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growth is expected to be favourable in the medium term. The success of measures to 
create jobs, reduce unemployment and improve infrastructure will be key to sustained 
growth. 

Malaysia’s vigorous domestic demand, supported by the rise of the middle class and 
the growing export-oriented sector, will remain resilient despite still weak demand in 
OECD economies. Political unrest in Thailand adversely affects growth prospects in the 
near term, as consumer and investor confidence and the country’s trade performance 
weaken amid uncertainty related to the new economic roadmap. With declining but 
long-lasting high inflationary pressures, Viet Nam could enjoy stable economic growth 
in the medium term, although risk remains in the banking sector. 

Economic growth prospects are stable for Brunei Darussalam and Singapore. 
Brunei’s growth performance will depend on the energy sector and the volatility of 
oil and gas prices, however, while smooth economic transformation in healthcare and 
social services and effective land use will be challenges for the Singaporean economy.

More rapid growth is expected for the CLM countries (Cambodia, Lao PDR, and 
Myanmar) than for the ASEAN-5. Their growth is slated to exceed 7% over the next 
five years. Improvement in the agriculture sector and the business environment will 
be engines of the growth of Cambodia and Lao PDR. As for Myanmar, it has seen rapid 
progress in many areas, which will keep it on a favourable path in the medium term. The 
performance of the new CLM growth engine in Emerging Asia will also affect the speed 
of the ASEAN integration initiative. 

The region’s two largest economies, China and India, face significant challenges. 
China’s growth is slowing as it seeks to adjust to its changing demographic landscape, 
switch its hub of growth from investment to consumption, and cope with environmental, 
agricultural and educational issues. India’s growth should be stable over 2015-19, but the 
prospects could change depending on the implementation of the reforms of the new Modi 
government. These plans include promoting domestic and foreign investment, creating 
jobs, improving food security, raising the standards of education and skills development, 
building new key infrastructure, enhancing water governance and increasing India’s 
overall competitiveness, particularly in the manufacturing sector. 

The key points of the medium-term economic outlook are as follows:

•	 Despite slight moderation in the first quarter of this year, growth in Emerging Asia 
should remain robust, at 6.5% over 2015-19. The Chinese economy is slowing, but the 
large ASEAN economies are showing resilience and growth momentum remains 
broadly similar to the past ten years (5.6% over 2015-19). The CLM countries are 
expected to become the new centres of growth in ASEAN, with average annual 
growth in each exceeding 7%. 

•	 Overall, current account imbalances are gradually improving, particularly in the 
ASEAN-5. The CLM countries will continue to show a deficit in the medium term.  
There are signs that FDI is slowing in the region. Additional efforts to attract and 
hold investors will be required. 

•	 Generally speaking, there will be no dramatic changes in fiscal conditions, though 
trends will differ by country. While Malaysia and the Philippines may improve, 
Thailand and Viet Nam will worsen in the medium term. Overall, fiscal reforms 
need to be strengthened further.
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•	 Emerging Asian countries may have to contend with external risks. For instance, 
the normalisation of US monetary policy, the slowdown in the Chinese economy, 
the implementation of structural policies related to “Abenomics” in Japan and 
uncertainties concerning the growth prospects of the Euro areas. However, the 
impact of these factors on the region will be moderate, since markets have already 
factored these changes in their expectations. Transformations in the political 
landscape will affect different countries in different ways. There are worries over 
the current political unrest in Thailand in particular. Overall, effective capital flow 
management (of both inflows and outflows) will remain a challenge in the region 
in the medium term.

•	 Further acceleration of regional integration by 2015, in furtherance of the goal of 
the ASEAN Economic Community (AEC), will be necessary – particularly to narrow 
disparities within the region. 

Challenges of regional integration

The medium-term outlook for Emerging Asia could be less favourable than the 
projections imply for a number of reasons concerning not only the success of the 
countries themselves in their national economic policies, but the success of key regional 
initiatives towards the goal of the ASEAN Econmoic Community.

•	 A notable achievement is the reduction of tariffs, which has supported the steady 
increase in intra- regional trade. The current Common Effective Preferential Tariffs 
(CEPT) rates are close to 0% for advanced ASEAN economies, though slightly higher 
rates of 2.6% are applied by Cambodia, Myanmar, Lao PDR and Viet Nam (Figures 1 
and 2). Trade facilitation is also being strengthened through the implementation of 
National Single Windows (NSWs) and their streamlining and integration to develop 
the ASEAN Single Window as a single platform for electronic trade. Although 
improvements have been made in trade facilitation initiatives, there is still a wide 
disparity within ASEAN.

•	 Institutional arrangements for regional integration have gradually been established 
recently, though there is still room to accelerate this progress overall. On the free 
flow of investment, the ASEAN Comprehensive Investment Agreement (ACIA), 
which came into effect in 2012 and built upon the past two ASEAN investment 
frameworks – the ASEAN Investment Area Agreement (AIA) and the Investment 
Guarantee Agreement (IGA) – lays out the rules for investment to enhance the 
business environment and to attract more domestic and international investment. 

•	 Financial integration under the Roadmap for the Integration of ASEAN in Finance 
is crucial to achieve the goal of the AEC. Capital market development has been 
advanced with the launch of the marketing and branding campaign for the ASEAN 
Exchanges initiative and the development of an ASEAN Bond Market Development 
Scorecard. To strengthen the integration of the banking sector, two frameworks 
for the banking sector integration are in place: the ASEAN Framework Agreement 
on Services (AFAS) and the ASEAN Banking Integration Framework, which 
compliments the AFAS. In addition, the multilateral currency swap arrangement 
among the ASEAN+3 (China, Japan and Korea) countries through the recently 
amended Chiang Mai Initiative Multilateralisation (CMIM), of which the total size 
amounted to an enlarged USD 240 billion, with the IMF de-linked portion raised to 
30%, will strengthen the region’s ability to respond to liquidity problems in times 
of urgency. 

•	 Progress in the implementation of programmes related to narrowing disparities 
in the region needs to be accelerated. In particular, greater efforts will be required 
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budgets. Most Emerging Asian economies use MTBFs – or the related medium-term fiscal 
frameworks (MTFFs) and medium-term performance frameworks (MTPFs). 

After the plan is set and assuming that the government is in fact committed to it, 
it is responsible for implementing the plan and striving to meet its targets. However, 
this process is complicated by the multiple actors involved and the limited resources 
available to them. Public expenditure management (PEM) systems are a useful tool to 
facilitate the supervision of line ministries. Supervision may be carried out directly by 
the ministry of finance, either ex ante or ex post. Whatever the approach, mismanagement 
may be dealt with through internal disciplinary action or, in cases of corruption, 
through the courts. Co-ordination and management in plan implementation are not 
only the responsibilities of the ministry of finance and other central agencies; these 
organisational responsibilities are also needed to direct cross-ministry co-operation 
and within-ministry operations. There must consequently be effective co-ordination 
between central agencies and line ministries, between ministries, and within them. 
Capable and motivated staff and flexible institutions are then needed to implement 
plans.

The implementation of development plans in Emerging Asia can be improved

This Outlook includes country case studies on medium-term development plan targets 
and implementation for the large ASEAN-5 countries (Indonesia, Malaysia, Philippines, 
Thailand and Viet Nam), Myanmar, China and India. Each study summarises the key 
targets set in the country’s current plan, the original status of these indicators and 
progress made thus far toward the targets. The targets themselves and the patterns 
in the achievement of these targets are discussed in terms of their implications for 
the country’s development and for where greater attention may need to be paid by 
governments (Table 2). While countries are paying attention to the areas that should 
be priorities for their development, actual performance with respect to plan targets has 
been uneven across countries and across policy areas within countries. The recognition 
of areas of relative weakness may be used to help identify where targets can be rethought 
or where greater implementation efforts are needed. 

Indonesia is near the end of the period of its 2010-14 National Medium-term Development 
Plan, which aims to create a prosperous, just and democratic country through reforms in 
the areas of macroeconomic growth and stability, poverty reduction, education, health, 
food production, energy production and distribution, infrastructure development and 
good governance. Overall, the country is making good progress towards its targets, 
particularly in macroeconomic performance and junior high school enrolment. 

A number of important gaps remain, however. Progress toward goals for health 
outcomes in Indonesia has been particularly weak and has even worsened in some 
cases. Poverty rates remain high in some areas and inequalities are not being adequately 
addressed (Figure 4). While continued growth requires the expansion of knowledge-
based industries, access to advanced education remains low. Greater investment in 
and attention to infrastructure development and anti-corruption will also be needed to 
continue to attract investment and encourage the growth of new businesses. 

The Tenth Malaysia Plan (2011-15) focuses on growing to a high-income economy 
while ensuring inclusiveness and sustainability. It aims to achieve this through 
the fulfilment of targets in balanced economic growth, efficient fiscal policy, the 
development of key sectors and SMEs, the reduction of poverty and inequalities, and 
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Viet Nam’s Socio-economic Development Plan (2011-15) emphasises development through 
upgrading and improvements in efficiency and competitiveness through targets for 
overall and sectoral economic performance, social targets (e.g. regarding job creation and 
poverty reduction) and the implementation of environmental protections. GDP growth 
has been lower than targeted, but other economic targets, such as those regarding 
unemployment and social investment, are near or above target levels. Insufficient 
progress is being made by current approaches to a wide range of social challenges, such 
as alleviating rural poverty and expanding access to technical training and education. 
The need for improved banking governance amid rising levels of bad debt is another 
serious challenge that needs to be addressed to support continued development (Figure 7)

Figure 7. Domestic credit to the private sector and non-performing loans  
in Viet Nam, 2004-13

Domestic credit as percentage of GDP and non-performing loans as percentages of total loans
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Note: Domestic credit figures represent annual averages, while NPL ratios represent monthly averages from 
December in the respective year.
Sources: World Bank (2014), World Development Indicators, World Bank, Washington, DC; State Bank of Vietnam 
(2014), Statistics on the Performance of Credit Institutions, State Bank of Vietnam, Hanoi, www.sbv.gov.vn.

The Chinese Twelfth Five-Year Plan (2011-15) addresses a range of issues related 
to rebalancing and promoting continued growth while ensuring inclusiveness and 
sustainability. It therefore targets progress in macroeconomic performance, economic 
restructuring, innovation, protecting the environment and reducing pollution, 
agriculture, and livelihoods and well-being. GDP growth is still above the target set in the 
plan, which is lower than that seen in China’s recent past. In this context of anticipated 
slower growth, greater effort is needed to address the quality of growth by improving 
environmental and social outcomes and fostering broad-based growth. While pollution 
is declining, it remains a major issue to address and more could be done on energy 
efficiency. The urban-rural divide comprises a large component of Chinese inequalities, 
necessitating improved rural and agricultural development. Generally, the services 
sector also has the potential to expand to improve the stability of growth and potential 
for continued innovation and productivity growth. The continued improvement of 
education systems will play an important role in supporting this expansion.

India’s Twelfth Five-Year Plan (2012-17) sets out targets with the intention of improving 
sustainability and inclusiveness and quality of life in the country. Included targets 
focus on growth, poverty reduction and job creation, education, health, infrastructure 
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development, and reduced emissions and improved environmental protection. Currently, 
well-being and the improvement in human capital are restrained by low levels of access 
to education and healthcare. Access to financial services is also low, particularly in rural 
areas. Infrastructure development and the expansion of renewable energy production 
are gradually progressing, suggesting that greater and alternative means of investment 
may be needed. 

Lessons from experiences with public sector reforms in Emerging Asia 

Emerging Asian countries have been actively engaged for several decades in 
reforms to improve the quality of their public sectors. These public sector reforms 
(PSRs) encompass public financial management reforms (PFM) to improve budgeting, 
expenditure implementation, and tax administration; and administrative reforms 
to streamline the organisation of government activities, decentralise functions to 
sub-national governments, strengthen the civil service and combat corruption. 

Public sector reforms are motivated by the recognition that the effectiveness and 
efficiency of the public sector in managing its finances, implementing government 
programmes and delivering public services are critical to the success of overall 
development and the achievement of key development objectives. The rapid growth and 
profound transformation that Emerging Asia has undergone have made PSR of special 
importance to the region. Public sector reforms can contribute to economic and social 
development in a number of ways, including by:

•	 improving the capacity of governments to effectively and efficiently carry out their 
policies;

•	 reducing costs and improving the overall efficiency of the business sector;

•	 improving the business climate through greater certainty about government 
policies and greater macroeconomic stability;

•	 increasing international competitiveness, particularly for FDI;

•	 strengthening the effectiveness of policies to reduce poverty and to achieve 
inclusive and green growth; and

•	 improving the credibility of the government and political processes and overall 
social cohesion.

Public sector reform has made significant progress in the region but much remains to 
be done

The experiences of developing countries, including those in Emerging Asia, 
underscore that public sector reforms are complex, long-term, processes whose ultimate 
success is determined by broader institutional capacities and political economy factors.  
A recent study of PSR in developing countries found that civil service reforms and anti-
corruption reforms improved performance in less than half and barely more than half, 
respectively, of World Bank-supported programmes in these areas. Outcomes were 
somewhat better for public financial management reforms but even in these cases major 
improvements occurred in only one-third of the programmes. These mixed outcomes 
demonstrate that PSRs are difficult processes and raise the question: what makes them 
more or less successful? 

PSRs have made substantial progress in Southeast Asia, China, and India, but a range 
of indicators of public sector performance highlight the need for further efforts. These 
countries rank noticeably below OECD countries on the Government Effectiveness Index 
produced by the World Bank – a composite measure of public perceptions from a wide 
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government administrations. Conversely, although economic and political 
upheavals in the region have often triggered PSRs by galvanising government, the 
public and outside actors to address the need for fundamental change, the window 
of opportunity they have created does not guarantee that reforms are sustained. In 
the Philippines, for example, successive attempts to reform the tax administration 
from the 1970s through the 1990s had very limited long-term benefits in large part 
because high level political support was uneven and not sustained.  

•	 Third, strong constituencies for PSR outside the government have been a major 
force for the initiation of PSRs and, even more importantly, in ensuring that PSR is 
sustained. Foreign-invested businesses have been a major driver of PSRs throughout 
the region, especially of reforms to improve tax administration and to reduce 
corruption. Civil society and the general public can and often have been important 
in sustaining PSR initiatives. However, they are most likely to be actively engaged 
in supporting PSR when government policies are reasonably transparent and the 
legal/regulatory framework promotes strong accountability of the government to 
its citizens.  

•	 Fourth, there are both advantages and disadvantages to incremental or partial 
reform as opposed to comprehensive change. Incremental reforms often gain 
acceptance more easily and do not have the high costs of failure associated with 
more comprehensive reforms, as they can also be adapted to unexpected changes 
in circumstances. However, incremental reforms do run the risk of being overtaken 
by rapid economic and social change. In China, the incremental approach has 
proven beneficial in some areas but it has led to recurring problems in fiscal 
decentralisation reform. Although consensus on the need for comprehensive 
reform may be harder to achieve and its implementation more challenging, it can 
bring longer-lasting and ultimately more effective solutions, at least in some areas. 

•	 Finally, reforms that address the root causes of the problems are more likely to be 
effective and have durable benefits than those that do not. For example, opaque 
and excessive regulations, inadequate pay for civil servants, and poorly defined 
rules governing relations between government agencies and businesses create 
numerous opportunities and incentives for corrupt behaviour and have been an 
important factor behind the pervasive corruption in many developing countries. 
Anti-corruption reforms that focus only on legal and administrative enforcement 
are likely to meet with incomplete success until these root causes are addressed. 
Similarly, tax administration reforms to improve tax collection need to address 
not only outright evasion and avoidance but also the inadequate knowledge of tax 
obligations that is often rife in developing countries.

A number of guidelines would help to improve the effectiveness of public sector reform

Experiences in Emerging Asia do not provide any magic bullets for ensuring that 
public sector reforms are effective but they do suggest some guidelines for designing 
and implementing reforms that should help to increase the prospects of their success. 

•	 PSR measures need to be carefully adapted to existing institutional capacities. 
While there are useful models and best practices for PSR in some areas, these 
need to be adapted to local circumstances and to evolve as those circumstances 
change. For example, there are several kinds of medium-term budget frameworks, 
ranging from frameworks emphasising definition of and imposition of aggregate 
resource constraints in budgeting that are most suitable for countries in an early 
stage of development to more sophisticated frameworks, including results-oriented 
budgeting techniques.
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•	 Where feasible, beginning a PSR programme with a few relatively easy to implement 
measures with high short-term payoffs can help to improve the credibility of the 
overall programme and provide lessons for implementation of subsequent and 
often more difficult steps. For example, the Indonesian tax administration reforms 
beginning in 1971 were divided into short-term and long-term phases, with the 
short-term phase focused on using existing capacities to improve tax collection and 
compliance in order to provide a near-term boost in revenues. The successes of these 
initial steps provided a foundation for subsequent reforms. 

•	 On-going commitment to PSR from the highest level of political leadership is 
essential. Top leaders need to lead not only in instituting reforms but also to maintain 
pressure for their effective implementation. Unlike Indonesia’s tax administration 
reforms, which benefitted from sustained political support, this was weaker for 
reforms in the Philippines, which contributed to a series of disappointing results.

•	 PSR implementation is likely to make more rapid and ultimately greater progress 
when the concerns of key stakeholders are taken into account. Active efforts by 
senior political leaders and civil servants to inform government staff about the 
need for and content of reforms can go a long way toward overcoming bureaucratic 
inertia and obstruction.

Strong and effective public support can make it much easier to initiate PSR 
measures and increase the likelihood for their success. Government transparency and 
accountability and a legal and regulatory environment allowing active participation by 
civil society are, however, likely to be necessary for such support.  

Institutions and informality in Emerging Asia

Informal economic activity tends to be very important in the Emerging Asian economies

Informal firms and workers are found in all economies. The sheer extent of informality 
makes it a critical issue for policy makers to understand and address – particularly in 
economies like those found in Emerging Asia that are undergoing significant structural 
transformation. Informal activities are more likely to develop in such countries, with 
serious effects on growth and inclusiveness. 

Institutions and institutional capacity are central to understanding the causes and 
consequences of informality and to developing formal alternatives. While informality 
may be difficult to define and has multiple overlapping causes, institutional factors 
are fundamental determinants of how prevalent informal output and employment 
are. Weak institutional capacity may, in turn, also be exacerbated by informality, as 
hidden activity lowers government revenue, its regulatory reach and its credibility. And 
although informality ensures the livelihoods of many, it harms growth and development 
when it replaces dynamic formal activities. Policies to address informality – which 
include strengthening institutional and enforcement capacities – are therefore needed 
to support resilient and inclusive growth. 

Informal employment and output by informal firms are relatively common in a 
number of Emerging Asian economies, particularly the region’s lower-income countries 
and those where institutional capacities are most seriously underdeveloped (Figures 9 
and 10). Conversely, more developed Singapore and Malaysia tend to have much lower 
levels of informality. Indirect measures of informal employment and output over time 
also suggest that the shares of each in total economic activity are gradually declining 
across the region as these economies continue to grow and develop and as governance 
and institutional capacities are improved upon. 
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benefits are outweighed by downsides if better formal jobs could have instead been 
created in their place. 

In addition, there are numerous negative consequences of informality. Most directly, 
it stunts government capacity by lowering tax revenues and limiting the reach of its 
influence on the private sector through product and labour market regulation. Informality 
also typically constrains growth, as it lowers productivity. Operating informally limits 
the productivity potential of firms, as they cannot easily access the efficiency-raising 
institutions available to the formal sector. Because they lack collateral and do not enjoy 
a legal status, informal firms tend not to borrow through the formal financial system. 
Instead, they use alternatives that increase costs or provide lower funding, which limits 
their ability to invest in productivity-enhancing machinery, equipment and technology. 

The informal sector constrains productivity not only directly, but indirectly, too. In 
part, indirect effects are manifest in the greater relative tax burden on compliant formal 
firms, as noted above, while a related impact is to be found where formal firms share 
markets with informal producers. They may well find themselves at a disadvantage – 
even when they are more productive – because of the lower production costs of informal 
firms who avoid taxes and compliance with other laws and regulations.

Comprehensive strategies are needed to address informality

As a result, strategies are needed to further discourage informal employment and 
output. Economic growth and industrialisation alone cannot be relied upon to reduce 
informality, particularly as informality itself already slows growth. Apart from low 
income levels, institutional and other factors are conducive to the rise of informality. 
What is needed are comprehensive policy responses that deter disruptive informality 
without affecting the livelihoods of the poor and marginalised workers who depend 
on informal income sources. These may include elements of reform that address four 
policy areas: judicial institutional capacities, investment in formal sector productivity 
and assistance for SMEs, the tax and regulatory environment, and targeted enforcement 
and concessions.

Reforming legal and judicial institutions

Informal activities can be curbed if formality is a more attractive proposition. To 
that end, policy makers should improve governance and administration, particularly 
with respect to the rule of law and the judicial system as a whole, contract enforcement, 
and the protection of property rights. These fundamental institutions are relatively 
underdeveloped among a number of countries in Emerging Asia that rank poorly in 
international comparisons of the ease of dispute settlement and of property registration, 
among other issues. Even countries that perform fairly well overall in the World Bank 
report, Doing Business 2014, are ranked low in areas of critical importance when it comes 
to addressing informality. Brunei Darussalam, for instance, is ranked 59th overall out 
of 189 countries, but 161st on enforcing contracts. Cambodia, India and Myanmar also 
perform poorly on contract enforcement, coming 162nd, 186th and 188th, respectively.

The strengthening of fundamental institutions may, in turn, require legislative and 
organisational change. Broad-based reforms may also help to boost tax morale, as an 
improved image of effective, credible government is more likely to coax individuals and 
firms into paying their taxes. Addressing corruption at all levels through strengthened 
government oversight bodies and civil service reforms is also important to ensuring the 
rule of law and improving the public image of government. 
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Supporting SMEs

At the same time, governments can help more dynamic formal sectors to emerge. 
Since informal firms often tend to be small and SMEs offer considerable potential for 
growth in Emerging Asia, policies encouraging formalisation and supporting productivity 
growth among SMEs should also help to reduce informality. Expanded access to training 
and finance is particularly important for SMEs. Broadly speaking, they thrive where 
there are strong financial and education systems, though they may also benefit from 
additional SME specific schemes like targeted programmes and indirect financial 
support such as loan guarantees. At the same time, efforts to increase SME awareness 
of the costs of informality and opportunities to formalise through public information 
campaigns complement broader policy reforms.

Rethinking tax regulation and administration

As part of efforts to discourage informality, some countries should give thought to 
the direct costs, levels of taxation, and regulations that weigh on the private sector. They 
may well have to reform the nature and administration of companies’ legal obligations 
in order to encourage the growth of the formal sector. For the same average tax rate, 
changes in the structure of taxation and reforms benefitting smaller firms – such as tax 
exemptions on reinvested earnings or tax credits for investment and job creation – could 
be part of a comprehensive strategy to reduce informality.

Regulatory and administrative barriers – including those related to tax administration 
– are high in several Emerging Asian economies. Administrative barriers in starting new 
firms – a very important factor behind informality – are often relatively high in the 
region and in need of reform. The problem of low-level corruption among public officials 
is related to and often a result of complex administrative barriers. This is a particularly 
large challenge in the CLM countries; in Myanmar in 2014, for example, 35% of formal 
firms reported being asked for a bribe by tax inspectors.

Additional measures targeting informality

In addition to these broad policy reforms, targeted enforcement of and, possibly, 
concessions for non-compliant firms and industries prone to informality may be useful. 
Informality in the region tends to be concentrated in smaller firms operating away from 
the modern, international sectors of the economy – sectors that may be useful targets of 
anti-informality policy reforms. Targeted strategies should also seek to simultaneously 
formalise firms, their competitors, suppliers, customers and even lenders from the 
informal financial sector. Such a broad approach would help to alleviate concerns over 
lost cost competitiveness and offer opportunities to formalise business-to-business and 
financial relationships. In many cases, stepped-up enforcement and legal deterrents will 
still be needed alongside these targeted approaches. Recent investments in Indonesia in 
expanding the number of tax office employees and reforms in Viet Nam to amend the 
statute of limitations on firms’ and individuals’ tax procedure violations and increase 
the size of maximum fines, for example, should help to encourage greater compliance.
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