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ASEAN
Association of Southeast Asian Nations

On 8 August 1967, the Association of Southeast Asian Nations (ASEAN) was
established in Bangkok, Thailand with the signing of the ASEAN Declaration.
The founding member states of ASEAN - better known as the ASEAN 5 - are
Indonesia, Malaysia, the Philippines, Singapore and Thailand.
It wasn’t until 7 January 1984 that ASEAN welcomed its next new member,
Brunei Darussalam, with Vietnam then joining in 1995. Two years later,
ASEAN open its doors to two new countries, Lao PDR and Myanmar. On 30
April 1999, Cambodia became the latest nation to join, completing the 10
member states of ASEAN that we see today.
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5.16

856.07

3,403.97

251.50

Lao PDR
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2015 is set to be a defining moment for Southeast
Asian economies as the deadline for the formation
of the ASEAN Economic Community (AEC) looms.
Given the great range of diversity in economic
development, political systems, cultures and
religions, many are wondering if the regions can
actually be integrated into a unified economy.
TMF Group’s Head of APAC Paolo Tavolato explores
the AEC from different perspectives.

Paolo Tavolato is TMF Group’s Head of
Asia Pacific, a role he took over after
several years as Managing Director in
Thailand. During his tenure as MD, he was
voted Asia Pacific’s Managing Director of
the Year for 2013.

ASEAN at a glance
2014 was a historical year for ASEAN. The 10 Southeast
Asian economies together received estimated foreign
direct investment (FDI) worth US$136 billion. The record
level FDI flows to the region overtook that to China
(US$128 billion) for the second time and the gap is
widening.
This is not a one-off event but instead a growing trend in
the investment strategies of multinational corporations
(MNCs). Much of the attractiveness of the region is down
to its enormous growth opportunities: a population of
more than 620 million (nearly 9% of the world), home
to the third-largest workforce in the world (behind China
and India) and average economic growth rate of around
5.4% per annum since 1980. From 2001 to 2014 alone,
ASEAN’s combined GDP rose threefold, reaching US$2.5
trillion. If ASEAN were one economy, it would be the
seventh-largest in the world and it is projected to rank as
the fourth-largest economy by 2050.
Investors are drawn to ASEAN countries as they hope to
leverage the region’s emerging consumer market, rising
middle classes and equally increasing spending power.
From the late 1970s onward, ASEAN countries have
constantly outgrown the rest of the world in terms of
GDP per capita. It only took the region 13 years to triple
its GDP per capita to reach an estimated of US$3,982 in
2014 (increase from US$1,172 in 2000) and the figure is
expected to reach US$9,000 in 2030. At the moment,
67 million households in ASEAN belong to the middle
class; the number is likely to grow almost twofold to
125 million in the next decade. All of this makes ASEAN
one of the most important consumer markets of the
future, and helps pave the way for an ASEAN Economic
Community to emerge as a powerhouse of the world
economy.

The AEC as the key to unlock ASEAN’s
growth potential
The integration of Southeast Asia economies through
the establishment of the ASEAN Economic Community
(AEC) on 31 December 2015 is expected to further unlock
the growth potential of the region. The idea to create
an integrated ASEAN community that would bolster the
region’s economic competitiveness was first conceived
in the aftermath of the Asian financial crisis, when the
so-called Tiger Economies collapsed.
When ASEAN’s Heads of State gathered in Kuala
Lumpur to commemorate the 30th anniversary of the
organisation in December 1997, the future of ASEAN
was outlined under the ASEAN Vision 2020. It was a
bid to transform the region into a stable, prosperous
and highly competitive economy with equitable
economic development, and reduced poverty and
socioeconomic disparities.

An “ASEAN Community” was part of the vision to
produce an integrated, stable, knowledgeable and caring
community that would bolster the region’s economic
competitiveness. What it does not strive to achieve is an
European Union (EU) form of structural integration that
embodies a common supranational institution, regulatory
framework, currency, foreign and security policy. This is
because ASEAN member states are still in the early stage
of nation-building where nationalism and sovereignty
are highly regarded. Therefore, deep regional integration
like the EU might disrupt ASEAN’s social stability and
economic development.
The community will, when up and running, consist of
three pillars: the ASEAN Economic Community (AEC),
the ASEAN Political-Security Community and the ASEAN
Socio-Cultural Community. The most important pillar, the
AEC is envisioned to be:
 A single market and production base
 A highly competitive economic region
 A region of equitable economic development
 A region fully integrated into the global economy with
free movement of goods, services, investment, skilled
labour, and capital.
The decision to establish the AEC was reaffirmed by
the Declaration of ASEAN (Concord II) in 2003 against
the backdrop of China joining the WTO and the rise
of BRIC countries as the fastest-growing emerging
markets. ASEAN leaders aimed to transform the region
into a dynamic, outward-looking, and market-driven
economy capable in competing with other emerging
economies in attracting FDI. In 2007, the creation of the
AEC was expedited to 2015 under the Cebu Declaration
to capitalise on the growing importance of ASEAN to the
global economy.

An alternative to dominant China
The demographic dividend that propelled China’s 30 years
of economic boom is now depleting due to an aging
population and shrinking workforce. Currently, 15% of
China’s population is over 60 years and the number is
projected to reach 24% by 2030. In line with a growing
elderly population, China’s labour force contracted for the
first time in three decades in 2012. Consecutively, it lost
2.4 million workers to retirement in 2013 and the trend
is expected to continue with China’s losing another 70
million workers by 2030. As a result, the decline in labour
supply has caused a rise in wages (around 10% to 20%
per annum) thus eroding foreign investors’ profit margins.
China is in the midst of transforming its current export-led
economy towards a consumption-driven one. To achieve
this, China needs to boost its domestic consumption
through lifting wages and moving up the value chain.
Therefore, it can no longer hold on to low-skill, low-cost

and labour-intensive manufacturing jobs like it used
to. China is moving on and so are the MNCs. In order to
defend profit margins, they are looking elsewhere to
relocate manufacturing operations.

and natural resources. The diversity of ASEAN’s economies
provided an unprecedented opportunity for investors to
maximise the return on investment by spreading out their
operations across the region.

As opposed to China, ASEAN is only starting to enjoy
its demographic dividend as its population is forecast
to grow more than 10% to 690 million by 2020. The
population in Southeast Asia is relatively young with
a median age of about 27 years and up to 94% of the
region’s population was under 65 years in 2013. ASEAN
will contribute about 9% to the global workforce by 2030
when another 70 million workers join the ranks.

The AEC would enable the creation of a seamless
pan-ASEAN manufacturing hub in a unified economy
instead of individual countries. The downstream and
upstream industries across ASEAN could actually come
together to form regional value chains. Within a single
market, MNCs could leverage a combination of countries
with unique main economic sectors. This includes
countries specialising in natural resources, low-cost
labour, intermediate value-added manufacturing,
business process outsourcing (BPO) facilities, or financial
and logistics hubs that complement each other. They
could perform labour-intensive manufacturing in
Indonesia and Vietnam, before sending it to Thailand
and Malaysia for higher technology assembly and export
to the rest of the world through Singapore. The whole
business could be supported by BPO industry in the
Philippines.

The diminishing cost competitiveness in China has driven
a growing number of labour-intensive manufacturers to
relocate their production base out of the country. On the
contrary, the neighbouring ASEAN offers a well-suited
alternative to China and become the next “factory to the
world” with its expanding workforce, youthful population
and relatively low wages. For example, the world’s largest
electronics contractor manufacturer - Foxconn Technology
Group - is planning to shift its production from China by
investing US$1 billion in Indonesia over next three to five
years as a way to secure even lower wages and defend
profit margins.

Future-gazing: pan-ASEAN supply chains
However, no single country in the region can replace
China in supplying a sufficient workforce, well-developed
supply chain and immense capacity required by MNCs
on its own. It might be suitable to set up a research and
development centre in Singapore due to its highly skilled
and well-educated workforce but it is not economically
feasible to conduct labour intensive manufacturing there.
On the other hand, the two most populous nations in
ASEAN - Indonesia and Vietnam – would be the perfect
production base with an abundant supply of labour force

Also, the diverse range of industrial specialisations in
ASEAN would make the region suitable for a wide array
of investors. For example, Singapore and Malaysia
specialise in electronic products, Thailand is the leading
manufacturer of fast moving consumer goods and
processed foods, while Vietnam and Cambodia focus
on garments. Indonesia, Brunei, the Philippines and
Myanmar are the main producers and exporters of natural
resources such as palm oil, rubber, sugar cane, rice, cocoa,
timber, petroleum, natural gas, coal and tin. The vertical
and horizontal integration of Southeast Asia economies
under the AEC would stimulate intra-regional investment,
trade and business connections benefitting both foreign
and local firms.

2015 and beyond
According to the Chairman’s statement at the 26th
ASEAN Summit in April 2015, 458 out of the total 506
high-priority measures outlined in the AEC roadmap
have been fully implemented across all ASEAN
countries. This took the AEC’s implementation to
90.5%. For the remaining deliverables, the ASEAN
Economic Ministers (AEM) have been tasked to identify,
prioritise and implement measures that carry the
highest economic impact in a bid to achieve 95%
implementation rate by year-end. This does mean that
ASEAN is not targeting a full implementation of the AEC.
Among the remaining deliverables, the removal of
non-tariff barriers (NTBs) is the hardest to implement
as most are populist measures designed to protect
strategic national industries. Challenges remain in
the elimination of NTBs such as a single channel for
imports, price control measures, natural resource
subsidies, and preferential treatment of state-owned
enterprises. Although the withdrawal of NTBs might
inflict short-term pain it would eventually be beneficial
as competition will push these industries to move up
the value chain and increase productivity.
It is absolutely crucial to remove NTBs in the process
of creating a freer regional economy and investment
friendly environment. A study by the Institute of

Southeast Asian Studies (Plummer and Chia, 2009)
shows that the total removal of tariff and NTBs in
ASEAN could reduce the cost of doing business in the
region by 5% and increase its GDP by 5%.
The AEC will be a work-in-progress that stretches
beyond its self-defined deadline. We can foresee the
continuous integration and liberalisation of ASEAN in a
bid to compete with other emerging economies. The
stakes are too high for the region’s leaders to ignore
it. According to the Asian Economic Journal (2012), the
establishment of the AEC could generate US$280 billion
to US$615 billion (equivalent to 5% to 12% of projected
ASEAN GDP) in annual economic value by 2030.
Southeast Asia is well positioned to profit from global
trade flows due to its strategic location in relation to
China, India and Japan. In fact, by 2025, more than half
of the world’s consumers would live within a five to six
hours flight from ASEAN.
It seems that Southeast Asia’s economies are destined
to outshine the rest of the world in the next two
decades. However, every step towards creating the AEC
tests the commitment and political will of the leaders to
sacrifice their national agenda for the common good.

My view on AEC: Vinod Kumar

“I think the AEC is a timely creation to enhance
oneness amongst its members, especially in
the current environment where clout seems to be
measured by the number of members.
“As Indonesia is the largest member of ASEAN with a
population of approximately 250 million people, it will
be interesting to see how member states respond to
Indonesian talent taking advantage of more porous
borders.
“I’m sure other member states will be no less excited
of potentially easier access to arguably the most
vibrant economy in ASEAN.

Vinod is the President Director of TMF Group Indonesia
which he set up three and a half years ago. He
is currently based in Jakarta. Vinod has 22 years’
experience and works with primarily multinational
companies across all industries to set up optimal
legal structures for their investments and
intended principal activities in Indonesia.
Contact:
Vinod Kumar
President Director
Indonesia
T: +6221 2971 3699
vinod.kumar@tmf-group.com

Expectations will be high and it will
be interesting to see if member
states benefit from a revision of the
Negative List to reduce restrictions on
foreign equity participation. It is all
about reciprocity.”

My view on AEC: Yap Wai Bing
“The coming together of 10 member nations to form
a single market and production base under the AEC
is certainly a milestone development and one of the
strategic objectives of ASEAN.
“In terms of size, ASEAN has a combined GDP of
US$2.5 trillion and a population of over 600 million, so
it will become an important economic block.
“Additionally, multilateral free trade agreements in
negotiation by ASEAN member countries such as the
Regional Comprehensive Economic Partnership will
provide the legal platform for trade and investments.
“ASEAN has made progress but there are still many
areas that must be worked out and lessons learned by
the EU are an important reference point.

Wai Bing is the Managing Director of TMF Trust Labuan
Limited. He has over 20 years experience in corporate
secretarial practice in the then Big 5 accounting firms.
He used to operate a corporate secretarial, share
registration and business outsourcing practice
before selling it prior to joining TMF Group. Wai
Bing had served as company secretary on many
public companies listed on Bursa Malaysia.
Contact:
Yap Wai Bing
Managing Director
Labuan
T: +6087 593 828
waibing.yap@tmf-group.com

Labuan International Business and
Financial Centre* (Labuan IBFC)
can become a platform for regional
trade and investments. With its
regulatory advantages and supervision,
Labuan IBFC can facilitate banking,
financing (such as private fund and
debt issuance), private wealth planning
and other solutions.”
*Labuan International Business and Financial Centre is a special
economic zone designated as a financial centre and free trade zone
by the Malaysian government.

My view on AEC: Celine Chan
Under the AEC, Malaysia is well
positioned to be the cost-effective
entry into the ASEAN market for
MNCs with its cost advantage, sound
infrastructure and excellent business
ties with the Middle East, India and
China.
“Malaysia is currently the largest Islamic bond centre
in the world. The liberalisation of the financial services
sector under the AEC will further strengthen Malaysia’s
position as Asia’s Islamic Finance Centre.
“It is also set to gain from the implementation of the
ASEAN Open Skies Policy as it has the right ingredients
(geographic location and advanced infrastructure) to
become a regional hub.

Celine is the Managing Director of TMF Group Malaysia.
She started her working career as an accountant in one
of the major accounting firms before moving into a
start up, a records management company, and growing
it into leading player in Malaysia. In total, Celine has
22 years in the service industry, with 19 in senior
management leadership positions – mainly in the
Logistics, IT and BPO and Capital Market industries.
Contact:
Celine Chan
Managing Director
Malaysia
T: +603 2382 4288
celine.chan@tmf-group.com

“Due to Malaysia’s pioneering position in the Halal
industry, it aspires to become the global hub for the
production and trade of Halal products and services.
Manufacturers can leverage Malaysia’s strength and
experience in its globally-recognised Halal certification
to launch into the 240 million Muslim population in
the region.
“Free movement of skilled labour within ASEAN will
ease and attract knowledge workers from the region
to work in Malaysia. It will be easier for Malaysian
businesses to move up the value chain by tapping into
a wider talent pool.”

My view on AEC: Jean-Paul Binot
“The AEC project is like a light version of the EU. It
involves a desirable economic and social integration
without the entire EU structure like the parliament,
commission, single currency and treaties. As such, it
may be seen as very wise, or as very brave.
“It is largely a matter of seeing how the member
states will cope with the challenge of regional social
mobility. For Singapore, it is hard to see it relax
its strict immigration regulations, even though its
economy might benefit from it.
“The EU integration experience indicates that there
are considerable issues with the concept of free
movement of people and goods.

Jean-Paul is TMF Group Singapore’s Managing Director and
Sub Regional Managing Director for Indonesia, Thailand,
Australia and New Zealand. He has 25 years of
professional experience in the field of Business
Management, Business Process Outsourcing
(BPO) and Management Consulting. Jean-Paul
is also experienced in launching successful
new practices and subsidiaries from a green
field, and growing businesses organically
and through strategic acquisitions in Europe
and Asia.
Contact:
Jean-Paul Binot
Managing Director
Singapore
T: +65 6808 1600
singapore@tmf-group.com

Nonetheless, the AEC is coming
our way. It may take several
years, and there will be hurdles
and roadblocks, but the economies
of ASEAN are clearly on a path of
integration, which should mean good
news for foreign investors.”

My view on AEC: Tom Leenders
Thailand’s automotive industry
is expected to be the main
beneficiary of the AEC. The import
taxes on automobile from ASEAN
member states will be reduced to
zero percent under the ASEAN Free
Trade Area (AFTA) in 2018.
“Thailand offers auto parts and car manufacturers a
tariff-free access into one of the most promising car
markets in the world, ASEAN, as a result of the region’s
emerging middle class. The country is already the fifth
largest commercial vehicles manufacturer in the world
and has the best-developed automobile manufacturing
industry and ecosystem in ASEAN.

Tom is the Managing Director of TMF Group Thailand. For more
than 20 years and throughout his professional experience, Tom
has been involved in the financial services industry with ABN
Amro Bank, MeesPierson, ING Bank and Credit Suisse.
His career started in the Netherlands and has taken
him to Curacao (twice), Switzerland and Singapore.
In his previous roles he was primarily engaged
in Business Development and Relationship
Management with a focus on International
Structuring.
Contacts:
Tom Leenders
Managing Director
Thailand
T. +66 (0) 2 613 4901
E. tom.leenders@tmf-group.com

“Besides the automotive industry, Thailand has been
a manufacturing giant in the region for decades.
With Thailand’s developed infrastructure, technical
experience and low labor costs, it is the ideal stepping
stone for investors to come into ASEAN.
“The cosmopolitan centre of Thailand - Bangkok is
one of the prime tourist destinations in the world.
According to the Time magazine’s Global Destination
Cities Index, Bangkok was the most visited city in the
world in 2013.
“The ASEAN Open Skies Policy will make Bangkok
a regional hub and bring more tourists to ASEAN as
major international airlines already have existing
routes flying into the city.”

My view on AEC: Suresh G Kumar
“Under the AEC’s vision of creating a single market and
production base, ASEAN member states have to find
their unique competitive edges and further develop it
in order to thrive in an integrated and open economy.

For Vietnam, the strength is its
strategic geographic location,
ripening demographic dividend, low
labour cost structure and growing
foreign direct investments (FDI). For
that, it will enable the country to
become a regional manufacturing hub
and an alternative production
base to neighbouring China.
“At the moment, Vietnam is already one of the
region’s manufacturing powerhouses in the region.
Last year, the country emerged as Southeast Asia’s
largest exporter to the US with shoes, garments and
textiles being the main export.

Suresh G Kumar is TMF Group Vietnam’s Managing
Director and Sub Regional Managing Director for
Malaysia, Labuan & the Philippines. He was
previously with PricewaterhouseCoopers
(PwC) in New York City, handling audits of
alternative investments such as hedge funds.
His 24 years of experience encompasses
audits of financial services, pharmaceuticals,
manufacturing, public sector and real
estate.
Contact:
Suresh G Kumar
Managing Director
Vietnam
T: +84 8 3910 2262
vietnam@tmf-group.com

“Vietnam can also bank on its service and outsourcing
industry. This year, for the first time in history, the
country was voted as the best outsourcing location in
the world by Cushman & Wakefield. Vietnam’s strength
is its young, skilled and ambitious workforce that only
demand a third of the salary of their counterparts in
India.
“The free movement of skilled labour championed by
the AEC will provide Vietnam an instant solution to the
lack of experienced mid-level management executives
and blue collar supervisory personnel in the country.
It will help businesses to drive down their cost (due
to wage rationalisation) and move up the value chain
(through knowledge transfer).”

Additional reporting: Hoong Han Lai

Want to talk about what you’ve
read here? Contact your local
TMF Group office; details found
at www.tmf-group.com
E: contact@tmf-group.com
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