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Synopsis of structural policy challenges in Southeast Asia
Many Southeast Asian countries are searching for “new growth and development
strategies”
The global financial crisis has underscored the need for Asian economies to rethink
their past growth models. The export-oriented growth strategies, successful in earlier
decades, have shown their weaknesses. Excessive dependence on external demand has
made many Asian countries vulnerable to fluctuations in global demand and to external
shocks. Domestic demand will be an important engine for medium-term growth in the
region.
Many Southeast Asian countries are searching for new growth and development
strategies to meet the changing growth dynamism in the region and international market
conditions. Policy makers in the region recognise the need to adapt their development
strategies and indeed have included several new elements towards a new growth model
in their medium-term development plans, which include human capital development,
social and labour market policies, policies to promote greener economies and policies
to address economic and social disparities. Implementation of the new development
strategies will require the adoption of a comprehensive package of reform measures.
Overall enhancement of productivity through structural policy reforms will be key to
the success of the new development strategies in the region.
Starting from the second edition, this Outlook includes Structural Policy Country Notes
on selected Southeast Asian countries – this year we have notes on seven countries,
namely, Cambodia, Indonesia, Malaysia, the Philippines, Singapore, Thailand and Viet
Nam. The policy areas discussed in each note are identified in the national development
plan of the country concerned. Each note also discusses relevant experiences in OECD
countries, providing useful insights and suggesting “best practices” that may be of use
for ASEAN policy makers. These structural policy country notes address what kinds
of elements will be important for the new development strategies in Asia and how the
countries incorporate new development models into their medium-term plans.

New development strategies will differ by country
The policy challenges facing each country depend to a large extent on their levels
of development (see Table 2.0.1). For instance, Cambodia faces the challenge of building
and upgrading infrastructure to bring agriculture into the commercial mainstream.
Milled rice exports could be the engine of growth and help reduce poverty, but not until
the export procedure has been streamlined and the milling process made more efficient.
Productivity is a weakness not only in agriculture but in most other sectors. Human
capital development could help to boost productivity, but Cambodia’s educational and
technical and vocational education and training (TVET) system need to be reformed.
Enrolment rates at all levels are very low. The result is a mismatch with economic
needs and a large unskilled labour force. The banking sector offers a relatively brighter
picture. Its capital base is sound and growth has been brisk, with microfinance business
burgeoning. Cambodia’s central bank must build its capacity and modernise its
infrastructure so that it can support economic growth. The central bank also needs to
establish effective supervisory processes that can ensure customer protection and the
stability of the sector.
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Indonesia faces a number of challenges all of which centre on the key question of
equality. It must build and upgrade its infrastructure primarily to close the development
gap between the urban and rural areas and the west and east of the country. As a vast
sprawl of scattered islands, connectivity is a key first step in its infrastructure policy. The
same gaps – west-east, urban-rural – affect education and, by the same token, human
resource development. A widely available health-care system needs to be established.
Indonesia’s expenditure on health care is among the lowest in ASEAN. Access to health
care and public confidence in the health-care system are both limited. The government
has undertaken far-reaching social security reform, including to the health-care system,
but much is still to be done to create a sustainable, equitable system.
Malaysia will need to address some important long-standing economic weaknesses
in the medium term in order to progress toward becoming an advanced economy within
the next decade. Skill shortages and mismatches and the deficiencies in the education
system that underlie them and the low participation of women in the workforce
particularly need to be remedied. Measures to improve SME productivity and to reduce
gaps between rural and urban SMEs will also be needed.
The major policy challenges the Philippines faces in its Medium-Term Development
Plan are to improve its road infrastructure, increase access to education and development
resources, and ensure jobs for all. Both road transport and power are critical to achieve a
more closely integrated Philippine economy, helping to attract widely dispersed privatesector investment. Increasing secondary enrolment and improving the standards
of teachers and pupils are vital reforms, without which there can be no human and
economic development or job creation.
Singapore is aiming to undertake a number of reforms to be a hub of the global
economy. Political pressure is forcing Singapore to rethink the liberal immigration policy
that was part of its drive to be a global city. The government is tightening entry conditions
for foreign workers while encouraging foreign entrepreneurs and investing heavily in
developing the human capital of indigenous workers. It is also encouraging businesses
to upgrade their technology and production methods. As part of that investment effort,
the government has lent strong backing to small and medium-sized enterprises (SMEs).
Research and Development (R&D) has been an important component of Singapore’s
policy of productivity-driven economic growth. Combined public and private R&D
expenditure has put Singapore among the most R&D-intensive countries. Nevertheless,
it lags behind in private R&D spending.
Thailand faces challenges to further improve its education and health-care systems
while addressing the accumulated environmental damage from its rapid growth. The
country has made impressive progress in providing education and health care to most of
the population. However, significant disparities in access remain, especially for poorer
households and between rural and urban areas, that need to be addressed. Education
quality needs to be improved, particularly the quality of teachers, and rising health‑care
costs need to be contained through reforms to improve efficiency in the delivery of
services. Thailand also needs to address environmental damage from past growth and
achieve greener growth in the future by reducing carbon emissions and other forms of
pollution. This will require commitment to greener growth by government, business
and the public and new policies, including increased use of fiscal incentives to encourage
more environmentally friendly activities and behaviours.
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Viet Nam will need to meet several challenges in the medium term to sustain rapid
growth and realise its development potential. As in several other countries in the region,
the supply of skilled labour needs to be increased and better adapted to the needs of
industry through reforms to the vocational training and education systems, including
further encouragement of workplace training. Reforms to the financial system and to
state-owned enterprises need to be broadened and accelerated. The bad loans of the
commercial banking sector need to be addressed in the medium-term but reforms to
improve their governance and strengthen regulatory oversight are crucial to ensure
that they function effectively and prudently in the future. Ownership diversification of
state‑owned enterprises (SOEs) needs to be broadened and governance and oversight
improved. Reforms to allow all businesses to compete on equal terms will be especially
critical to ensuring that SOEs can compete as fully market-based enterprises.

Table 2.0.1. Summary of medium-term policy challenges and responses in Southeast Asia
Cambodia

Indonesia

Malaysia

Philippines

Singapore

Thailand

Viet Nam

Agriculture

Build agricultural productivity and tap the export potential

Human capital development

Increase enrolment rates at all levels of education and strengthen TVET to
build a skilled labour force

Reform of financial sector

Strengthen the banking sector and prudential measures

Infrastructure

Narrow the regional divide by enhancing connectivity and the capacity of
local government

Education

Strengthen the capacity of local government to provide education
infrastructure

Social security reform

Accelerate health-care reform, focusing on coverage and access to
health‑care services

Human capital development

Strengthen TVET and the education system to address skills shortages

Labour market

Address weaknesses in labour market functioning

SME development

Enhance productivity of SMEs

Infrastructure

Improve road transport, power and energy infrastructure and strengthen
public and private investment

Labour market

Focus sharply on job creation strategies

Education

Improve access to quality education and training by strengthening the K+12
programme

Labour market

Manage foreign worker dependence by increasing the productivity of local
workforce

SME development

Sustain SME growth through fostering entrepreneurial environment

Innovation

Enhance the innovation capabilities of local enterprises

Education

Raise the quality of education and reduce disparities

Health-care system

Achieve a more equitable health-care system

Green economy

Foster green growth through investment and fiscal reform

Human capital development

Reform training and education to better meet demand for skilled labour

Development of banking sector

Strengthen the banking system by establishing effective supervision

SOEs reform

Strengthen market-based reforms and monitoring of SOEs

Source: OECD Development Centre.
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