receiving ratings of A- from Standard & Poor’s and 
Fitch. But with GDP growth of 6.4% last quarter and 
public debt around 54%, Malaysia’s public debt is far 
from being the large problem that it is in some European 
countries. Another effect will be a slight net drag on 2015 
growth, as Japan saw with its consumption tax, as private 
consumption growth slows. But mostly consumption will 
simply be shifted around, and overall the effect will largely 
be consolidation of formerly disparate taxes.

Singapore’s economic growth has underwhelmed 
recently, coming in at a relatively slow 2.4% year on 
year. Construction expansion fell sharply from 4.1% in 
Q2 to 1.4% in Q3; this resulted from the government’s 
conscious plans to deflate the property market which 
have had considerable success and improved Singapore’s 
long-term prospects, reducing the risk of a bubble. More 
worrying are the knock-on effects from the slowdown in 
global growth. Singapore’s reliance on trade and therefore 
on robust growth in other major economies makes it 
hugely vulnerable to the gloomy global outlook. More 
promisingly, the end of four years of negotiations of a free 
trade deal with the EU will reduce tariffs on both sides and 
raise mutual investment. 

The Philippines has kept budget deficits relatively small 
under President Benigno Aquino, allowing some room for 
manoeuvre. Fast growth, forecast at 6.6% for 2014, allows 
progress on improving the country’s underdeveloped 
infrastructure. In September the central bank raised its 
main interest rate to 4%, the second rise since July, to 
contain rising prices. High food price inflation has raised 
the headline rate.

Thailand remains under the rule of General Prayuth 
Chan-Ocha, who has consolidated his power by 
appointing a cabinet largely composed of military figures. 
The General’s National Council for Peace and Order had 
moved to appease the rural-dominated power base of the 
democratic government he opposed, by making farmers 
payments they were demanding for rice. However, a 
recently announced cut-off of the programme may incite 
political unrest. The 2014 outlook is further weakened: in 
addition to the coup, the murder of two British travellers 
in September on an island popular with tourists has 
damaged the tourism industry, which accounts for almost 
10% of Thai GDP. 

Vietnam is seeing growth hampered by slow bank credit 
growth. Banks have lowered borrowing rates but they are 
still too high, discouraging investment. Growth this year 
will be around 5.2%, relatively slow given Vietnam’s high 
population growth and low GDP per capita.

Figure 5. Most ASEAN economies to see 2014–2015 
growth muted by global conditions

 
 
 
 
 
 
Source: Cebr analysis

0

1

2

3

4

5

6

7

8

201920182017201620152014

ASEANVietnamThailandSingaporePhilippinesMalaysiaIndonesia

GDP growth, %

http://www.icaew.com/economicinsight
http://www.cebr.com


Cebr
The Centre for Economics and Business Research is an independent consultancy with 
a reputation for sound business advice based on thorough and insightful analysis. 
Since 1993 Cebr has been at the forefront of business and public interest research. 
They provide analysis, forecasts and strategic advice to major multinational companies, 
financial institutions, government departments and trade bodies.

ICAEW is a world leading professional membership organisation that promotes, 
develops and supports over 142,000 chartered accountants worldwide. We provide 
qualifications and professional development, share our knowledge, insight and 
technical expertise, and protect the quality and integrity of the accountancy and 
finance profession.

As leaders in accountancy, finance and business our members have the knowledge, 
skills and commitment to maintain the highest professional standards and integrity. 
Together we contribute to the success of individuals, organisations, communities 
and economies around the world. 

Because of us, people can do business with confidence.

ICAEW is a founder member of Chartered Accountants Worldwide and  
the Global Accounting Alliance. 
www.charteredaccountantsworldwide.com 
www.globalaccountingalliance.com

© ICAEW 2014   MKTPLN13601   11/14

ICAEW
9 Temasek Boulevard
#09–01 Suntec Tower Two
Singapore 
038989 
icaew.com/southeastasia

ICAEW
Chartered Accountants’ Hall
Moorgate Place 
London
EC2R 6EA UK
icaew.com

For enquiries or additional information, please contact:

Amy Tee

T  (+65) 9108 1517
E  amy.tee@icaew.com 

1 The ASEAN Economic Community Blueprint, 2008. 
Available at http://www.asean.org/archive/5187-10.pdf

2 Prema-Chandra Athukorala, ‘Product Fragmentation and Trade Patterns in East Asia’.

3 Before 1995, the WTO was known as the General Agreement on Tariffs and Trade 
and liberalisation proceeded under the auspices of that organisation.

4Rabin Hattari, Ramkishen S. Rajan, and Shandre Thangavelu, ‘Understanding intra-
ASEAN FDI flows: trends and determinants and the role of China and India’, 2008. 
Note that the $1.2m coefficient has probably increased since 2008.

5 Amarjit Kaur, ‘Managing Labour Migration in Malaysia: Guest Worker Programs and 
the Regularisation of Irregular Labour Migrants as a Policy Instrument’, Asian Studies 
Review Volume 38, Issue 3, 2014

http://www.charteredaccountantsworldwide.com
http://www.globalaccountingalliance.com
http://www.icaew.com

