


1Economic outlook for SouthEaSt aSia, china and india 2016: Enhancing rEgional tiES © oEcd 2016

Overview: Promoting growth through 
structural reform and regional integration

Key messages
Outlook and general assessment 

•	 Real	growth	in	Emerging	Asia	(Southeast	Asia,	China	and	India)	will	experience	mild	moderation	
in	2015,	at	6.5%,	and	is	projected	to	moderate	gradually	over	the	medium-term	(2016-20)	to	an	
average	of	6.2%	annually.	Growth	in	China	will	continue	to	slow	while	growth	in	India	picks	up	
to	one	of	the	highest	levels	in	the	region.	Growth	in	the	ASEAN	(Association	of	Southeast	Asian	
Nations)	region	will	be	similar	and	is	projected	to	average	4.6%	in	2015	and	5.2%	over	2016-20,	led	
by	growth	in	the	Philippines	and	Viet	Nam	among	the	ASEAN-5	and	the	CLM	(Cambodia,	Lao	PDR	
and	Myanmar)	countries.	Private	consumption	will	be	a	large	contributor	to	overall	growth,	while	
exports	will	contribute	less	than	during	most	of	the	prior	decade.

•	 The	region	will	have	to	cope	with	potential	external	and	domestic	risks	to	sustain	its	growth	
momentum.	The	slowdown	in	China’s	economy	will	continue	to	affect	the	growth	prospects	of	the	
rest	of	the	region	as	export	demand	drops	and	investment	flows	decline,	though	countries	vary	
in	their	 level	of	exposure	to	these	risks.	The	prospect	of	United	States	monetary	normalisation,	
beginning	in	the	near	future,	is	expected	to	have	relatively	more	mild	impacts	on	the	region,	but	
may	also	be	a	cause	for	concern	in	some	cases.	Much	of	Emerging	Asia	has	seen	slowing	productivity	
growth	since	the	global	financial	crisis.	This	trend	will	need	to	be	reversed	for	growth	to	pick	up.

Special focus for 2016 edition: Enhancing regional ties 

•	 Regional	integration	efforts	have	intensified	at	varying	levels	over	the	years	to	implement	the	
regional	integration	initiatives	of	ASEAN,	ASEAN+3	and	ASEAN+6.	Current	efforts	are	still	not	
enough	to	achieve	integration	targets	despite	important	and	positive	achievements.	In	particular,	
ASEAN	countries	need	to	take	active	steps	to	realise	a	single	economic	market	by	2015	and	beyond,	
and	make	additional	efforts,	including: i)	co-ordinating	between	regional	initiatives	and	national	
agendas,	and	regional	and	sub-regional	initiatives,	avoiding	duplication	and	moving	in	the	same	
direction; ii)	reducing	disparities	in	the	region	by	supporting	the	further	development	of	the	CLM	
countries; iii) moving	 towards	a	 “Global	ASEAN”	 that	 is	 integrated	 in	 the	global	economy	and	
stronger	 ties	with	 the	ASEAN+3	and	ASEAN+6	 frameworks;	 and	 iv)	 strengthening	monitoring	
capacity	through	better	indicators	and	peer	learning	to	make	the	regional	agenda	more	effective.

•	 Addressing	important	policy	areas	in	the	2016-25	integration	agenda	that	were	not	addressed	
adequately	in	pre-2015	agendas,	is	critical.	This	particularly	pertains	to	the	issues	of	green	growth	and	
renewable	energy	and	private	sector	development.	First,	the	region	should	tap	into	its	considerable	
potential	in	renewable	energy	to	meet	growing	demand.	Tariffs	and	non-economic	barriers	slow	
integration	 and	 impede	 opportunities	 for	 improved	 efficiency	 in	 the	 renewable	 energy	 sector.	
Hydropower	from	the	Mekong	River,	for	example,	is	progressing	and	remains	a	promising	source	of	
future	generating	capacity	to	be	exported	throughout	the	region.	Second,	greenfield	investments	
have	 declined,	 in	 particular,	 in	 the	manufacturing	 sector	 and	mergers	 and	 acquisitions	 (M&A)	
investment	has	been	limited	to	specific	sectors	and	specific	countries	in	the	region.	Local	business	
can	take	advantage	of	the	changes	related	to	the	ASEAN	Economic	Community	and	expand	their	
operations	across	ASEAN,	transforming	to	be	real	regional	entities	or	“ASEAN	enterprises”.

Structural policy country notes

•	 While	the	structural	policy	priorities	for	Emerging	Asia	countries	are	highly	diverse,	many	of	
these	countries	have	set	goals	for	improving	inclusive	and	sustainable	development,	recognising	
the	need	for	high-quality	growth.	Formulating	new	development	strategies	will	require	adopting	a	
comprehensive	package	of	reforms	for	SMEs,	finance,	infrastructure,	labour	market,	environmental	
policy	 and	 in	 the	 agriculture,	 education,	 social	 security	 and	 tourism	 sectors.	 Overall,	 the	
implementation	of	development	plans	in	Emerging	Asia	needs	to	improve.	



32 Economic outlook for SouthEaSt aSia, china and india 2016: Enhancing rEgional tiES © oEcd 2016 Economic outlook for SouthEaSt aSia, china and india 2016: Enhancing rEgional tiES © oEcd 2016

Outlook for 2015-20

Growth	in	the	Emerging	Asia	region	(Southeast	Asia,	China	and	India)	shows	mild	
moderation	but	will	remain	robust	at	an	average	rate	of	6.5%	real	gross	domestic	product	
(GDP)	growth	in	2015.	In	the	medium	term,	growth	in	the	region	is	projected	to	average	
6.2%	 per	 year	 over	 2016-20,	 according	 to	 the	 most	 recent	 Medium-Term	 Projection	
Framework	for	this	edition	of	the	Outlook	(MPF-2016)	(Table	1).	This	is	noticeably	below	
the	7%	rate	of	growth	over	2011-13,	due	mainly	to	China’s	slowing	growth.	The	growth	
slowdown	 in	 China	will	 also	 place	 downward	 pressure	 on	 growth	 in	 the	 rest	 of	 the	
region.	The	 ten	ASEAN	countries	 together	are	projected	 to	grow	at	4.6%	 in	2015	with	
an	annual	average	rate	of	5.2%	over	2016-20.	In	general,	the	Southeast	Asia	region	will	
maintain	a	favourable	growth	performance	in	the	medium	term.

Table	1. Real GDP growth of ASEAN, China and India
Annual	percentage	change

Country 2014 2015 2016 2016-20 (average) 2011-13 (average)

ASEAN-5 

Indonesia 5.0 4.7 5.2 5.5 6.2

Malaysia 6.0 4.6 4.6 5.0 5.2

Philippines 6.1 5.9 6.0 5.7 5.9

Thailand 0.9 2.7 3.1 3.6 3.2

Viet Nam 6.0 6.4 5.9 6.0 5.6

Brunei Darussalam and Singapore

Brunei Darussalam -2.3 -1.4 0.5 1.8 0.9

Singapore 2.9 2.1 2.4 2.6 4.1

CLM countries 

Cambodia 7.0 7.0 7.1 7.3 7.3

Lao PDR 7.4 6.9 7.0 7.3 8.1

Myanmar 7.7 8.2 8.2 8.3 6.9

China and India

China 7.3 6.8 6.5 6.0 8.2

India 7.3 7.2 7.3 7.3 5.5

Average of ASEAN 10 countries 4.6 4.6 4.9 5.2 5.4

Average of Emerging Asia 6.7 6.5 6.4 6.2 7.0

Note:	The	cut-off	date	of	data	is	2	November	2015.	Weighted	averages	are	used	for	ASEAN	and	Emerging	Asia.	The	
results	of	China,	India	and	Indonesia	(2015	and	2016	projections)	are	based	on	the	OECD Economic Outlook 98.	
Source:	OECD	Development	Centre,	MPF-2016	(Medium-Term	Projection	Framework).	For	more	information	on	
MPF,	please	see	www.oecd.org/dev/asia-pacific/mpf.htm.	

Growth prospects in Emerging Asia

The	Philippines	 and	Viet	Nam	are	projected	 to	 show	 robust	 growth	at	 an	annual	
average	 rate	 of	 around	 6%	 over	 2016-20.	Viet Nam’s	 growth	 has	 been	 led	 by	 a	 rapid	
acceleration	 of	 fixed	 investment,	 strong	 foreign	 direct	 investment	 (FDI)	 inflows	 and	
robust	 consumption.	 Together,	 these	 components	 account	 for	 most	 of	 overall	 real	
growth,	as	net	exports	have	restrained	overall	growth	due	to	strong	imports.	In	general,	
the	private	sector’s	performance	has	improved,	with	strong	retail	sales	growth,	although	
structural	adjustments	in	the	state-owned	enterprise	and	banking	sectors	will	weigh	on	
growth	somewhat.	The	Philippines	has	benefitted	from	strong	momentum	in	domestic	
demand,	 buoyed	 by	 growing	 remittances.	 The	 Philippines	 is	 also	 benefitting	 from	 a	
significant	improvement	in	its	attractiveness	as	an	FDI	destination.	Growth	prospects	
reflect	the	countries’	improved	macroeconomic	fundamentals	and	their	plans	to	develop	
infrastructure.	 However,	 risks	 remain	 as	 job	 creation	 and	 the	 business	 environment	
need	to	be	improved.	

ovErviEw: Promoting growth through Structural rEform and rEgional intEgration
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Indonesia,	Southeast	Asia’s	 largest	economy,	has	experienced	mild	moderation	 in	
its	real	growth	with	both	domestic	and	external	demand	slowing	to	5.5%	in	the	medium	
term.	Private	consumption	has	expanded	moderately.	The	government	has	attempted	
to	boost	investment	by	doubling	the	infrastructure	budget	for	2015,	but	execution	has	
been	delayed.	While	the	Indonesian	currency	has	depreciated	considerably,	partly	due	
to	falling	commodity	prices,	export	growth	has	been	very	weak	on	the	back	of	stagnant	
external	demand.	Economic	growth	in	Malaysia	weakened	during	the	first	half	of	2015.	
The	weakness	was	caused	by	deteriorating	external	demand	as	a	result	of	the	economic	
slowdown	in	China,	its	major	trading	partner,	and	by	the	persistence	of	low	international	
oil	prices	in	the	first	half	of	the	year.	However,	the	ringgit’s	depreciation	may	support	
non-commodity	exports	in	the	future.	

While	political	turmoil	had	a	large	negative	impact	on	growth	in	Thailand	in	2014,	
the	country	experienced	modest	GDP	growth	of	2.7%	in	2015.	While	exports	remain	weak,	
the	recovery	in	tourist	arrivals	that	began	in	the	summer	of	2014	and	continued	into	2015	
is	a	promising	sign.	However,	the	transition	process	to	democracy	must	be	monitored	
carefully	to	ensure	that	it	does	not	lead	to	macroeconomic	instability.	Thailand’s	growth	
performance	in	the	medium	term	should	improve	gradually	from	that	of	recent	years.

Growth	performance	in	Brunei	Darussalam	and	Singapore	is	projected	to	improve	
considerably	over	the	medium	term	despite	the	recent	international	oil	price	shock	and	
weaker	than	expected	global	growth	compared	to	the	past	few	years.	Rising	oil	prices	
will	allow	Brunei Darussalam	to	record	positive	growth.	Labour	shortages	and	slowing	
productivity	 growth	 will	 keep	 Singapore’s	 real	 growth	 noticeably	 below	 the	 pace	 of	
2003-07.	 Singapore’s	 weak	 performance	 is	 largely	 attributable	 to	 slowing	 domestic	
demand.	While	service-sector	growth	has	declined	compared	 to	2014,	 it	 continues	 to	
prop	up	overall	growth,	particularly	due	to	strong	contributions	from	finance,	insurance	
and	business	services.

Growth	in	the	CLM	countries	(Cambodia,	Lao	PDR	and	Myanmar)	is	projected	to	lead	
that	of	 the	ASEAN	region,	with	 real	GDP	growth	rates	of	more	 than	7%	over	2016-20.	
Recovery	of	the	agricultural	sector	and	development	of	the	tourism	sector	and	industry	
will	 underpin	 real	 growth	 in	Cambodia	 and	Lao PDR.	 Growth	 in	Myanmar,	which	 is	
now	the	fastest	in	the	region,	should	continue	to	accelerate	as	FDI	continues	to	rise	and	
as	 economic	 reforms	 spur	 the	private	 sector’s	 rapid	development.	 Prospects	 in	 these	
countries,	however,	will	depend	on	maintaining	adequate	control	of	rapidly	rising	credit	
and,	especially	in	Myanmar,	on	sustaining	the	momentum	of	economic	reforms.

The	growth	prospects	of	China	and	India	are	expected	to	differ	from	past	patterns	
as	they	face	different	internal	conditions.	China’s	economy	slows	while	India’s	growth	
remains	robust	over	the	medium	term.	Continued	investment	in	infrastructure	in	China	
is	helping	to	support	overall	investment,	though	this	stimulus	is	unsustainable	in	the	
longer	term.	Growth	is	slipping	elsewhere	as	adjustments	are	underway	in	manufacturing	
to	manage	longstanding	challenges	from	excess	capacity.	India,	on	the	other	hand,	 is	
seeing	 increased	 investment	 rates,	 thanks	 to	 public	 infrastructure	 development	 and	
private	 investment	motivated	by	 improvements	 in	the	business	environment,	 though	
passing	some	key	structural	 reforms	 is	proving	difficult.	 Private	consumption	 is	also	
increasing,	 thanks	 in	 part	 to	 higher	 wages	 and	 improved	 benefits	 for	 public	 sector	
employees.	 Domestic	 financial	 risks	 remain	 potential	 barriers	 to	 continued	 growth	
in	India,	particularly	large	non-performing	loans	and	the	high	leverage	ratios	of	some	
firms.

ovErviEw: Promoting growth through Structural rEform and rEgional intEgration
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Key	points	of	the	economic	outlook	and	assessment	are	as	follows:

•	 Real	growth	in	Emerging	Asia	will	experience	mild	moderation	in	2015,	averaging	
6.5%,	and	 is	projected	to	moderate	gradually	over	 the	medium-term	(2016-20)	 to	
6.2%	annually.	Growth	in	China	will	continue	to	slow	while	growth	in	India	picks	
up	to	one	of	the	highest	rates	in	the	region.	Growth	in	the	ASEAN	region	will	be	
similar	 and	 is	 projected	 to	 average	 4.6%	 in	 2015	 and	 5.2%	 over	 2016-20,	 led	 by	
growth	of	the	Philippines	and	Viet	Nam	among	ASEAN-5	and	the	CLM	countries.	
Private	consumption	will	be	a	 large	contributor	to	overall	growth,	while	exports	
will	contribute	less	than	during	most	of	the	prior	decade.	

•	 China	and	most	of	the	ASEAN-5	countries	will	continue	to	record	current	account	
surpluses,	 although	 at	 a	 lower	 level	 relative	 to	 GDP	 than	 during	 2003-07.	 This	
narrowing	reflects	the	increased	importance	of	consumption	relative	to	investment	
in	driving	real	GDP	growth.	The	CLM	countries	will	continue	to	run	current	account	
deficits,	and	India’s	deficit	will	increase	modestly.

•	 Fiscal	balances	in	relation	to	GDP	are	projected	to	remain	stable.	Sustaining	sound	
fiscal	positions	while	meeting	development	needs	will	depend	on	the	success	of	
further	reforms	to	strengthen	budget	planning	and	implementation	and	to	improve	
the	effectiveness	of	tax	administration.	Recent	subsidy	reforms	in	some	countries	
will	contribute	positively	to	their	fiscal	positions.

The region will have to cope with potential external and domestic risks to sustain 
growth momentum

•	 The	slowdown in China’s economy	will	 continue	 to	affect	 the	growth	prospects	
of	 the	 rest	of	 the	 region	as	export	demand	drops	and	 investment	 flows	decline.	
Countries	vary	in	their	level	of	exposure	to	these	risks.	

•	 The	 prospect	 of	 US monetary normalisation,	 beginning	 in	 the	 near	 future,	 is	
expected	 to	have	 relatively	more	mild	 impacts	on	 the	 region,	but	may	also	be	a	
cause	for	concern	in	some	cases.	

•	Much	 of	 Emerging	 Asia	 has	 seen	 slowing productivity growth	 since	 the	 global	
financial	crisis.	This	trend	will	need	to	be	reversed	for	growth	to	pick	up.

•	 Growth	 in	 the	 region	could	benefit	 from	opportunities	arising	 from	the	ongoing	
creation	 of	 the	 ASEAN Economic Community and other regional integration 
initiatives,	 such	as	ASEAN+3	and	ASEAN+6.	Further	acceleration	of	 the	 regional	
integration	 process	 would	 be	 key	 (see	 the	 thematic	 focus	 of	 this	 Outlook	 in	
Chapters	2-5	for	a	more	detailed	discussion).

The impact of China’s slowdown on the region could be observed through various 
channels

•	 Exports	are	the	primary	channel	through	which	the	effects	of	China’s	slowdown	
are	 being	 transmitted	 to	 the	ASEAN	 region.	Merchandise	 exports	 to	China	 as	 a	
share	of	GDP	vary	considerably	among	the	ASEAN	countries,	ranging	from	about	
12%	 for	Malaysia	 and	 6-8%	 for	 Singapore,	 Thailand	 and	Viet	Nam	 to	 as	 little	 as	
3%	 for	 Indonesia	 and	 the	 Philippines.	 The	 exports	 of	many	 ASEAN-5	 countries	
are	 integrated	with	China	 through	regional	production	chains.	As	a	 result,	 their	
aggregate	ratios	of	exports	to	China	with	respect	to	GDP	somewhat	overstate	their	
sensitivity	to	China’s	slowdown	for	two	related	reasons.	First,	the	products	exported	
to	China	from	many	ASEAN-5	countries	make	intensive	use	of	parts	imported	from	
Japan,	Korea	and	other	Asian	countries.	Second,	many	exports	of	the	ASEAN-5	and	
ASEAN	countries	to	China	are	used	to	produce	exports	that	go	to	other	regions,	not	
for	domestic	final	use.	Nevertheless,	sensitivity	is	still	substantial	and	greatest,	for	
instance,	for	Malaysia,	Singapore	and	Thailand.	

ovErviEw: Promoting growth through Structural rEform and rEgional intEgration
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•	FDI	 is	 another	 potential	 source	 of	 exposure	 of	 the	 ASEAN	 region	 to	 China’s	
slowdown.	 FDI	 inflows	 from	 China	 into	 a	 number	 of	 ASEAN	 countries	 have	
increased	 rapidly	 since	 2009	 and	 have	 become	 an	 important	 overall	 source	 of	
foreign	investment,	particularly	in	Malaysia	and	Thailand.	

•	 The	 financial	 repercussions	 of	 China’s	 slowdown	 may	 also	 impact	 domestic	
financial markets	in	ASEAN	countries	and	could	complicate	their	macroeconomic	
management.		

•	 China’s	slowdown	may	also	aggravate	capital outflows	from	the	ASEAN	region	as	
monetary	policy	in	the	United	States	is	tightened.	Increasing	financial	links	among	
ASEAN	countries	and	China	may	also	increase	the	risk	of	spillovers	from	financial	
market	fluctuations	within	China	to	financial	markets	within	ASEAN.	

The	China	slowdown	could	be	primarily	a	demand	shock	to	ASEAN	countries	that	
can,	 in	principle,	be	at	 least	partially	mitigated	by	domestic	macroeconomic	policies.	
Most	ASEAN	countries	have	 some	 room	 for	monetary	 and	 fiscal	 stimulus	 to	 support	
growth	in	the	near	term.	Over	the	longer	term,	China’s	slowdown	and	the	conditions	
accompanying	it	are	likely	to	affect	the structure of output in many ASEAN countries.	
Rising	wages	in	China	have	created	incentives	to	shift	the	production	of	labour-intensive	
products,	such	as	textiles,	to	lower	income	countries	in	Asia	and	other	regions.	

The impact of US monetary normalisation will be moderate, though it raises risks

Monetary	tightening	 in	the	United	States	will	exert	upward	pressure	on	domestic	
interest	rates	and	downward	pressure	on	currencies	vis-à-vis	 the	US	dollar	across	the	
world,	 including	 in	Emerging	Asia.	The	rise	 in	US	short-term	 interest	 rates	will	place	
upward	pressure	on	short-term	 interest	 rates	 in	Emerging	Asia.	The	 rise	 in	domestic	
interest	rates	in	Emerging	Asia	countries	will	tend	to	slow	real	GDP	growth	in	the	near	
term,	 while	 currency	 depreciation	 will	 tend	 to	 stimulate	 exports	 and	 real	 growth.	
The	rise	in	US	interest	rates	is	also	likely	to	slow	further	financial	capital	inflows	into	
Asian	emerging	markets	as	their	return	advantage	over	US	assets	are	diminished	and	
international	 investors	 reduce	 the	weight	 of	 riskier	 emerging-market	 assets	 in	 their	
portfolios.	 Reduced	 capital	 inflows	may	 lead	 to	 further	 shocks	 to	 domestic	 financial	
markets	 through	 increased	 uncertainty,	 higher	 risk	 premiums	 and	 other	 channels.	
However,	 disruptions	 are	 more	 likely	 in	 countries	 where	 uncertainties	 about	 future	
economic	prospects	are	comparatively	high	and/or	where	serious	imbalances	in	external	
finances	 or	 in	domestic	 financial	markets	 exist.	 Countries	with	more	developed	 and	
deep	financial	markets	should	be	at	less	risk	than	those	with	less	developed	markets.	

•	 There	are	good	reasons	to	expect	that	US	monetary	tightening	will	not	have	such	
disruptive	effects	on	Emerging	Asia.	The	 tightening	has	been	anticipated	and	 is	
unlikely	to	surprise	markets,	unless	it	turns	out	to	be	significantly	larger	than	the	
increase	of	25	basis	points	now	expected.	The	criteria	determining	the	timing	of	
the	rate	rise	are	also	widely	understood.	Long-term	US	interest	rates	may	well	rise	
somewhat	as	policy	rates	increase,	but	probably	by	considerably	less	initially	than	
occurred	during	the	2013	taper	tantrum.

•	 These	 considerations	 suggest	 that	 the	 onset	 of	 US	monetary	 tightening	 is	most	
likely	to	depress	capital	inflows	to	the	ASEAN	region	moderately,	but	should	not	
lead	to	widespread	reversals	or	other	major	disruptions.	Both	short-	and	long-term	
interest	rates	are	likely	to	rise	somewhat	and,	unless	offset	by	domestic	monetary	
easing,	are	likely	to	produce	some	downward	pressure	on	real	growth	in	the	near	
term.	This	will	probably	be	less	than	that	resulting	from	the	growth	slowdown	in	
China.	

ovErviEw: Promoting growth through Structural rEform and rEgional intEgration
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•	A	 simulation	 of	 the	 impact	 of	 the	 US	monetary	 normalisation	 with	 a	 dynamic	
stochastic	 general	 equilibrium	 (DSGE)	model	 indicates	 that	higher	 interest	 rates	
in	 ASEAN-5	 countries	 decreases	 domestic	 investment,	 though	 net	 exports	 will	
increase	in	the	short	run	under	a	frictionless	model	setting.	The	net	effect	on	GDP	
of	these	changes	will	be	negative.	According	to	the	results	of	the	simulation,	such	
an	outcome	would	lower	the	GDP	of	the	ASEAN-5	as	a	whole	by	as	much	as	0.56%.	
The	impact	on	the	ASEAN-5	is	likely	to	be	much	greater,	at	0.68%	of	GDP,	if	the	US	
tightening	were	to	lead	to	increases	in	US	long-term	interest	rates	that	are	larger	
and	faster	than	those	during	the	2013	taper	tantrum	(Figure	1).	

Figure	1.	Impact of US monetary normalisation on GDP growth in ASEAN-5, 
2015-17
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Note:	Impacts	are	estimated	by	DSGE	approach.	Two	scenarios	for	the	speed	of	quantitative	easing	(QE)	tapering	
are	used.	In	scenario	1,	we	assume	that	QE	tapering	gradually	starts	at	2015	Q4	and	completes	at	late	2018	when	
the	US	real	interest	rate	reaches	the	historical	average	of	3.75%.	In	scenario	2,	we	consider	faster	QE	tapering:	
namely,	the	US	real	interest	rate	reaches	3.75%	at	2017	Q3.
Source:	OECD	Development	Centre	estimate.
12	http://dx.doi.org/10.1787/888933309313

Productivity growth slows in Emerging Asia

The	Emerging	Asia	 region	will	 face	 the	challenge	of	slowing	productivity	growth.	
These	trends	showing	a	slowdown	of	growth	in	GDP	and	productivity	are	evident	even	
from	before	the	global	financial	crisis	(Figure	2).	At	the	aggregate	level,	potential	GDP	
declines	in	ASEAN	economies,	China	and	India	after	the	global	financial	crisis	of	late	
2000s.	The	decline	in	productivity	is	one	of	the	factors	contributing	to	the	slowdown.	
However,	the	extent	of	slowdown	differs	across	countries	and	sectors.

Slowing	productivity	growth	 in	 the	post-crisis	period	has	not	been	spread	evenly	
across	 all	 sectors	 of	 the	 Emerging	 Asia	 economies,	 with	 some	 areas	more	 seriously	
affected	than	others	(Figure	3).	The	financial	sectors	in	particular	of	most	of	the	largest	
economies	in	the	region	(ASEAN-5,	Singapore,	China	and	India)	have	been	affected.	With	
the	exception	of	 India	and	China,	 the	productivity	of	 financial	activities	 relative	 to	a	
country’s	 average	 productivity	 has	 fallen	 between	 the	 periods	 before	 and	 after	 2007.	
Construction	 sector	 productivity	 similarly	 has	 grown	 relatively	 slowly,	 except	 in	 the	
Philippines.	Relatively	poor	growth	rates	have	also	been	seen	in	agriculture,	hunting,	
forestry	and	fishing,	and	in	community,	social	and	personal	services	in	most	countries.	
The	manufacturing	sectors	of	several	countries,	on	the	other	hand,	have	been	relatively	
resilient.	Manufacturers’	productivity	growth	has	exceeded	the	national	average	growth	
rates	of	the	region’s	largest	eight	countries	with	the	exception	of	Indonesia	and	China.	
Results	in	other	key	sectors	have	been	mixed.	
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Figure	2.	Potential GDP in Emerging Asian countries 
Logarithm	of	annual	potential	growth
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Note:	Potential	output	was	estimated	by	DSGE	approach.
Source:	OECD	Development	Centre	estimate.
12	http://dx.doi.org/10.1787/888933309323

Figure	3.	Relative labour productivity by selected sectors in Emerging Asia 
Logarithm	of	relative	labour	productivity	growth
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Note:	These	numbers	are	differences	of	relative	labour	productivity	between	“before	2007”	and	“after	2007”.	It	is	
positive	when	the	sector	productivity	grows	faster	than	other	sectors	within	each	country	and	negative	when	
the	sector	productivity	grows	more	slowly	than	other	sectors.
Source:	OECD	Development	Centre	estimate.
12	http://dx.doi.org/10.1787/888933309331

Improvements	 in	 productivity	 are	 essential	 to	 drive	 continued	 economic	 growth	
in	 Emerging	 Asia’s	 wealthier	 economies.	 While	 their	 GDP	 growth	 rates	 have	 been	
impressive,	many	emerging	economies	around	the	world	have	seen	slowing	or	stalled	
rates	 of	 growth	 as	 they	 have	 approached	 the	 levels	 of	 high-income	 countries.	 This	
so-called	 “middle-income	 trap”	 results	 from	 the	 difficulties	 faced	 by	 economies	 in	
transitioning	 from	 previous	 growth	 strategies	 –	 such	 as	 those	 based	 on	 structural	
transformation,	 demographic	 change	 and	 factor	 accumulation,	 which	 naturally	 face	
limitations	–	to	more	sustainable	productivity-driven	growth	and	the	development	of	
technologically	intensive	economies.		
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Estimates	by	the	OECD	Development	Centre	show	that	even	in	the	best-case	scenario,	
it	will	take	some	time	for	Emerging	Asia’s	middle-income	countries	to	reach	high-income	
status	(Figure	4).	Malaysia	is	expected	to	be	the	first	to	join	this	group	in	2021,	followed	
by	China	 in	2028.	Reaching	this	status	 is	expected	to	 take	 longer	 for	Thailand	 (2035),	
Indonesia	(2043)	and	the	Philippines	(2048).	These	estimates	place	Viet	Nam	and	India	
last	 among	current	middle-income	countries	 in	Emerging	Asia	 to	 leave	 this	 group	 in	
2054	and	2055,	respectively.	

Figure	4.	Updated best-case scenario simulation of estimated time required  
for middle-income countries in Emerging Asia to become high-income countries
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Note:	Based	on	World	Bank	criteria	for	classifying	economies,	high-income	countries	are	defined	as	having	gross	
national	income	(GNI)	per	capita	above	12	376	in	2014.	Growth,	consumer	price	index	(CPI)	and	exchange	rate	
prospects	in	this	simulation	are	in	line	with	MPF-2014.	Population	projections	are	based	on	United	Nations	data.	
Updated	from	the	original	estimate	in	the	Economic Outlook for Southeast Asia, China and India 2014.
Source:	OECD	Development	Centre’s	simulation,	based	on	MPF-2016.
12	http://dx.doi.org/10.1787/888933309340

Regional integration in ASEAN and Emerging Asia

Emerging Asia’s progress in regional integration has been mixed

Regional	 integration	 in	 Emerging	 Asia	 is	 progressing	within	 various	 frameworks	
since	the	1980s,	gradually	expanding	in	geographic	scope	and	depth	of	issues	addressed.	
Attempts	 at	 regional	 economic	 integration	 in	 Asia	 started	 almost	 four	 decades	 ago	
with	the	countries	in	Southeast	Asia	leading	the	way.	Various	frameworks	for	regional	
integration,	including	those	associated	with	ASEAN,	ASEAN+3	and	ASEAN+6	have	been	
used	to	build	co-operative	solutions	to	a	range	of	 issues	of	shared	concern.	ASEAN+3	
integration	 initiatives	 have	 been	 pursued	 in	 different	 areas,	 particularly	 in	 finance,	
tourism,	agriculture	and	forestry,	energy,	minerals,	the	environment	and	social	welfare.	
ASEAN+6	 leaders	 stated	 their	 commitment	 to	 continue	 co-operation	 in	 many	 areas	
such	as	trade,	 investment,	 finance,	environment	and	energy,	education,	global	health	
issues,	disaster	management	and	connectivity.	More	recently,	progress	has	been	made	
in	trade	and	investment,	and	the	Regional	Comprehensive	Economic	Partnership	(RCEP)	
currently	under	negotiation	is	strengthening	economic	ties	in	the	region.

The	establishment	of	the	ASEAN	Economic	Community	is	seen	as	a	major	milestone.	
Progress	made	and	remaining	challenges	in	deepening	regional	integration	vary	across	
key	 policy	 areas	 (Table	 2):	 trade	 in	 goods;	 trade	 in	 services;	 investment	 and	 capital	
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market	 liberalisation;	 competition	 and	 consumer	 protection;	 intellectual	 property;	
infrastructure	and	connectivity;	small-	and	medium-sized	enterprises;	food,	agriculture	
and	 forestry;	 tourism;	 human	 and	 social	 development;	 and	 the	 Initiative	 for	 ASEAN	
Integration	(IAI).

Table	2.	Summary: Assessment of progress in integration in key policy areas

Policy area Assessment of progress 

Trade in goods Intra-regional tariffs are falling and intra-regional trade is increasing, trade agreements are being 
made, and trade facilitation is improving, but non-tariff measures remain a challenge. 

Trade in services Progress in facilitating services trade has been uneven, and deeper reforms are needed in some 
countries.

Investment and capital market 
liberalisation

Liberalisation has been uneven by country and sector, and investors remain concerned by high 
costs of doing business, weak intra-ASEAN banking facilities, though the Chiang Mai Initiative 
Multilateralisation and Asian Bond Market Initiative are promoting regional stability and financial 
integration.

Competition and consumer 
protection

ASEAN members are sharing best practices, but work remains to be done on policy harmonisation 
and the establishment of regional-level initiatives. 

Intellectual property (IP) Co-operation between IP offices has improved and work is being done to further develop local 
capacities.

Infrastructure and connectivity Further improvements will be needed on road, rail and maritime connectivity, and institutional 
barriers are being addressed gradually.

Small- and medium-sized 
enterprises (SMEs)

Several major programmes offer support to SMEs in operating domestically or internationally, but 
access to finance and technology is a challenge for these firms in some countries. 

Food, agriculture and forestry Regional frameworks are improving food security, but more could be done to protect fisheries, 
forestry and wildlife. 

Tourism Co-operation is progressing on tourism promotion, the establishment of common standards and 
visa facilitation.

Human and social development Education system harmonisation and collaborative research initiatives have been established, and 
co-operation through broader regional frameworks is progressing. 

Initiative for ASEAN Integration (IAI) A large number of projects are planned under the IAI, though implementation rates are low. 

The	greatest	improvements	in trade	have	been	through	the	reduction	of	tariffs,	which	
has	helped	to	boost	intra-regional	trade.	Overall,	intra-regional	tariffs	have	fallen	rapidly	
over	the	last	decade	(to	 just	0.04%	among	the	advanced	ASEAN	economies	and	1.33%	
among	CLMV	countries	 in	2014),	and	 intra-regional	 trade	 increased	from	17%	in	1990	
to	24%	in	2014,	indicating	the	region’s	greater	openness.	While	significant	progress	has	
been	made	on	reducing	tariffs,	the	presence	of	non-tariff	measures	(NTMs)	continues	to	
inhibit	the	free	flow	of	goods.	Trade	facilitation	has	improved	largely	due	to	streamlined	
customs	procedures	through	Mutual	Recognition	Arrangements	 (MRAs).	Progress	has	
been	made	 in	harmonising	 standards	particularly	 in	 the	automotive,	 electronics	 and	
cosmetics	sectors,	but	some	countries	lag	behind.	Free	trade	agreements	between	the	
ASEAN+6	 countries	have	 facilitated	a	 growth	 in	 trade	among	 these	 countries,	which	
should	benefit	further	from	the	RCEP	agreement	currently	being	negotiated.

While	 trade in services	 plays	 an	 increasingly	 important	 role	 in	 the	 economies	
of	 Emerging	 Asia	 in	 general,	 more	 gradual	 progress	 has	 been	 made	 in	 facilitating	
such	 trade.	 Reforms	 such	 as	 the	 ASEAN	 Framework	 Agreement	 on	 Services	 (AFAS)	
and	 sectoral	 MRAs	 have	 made	 only	 limited	 progress.	 MRAs	 are	 most	 advanced	 in	
engineering	and	architecture	and	even	then	fall	short	of	requirements	for	the	ASEAN	
Economic	Community	(AEC).	Regulatory	and	legislative	reforms,	such	as	to	labour	laws	
and	professional	regulations,	would	be	needed	to	implement	MRAs	in	some	countries.

Since	 the	 implementation	 of	 the	 ASEAN	 Investment	 Agreement	 in	 1998,	 ASEAN	
has	been	committed	to	strengthening	its	investment	regime.	While	progress	has	been	
made,	establishing	the	region	as	a	single	investment	market	is	not	easy.	Liberalisation	
rates	 under	 the	 ACIA	 (ASEAN	 Comprehensive	 Investment	 Agreement)	 indicate	 that	
the	 relatively	 less	 developed	 ASEAN	 countries	 tend	 to	 be	 more	 open	 to	 investment	
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in	 agriculture	 and	 mining	 while	 other	 ASEAN	 members	 tend	 to	 be	 more	 open	 to	
manufacturing.	The	region’s	high	costs	of	doing	business	are	still	another	concern	for	
investors	in	ASEAN.	Intra-ASEAN	banking	facilities	remain	weak,	which	is	a	particular	
concern	 for	 cross-border	 trade	 and	 investment.	 Reforms	 are	 underway	 through	 the	
implementation	 of	 the	 ASEAN	 Banking	 Integration	 Framework,	 and	 multilateral	
currency	swap	arrangements	are	in	place	to	provide	liquidity	in	times	of	need.	Regional	
stability	and	financial integration	are	being	improved	through	the	Chiang	Mai	Initiative	
Multilateralisation	(CMIM)	and	Asian	Bond	Market	Initiative	(ABMI),	established	by	the	
ASEAN+3	framework.	Reforms	to	the	structure	of	the	CMIM	and	increased	monitoring	
are	making	the	arrangement	more	useful	to	the	region.

Competition	 policy	 –	 as	 a	 key	 component	 of	 establishing	 a	 competitive	 economic	
region	–	exists	 to	prevent	anti-competitive	agreements	such	as	cartels	and	collusion,	
abuses	of	dominant	positions	through	predatory	or	exclusive	dealings,	and	mergers	or	
acquisitions	 that	 substantially	 reduce	 competition.	 ASEAN	 has	 taken	 a	 co-operative	
approach	 to	 addressing	 these	 problems.	 ASEAN	 members	 have	 sought	 to	 share	
experience	 and	best	 practice	 through	 the	ASEAN	Experts	Group	on	Competition	 and	
the	development	of	 regional	guidelines	on	competition	policy.	Although	non-binding,	
these	guidelines	serve	as	a	benchmark	for	members	to	assess	their	progress.	Currently,	
challenges	remain	as	members	have	a	long	way	to	go	until	the	eventual	harmonisation	
of	competition	policies.	Some	countries	continue	to	grant	favourable	treatment	to	state-
owned	enterprises,	thereby	undermining	competition.	Consumer	protection	initiatives	
at	a	regional	level	have	mainly	taken	the	form	of	information	sharing,	capacity	building	
and	 awareness	 raising	 programmes.	While	 the	 enforcement	 of	 consumer	 protection	
legislation	has	been	quite	weak,	 recent	 efforts	have	been	made	at	 strengthening	 the	
capacity	of	practitioners	in	the	region.

ASEAN	 members	 have	 adopted	 a	 more	 flexible	 approach	 to	 co-operation	 in	
intellectual property (IP)	since	1995	with	the	signing	of	the	ASEAN	Framework	Agreement	
on	 Intellectual	 Property	 Cooperation.	 Co-operation	 between	 IP	 offices	 has	 improved.	
The	 legal	and	policy	 infrastructure	of	ASEAN	countries	 that	wish	 to	accede	 to	global	
IP	agreements	 is	being	developed.	Developing	local	capacity	on	patent	and	trademark	
registration	and	enforcement	 is	also	 important.	Patent	Libraries,	 the	ASEAN	IP	Portal	
and	ASEAN	TMview	are	new	tools	that	provide	easy	access	to	information	on	patents,	IP	
legislation	and	trademarks,	respectively.

Progress	 is	 being	made	 in	 implementing	 the	Master	 Plan	 on	ASEAN	Connectivity	
(MPAC),	which	lays	out	the	key	strategies	and	essential	actions	required	to	connect	the	
region	through	enhanced	physical	 infrastructure,	effective	 institutions	and	processes	
and	 empowered	 people.	 Road	 infrastructure	 is	 being	 developed	 through	 the	 ASEAN	
Highway	Network	Programme.	The	worst	quality	 roads	are	being	eliminated	 in	most	
countries.	However,	more	remains	to	be	done	to	upgrade	roads	to	a	high-quality	level.	
The	Singapore-Kunming	Rail	Link,	a	long-running	project	to	enhance	rail	connectivity,	
remains	 stalled	 in	 several	 places.	 Only	 the	 Thailand-Cambodia	 link	 is	 scheduled	 for	
completion	 in	2015.	The	pace	of	 improving	maritime	connectivity	 is	also	slow	due	 to	
large	infrastructure	gaps	between	countries	and	continuing	use	of	restrictive	policies.	
To	 reduce	 institutional	 barriers,	 facilitation	 agreements	 have	 been	 signed	 for	 goods,	
transport	and	aviation.	However,	 they	still	await	ratification	 in	many	member	states.	
The	formation	of	a	Single	Aviation	Market	has	been	progressing	slowly.	The	signing	of	
Passenger	Air	Services	agreements	with	third	parties	prior	to	the	formation	of	a	single	
domestic	market	puts	ASEAN	carriers	at	a	disadvantage.
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The	AEC	Blueprint	calls	for	equitable	economic	development	to	reduce	inequalities	
both	within	 and	 between	member	 states.	 A	 key	 component	 of	 reducing	 inequalities	
within	countries	is	strengthening	small- and medium-sized enterprises	(SMEs)	as	they	
account	for	almost	all	enterprises	and	employment	in	ASEAN	member	states.	Several	
major	 programmes	 have	 been	 conducted	 to	 assist	 SMEs	with	 access	 to	 information,	
support	 services	 and	 training.	 Facilitation	 services	 are	 provided	 in	 most	 member	
countries	but	vary	in	the	type	of	services	provided.	Malaysia	and	Singapore	offer	fully	
fledged	 one-stop	 services	 while	 Thailand	 and	 Viet	 Nam	 offer	 a	more	 limited	 range.	
Support	 services	are	provided	by	members	 to	assist	SMEs	 integrate	 into	global	value	
chains.	However,	those	provided	by	CLM	countries	tend	to	suffer	from	budget	shortfalls	
and	can	lack	effective	co-ordination.	Access	to	finance	appears	to	be	more	of	a	problem	
in	some	member	states	than	in	others.	This	is	largely	due	to	the	lack	of	a	well-developed	
regulatory	framework,	credit	risk	guarantees	and	central	bureaus	for	credit	information.	
Large	gaps	also	remain	between	member	states	on	policies	to	promote	technology	and	
technology	transfer,	as	some	countries	are	attempting	 to	create	 technology	networks	
by	 linking	universities,	 research	and	development	 (R&D)	 labs,	 incubator	services	and	
government	agencies.

While	progress	is	being	made	in	improving	food security	and	in	developing	fisheries 
and	forestry	sectors,	regional	co-operation	in	managing	the	many	shared	challenges	in	
these	areas	has	been	limited.	Regional	 frameworks	for	co-operation	on	food	security,	
such	as	the	ASEAN	Integrated	Food	Security	Framework,	are	helping	to	reduce	risks	in	
periods	of	crises	and	 improve	 food	supply	over	 the	 longer	 term.	Although	 the	 region	
co-operated	 in	 developing	 the	 fisheries	 industry,	 fisheries	 management	 will	 need	
to	 address	 overfishing,	 illegal	 fishing,	 and	 safety	 and	 quality	 standards.	 Regional	
co-operation	 to	 implement	 international	 agreements	 to	 protect	 forestry	 and	wildlife	
exists,	and	regional	agreements	have	also	been	established,	but	could	be	more	effective.

Tourism is	a	fast-growing	sector	in	most	ASEAN	countries,	with	significant	potential	
to	act	as	a	driver	of	growth	and	source	of	job	creation.	Regional	initiatives,	which	have	
been	successful	 in	some	areas,	have	room	for	more	scope,	 though	more	work	will	be	
needed	in	integrating	air	travel	and	developing	the	growing	ecotourism	market.	Regional	
tourism	promotion,	agreements	on	tourism-related	labour	and	quality	standards,	and	
visa	facilitation	are	helping	to	upgrade	the	tourism	sector	in	ASEAN	and	facilitate	travel.	
Ecotourism	 is	 being	 developed	 in	 the	 region	 and	 remains	 promising,	 with	 regional	
co-operation	progressing	under	the	ASEAN	Ecotourism	Strategic	Plan.

The	 ASEAN	 Socio-Cultural	 Community	 implements	 specific	 initiatives	 on	
addressing	 the	 development	 gaps	 in	education, health and social protection	 through	
regional	co-operation.	Regional	initiatives	are	being	pursued	to	integrate	and	harmonise	
education	 systems	 and	promote	 collaborative	 research.	 Regional	 co-operation	 is	 also	
being	used	to	promote	entrepreneurship.	ASEAN+3	and	+6	co-operation	are	providing	
additional	 platforms	 for	 addressing	 regional	 concerns	 in	 education,	where	 quality	 is	
limited,	and	poverty	management,	among	other	fields.	Shared	plans	for	responding	to	
public	health	issues	and	natural	disasters	have	been	developed.

The	 Initiative for ASEAN Integration (IAI)	 was	 launched	 in	 2000	 to	 narrow	 the	
development	 gaps	 between	ASEAN-6	 and	CLMV.	 It	 is	 guided	 by	 the	 IAI	Work	 Plan	 II	
(2009-2015)	 that	 comprises	 245	 projects	 and	 182	 action	 lines.	 The	AEC	 component	 of	
the	 IAI	 has	 the	 largest	 number	 of	 action	 lines,	 but	 overall	 progress	 and	 the	 level	 of	
implementation	are	very	low.	Policy	areas	addressed	in	the	IAI	appear	to	be	unevenly	
distributed.	 The	 goods	 area	 for	 example	 has	 9	 projects	 for	 19	 action	 lines	while	 the	
services	area	has	15	projects	for	only	4	action	lines.	Most	projects	within	services	are	
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focused	on	training	in	tourism	promotion	and	management.	In	the	competitive	economic	
pillar	most	action	lines	are	devoted	to	infrastructure	development	with	a	large	number	
of	projects	focusing	on	training	in	maritime	and	road	safety.	A	few	training	courses	were	
held	on	competition	policy	drafting	procedures,	consumer	protection	and	intellectual	
property	systems,	but	no	projects	were	assigned	to	taxation	and	e-commerce.	A	handful	
of	workshops	have	been	held	on	food	safety	and	disaster	management.

Despite progress, post-2015 integration agenda must address remaining challenges

Strengthening	 regional	 ties	 –	 accelerating	 the	 economic	 community	 initiatives	 –	
is	 one	 of	 the	 best	 strategic	 responses	 to	 a	 changing	 global	 environment.	 Work	 has	
intensified	 at	 varying	 levels	 over	 the	 years	 to	 implement	 the	 regional	 integration	
initiatives	of	ASEAN,	ASEAN+3	and	ASEAN+6.	Current	 efforts	 are	 still	not	 enough	 to	
achieve	integration	targets	despite	important	and	positive	achievements.	Countries	in	
the	region	need	 to	 take	active	steps	 to	 realise	a	single	economic	market	by	2015	and	
beyond,	and	make	additional	efforts,	including:	

•	 Co-ordinating between regional initiatives and national agendas, and regional and 
sub-regional initiatives,	avoiding	duplication	and	moving	in	the	same	direction;

•	 Reducing disparities	 in	 the	region	by	supporting	 the	 further	development	of	 the	
CLM	countries;	

•	Moving	towards	a	“Global	ASEAN”	integration	in	the	global	economy	and	stronger 
ties with the ASEAN+3 and ASEAN+6 frameworks;

•	 Strengthening	monitoring capacity	–	which	 is	currently	still	weak	–	 to	make	the	
regional	agenda	more	effective;	

•	 Addressing	important	policy	areas	in	the	2016-25	agenda	that	were	not	addressed	
adequately	 in	 pre-2015	 agendas,	 particularly	 the	 issues	 of	 green growth and 
renewable energy	and private sector development.

Stronger institutional capacities would facilitate further integration

Institutional	 capacities	 at	 national	 and	 regional	 levels	 are	 critical	 elements	 in	
achieving	integration	goals.	Many	of	the	challenges	faced	due	to	insufficient	capacities	
can	 be	 addressed	 by	 carefully	 aligning	 planning	 and	 implementation	 at	 various	
organisational	 levels.	 In	 particular,	 incorporating	 national-level	 expertise	 in	 regional	
planning	processes,	holding	 regular	 consultations	between	 regional	and	sub-regional	
initiatives,	addressing	underdevelopment	in	the	CLM	countries,	and	better	monitoring	
and	co-operation	on	implementation,	such	as	through	peer	learning,	offer	benefits.	

More can be done in aligning national, regional and sub-regional planning

The	alignment	of	regional	integration	plans	and	national	medium-term	development	
plans	 can	 be	 used	 to	 signal	 national	 commitment	 to	 regional	 goals,	 such	 as	 those	
expressed	 in	 the	AEC.	 In	 general,	 national	 and	 regional	 targets	 in	 Southeast	Asia	do	
not	typically	align,	though	this	varies	according	to	the	country	and	sector	considered	
(Figure	5).	Loose	patterns	in	alignment	are	visible	between	national	plans	and	the	AEC	
Blueprint.	Some	policy	areas	are	similar	but	show	little	overlap	with	AEC	targets	and	
national	plans	for	the	implementation	of	specific	regional	integration	goals.	A	greater	
degree	of	alignment	with	aspects	of	the	AEC	Blueprint	is	seen	when	domestic	policy	is	
central	to	 implementation,	and	in	the	promotion	of	SMEs,	priority	 integration	sectors	
and	other	 industries	explicitly	covered	by	 the	Blueprint.	National	plans	often	 include	
goals	beyond	those	of	the	AEC,	such	as	an	emphasis	on	sustainable	development,	which	
may	complicate	the	achievement	of	regional	goals.
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Figure	5.	Alignment of national and regional targets in ASEAN
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Notes:	The	coverage	and	 targets	of	 recent	national	plans	of	eight	ASEAN	members	 (excluding	Singapore	and	
Brunei	Darussalam,	which	do	not	produce	comparable	development	plans)	are	compared	with	the	targets	of	the	
AEC	Blueprint,	grouped	into	19	policy	areas	as	in	the	AEC	Scorecard.	National	targets	were	compared	against	
each	category	and	defined	as	either	having	Strongly	aligned	(i.e.	sharing	at	least	part	of	an	explicit	target	in	the	
Blueprint),	Weakly	aligned	(i.e.	addressing	a	policy	area	identified	in	the	Blueprint	in	a	way	consistent	with	the	
latter’s	targets)	or	potentially	Inconsistent	(i.e.	explicitly	or	potentially	contradictory	to	one	or	more	targets	in	
the	Blueprint).	Cases	where	national	plans	were	silent	on	a	policy	area	identified	in	the	Blueprint	were	defined	
as	Non-aligned	 and	 left	 blank.	 The	mention	 of	 the	AEC	as	 a	 target	 overall	was	 added	 as	 a	 20th	 category	 of	
evaluation.
Source:	OECD	Development	Centre.
12	http://dx.doi.org/10.1787/888933309359

These	trends	suggest	areas	where	future	improvements	could	be	made	to	facilitate	
the	development	of	more	mutually	supportive	targets	at	the	national	and	regional	levels.	
They	also	show	that	planners	are	willing	to	pay	some	attention	to	regional	integration	as	
a	goal,	and	to	national	performance	to	reach	this	goal.	Improvements	could	therefore	be	
made	in	designing	regional	frameworks	that	facilitate	deeper	co-operation	in	the	design	
and	implementation	of	integration	plans.

Several	national	plans	place	a	strong	focus	on	issues	either	not	in	the	Blueprint	or	
potentially	conflicting	with	it,	such	as	the	pursuit	of	environmental	goals.	A	divergence	
is	 also	 apparent	 in	 the	 tendency	 of	 national	 plans	 to	 place	 a	 stronger	 emphasis	 on	
integration	 with	 the	 global	 economy	 than	 with	 ASEAN	 economies.	 While	 this	 may	
be	 a	 lower	 priority	 for	 the	 region,	 the	AEC	Blueprint	 also	 calls	 for	 integration	 in	 the	
global	economy.	Building	the	ASEAN	Economic	Community	as	a	priority	goal	does	not	
feature	prominently	as	an	explicit	target	in	many	national	plans.	The	national	plans	of	
Cambodia,	Lao	PDR	and	Myanmar	show	better	alignment	with	regional	targets.	This	may	
result	partly	from	the	straightforward	ability	of	CLM	countries	to	incorporate	regional	
integration	 targets	 into	 their	 national	 plans	 due	 to	 their	 lower	 level	 of	 development	
and	slower	AEC	implementation.	In	general,	considerable	alignment	was	often	found	in	
policy	areas	where	the	implementation	of	AEC	targets	has	been	lagging	the	most	behind	
planned	timelines.	

Deeper	 co-operation	 at	 the	 regional	 level	 can	 improve	 the	 alignment	 of	 regional	
and	 national	 planning	 and	 the	 effectiveness	 of	 regional	 efforts,	 beginning	 with	 the	
design	of	targets	 for	regional	 integration.	For	the	greatest	 impact	on	national	 targets,	
the	technical	and	country-specific	expertise	of	national	officials	should	be	utilised	to	
a	 greater	 extent	 in	 setting	 regional	 targets	 and	 plans	 for	 achieving	 them.	 Economic	
officers	and	planning	staff	could	be	more	deeply	involved	in	helping	to	set	future	goals	
for	the	ASEAN	Economic	Community.	This	would	harness	national	expertise,	improve	
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capacities	and	provide	insight	into	what	is	desirable	and	achievable	at	the	national	level.	
It	is	also	likely	to	be	more	effective	than	efforts	to	improve	national	planners’	familiarity	
with	and	appreciation	of	AEC	goals.

In	 addition	 to	 fostering	 productive	 alignment	 of	 national	 and	 regional	 plans,	
regional	and	smaller	areas	within	ASEAN	and	neighbouring	countries	have	established	
alternative	means	of	working	together	through	sub-regional	institutions	and	initiatives	
that	 can	 help	 to	 support	 ASEAN-wide	 integration.	 These	 sub-regional	 institutions	
–	such	as	the	Greater	Mekong	Subregion	(GMS),	Brunei	Darussalam-Indonesia-Malaysia-
Philippines	East	ASEAN	Growth	Area	 (BIMP-EAGA),	 the	 Indonesia-Malaysia-Singapore	
Growth	Triangle	(IMS-GT)	and	the	Indonesia-Malaysia-Thailand	Growth	Triangle	(IMT-
GT)	–	encompass	all	ASEAN	member	states	as	participants.	Primarily	concerned	with	
connectivity,	 though	 also	 addressing	 other	 policy	 areas,	 these	 groupings	 of	 national	
and	 sub-national	 governments	 have	 the	 potential	 to	 spur	 growth,	 particularly	 in	
underdeveloped	regions,	and	to	support	the	achievement	of	AEC	goals.

Sub-regional	 initiatives	 have	had	 some	 success	 in	 identifying	 and	promoting	 the	
development	of	key	economic	areas,	but	 they	still	 face	difficulties	 in	achieving	many	
of	 their	 goals.	 A	 lack	 of	 clear	 comparative	 advantages	 or	 sufficient	 opportunities	 for	
economic	 co-operation	 may	 create	 challenges,	 but	 institutional	 constraints	 are	 the	
main	issue	for	sub-regional	groupings	in	Southeast	Asia.	It	is	important	to	address	these	
constraints,	 as	 sub-regional	 efforts	 can	 directly	 contribute	 to	 regional	 connectivity	
projects	 and	 to	 strengthening	 integration	more	 generally.	 In	 addition,	 these	 project-
driven,	 bottom-up	 initiatives	 can	 prove	 constructive	 complements	 to	 ASEAN-wide	
integration	efforts.

Changes	could	be	made	in	the	way	sub-regional	initiatives	and	ASEAN	institutions	
relate	 to	 one	 another	 to	 improve	 co-ordination.	 Further	 work	 is	 needed	 to	 address	
areas	of	unnecessary	overlap	and	possible	synergies	 in	deepening	integration	through	
the	AEC	Blueprint	or	the	design	of	post-2015	ASEAN	targets.	Deeper	co-operation	could	
be	achieved	 through	 the	 replacement	of	ad	hoc	co-ordination	efforts	with	 regularised	
mechanisms	 at	 the	 regional,	 sub-regional	 and	 in-country	 level.	 This	may	 include	 the	
creation	of	additional	ministry-level	 focal	points	or	periodic	consultation	meetings	on	
recent	developments	between	representatives	of	the	ASEAN	and	the	sub-regional	groups.

Management of development gaps is important in facilitating integration

Development	 gaps	 among	 ASEAN	 members	 create	 additional	 barriers	 to	 the	
implementation	of	uniform	targets	and	approaches.	These	are	being	addressed	with	the	
help	of	regional	and	external	partners	through	the	Initiative	for	ASEAN	Integration	and	
other	aid	programmes.	The	IAI	Work	Plan	II	2009-15	included	projects	and	action	lines	in	
several	areas,	such	as	infrastructure,	human	resources,	information	and	communication	
technology	(ICT),	tourism,	poverty	and	regional	economic	integration.	The	aim	was	to	
narrow	various	development	gaps	within	ASEAN	and	address	development	challenges,	
particularly	 in	 Cambodia,	 Lao	 PDR,	 Myanmar	 and	 Viet	 Nam.	 Based	 on	 the	 number	
and	scale	of	 IAI	projects,	a	strong	emphasis	has	been	placed	on	civil	service	capacity	
building.	While	there	are	large	gaps	in	human	development	and	poverty	rates	among	
ASEAN	members,	and	the	gaps	have	implications	for	the	lower-income	economies	and	
their	ability	to	participate	in	the	AEC,	these	issues	have	largely	been	left	out	of	the	IAI.

Both	 bilateral	 and	 multilateral	 external	 donors	 have	 been	 involved	 in	 financing	
development	 initiatives	 in	 the	 less-developed	 ASEAN	 member	 countries	 through	 the	
IAI	as	well,	though	they	have	been	more	active	outside	of	this	framework	particularly	in	
re-engaging	recently	with	Myanmar.	Official	development	assistance	has	been	a	significant	
source	of	development	finance	to	the	CLM	countries,	even	if	it	is	declining	in	importance.	
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ASEAN	 is	 now	 developing	 the	 post-2015	 IAI	 Work	 Plan	 III.	 This	 provides	 an	
opportunity	 to	 rethink	 how	 the	 IAI	 can	 facilitate	 integration	 of	 the	 region’s	 least	
developed	members	and	support	the	narrowing	of	development	gaps	across	and	within	
member	countries.	Given	 the	scale	of	challenges	 faced,	co-operation	 in	planning	will	
need	 to	 continue	 to	 include	 ASEAN’s	 dialogue	 partners	 and	 other	 donors	while	 also	
acknowledging	 the	 priorities	 and	 capacities	 of	 the	 CLMV	 countries	 in	 receiving	 this	
assistance.	Synchronisation	and	co-ordination	are	crucial	among	regional	programmes	
and	 initiatives,	 bilateral	 assistance	 programmes	 for	 the	 CLMV	 countries	 and	 other	
sub-regional	initiatives	to	avoid	contradiction	or	duplication.	Co-ordinating	bodies	such	
as	the	IAI	Task	Force	and	IAI	Development	Cooperation	Forum	(IDCF)	could	be	critical	
tools	in	these	design	and	implementation	efforts.

Improved monitoring through better indicators and peer learning can help in 
implementing regional plans

With	 so	many	 initiatives	 to	 implement	 by	 2015	 and	 beyond,	 a	 strong	monitoring	
mechanism	must	be	put	in	place	at	both	national	and	regional	levels.	At	the	national	
level,	a	key	challenge	is	to	ensure	that	regional	integration	commitments	are	effectively	
transformed	on	 the	 ground.	This	 requires	 establishing	 effective	monitoring	 systems,	
which	may	be	challenging	 in	the	region	due	to	capacity	 limitations.	Existing	regional	
frameworks	 can	 be	 better	 used	 to	 improve	monitoring	 capacity.	 Yet,	 improved	 data	
and	indicators	of	regional	integration	are	also	needed.	Likewise,	regular	peer	dialogue	
and	peer	learning	could	be	used	to	help	make	use	of	national	capacities	and	motivate	
additional	efforts.

Co-operation	with	partners	outside	of	ASEAN	has	been	useful	in	addressing	shared	
areas	of	concern	that	extend	beyond	the	ten	member	states,	such	as	financial	stability,	
trade	 and	 investment	 promotion,	 and	 environmental	 and	 disaster	 risk	management.	
These	partners,	particularly	the	participants	in	the	ASEAN+3	and	ASEAN+6	frameworks,	
offer	 additional	 institutional	 and	 financial	 capacities	 for	 facilitating	 regional	
co-operation.	The	East	Asia	Summit	(EAS)	participants	represent	an	even	greater	pool	of	
technical,	financial	and	other	capacities	on	which	to	draw.	The	additional	institutional	
capacities	 of	 these	 larger	 economies	 could	 be	 called	 upon	 to	 strengthen	monitoring	
for	regional	 integration,	particularly	of	the	ASEAN+1	Free	Trade	Areas	(FTAs)	and	the	
Regional	Comprehensive	Economic	Partnership	that	may	soon	supersede	them.	Existing	
monitoring	 tools,	 such	 as	 the	 ASEAN+3	 Macroeconomic	 Research	 Office	 (AMRO)	 or	
collective	monitoring	of	EAS	energy	efficiency	goals,	may	provide	useful	examples.	

Reliable	indicators	are	fundamentally	needed	for	monitoring,	evaluation	and	analysis,	
and	 knowledge	 sharing	 to	 proceed.	 Indicators	 on	 integration	 have	 been	 relatively	
underdeveloped	in	the	region.	The	systematic	measurement	and	dissemination	of	the	
results	 of	 regional	 integration	 are	 central	 to	 the	 peer	monitoring	 process.	 Indicators	
could	 be	 based	 on	 regular	 evaluations	 of	 the	 integration	 process	 and	 its	 outcomes.	
Further	work	is	needed	to	make	regional	integration	indicators	into	a	truly	effective	part	
of	a	monitoring	system.

One	 way	 to	 enhance	 regional	 monitoring	 of	 the	 AEC	 is	 through	 regular	 policy	
dialogue	and	peer	learning/peer	review	among	officials	engaged	with	integration.	While	
legal	and	rules-based	mechanisms	have	generally	had	limited	scope	in	any	framework	
for	 regional	 integration	 in	 Asia,	 clear	 rules	 and	measures	 that	 participants	 agree	 to	
follow	are	required	to	maintain	credibility	and	avoid	unnecessary	disputes.	Peer	review	
promotes	co-operation	by	allowing	policy	dialogue,	promoting	transparency,	facilitating	
capacity	building	and	encouraging	compliance.	This	exercise	should	allow	countries	to	
share	 information	and	discuss	key	policy	 issues.	Policy	dialogue	and	peer	 review	are	
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flexible	in	form,	and	could	be	tailored	to	the	needs	of	member	countries	and	available	
capacities.	 Peer	 learning	and	peer	 review	can	be	challenging	 to	 implement,	however.	
They	work	best	when	members	share	mutual	trust,	are	committed	to	transparency	and	
have	access	to	sufficient	analytical	and	administrative	capacities,	and	when	participants	
and	evaluators	are	seen	as	legitimate	by	all	involved.

Regional co-operation in renewable energy holds promise

Important	policy	areas	in	the	2016-25	agenda	that	were	not	addressed	adequately	in	
pre-2015	agendas	will	be	the	areas	of	green	growth	and	renewable	energy,	and	private	
sector	 development.	While	 Emerging	 Asia	 has	 achieved	 remarkable	 economic	 growth	
in	 recent	 decades,	 the	 region’s	 high	 economic	 growth	 also	 has	 been	 associated	 with	
serious	 environmental	 problems.	 Among	 the	 various	 aspects	 of	 regional	 integration,	
market	integration	may	have	received	too	much	attention	at	the	expense	of	other	issues.	
To	redirect	the	current	development	pattern	to	deliver	shared	well-being	and	improved	
equity	without	exceeding	ecological	limits,	it	is	necessary	to	rebalance	regional	integration	
in	East	Asia	from	its	focus	on	economic	integration	to	broader	sustainability	objectives.

Increased	use	of	renewable	sources	of	energy,	including	through	enhanced	regional	
co-operation	 in	generation,	will	need	to	be	a	central	component	of	any	green	growth	
strategy	that	aligns	multiple	economic	and	environmental	priorities.	The	region	should	
therefore	 tap	 into	 its	 considerable	 potential	 in	 renewable	 energy	 to	 meet	 growing	
demand.	Tariffs	and	non-economic	barriers	slow	integration	and	impede	opportunities	
for	improved	efficiency.	Hydropower	from	the	Mekong	River	is	progressing	and	remains	
a	promising	source	of	future	generating	capacity	to	be	exported	throughout	the	region,	
though	environmental	challenges	will	need	to	be	addressed	and	co-operative	solutions	
found	to	cross-border	concerns.

Renewable energy is likely to play a large role in Emerging Asia’s future development

The	region	can	experience	an	economic	development	boost	through	the	responsible	
exploitation	of	 its	 large	 renewable	 energy	 resources.	 In	 some	ASEAN	countries,	 such	
as	Cambodia,	Lao	PDR,	Myanmar,	Indonesia	and	the	Philippines,	the	low	rate	of	access	
to	electricity	 is	a	major	development	challenge.	Even	among	populations	with	access	
to	electricity,	consumption	per	capita	is	significantly	lower	than	the	OECD	average	in	
most	countries	 in	the	region.	Between	2009	and	2030,	total	electricity	demand	across	
ASEAN	 is	 expected	 to	 increase	 by	 around	 2	 300	TWh.	Meeting	 such	 a	 huge	 demand	
without	devastating	environmental	consequences	requires	the	large-scale	utilisation	of	
renewable	energy	for	power	generation.	

The	 total	 renewable	electricity	potential	of	 the	ASEAN-5	plus	Singapore	has	been	
estimated	to	exceed	the	total	electricity	demand	of	the	ASEAN	region	in	2009	by	a	factor	
of	1.8.	The	majority	of	this	huge	renewable	potential	has	been	untapped.	Hydropower	
and	 geothermal	 resources	 are	 relatively	 well	 exploited	 in	 the	 region,	 but	 other	
renewable	 sources,	 such	 as	wind,	 solar	 and	 biomass,	 are	 almost	 untouched.	 Among	
Brunei	Darussalam	and	the	CLM,	Cambodia,	Lao	PDR	and	Myanmar	are	endowed	with	
major	potential	in	renewable	energy,	notably	hydropower	and	wind.	In	particular,	the	
potential	of	wind	power	in	Lao	PDR	and	hydropower	in	Myanmar	are	very	strong.	Current	
hydropower	generation	exploits	only	a	fraction	of	this	huge	potential.

Regional	barriers	play	a	significant	role	in	constraining	the	development	of	renewable	
energy	 sources.	 Regional	 economic	 integration,	 including	 the	 liberalisation	 of	 trade	
in	 renewable	 technologies,	 and	 regional	 co-operation	 on	 innovation	 and	 technology	
transfers	can	play	a	key	role	in	promoting	renewable	energy	in	the	region.	Effective	tariffs	
on	products	related	to	renewable	energy	are	still	considerable	in	the	ASEAN-5,	Singapore,	
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China	and	 India.	Regional	economic	 integration	 in	 the	 form	of	 tariff	 removal	 for	 these	
countries	is	expected	to	have	a	positive	impact	on	promoting	renewable	energy.	Additional	
administrative,	technical/infrastructure	and	financing	barriers	also	pose	constraints.	

An	 estimate	 of	 the	 impact	 of	 regional	 economic	 integration	 on	 reducing	 import	
tariffs	on	exports	of	renewable	energy	equipment	and	components	further	 illustrates	
the	 potential	 for	 increased	 trade	 (Figure	 6).	 Promoting	 regional	 trade	 in	 renewable	
energy	technologies	could	help	to	tap	into	East	Asia’s	huge	renewable	energy	potential.

Figure	6.	Total impact of regional integration/co-operation on exports of 
renewable energy products in ASEAN-5, Singapore, China and India
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Source:	OECD	Development	Centre	estimate,	based	on	Moinuddin	and	Bhattacharya	(2013),	“Towards	an	Integrated	
Renewable	Energy	Market	in	the	EAS	Region:	Renewable	Energy	Equipment	Trade,	Market	Barriers	and	Drivers”.
12	http://dx.doi.org/10.1787/888933309366

Co-operation can boost hydropower development

The	countries	of	the	Mekong	River	Basin	are	endowed	with	abundant	hydropower	
resources.	 In	 Lao	 PDR	 in	 particular,	 hydropower	 is	 a	 vital	 resource	 for	 pursuing	
economic	development	and	universal	electricity	access.	At	the	same	time,	the	country’s	
hydropower	generation	capacity	is	much	greater	than	domestic	demand	for	electricity,	
and	 electricity	 exports	 are	 a	major	 source	 of	 foreign	 currency	 for	 Lao	 PDR.	 Lao	 PDR	
is	 the	 region’s	 largest	 electricity	 exporter,	 while	 Thailand	 and	 Viet	 Nam	 are	 major	
electricity	importers.	Cambodia	also	imports	a	large	quantity	of	electricity	despite	its	
rich	hydropower	potential.

Although	11	mainstream	dams	are	expected	to	provide	economic	benefits	for	both	the	
exporters	and	the	importers	of	hydropower,	there	are	serious	environmental	concerns,	
such	as	changing	water	 flow	patterns,	 loss	of	soil	nutrients	and	reduction	 in	capture	
fisheries.	 A	 holistic	 approach	 to	 capture	 the	 food-energy-water	 nexus	 is	 necessary	
given	the	trade-offs	between	the	economic	benefits	from	hydropower	generation	and	
its	 negative	 impact	 on	 the	 livelihoods	 of	 downstream	 countries	 through	 damage	 to	
ecosystems.	For	instance,	assessing	the	economic,	environmental	and	social	impact	of	
hydropower	development	finds	that	the	economic	benefits	will	fall	to	Lao	PDR	and	the	
negative	externalities	on	food	security	(e.g.	through	the	impact	on	capture	fisheries)	will	
mostly	fall	to	the	other	three	countries.

ovErviEw: Promoting growth through Structural rEform and rEgional intEgration



1918 Economic outlook for SouthEaSt aSia, china and india 2016: Enhancing rEgional tiES © oEcd 2016 Economic outlook for SouthEaSt aSia, china and india 2016: Enhancing rEgional tiES © oEcd 2016

Conflicts	involving	the	national	interests	of	neighbouring	countries	can	pose	serious	
challenges,	but	at	the	same	time	transboundary	water	issues,	like	those	in	this	case,	can	
catalyse	regional	co-operation.	For	example,	the	alternative	dams	located	in	Mekong’s	
tributaries,	 not	 in	 mainstream	 Mekong,	 hold	 tremendous	 economic	 potential	 as	 do	
applying	 innovative	systems	such	as	partial	 in-channel	diversion	 that	do	not	 require	
dams	across	the	river	channel’s	full	breadth.

Regional	 co-operation	 for	 the	 common	 management	 of	 transboundary	 water	
resources	has	the	potential	to	achieve	win-win	benefits	for	all	countries	involved	along	
the	 river.	 An	 integrated	 approach,	 fully	 reflecting	 the	 water-food-energy	 nexus	 and	
effective	regional	institutions,	is	critical	for	riparian	countries’	development	objectives	
and	 environmental	 sustainability.	 However,	 barriers	 currently	 impede	 progress	 on	
regional	 co-operation.	 Enhanced	 governance	 capacities,	 for	 instance	 through	 the	
Mekong	River	Commission,	are	needed	to	enable	win-win	co-operation.	

The private sector in Emerging Asia is expanding regionally and globally, though 
significant constraints remain

As	 in	 the	 case	 of	 renewable	 energy,	 issues	 related	 to	 private	 sector	 development	
were	not	appropriately	addressed	in	the	pre-2015	agenda,	though	the	private	sector	is	
playing	an	increasing	role	in	the	region.	Business	growth	in	Southeast	Asia,	China	and	
India	has	been	supported	by	FDI	inflows	to	the	region.	

While Emerging Asia’s FDI inflows are growing, greenfield investments are declining, 
particularly in the manufacturing sector

While	overall	FDI	inflows	have	increased	in	the	region,	greenfield	investments	display	
a	worrisome	trend.	Greenfield	investments	to	the	region	have	been	declining	since	the	
Lehman	 shock	 in	 2008	 (Figure	 7).	 Detailed	 country	 data	 show	 that	 almost	 all	 ASEAN	
countries	experienced	a	decline	in	the	most	recent	period,	from	2012	to	2014,	in	greenfield	
investments	from	around	the	world.	The	exception	is	Myanmar,	which	began	long-awaited	
political	and	economic	reforms	in	2011	and	has	recently	attracted	more	investments.

Figure	7.	World aggregate investment in Emerging Asia, 2003-14
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12	http://dx.doi.org/10.1787/888933309374
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OECD	member	 countries	have	been	major	 investors	 in	ASEAN	countries	but	 they	
significantly	reduced	their	greenfield	investments	after	the	2008	Lehman	shock.	ASEAN	
had	quickly	 increased	 its	own	greenfield	 investments	 from	2006-08,	but	 intra-ASEAN	
investments	 have	 decreased	 since	 then,	 falling	 below	 ASEAN	 investments	 to	 China	
and	 the	OECD	countries	during	 the	2012-14	period	 (Figure	8).	 Intra-ASEAN	greenfield	
investments	were	also	diverted	from	ASEAN	countries	to	China;	Hong	Kong,	China	and	
OECD	countries	after	the	Lehman	shock.

The	 manufacturing	 sector	 received	 the	 highest	 share	 of	 greenfield	 investment	
in	most	 of	 the	 region’s	 countries,	while	 the	 services	 sector	 dominates	 in	 Cambodia,	
Myanmar	 and	 Hong	 Kong,	 China.	 Other	 sectors	 that	 received	 significant	 shares	 of	
greenfield	 investment	 include	 extraction,	 power,	 construction,	 ICT	 infrastructure,	
sales	and	marketing,	and	banking	and	finance.	The	majority	of	intra-ASEAN	greenfield	
investments	have	gone	to	the	manufacturing,	construction	and	power	sectors.	Within	
the	manufacturing	 sector,	 the	 categories	 receiving	most	 investment	were	 chemicals,	
food	and	tobacco,	coal,	oil	and	natural	gas,	and	metals.	Intra-ASEAN	investment	in	new	
manufacturing	 facilities	has	declined	 sharply	after	 a	 sizeable	 jump	 in	outflows	 from	
Thailand,	Malaysia	and	Singapore.	The	growth	of	manufacturing,	which	is	a	backbone	of	
the	economy	and	the	centre	of	the	business	community,	plays	an	important	role	in	the	
development	of	a	nation.	ASEAN	firms’	declining	within-region	greenfield	investments	
in	the	manufacturing	sector	must	be	carefully	investigated	by	policy	makers.

Figure	8.	ASEAN aggregate greenfield investment by region, 2003-14
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Source:	OECD	Development	Centre	calculations	based	on	the	fDi	Markets	dataset	(2015).
12	http://dx.doi.org/10.1787/888933309386

M&A deals have been limited to specific countries and sectors in the region

Mergers	and	acquisitions	(M&A)	are	another	component	of	foreign	direct	investment	
(FDI)	and	an	important	activity	for	business	expansion	or	penetration	into	new	markets	
and	production	bases.	As	an	M&A	investor,	ASEAN	is	 larger	 than	the	other	countries	
(Hong	 Kong,	 China;	 China;	 and	 India).	While	 intra-ASEAN	 investments	make	 up	 the	
biggest	 part	 of	 M&A,	 ASEAN	 countries	 show	 balanced	 M&A	 investments	 to	 various	
regions	of	the	world.	Hong	Kong,	China	is	particularly	active	in	the	Chinese	M&A	market.	
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The	M&A	activities	of	both	China	and	India	are	relatively	small	given	the	large	size	of	
their	economies,	and	the	OECD	countries	are	the	largest	M&A	destination	for	both	of	
them.	More	than	two-thirds	of	India’s	M&A	investment	goes	to	OECD	countries.

The	major	M&A	destinations	 of	ASEAN	member	 countries	 are	 other	 countries	 in	
ASEAN;	the	OECD;	China;	and	Hong	Kong,	China.	Singapore	and	Malaysia	have	dominated	
ASEAN’s	M&A	 investments	 for	 the	past	decade,	with	 the	majority	 flowing	 to	ASEAN	
or	OECD	countries.	The	M&A	activities	of	Thailand,	the	Philippines	and	Indonesia	are	
relatively	limited,	while	the	activities	of	new	ASEAN	members	such	as	Viet	Nam,	Brunei	
Darussalam	and	Cambodia	are	lower	still.	The	M&A	deals	made	by	the	advanced	ASEAN	
economies	have	been	conducted	mainly	in	the	manufacturing	and	services	sectors.	The	
largest	intra-ASEAN	M&A	deals	have	mostly	involved	the	region’s	advanced	economies	
and	have	targeted	firms	in	a	variety	of	manufacturing	sub-sectors,	including	food	and	
beverage,	consumer	products,	automobile	components	and	materials	(Table	3).

Table	3.	Top 20 intra-ASEAN M&A investments in the manufacturing sector, 2004-13

No. Year
Home 

country
Host  

country Industry Acquirer Target

1 2012 Thailand Singapore Food and beverage Thai Beverage PCL Fraser & Neave Ltd

2 2007 Singapore Malaysia Food and beverage Wilmar International Ltd PPB Oil Palms Bhd

3 2013 Singapore Indonesia Automobiles and components Gallant Venture Ltd Indomobil Sukses Internasional

4 2012 Thailand Singapore Metals and mining PTT Mining Ltd Sakari Resources Ltd

5 2013 Singapore Indonesia Automobiles and components Gallant Venture Ltd Indomobil Sukses Internasional

6 2007 Singapore Indonesia Paper and forest products Investor Group LonSum

7 2011 Thailand Indonesia Chemicals SCG Chemicals Co Ltd Chandra Asri Petrochemical

8 2007 Singapore Malaysia Food and beverage Wilmar International Ltd PGEO Group Sdn Bhd

9 2012 Singapore Malaysia Chemicals Reliance Global Holdings Pte BP Chemicals(Malaysia)Sdn Bhd

10 2010 Thailand Malaysia Containers and packaging Investor Group Malaya Glass Products Sdn Bhd

11 2010 Singapore Indonesia Food and beverage Asia Pacific Breweries Ltd Multi Bintang Indonesia Tbk PT

12 2004 Singapore Malaysia Food and beverage PPB Group Bhd FFM Bhd

13 2008 Thailand Indonesia Consumer products Central Agromina PT Charoen Pokphand Indonesia PT

14 2005 Philippines Singapore Food and beverage NutriAsia Pacific Ltd Del Monte Pacific Ltd

15 2012 Thailand Indonesia Metals and mining Electricity Generating PCL Manambang Muara Enim Coal Mine

16 2012 Indonesia Viet Nam Construction materials Semen Gresik (Persero) Tbk PT Thang Long Cement JSC

17 2012 Singapore Malaysia Health-care equipment and supplies Aspion Sdn Bhd Adventa Bhd

18 2011 Thailand Indonesia Construction materials SCG Building Materials Co Ltd Keramika Indonesia Assosiasi

19 2008 Thailand Malaysia Chemicals PTT Chemical PCL Cognis Oleochemicals(M)Sdn Bhd

20 2006 Philippines Singapore Food and beverage NutriAsia Pacific Ltd Del Monte Pacific Ltd

Source:	OECD	Development	Centre	calculations	based	on	the	Thomson	Reuters	M&A	database	(2014),
http://thomsonreuters.com/en/products-services/financial/company-data/deals-and-league-tables.html.

Reaping the benefits of regional integration 

The	ASEAN	Economic	Community	is	expected	to	enhance	cross-border	production	
linkages	 further	and	 local	businesses	must	be	 ready	 for	upcoming	challenges.	At	 the	
same	time,	they	can	take	advantage	of	the	changes	and	expand	their	operations	across	
ASEAN,	transforming	into	real	regional	entities	or	“ASEAN	enterprises”.	A	conservative	
mindset	 amongst	 local	 firms,	 particularly	 SMEs,	 could	 result	 in	 a	 narrow	 focus	 just	
on	 domestic	 markets.	 Local	 firms	 often	 lack	 access	 to	 information	 about	 market	
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characteristics	 and	 potential	 customers.	 Moreover,	 many	 small	 firms	 have	 limited	
ability	to	use	existing	data	to	develop	business	strategies.	Regional	solutions	to	these	
challenges	will	strengthen	the	private	sector’s	role	and	deepen	integration.	

Structural policy prospects in Emerging Asia

The	 medium-term	 development	 plans	 of	 Emerging	 Asia	 countries	 show	 a	 clear	
understanding	of	the	central	concerns	facing	these	economies	(Table	4).	Relatively	more	
advanced	 countries	 have	 set	 goals	 for	 improving	 productivity	 and	 promoting	 more	
balanced	growth	essential	for	achieving	high-income	status.	The	plans	of	lower-income	
Emerging	Asia	 economies	 tend	 to	 prioritise	 targets	more	 fundamental	 to	 supporting	
development.	Most	include	targets	on	topics	including	health	and	social	development,	
equitable	growth,	environmental	protection,	and	democracy	and	good	governance.	

Table	4.	Medium-term development plans of Southeast Asia, China and India

Country Period Theme/Vision

ASEAN-5

Indonesia 2015-19 Realising an Indonesia as a sovereign nation, self-reliant and strong personality that is based on 
mutual co-operation

Malaysia 2011-15 Charting development towards a high-income nation

Philippines 2011-16 In pursuit of inclusive growth

Thailand 2012-16 A happy society with equity, fairness and resilience under the philosophy of a sufficiency economy

Viet Nam 2011-20 A modern, industrialised country by 2020

Brunei Darussalam and Singapore

Brunei Darussalam 2012-17 Knowledge and innovation to enhance productivity and economic growth

Singapore 2010-20 Highly skilled people, innovative economy, distinctive global city

CLM

Cambodia 2014-18 For growth, employment, equity and efficiency to reach the status of an upper-middle-income country

Lao PDR 2011-15 Socio-economic development, industrialisation and modernisation towards the year 2020

Myanmar 2012-15 Development of industry, balanced development, improvements in education, health and living 
standards, and improved statistical capacities

China and India 

China 2011-15 Rebalancing the economy, ameliorating social inequality, and protecting the environment

India 2012-17 Faster, more inclusive and sustainable growth

Source:	Compiled	by	OECD	Development	Centre	based	on	national	sources.

Structural reforms need to be strengthened further 

Improved	 competitiveness	 is	 necessary	 for	 Emerging	 Asia	 economies	 to	 benefit	
from	the	opportunities	presented	by	deeper	regional	 integration	and	integration	with	
the	global	economy.	At	the	same	time,	development	will	need	to	provide	widely	shared	
benefits	and	produce	minimal	negative	impact	on	the	environment.	While	the	structural	
policy	priorities	for	Emerging	Asia	countries	are	highly	diverse,	many	of	these	countries	
have	 set	 goals	 for	 improving	 inclusive	 and	 sustainable	 development,	 recognising	 the	
need	for	high-quality	growth	and	improved	quality	of	life	(Table	5).	Topics	to	be	addressed	
include	rural	development,	social	programmes,	promoting	FDI,	and	taxation.	Education	
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and	infrastructure	are	common	areas	of	concern,	with	less-developed	countries	in	the	
region	seeking	to	provide	the	basic	foundations	for	growth	and	to	address	troublesome	
bottlenecks,	and	higher-income	economies	looking	to	establish	the	conditions	for	more	
knowledge-based	development	in	the	future.	(For	a	more	detailed	discussion,	please	see	
the	Structural	policy	country	notes	in	Chapter	6	of	the	Outlook.)

Table	5.	Medium-term policy challenges and responses in Emerging Asia

Country Topics Policy focus

ASEAN-5

Indonesia Infrastructure
Social security
Food security

Build infrastructure for maritime connectivity
Reform the national social security system
Improve food security

Malaysia
 

SMEs
Education
Urban green growth

Raise SME productivity
Upgrade education to meet industry needs
Promote urban green growth

Philippines
 

Job creation
Infrastructure
Disaster risk management

Encourage faster job creation
Strengthen infrastructure and the transport sector
Improve disaster risk management

Thailand Macroeconomic performance
Tourism

Use macroeconomic policies to revive growth
Strengthen sustainable tourism

Viet Nam Infrastructure
SOEs
Job creation

Improve infrastructure to support growth
Reform and restructure SOEs
Promote job creation and productivity growth

Brunei Darussalam and Singapore

Brunei Darussalam FDI
Private sector
Public finance

Encourage foreign direct investment inflows
Reform the business sector to promote diversification
Reform public finance

Singapore Ageing population
Infrastructure (land use)

Strengthen labour market and social policies for ageing population
Leverage data to build a smart, energy-efficient city

CLM

Cambodia Education (TVET)
Tourism

Improve competitiveness by strengthening TVET (technical vocational 
education and training)
Address complex challenges in developing tourism

Lao PDR Natural resources
SMEs
Tourism

Manage the natural resource boom 
Foster SME development
Promote travel and tourism

Myanmar Agriculture
Education
Finance

Upgrade and modernise agriculture
Develop human capital
Finance development

China and India 

China Environment
Education and skills
Rural development

Strengthen environmental regulations to improve quality of growth
Upgrade human capital to facilitate transition to a higher value-added economy
Boost rural development to ensure robust growth of incomes

India Financial education
Education

Strengthen financial education initiatives
Enhance education access and quality

Source:	OECD	Development	Centre.
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Outlook country notes discuss key structural policy challenges

ASEAN-5 

Key challenges: Indonesia 

•	 Maritime infrastructure:	The	Government	of	Indonesia	has	emphasised	maritime	
development	as	part	of	its	Pendulum	Nusantara	initiative	or	global	maritime	axis,	
which	seeks	to	fully	utilise	the	maritime	power	offered	by	the	country’s	position	
as	an	archipelago.	Superior	port	facilities	are	being	developed	such	as	the	Tarahan	
Coal	Port	in	South	Sumatra	and	the	Kalibaru	Port	in	North	Jakarta.	However,	greater	
attention	is	required	on	connecting	existing	ports	and	hubs	to	logistics	networks	
and	industrial	zones.	The	Kalibaru	Port,	for	example,	was	built	seven	kilometres	
away	 from	the	Tanjung	Priok	Port,	meaning	 that	 it	will	use	 the	same	congested	
roads	to	transport	cargo.	In	addition	to	the	development	of	physical	infrastructure	
and	connections	to	 international	shipping	 lines,	administrative	barriers	 to	trade	
will	 also	 need	 to	 be	 addressed.	 This	will	 require	 greater	 co-ordination	 between	
relevant	ministries,	 increased	use	of	computerised	facilities	across	all	ports	and	
improvements	in	the	Indonesian	National	Single	Window.	

•	 Social security:	 The	 goal	 of	 achieving	 universal	 health	 coverage	 by	 2019	 is	
complicated	by	the	difficulty	of	incorporating	the	large	number	of	informal	workers	
into	the	system.	According	to	the	government’s	Social	Security	Agency	(BPJS),	53%	
of	the	population	is	registered	in	its	programme.	Beyond	expanding	membership,	
the	government	faces	a	serious	financial	issue.	Financing	reforms	are	needed	for	
the	BPJS,	which	 is	expected	 to	 face	an	 increasing	deficit	over	 the	medium	term.	
While	formal	sector	workers	are	the	main	priority,	a	programme	expansion	aims	to	
reach	1.3	million	new	informal-sector	participants	in	2015.	The	domestic	financial	
market	requires	adequate	capacity	to	absorb	and	productively	distribute	the	large	
supply	of	funds.

•	 Food security:	 Nutrition	 and	 access	 to	 food	 are	 improving	 in	 Indonesia,	 though	
food	is	increasingly	imported.	Indonesia’s	current	account	deficit	in	recent	years	is	
partly	attributable	to	an	increased	trade	deficit	in	food	and	live	animals.	National	
strategies	to	improve	food	self-sufficiency	focus	on	improving	the	quality,	resilience	
and	 productivity	 of	 food	 production	 through	 investment	 in	 irrigation	 and	 other	
areas.	To	attain	these	goals,	the	government	intends	to	develop	and	improve	the	
irrigation	system	and	reduce	land	conversion	by	600	000	hectares.	In	addition,	the	
government	intends	to	rehabilitate	1.75	million	hectares	of	deteriorating	irrigation	
infrastructure	and	to	establish	132	000	hectares	of	swamp	irrigation	networks	to	
balance	economic,	environmental	and	sustainability	concerns.	Reducing	the	risks	
posed	by	natural	disasters	and	further	limiting	exposure	to	malnutrition	remain	
important	goals.

Key challenges: Malaysia

•	 SME productivity:	Malaysia	continues	to	have	strong	growth	prospects	and	aims	
to	reach	high-income	country	status	by	2020.	Achieving	this	will	require	further	
gains	 in	 productivity,	 though	 broader	 development	 goals,	 such	 as	 promoting	
inclusive	and	sustainable	growth,	are	also	priorities.	Through	the	SME	Masterplan,	
the	Government	of	Malaysia	has	set	targets	for	an	increased	role	by	SMEs	in	the	
country’s	economy,	at	41%	of	GDP,	62%	of	employment	and	25%	of	exports	by	2020.	
To	boost	productivity,	 the	government	 is	providing	assistance	to	SMEs	to	access	
finance,	exporting,	business	development	and	technical	expertise.	Worker	training	
programmes	 have	 been	 established	 to	 address	 skill	 gaps,	 including	 technical	
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and	 managerial	 skills,	 through	 skills	 development	 centres,	 a	 SME@university	
programme	tailored	for	SME	Chief	Executive	Officers,	a	SME	university	internship	
programme,	 and	 a	 SME	 mentoring	 programme.	 As	 all	 of	 these	 programmes	
are	 not	 always	 used	 by	 SMEs,	 improving	 awareness	 of	 and	 usefulness	 of	 these	
programmes	 is	key.	SMEs	are	also	held	back	by	under-investment	 in	 innovation	
and	new	technology,	particularly	ICT.	Financing	and	training	programmes	should	
be	designed	to	promote	and	facilitate	technological	upgrading	by	these	firms.	

•	 Education: The	government’s	education	plan	has	set	ambitious	targets	for	improving	
access	 to	 quality	 education	 throughout	 the	 country.	 Dropout	 rates	 tend	 to	 be	
higher	in	rural	areas	and	among	poor	and	marginalised	students,	despite	focused	
efforts	to	improve	literacy	and	other	aspects	of	basic	education	in	these	areas.	The	
government	has	attempted	 to	narrow	 the	urban-rural	achievement	gap	 through	
programmes	 such	 as	 the	 District	 Transformation	 Programme,	 the	 Orang	 Asli	
Education	 Transformation	 Plan	 and	 the	 Inclusive	 Education	 Programme,	 though	
further	efforts	are	 required	on	monitoring	achievements	and	quality	assurance.	
Recent	policies	have	sought	to	increase	the	number	of	teachers	employed	and	to	
lower	 student-teacher	 ratios.	 Improvements	 in	 teacher	 training	 and	 assessment	
of	 qualifications	 to	 ensure	 teacher	 quality	 are	 needed	 over	 and	 above	 financial	
inducements	for	excellence.	As	it	is,	teachers	in	Malaysia	are	relatively	well	paid	
with	a	ratio	of	teacher	pay	to	GDP	per	capita	of	3.9	compared	to	the	OECD	member	
countries	range	of	between	1.5	and	2.0.	Creating	a	knowledge-based	economy	will	
require	further	development	of	higher	education	in	sciences	and	greater	numbers	
of	 researchers,	 along	 with	 training	 programmes	 that	 help	 students	 enter	 the	
workforce.	

•	 Urban green growth:	Green	growth	is	featured	in	the Eleventh Malaysia Plan 2016-2020	
through	 targets	 to:	 i)	 reduce	 greenhouse	 gas	 emissions	 intensity	 by	 up	 to	 40%	
compared	to	2005	levels	by	2020;	and	ii)	place	at	least	17%	of	terrestrial	inland	water	
areas	and	10%	of	coastal	and	marine	areas	under	national	protection.	Promoting	
green	growth	in	Malaysia’s	growing	urban	areas	by	addressing	issues	such	as	air	
pollution	will	be	a	crucial	 component	of	 the	country’s	 sustainable	development.	
The	Iskandar	Smart	City	Project	offers	an	opportunity	to	test	the	implementation	of	
these	green	targets	for	cities	in	the	areas	of	transport,	green	tourism,	land	use,	ICT,	
safety	and	security,	 infrastructure	and	asset	management,	heritage	and	culture,	
and	creative	arts.	Challenges	exist	in	balancing	economic	expansion	–	particularly	
increased	 investment	 in	 industry	 –	 with	 environmental	 goals.	 Infrastructure	
development	will	also	need	to	be	accelerated	to	promote	investment	and	to	ease	
traffic	congestion.	

Key challenges: Philippines 

•	 Job creation:	 Despite	 the	 economy’s	 strong	 growth	 rates,	 job	 creation	 has	 been	
slow	in	the	Philippines,	posing	challenges	for	continued	and	inclusive	growth	in	a	
country	with	an	expanding	working-age	population.	Unemployment	has	remained	
higher	 than	 other	 ASEAN-5	 countries	 at	 above	 7%.	 Labour	 force	 participation	
remains	low	with	around	40%	of	those	aged	15	or	older	either	unemployed	or	out	
of	 the	workforce.	 The	 job	 situation	may	 be	 even	worse	 as	 underemployment	 is	
common	among	those	employed.	In	2013,	11.3%	of	the	total	workforce	reportedly	
worked	less	than	40	hours	per	week	but	would	have	preferred	to	work	more.	SMEs	
hold	promise	for	helping	to	drive	growth,	employment,	local	capacity	development	
and	provide	resilience	against	volatile	external	fluctuations.	However,	SMEs	face	
serious	 constraints	 that	 must	 be	 overcome	 including	 access	 to	 finance,	 skills,	
information	gaps	and	maintaining	product	quality.	The	food	processing	industry,	
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as	a	key	component	of	the	manufacturing	sector,	holds	great	potential	as	a	source	
of	 job	creation.	Yet,	 to	develop	 the	 industry	 further	and	 improve	market	access,	
policies	should	focus	on	enhancing	standards,	rationalising	rules	and	developing	
human	capital.

•	 Infrastructure:	 Infrastructure	development	 is	a	priority	for	the	government	with	
infrastructure	 expenditure	 set	 to	 increase	 considerably.	 While	 infrastructure	
expenditure	was	only	about	1.7%	of	GDP	in	2010,	the	government	plans	to	expand	it	
to	4%	in	2015	and	5%	by	2016.	Low-quality	ports	and	a	lack	of	paved	roads	constrain	
competitiveness,	though	improvements	are	being	made.	Considerable	investment	
has	 gone	 into	 port	 development	 in	 the	 past	 few	 years.	 Over	 2010-12,	 128	 new	
domestic	ports	and	16	international	ports	were	erected.	By	the	end	of	2009,	22	ports	
in	the	Strong	Republic	Nautical	Highway	(SRNH)	network	had	been	constructed	or	
upgraded	 for	 roll-on/roll-off	 (RORO)	operation.	Public-private	partnerships	 (PPPs)	
offer	 a	means	 of	 financing	 and	 improving	 the	 efficiency	 of	 some	 infrastructure	
projects.	The	establishment	of	 the	Public-Private	Partnership	Center	 in	2010	and	
the	legal	and	regulatory	framework	for	PPPs	have	made	the	Philippines	a	suitable	
setting	for	PPP	projects.	Further	work	could	be	done	to	prevent	delays	in	awarding	
projects,	better	manage	the	division	of	public	and	private	sector	risks,	clarify	the	
dispute	settlement	mechanism,	and	differentiate	between	national	and	 regional	
responsibilities.	

•	 Disaster risk management: The	Philippines	is	highly	exposed	to	the	risk	of	natural	
disasters,	which	can	have	serious	consequences	for	 lives	and	livelihoods.	Strong	
and	effective	disaster	risk-management	tools	are	therefore	essential	for	promoting	
stable	growth	and	development.	 Progress	has	been	made	 recently	 in	developing	
comprehensive	preparedness	and	 response	strategies,	 and	 in	 strengthening	 risk	
mitigation	and	risk	financing	capacities.	In	2005,	the	Philippines	adopted	the	Hyogo 
Framework for Action 2005-15,	 which	 served	 as	 a	 guideline	 for	 reducing	 disaster	
risk	 and	vulnerability	 to	natural	hazards.	 In	 2009,	 the	 Senate	 of	 the	 Philippines	
ratified	 the ASEAN Agreement on Disaster Management and Emergency Response 
(AADMER),	which	binds	ASEAN	member	states	to	promoting	regional	co-operation,	
collaborating	 in	 reducing	 disaster	 losses	 and	 intensifying	 joint	 emergency	
responses.	 After	 Typhoon	Yolanda,	 the	Reconstruction Assistance on Yolanda	 (RAY)	
was	adopted.	New	technologies	and	tools	for	anticipating	disasters	and	providing	
early	warning	are	also	being	adopted.	For	example,	the	Philippines	recently	joined	
16	other	countries	in	adopting	the	Integrated	Services	Digital	Broadcast-Terrestrial	
(ISDB-T)	 system	that	 facilitates	 the	 transmission	of	early	warning	signals	 in	 the	
event	of	a	natural	disaster.	Remote	sensing	 technology	 is	being	used	 to	produce	
detailed,	high-resolution	three-dimensional	flood	hazard	maps	that	can	be	used	to	
predict	how	storm	surges	will	affect	local	communities.

Key challenges: Thailand

•	 Macroeconomic performance:	 Economic	performance	 in	Thailand	has	slipped	as	
the	country	has	gone	through	a	period	of	political	 instability.	With	the	rejection	
of	 the	draft	 constitution	 in	September	2015	and	 the	 resulting	delay	of	elections,	
political	uncertainty	looks	set	to	continue	for	some	time.	Annual	growth	was	0.9%	
in	2014,	although	it	picked	up	in	the	first	two	quarters	of	2015,	to	3.0%	in	Q1	and	
2.8%	in	Q2.	The	slowdown	was	felt	across	the	economy,	with	a	few	exceptions	in	
the	services	and	utilities	 sectors;	 for	example,	growth	 reached	6.6%	 in	 financial	
intermediation	 and	 3.8%	 in	 education	 in	 2014.	 Household	 debt	 has	 been	 rising	
quickly,	from	around	40%	of	GDP	in	2003	to	80%	currently.	The	burden	of	this	heavy	
debt	ratio,	one	of	the	highest	among	Southeast	Asian	countries,	may	hinder	private	
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consumption.	The	Bank	of	Thailand	cut	interest	rates	from	2%	to	1.5%	in	an	effort	to	
boost	growth.	A	second	recent	stimulus	package,	valued	at	THB	206	billion	or	1.6%	of	
Thai	GDP,	is	a	promising	option	to	revive	growth.	The	package	includes	assistance	
to	SMEs	in	the	form	of	tax	cuts	and	loan	guarantees	while	newly	registered	start-up	
companies	in	targeted	industries,	such	as	food	processing	and	high	tech,	will	enjoy	
a	five-year	tax	holiday.	To	date,	the	package	appears	to	have	had	some	success	in	
boosting	business	sentiment	as	the	Thai	benchmark	stock	index	hit	a	three-week	
high	immediately	after	the	announcement.

•	 Tourism:	 Although	 visitor	 arrivals	 declined	 in	 2014,	 Thailand’s	 sizeable	 tourism	
sector	 has	 proven	 to	 be	 relatively	 resilient	 during	 the	 current	 slowdown	 and	 is	
expected	to	contribute	to	future	growth	over	the	longer	term.	The	Thai	government	
has	 recognised	 the	 importance	 of	 tourism	 in	 its	 11th National Economic and Social 
Development Plan (2012-2016).	The	plan	envisages	rehabilitating	and	increasing	the	
quality	of	tourist	attractions	to	improve	market	demand.	Special	attention	has	been	
focused	on	promoting	Thai	culture	through	the	“Discover	Thainess	2015”	tourism	
campaign.	 Priorities	 for	 ensuring	 the	 sustainability	 of	 the	 sector	 should	 include	
addressing	 the	 leakage	of	 tourism-related	 revenues	outside	 the	country	and	 the	
community-level	and	environmental	 impacts	of	 tourism.	To	develop	sustainable	
tourism,	 the	 government	 has	 established	 the	 Designated	 Area	 for	 Sustainable	
Tourism	 Administration.	 This	 Administration	 is	 tasked	 to	 work	 with	 local	
authorities	and	communities	and	to	promote	best	practices	in	the	areas	of	human	
capital,	access	to	finance	and	knowledge	management.	Regional	integration	offers	
opportunities	to	improve	the	quality	of	services	in	the	sector	and	to	promote	travel	
collectively.	The	ASEAN	countries	have	sought	to	ensure	that	regional	integration	
boosts	 tourism	 through	 initiatives	 such	 as	 the	 ASEAN	 Mutual	 Recognition	
Arrangement	on	Tourism	Professionals	that	establishes	common	standards	for	32	
job	 titles.	Other	measures	 include	 the	ASEAN	Tourism	Qualifications	Equivalent	
Matrix	 as	 a	 reference	 for	 the	 industry	 and	 the	 ASEAN	 Tourism	 Professional	
Registration	System.

Key challenges: Viet Nam 

•	 Infrastructure:	A	significant	infrastructure	gap	is	expected	to	arise	as	Viet	Nam’s	
growth	continues	and	financing	will	be	a	challenge.	Recent	restructuring	of	public	
investment	to	improve	the	efficiency	of	 investment	allocation	and	to	strengthen	
monitoring	and	assessment	frameworks	have	helped	to	lay	a	better	foundation	for	
future	infrastructure	investment.	The	legal	framework	has	been	institutionalised	
through	the	Law	on	Public	Investment	that	seeks	to	improve	the	effectiveness	of	
public	investment	management;	and	the	Law	on	Enterprises	to	regulate	the	use	of	
state	capital	in	manufacturing	and	business	activities	at	enterprises.	Domestic	and	
foreign	private	investors	are	being	encouraged	to	participate	in	pilot	PPP	projects	
through	 a	measure	 adopted	 in	 2010	 that	 establishes	 regulations	 for	 PPPs.	 More	
could	also	be	done	to	mobilise	private	savings	in	Viet	Nam,	for	example	through	
the	issuance	of	government-guaranteed	bonds	for	infrastructure	development.		

•	 SOEs:	 The	 reform	of	Viet	Nam’s	 state-owned	 enterprises	 (SOEs)	will	 be	 another	
important	challenge	to	 improve	competition	and	competitiveness.	Reforms	have	
been	gradual	and	have	mainly	been	carried	out	through	the	transformation	of	SOEs	
into	joint	stock	companies	and	through	mergers	and	consolidation.	Since	reforms	
began,	Viet	Nam	has	merged	and	consolidated	877	SOEs	and	dissolved	313	while	
92	have	 gone	bankrupt.	This	has	 reduced	 the	number	of	 SOEs	 and	 the	 range	of	
sectors	 where	 they	 operate,	 while	 reinforcing	 the	 largest	 of	 these	 enterprises.	
Since	2012,	market	principles	have	had	a	greater	influence	in	directing	SOEs	due	
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to	 the	 implementation	 of	 key	 measures	 to	 impose	 common	 business	 rules	 for	
SOEs	 and	private	 enterprises.	 These	 rules	 aim	at	 clearly	 defining	 accountability	
and	supervision	requirements,	promoting	equal	treatment	for	small	shareholders	
in	 majority	 state-owned	 enterprises,	 ensuring	 adequate	 information	 disclosure	
by	 SOEs,	 and	 enhancing	 the	 capacity	 and	 accountability	 of	 board	 members	 of	
SOEs.	Despite	these	efforts,	challenges	remain	as	SOEs	retain	preferential	access	
to	finance,	state	budget	capital,	land	and	other	resources.	Further	reforms	should	
seek	 to	 ensure	 that	 SOEs	 compete	 fairly	 with	 the	 private	 sector	 and	 that	 SOE	
performance	is	monitored	and	evaluated.	For	example,	the	agency	responsible	for	
the	state	ownership	function	of	SOEs	must	be	independent	from	the	agency	that	
implements	the	SOE	management	function	and	the	market	regulation	function.	

•	 Job creation:	Unemployment	in	Viet	Nam	has	been	low	despite	a	large	increase	in	
the	size	of	the	labour	force	brought	on	by	population	growth.	Labour	productivity	
has	remained	relatively	low,	however,	as	a	result	of	the	low	quality	of	human	and	
physical	 capital,	 the	 small	 scale	 of	 production	 and	 misallocation	 of	 resources.	
FDI	and	 the	expansion	of	export	production	have	been	pursued	 to	drive	growth	
and	boost	productivity,	but	additional	attention	should	also	be	paid	to	improving	
efficiency	in	SMEs.	Any	effort	to	improve	employment	prospects	and	productivity	
is	 complicated	 by	 the	 large	 informal	 sector.	 As	 of	 2012,	 nearly	 80%	 of	 the	 total	
workforce	was	employed	in	the	informal	sector.	To	promote	job	growth,	Viet	Nam	
has	allowed	employers	in	the	informal	sector	to	avoid	paying	value-added	taxes,	
and	 social	 security	 and	 welfare	 contributions.	 The	 country	 needs	 to	 strike	 a	
balance	 between	 job	 creation	 and	 job	 improvement	 by	 encouraging	 businesses	
in	 the	 informal	 sector	 to	 formalise	 through	 initiatives	 such	as	 tax	holidays,	 tax	
reductions	or	credit	subsidies.	

Brunei Darussalam and Singapore 

Key challenges: Brunei Darussalam 

•	 FDI:	 Dependence	 on	 the	 oil	 and	 gas	 sector,	 which	 accounts	 for	 most	 of	 Brunei	
Darussalam’s	 GDP,	 exports	 and	 government	 revenues,	 has	 allowed	 the	 country	
to	 reach	 the	 high-income	 level	 but	 leaves	 it	 highly	 vulnerable	 to	 energy	 price	
fluctuations.	 While	 national	 savings	 are	 large,	 FDI	 offers	 access	 to	 technology,	
managerial	experience	and	international	markets.	However,	the	high	concentration	
of	 economic	activity	 in	 the	oil	 and	gas	 sector	and	 in	government	has	 resulted	 in	
high	 unemployment	 which	 reached	 9.3%	 in	 2011.	 While	 oil	 and	 gas	 contributes	
approximately	two-thirds	to	total	GDP,	it	only	accounts	for	3.3%	of	total	employment.	
The	challenging	business	environment	may	discourage	 investment	 in	non-energy	
sectors.	 For	 example,	 starting	 and	 running	 businesses,	 registering	 property,	
inadequate	physical	infrastructure	and	weak	intellectual	property	protection	pose	
difficulties.	New	measures	are	underway	to	attract	investment	by	promoting	R&D	
and	ICT	use.	The	Brunei	Research	Incentive	Scheme	(BRISc)	is	a	cost-sharing	grant	
programme	where	70%	of	R&D	funding	can	be	obtained	from	the	government.	The	
government	 has	 also	 upgraded	 ICT	 infrastructure	with	 fibre-to-the-home	 (FTTH)	
broadband	services.

•	 Private sector development: A	stronger	private	 sector	 in	 general	would	promote	
the	 economic	 diversification	 process,	 and	 several	 services	 sectors	 stand	 out	 as	
potential	areas	of	growth.	These	include	financial	and	business	services,	tourism,	
Halal	products,	 logistics,	 ICT	and	oil	and	gas	downstream	activities.	Apart	 from	
identifying	the	specific	sectors	to	be	promoted,	the	main	challenge	will	be	to	come	
up	 with	 effective	 execution	 plans	 to	 realise	 desired	 objectives.	 Administrative	
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burdens	will	need	to	be	lessened	to	facilitate	growth.	Recent	improvements	include	
the	replacement	of	the	Miscellaneous	Licence	with	the	Business	Licence	in	January	
2015,	which	reducdes	the	days	required	for	approval.	It	may	also	be	appropriate	to	
rethink	sources	of	public	finance,	the	composition	of	expenditure	and	use	of	PPPs	
in	infrastructure	development.	

•	 Public finance:	The	country’s	public	finances	are	enviable	in	many	respects	as	the	
government	has	high	revenues,	large	surpluses,	low	debt	relative	to	GDP,	large	gross	
national	savings	and	large	fiscal	buffers.	However	almost	90%	of	total	revenue	is	
received	from	the	oil	and	gas	sector.	Brunei	Darussalam	should	ensure	the	large	
annual	budget	surpluses	are	 invested	productively,	perhaps	 in	education	to	help	
diversify	the	economy	and	to	increase	potential	output.	Greater	use	of	PPPs	could	
increase	spending	efficiency	and	contribute	to	the	development	of	various	sectors,	
including	construction,	business	services	and	financial	services.

Key challenges: Singapore 

•	 Ageing population:	In	high-income	Singapore,	improvements	to	the	quality	of	life	
are	particularly	important.	With	an	ageing	population,	more	will	need	to	be	done	
to	 improve	 the	 employability	 of	 the	 elderly	 and	 to	 improve	 social	 programmes.	
Efforts	have	been	made	to	encourage	older	workers	to	return	to	the	workforce	and	
to	create	incentives	for	employers	to	hire	them.	One	such	incentive	is	the	Special	
Employment	Credit	(SEC),	introduced	in	2011,	that	grants	a	subsidy	to	employers	
who	hire	Singaporean	employees	over	50	years	of	age.	The	Tripartite	Committee	on	
Employability	of	Older	Workers	(TriCom)	has	been	working	since	2005	to	support	
the	 employability	 of	 older	 workers	 by	 promoting	 job	 redesign,	 re-employment	
and	public	 communication	 to	 promote	 positive	 perceptions	 of	 older	workers.	At	
the	same	 time,	health-care	programmes	 for	 the	elderly	are	being	expanded	and	
investments	 in	 health	 care	 generally	 are	 increasing.	 The	 Pioneer	 Generation	
Package	 has	 increased	 health	 subsidies	 for	 the	 elderly	 and	 the	 government	 has	
expanded	facilities	such	as	hospital	beds	and	nursing	home	capacity.

•	 Infrastructure:	Improvements	in	energy	efficiency	will	be	an	important	component	
of	 improved	 sustainability	 in	 Singapore.	 The	 Housing	 and	 Development	 Board	
(HDB)	is	taking	steps	to	develop	more	energy-efficient	housing	and	communities	
and	to	use	sensors	to	create	a	“smart	environment”.	A	Smart	HDB	Town	Framework	
has	 been	 developed	 to	 guide	 the	 use	 of	 technology	 in	 developing	 sustainable	
solutions.	For	example,	HDB	is	encouraging	the	use	of	computer	simulations	and	
data	 analytics	 to	 guide	 its	 planning	 process.	 Improved	 data	 collection	 can	 help	
in	achieving	efficiencies,	though	it	will	be	important	to	ensure	that	security	and	
privacy	remain	protected	as	well.	Singapore	could	consider	harmonising	national	
privacy	 legislation	with	OECD	guidelines,	which	 represent	a	 consensus	on	basic	
principles	that	can	be	built	into	existing	national	legislation.

CLM

Key challenges: Cambodia

•	 Education:	The	development	of	human	capital	and	expansion	of	sectors	with	the	
potential	to	drive	growth	are	important	challenges.	The	Cambodian	technical	and	
vocational	 education	and	 training	 (TVET)	 system	has	 traditionally	been	used	as	
either	an	alternative	to	higher	education	or	to	address	unemployment	among	youth	
and	workers	affected	by	economic	 restructuring.	 Increasingly,	TVET	 is	now	also	
being	used	as	a	tool	to	support	the	development	of	a	knowledge-based	economy.	
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Strengthening	 the	 system,	 particularly	 to	 help	 students	 and	 workers	 develop		
advanced	skills,	requires	a	broad	set	of	organisational	reforms.	TVET	programmes	
should	seek	broader	input	from	stakeholders	and	sources	of	funding,	improve	the	
quality	of	 curricula,	 teaching	and	evaluation,	 consider	developing	public-private	
partnerships,	and	improve	access	to	quality	and	relevant	learning	opportunities.	
Recent	 reforms	 have	 sought	 to	 address	 these	 challenges.	 The	 Cambodian	
Qualifications	Framework	 (CQF)	has	 introduced	Competency	Based	Training	and	
developed	a	labour	market	information	and	management	system.	However,	greater	
emphasis	is	needed	on	implementing	these	systems	and	developing	the	capacity	of	
staff	to	work	within	them.

•	 Tourism:	Cambodia	possesses	natural	and	cultural	assets	that	make	it	an	attractive	
tourist	destination	and	is	drawing	an	 increasing	number	of	visitors.	However,	 the	
underdevelopment	of	infrastructure	and	gaps	in	worker	and	managerial	skills	pose	
significant	 constraints	 to	 further	 development.	 The	 sector	 is	 not	 well	 connected	
to	 the	 rest	of	 the	Cambodian	economy,	 relying	 largely	on	 imports.	 Strengthening	
connections	with	local	suppliers	would	help	to	improve	gains	from	the	sector	and	to	
benefit	the	poor.	The	management	of	tourist	sites	is	complicated	by	the	overlapping	
responsibilities	of	multiple	government	ministries.	For	example,	temples	are	under	
the	 responsibility	 of	 the	Ministry	 of	Culture	 and	Fine	Arts,	 and	eco	 sites	may	be	
under	 the	 Ministry	 of	 Environment	 or	 the	 Ministry	 of	 Agriculture,	 Fishery	 and	
Forestry	while	some	other	sites	are	managed	by	the	Ministry	of	Culture	and	Religious	
Affairs.	This	fragmentation	also	makes	the	much-needed	diversification	of	tourism	
destinations	more	 complex.	Regional	 solutions,	 particularly	 in	promoting	 specific	
regions	 and	 facilitating	 travel	 (such	 as	 through	 the	ASEAN	 single	 visa	 initiative),	
could	be	beneficial.	

Key challenges: Lao PDR 

•	 Natural resources:	Significant	contributions	to	growth	have	been	made	by	natural	
resources,	primarily	hydropower	and	mining,	but	dependence	on	these	resources	
posea	a	risk	of	Dutch	disease	and	volatile	growth.	Due	to	strong	appreciation	of	the	
currency,	the	growth	of	non-resource	sectors	such	as	manufacturing	and	agriculture	
has	 been	 slow.	 Sustained	 growth	 that	 creates	 jobs	 requires	 a	 broader-based	
economy.	 Policy	 priorities	 for	 responsible	management	 of	 the	 natural	 resources	
boom	include	diversification	of	the	economy	by	encouraging	FDI	in	non-resource	
sectors	and	creating	a	more	favourable	business	environment.	The	improvement	of	
fiscal	and	monetary	policy	management	is	required	for	macroeconomic	stability,	
particularly	 in	using	 revenues	 from	natural	 resources	 for	 long-term	savings	and	
investment.	 As	 the	 country	 faces	 large	 budget	 deficits	 and	 high	 external	 debt,	
it	 is	 important	 to	 balance	 the	 budget,	 reduce	 external	 borrowing,	 ensure	 rapid	
repayment	of	debt	and	establish	a	fund	for	future	expenditure.	

•	 SMEs: The	development	of	SMEs	is	a	critical	component	of	economic	diversification	
and	plays	an	important	role	in	generating	employment,	income	and	new	technology	
for	 long-term	development.	A	 lack	of	access	 to	 finance	and	a	skills	shortage	are	
among	the	top	concerns	of	SMEs	in	Lao	PDR.	Domestic	and	international	competition	
and	relatively	high	energy	prices	in	the	country	are	also	concerns	for	SMEs.	Several	
laws	and	regulations	have	been	 issued	 in	support	of	private-sector	development	
including	the	Business	Law	and	the	Law	on	Promotion	and	Management	of	Foreign	
Direct	 Investment.	 However,	 supporting	 decrees	 and	 the	 regulatory	 framework	
required	to	implement	the	new	measures	remain	lacking.	In	addition,	more	can	be	
done	to	ease	administrative	burdens,	improve	access	to	credit	and	technology	and	
facilitate	exports.	
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•	 Tourism: While	tourism	has	expanded	rapidly	in	Lao	PDR,	it	has	the	potential	for	
greater	 growth	 by	 expanding	 arrivals	 from	 non-neighbouring	 countries	 and	 by	
increasing	 spending	 per	 visitor.	 Improved	 transportation	 infrastructure	 linking	
cities	and	tourist	destinations	and	improved	international	connectivity	are	needed.	
Skill	shortages	and	the	need	for	standards	and	qualifications	have	been	recognised	
with	the	establishment	of	 the	Lao	National	 Institute	of	Tourism	and	Hospitality,	
though	 implementing	 ASEAN	 standards	 will	 take	 additional	 efforts.	 Future	
planning	for	the	sector	should	consider	how	public-private	collaboration,	perhaps	
in	 destination	 marketing,	 could	 be	 useful	 to	 attract	 higher-spending	 tourists	
from	a	wider	range	of	countries.	The	government	has	recognised	the	potential	of	
ecotourism	and	community-based	tourism	in	expanding	the	sector	and	in	fuelling	
pro-poor	 growth.	However,	 careful	 attention	 should	be	placed	on	protecting	 the	
country’s	cultural	and	environmental	resources	as	any	decline	in	biodiversity	and	
natural	resources	is	likely	to	harm	the	promotion	of	ecotourism.

Key challenges: Myanmar 

•	 Agriculture:	Agriculture	in	Myanmar	is	predominantly	small-scale	and	subsistence-
based,	with	54%	of	farms	less	than	2	hectares,	4.3%	between	8	and	20	hectares	and	
only	0.3%	 larger	 than	20	hectares.	However,	 the	sector	 retains	great	potential	 to	
be	a	major	contributor	to	export-led	growth.	Though	recent	reforms	allow	farmers	
to	use	 their	 land	as	collateral	 in	securing	 loans	 (through	Land	Use	Certificates),	
access	to	finance	and	financial	services	is	generally	poor	and	acts	as	a	constraint	
to	 increasing	 investment	 in	 the	 sector.	 The	Myanmar	 Agriculture	 Development	
Bank	does	provide	seasonal	and	some	longer-term	loans	but	faces	serious	funding	
constraints	 due	 in	 part	 to	 interest	 rate	 limits.	 The	 improvement	 of	 farmers’	
knowledge	and	skills,	along	with	research	and	development,	will	also	be	central	to	
raising	farming	productivity.	Expanding	agricultural	exports	may	require	reforms	
of	 constraining	 institutional	 factors,	 for	 example	 by	 better	 defining	 overlapping	
responsibilities	of	ministries	and	by	expanding	 limited	resources	 for	health	and	
safety	 inspections.	 Consideration	 of	 alternative	 organisational	 and	 marketing	
strategies	may	also	be	needed.

•	 Education:	 Improvements	 in	 the	 formal	 education	 system	 and	 other	 training	
programmes	will	be	needed	to	prepare	more	of	Myanmar’s	workers	for	jobs	in	the	
modern	manufacturing	and	services	industries	that	will	expand	with	the	country’s	
growth.	While	basic	 levels	of	 education	are	 fairly	high	 for	 the	 country’s	 income	
level,	 access	 to	 education	 and	 quality	 of	 higher	 education	 need	 improvement.	
Reviews	 of	 selection	 criteria	 for	 teacher-training	 programmes	 and	 of	 incentives	
for	 teachers	 may	 help	 to	 attract	 better-qualified	 and	more	motivated	 teachers.	
TVET	can	play	a	role	in	arming	workers	with	the	skills	demanded	by	employers,	
particularly	in	the	use	of	technology.	However,	it	is	important	for	TVET	systems	to	
be	designed	by	engaging	with	employers,	unions,	students	and	teachers	familiar	
with	the	workplace.	Labour	exchange	offices	and	worker	training	programmes	are	
helping	 to	bridge	 skill	 gaps	 to	 improve	productivity,	 though	 the	development	of	
training	 strategies	 is	 complicated	by	 the	 involvement	of	many	ministries	 in	 the	
policy-making	process.	The	National	Education	Committee	co-ordinates	education	
decision	making,	but	another	11	ministries	are	responsible	for	various	aspects	of	the	
education	system.	Reforms	are	underway	through	the	Comprehensive	Education	
Sector	Review	initiated	in	2012	to	develop	a	strategic	plan	for	the	education	sector.

•	 SME financing:	 Given	 a	 history	 of	 underinvestment,	 growth	 and	 development	
depend	on	increased	investment.	The	lifting	of	sanctions	and	Myanmar’s	increased	
openness	to	the	world	can	be	expected	to	lead	to	an	increase	in	foreign	investment	
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and	development	assistance,	but	these	external	sources	of	financing,	along	with	
remittances,	are	expected	to	be	less	important	than	domestic	sources	of	financing.	
Reforms	 will	 be	 needed	 to	 maximise	 these	 domestic	 sources.	 Government	
revenues	 are	 insufficient	 as	 a	 result	 of	 the	 tax	 structure	 and	 difficulties	 in	 tax	
collection.	Collection	could	be	improved	and	burdens	on	business	reduced	through	
administrative	reforms	to	tax	administration	such	as	a	switch	to	self-assessments.	
The	financial	system	remains	at	an	early	stage	of	development,	but	will	be	critical	
in	 mobilising	 financial	 resources	 for	 development.	 At	 present,	 formal	 financial	
institutions	are	largely	confined	to	the	commercial	banks	but	their	scope	is	limited,	
and	formal	financial	markets	are	nearly	non-existent.	In	the	near	term,	regulatory	
constraints	will	need	to	be	adjusted	to	improve	firms’	access	to	finance.	Regulatory	
restrictions	on	the	banking	sector	have	been	relaxed	somewhat,	such	as	those	on	
interest	rates,	but	work	needs	to	be	done	in	important	areas,	including	establishing	
a	credit	bureau,	which	is	currently	underway.

China and India

Key challenges: China 

•	 Environment:	Rapid	growth	with	 lax	pollution	 regulation	has	been	accompanied	
by	serious	environmental	degradation	in	China.	Recognition	of	the	environmental,	
human	and	economic	costs	has	led	to	reforms.	Measures	taken	recently	to	improve	
air	 quality	 are	 having	 an	 impact	 in	 reducing	 urban	 air	 pollution.	 For	 example,	
the	 average	 PM	 2.5	 (particulate	 matter	 less	 than	 2.5	 microns	 in	 diameter	 that	
can	lodge	in	the	lungs)	concentration	in	ten	polluted	Chinese	regions	declined	by	
11.9%	in	2014.	Other	recent	reforms	include	an	Environmental	Tax	Law,	released	
for	 discussion	 in	 June	 2015,	 that	 proposes	 fines	 for	 air,	 water,	 noise	 and	waste	
polluters,	 though	 there	 are	 several	 exceptions.	 Recent	 reforms	 also	 extend	 the	
liability	of	persons	responsible	for	environmental	damage	to	beyond	their	term	and	
retirement.	 Improved	 inspection	of	water	pollution	has	been	 introduced	as	part	
of	the	Water	Pollution	Prevention	and	Control	Law.	The	inspection	identified	the	
cities	and	towns	that	met	national	standards	and	since	then	the	government	has	
announced	that	water	quality	will	be	incorporated	in	the	indicators	used	to	assess	
local	government	officials.

•	 Human capital:	Improvements	in	human	capital	will	take	on	additional	importance	
as	China	seeks	to	develop	innovative	and	knowledge-based	industries.	Job	seekers	
–	even	those	with	higher	levels	of	education	–	do	not	currently	have	skills	matching	
market	demand.	 For	 example,	 soft	 skills	 such	as	management,	 communications	
and	negotiation	amongst	others	were	found	to	be	the	most	important	for	new	jobs	
but	are	not	acquired	at	higher	education	institutions.	Recognising	that	vocational	
education	 offers	 a	 means	 of	 improving	 skills,	 the	 government	 is	 investing	 in	
expanded	workplace-based	training.	Reforms	affecting	the	autonomy	and	focus	of	
universities	have	also	helped	provide	opportunities	for	deeper	collaboration	with	
the	 private	 sector.	 National	 Technology	 Transfer	 Centres	 (NTTCs),	 for	 example,	
act	as	intermediaries	between	university	and	industry	to	diffuse	inventions;	and	
with	greater	autonomy,	NTTC	staff	are	able	to	market	patented	technology	thereby	
increasing	the	utilisation	rate	of	university-developed	patents.	New	programmes	
to	 train	 and	 attract	 world-class	 researchers	 and	 other	 highly	 skilled	 workers	
are	helping	 to	 address	 the	need	 for	 further	 innovation.	The	National Medium-and 
Long-term Talent Development Plan (2010-2020)	is	a	recent	comprehensive	initiative	to	
attract	and	retain	highly	skilled	individuals	in	six	broad	areas	(political	leaders	and	
officials,	business	entrepreneurs,	 technical	professionals,	highly	skilled	 industry	
staff,	skilled	workers	in	agriculture	and	rural	areas,	and	skilled	social	workers).
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•	 Rural development:	 Rural	 areas	 have	 not	 seen	 the	 same	 development	 as	 urban	
areas	 in	 China,	 although	 the	 income	 gap	 has	 narrowed	 somewhat.	 Higher	
rural	 productivity	 is	 critical	 for	 narrowing	 the	 urban-rural	 income	 gap,	 though	
temporary	income	supports	may	also	be	needed	in	some	cases.	Labour	productivity	
in	agriculture	will	need	to	be	 improved	through	mechanisation	and	investment.	
Assistance	in	access	to	finance	and	in	facilitating	the	reallocation	of	land	are	laying	
the	 groundwork	 for	making	 these	 productivity	 improvements.	 A	 recent	 attempt	
in	this	direction	 is	the	 July	2015	 issuance	of	the	Guiding	Opinion	on	Building	an	
Agricultural	Credit	Guarantee	System	with	Budgetary	Support.	Under	this	scheme	
backed	by	the	provincial	governments,	at	least	70%	of	guaranteed	loans	would	go	
to	crop	farmers	with	sufficient	scale.	To	preserve	land	fertility	over	the	long	run,	
unsustainable	practices	such	as	the	overuse	of	chemical	fertilisers	will	need	to	be	
changed.	 The	 government	 could	 encourage	 the	 use	 of	 new	 technology,	 improve	
farmer	education	and	reduce	subsidies	for	fertilisers.	

Key challenges: India 

•	 Financial inclusion:	Fast	and	inclusive	development	will	require	stronger	financial	
education	initiatives	and	improved	access	to	and	quality	of	education	in	general.	
Financial	 access	 has	 been	 a	 policy	 priority	 for	 India,	 but	 financial	 education	
programmes	will	also	be	needed	to	ensure	that	people	are	aware	of	the	services	
available	 and	 sufficiently	 informed	 about	 the	 opportunities	 and	 risks	 to	 make	
responsible	decisions	about	personal	and	business	finance.	The	areas	of	need	have	
been	studied	through	the	2014	Financial	Literacy	and	Inclusion	Survey,	which	found	
that	 respondents	were	 comfortable	with	 concepts	 such	 as	 division	 and	 interest	
on	loans,	had	moderate	knowledge	of	inflation,	risk	versus	return,	diversification	
and	simple	interest,	and	were	least	knowledgeable	about	the	time	value	of	money	
and	 compound	 interest.	 The	National	 Strategy	 for	 Financial	 Education	has	 been	
developed	to	guide	efforts	by	schools,	community	outreach	workers	and	financial	
sector	representatives	in	this	field.	

•	 Education:	Higher	quality	and	more	accessible	education	generally	is	important	in	a	
country	like	India	with	a	young	population.	Enrolment	in	primary	schools	in	rural	
areas	and	their	results	have	improved	considerably	in	the	recent	past.	Over	98%	of	
children	were	found	to	be	enrolled	in	primary	school	in	2012.	Even	in	rural	areas,	
enrolment	levels	are	over	96%	for	the	6-14	year	age	group.	Less	change	has	been	
seen	at	the	secondary	and	tertiary	levels,	where	more	students	will	need	to	develop	
skills	beyond	basic	literacy	and	numeracy.	Uneven	access	to	education	by	region,	
gender	and	socio-economic	background	across	all	levels	of	schooling	will	need	to	
be	addressed,	possibly	through	the	use	of	new	diversity	measures	and	incentives.	
Efforts	 to	 improve	 the	quality	 of	 education	 should	 focus	on	 teacher	quality	 and	
upgrading	school	facilities.	
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