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EXECUTIVE SUMMARY
The Association of Southeast Asian Nations (ASEAN) has a remarkable story, one 
wherein the political and economic threads have diverged. On one hand, ASEAN 
Members have integrating economies whose combined gross domestic products 
make the region the sixth largest in the world. Together, ASEAN Members have 
moved towards a more seamless economic union, slowly but steadily liberalizing the 
flows of capital and labor, and working to facilitate trade and investment in Southeast 
Asia. Despite the wide disparities in the Member States’ domestic circumstances, 
their economies are broadly moving in the same direction.

On the other hand, ASEAN has not managed to translate the region’s commercial 
renewal into geopolitical weight. In another place and time, ASEAN’s weaknesses 
would be less urgent. Yet, the strategic demands of 21st century Southeast Asia are 
rising at pace with growth. In under fifty years, ASEAN’s Members have tripled their 
populations. To surpass the ‘middle income trap’, and maximize their demographic 
window of opportunity, Southeast Asian governments will need to invest in their 
countries’ respective human and physical capital. 

ASEAN’s continuing economic integration should accelerate the returns on those 
investments. If existing potentials are harnessed properly and in time, more ASEAN 
Members may approach, or even achieve, high income status within a generation. 
Moreover, this longer-term transition into more developed economies will have a 
bearing on the region’s ability to achieve external political goals. A strong economic 
position will be both a tool and a buffer for the region in an increasingly multipolar 
world order. 

At present, the greater connectivity that has increased economic ties and reduced 
geographic barriers is also at the heart of Southeast Asia’s shrinking breathing room. 
With the rise of China and its seeming interest in assuming greater leadership, the 
region could one day abut the world’s largest power. Although Southeast Asia has 
benefited economically from China’s rise, this rise has been and could be accompanied 
by greater demands from that state.

For years now, ASEAN Members party to the disputes in the South China Sea 
have attempted to balance their relationships with China against their interests in 
the contested areas. The risk remains that greater economic dependence on China, 
in line with the cross-regional needs in greater connectivity, could become ASEAN’s 
straitjacket. Ultimately, if ASEAN Members should formalize a Code of Conduct or 
other instruments that preserve for China the results of its recent militarization, then 
ASEAN will have accepted a diminution of its interests in the South China Sea in 
favor of its overall economic interests.

The alternate path is for ASEAN Member States to take a region-centered approach 
to their diplomacy. While ASEAN Members have used the overarching concepts of 
unity and centrality to give life to this vision, the organization has yet to translate 
these concepts into a sustained and consistent campaign that asserts their interests 
as a body. Alongside the ASEAN Way, the body must coalesce around an ASEAN 
Dream.
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ASEAN’s Golden Opportunity:
The Future of Southeast Asia

ANGELICA MANGAHAS

The Association of Southeast Asian Nations (ASEAN) has a remarkable story, 
one wherein the political and economic threads have diverged. On one hand, 

ASEAN Members have integrating economies whose combined gross domestic 
products (GDP) make the region the sixth largest in the world. Taken on average, 
ASEAN Members have expanded faster than most of the globe, growing faster than 
all but China and India in 2015. Combined, the ASEAN economies’ growth rate 
has topped even China’s, reaching a height of 25.6% in 2010 after shrinking by only 
0.03% in 2009, immediately after the Global Financial Crisis.1 

On the other hand, ASEAN has not managed to translate the region’s commercial 
renewal into political weight. Conservative by design, ASEAN has been called a 
‘talk shop’ by international analysts, who often hesitate to express confidence in the 
group’s political-security potential. ASEAN has not rebranded itself as effectual nor 
mitigated the shortcomings that undermine its potential. Its latest effort toward a 
framework agreement for a Code of Conduct in the South China Sea, while sorely 
needed, has come fifteen years since the principles of behavior were agreed upon 
in 2002.

In another place and time, ASEAN’s political-security underdevelopment would 
be less urgent. However, the strategic demands of 21st century Southeast Asia are 
rising at pace with growth. In less than fifty years, ASEAN’s Member States—
Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, 
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Thailand, and Vietnam—have tripled their populations. In short, there are ever 
greater numbers of Southeast Asians, whose relative youth and prosperity translate 
into increased demands on their governments. To meet these demands, as well as to 
maximize their present or approaching ‘demographic sweet spots,’ their leaders have 
needed to tap bilateral and multilateral financing for important public investments.

In the same frame, the greater regional and global connectivity that has reduced 
geographic barriers is at the heart of Southeast Asia’s shrinking strategic space. 
The apparent (if not definite) transition in global leadership from West to East, or 
from the United States to China, means the region could abut the world’s largest 
power. Thus, while Southeast Asian economies have benefited from their nations’ 
proximity to China, China’s interest in restoring what it sees as its historic territories 
and waters is a pressure point for Southeast Asia’s security.

Asia-Pacific investments in military power add a tangible dimension to the 
region’s dwindling breathing room. While some ASEAN Members have made 
new investments in their respective armed forces, their modernization efforts have 
not been intended to compete with or supplant the activities of major powers. For 
this reason, ASEAN’s efforts to maintain the body’s centrality in managing trans-
regional security concerns has come under greater strain. 

The coming multipolarity of the international system has introduced alternating 
sentiments of confidence and fear. In an uncertain geopolitical environment, 
ASEAN’s alternative is to return to its historic aim of shaping the region into a 
substantial power in its own right. To do so, however, requires more than economic 
integration; it will require ASEAN to achieve greater political-security unity even 
if short of supranationalism. Yet, rather than defaulting to its Cold War origins, 
Southeast Asia should define a modern rationale: one that recognizes the need for 
intra- and inter-regional economic cooperation, assuages geopolitical competition, 
and addresses the transnational qualities of contemporary challenges.

Written in celebration of ASEAN’s fiftieth anniversary in 2017, this Special 
Study represents an effort to unite the economic and political-security threads of 
the 21st century ASEAN story. Beginning with ASEAN’s geopolitical environment, 
it tackles the ASEAN states’ domestic circumstances as they relate to strategic 
demands. It then turns to their international efforts—both in trade and investment 
and in defense. It concludes with an outlook for ASEAN and its role in the Asian 
Century ahead.
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ASEAN’s International Environment

Southeast Asia entered the 21st century at a low point. With its economies still 
recovering from the 1997 Asian Financial Crisis, Southeast Asia had lost steam 
to other emerging economies seeing unencumbered growth. China’s impending 
accession to the World Trade Organization (WTO) in 2001 added to the trepidation, 
as ASEAN finance ministers and other trade experts foresaw the diversion of trade 
with and investments from the Organisation for Economic Co-operation and 
Development (OECD) countries to China.2   

While the region struggled, much of the world greeted the new millennium 
with open arms: the US stock market had soared in the 1990s; the European Union 
(EU) had just launched the Euro in 1999; and, in 2000, China’s growth rate started 
a seven-year boom that topped 14% in 2007. Positive economic sentiments likely 
contributed to the strong upward movement in global trade: According to the 
World Bank, worldwide trade more than doubled from USD 6.5 Trillion in 2000 to 
USD 14 Trillion in 2007.

Despite ASEAN’s initial trepidation, China’s helpful behavior during the Asian 
Financial Crisis (deciding against devaluing the RMB at the crisis’ height) and its 
striking growth in the crisis’ wake helped to position it in ASEAN as an alternative 
to Japan, whose economy had stagnated since the early 1990s.3  Moreover, aware 
of latent suspicions within ASEAN, China proposed the establishment of an 
ASEAN-China free trade area (FTA), providing an avenue for the parties to deepen 
cooperation instead of moving toward antagonistic competition.4 Altogether, 
ASEAN economies boomed in the latter half of the 2000s. From 2000-05, ASEAN 
Members’ combined real GDP grew by 34%; and, from 2005-10, it grew by 89%.5  

As the region recovered, its economic woes caught up with the West and with 
Japan. While there had been some hope that Japan would escape its stagnation, the 
2000s were eventually written off as Japan’s second ‘lost decade.’ The United States 
experienced two recessions: one following the 2001 dot-com crash and the Great 
Recession that followed the Global Financial Crisis of 2007-08. Between 2000 and 
2009, the US economy saw almost no growth, leading one author to dub the decade 
the “big zero.”6 In Europe, the disaster that spread through the financial markets 
spelled crisis for the Eurozone.

THE FUTURE OF SOUTHEAST ASIA 3
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During this period, economic attention shifted from West to East, where 
Asian countries began to lead the global recovery and renewed growth. The going 
consensus held that the engines of the world economy were in the East. Echoing 
this thesis, a 2011 Asian Development Bank (ADB) study projected that, by 2050, 
Asia’s GDP would make up over half of the world total.7   

At the same time, given the economic turmoil afflicting developed nations at the 
beginning of 2010, many suggested that the export-dependent ASEAN bloc could 
find itself badly hit.8  Yet, while the Western economic slowdown had an immediate 
effect on the ASEAN group’s GDPs, the region recovered quickly. Between 2008 
and 2015, the total of their GDPs grew from USD 1.5 Trillion to 2.4 Trillion, 
representing a 56% increase (Figure 2).

ASEAN Members have demonstrated the resilience of their economies to 
external pressures and the group is expected to be an important pillar of Asian 
growth. ASEAN is not, however, the sole pillar in Asia. Given the sheer size of 
the adjacent Chinese and Indian economies, the ASEAN Members’ challenge will 
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be to continually enhance their comparative advantages and to ensure that their 
Association maintains its central role in Asia’s economic architecture.

Yet, the draws of cooperation are clear: by improving its trading and production 
relationships with these economies, ASEAN could throw open the door for the 
region’s goods and services and simultaneously avoid putting its eggs in the baskets 
of too few partners.9  In order to reap the full benefits of cooperation and maintain 
the Association’s position, some economists posit that “ASEAN member countries 
need to close their ranks, strengthen regional institutions, and move beyond the 
ASEAN Economic Community (AEC) by creating a truly borderless economic 
community.”10  

Drivers of Economic Growth

In terms of economic size, ASEAN has expanded rapidly. In 2000, the region made 
up less than 2% of global GDP—as of 2015, it contributed 6%. Taken as one entity, 
ASEAN would be the third largest economy in Asia, after China and Japan, and the 
sixth largest in the world. Just as importantly, the bloc’s upward trajectory continues 
to beat the global average. Member States grew by an average of 7.1% each year from 
2003-2007 and by 5.1% from 2008-2015. From 2017-2022, the Members’ mean 
growth rate is forecast to recover to 5.4%. In stark contrast, worldwide growth has 
been slow since the Financial Crisis, dropping to 3.2% from 5.1% beforehand.

The region’s size and positive forecasts belie the economic disparities among 
Member States; per capita income ranged from USD 3,278 in Cambodia to USD 
80,192 in Singapore in 2015. The smaller economies of Cambodia, Laos, and 
Myanmar, all of whom joined ASEAN in the 1990s, are still at the starting blocks of 
Asia’s economic race. On the other hand, their relatively low level of development 
helps define Southeast Asia’s potential to grow. 

While most ASEAN economies have middle-income status, their transition 
into high-income economies are not assured. The Philippines has stagnated in the 
middle-income category for 42 years, Thailand for 39, and Indonesia for 31.11 To 
escape the ‘middle income trap’, they must raise productivity, foster innovation and 
increase investment in human and physical capital.12 

ASEAN’S GOLDEN OPPORTUNITY6
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Short-term Outlook

In 2016, the ASEAN economies exceeded the ADB’s forecast 4.5% to grow by 
4.7%, weathering risks related to slow growth in emerging markets, the economic 
rebalancing in China, subdued commodity prices, and new political uncertainties. 
Thus, although there are real fears of more protectionism in developed markets, 
especially the United States, the outlook for the region is positive. In the short term, 
Southeast Asian countries are projected to grow by an average of 4.8% in 2017 and 
by 5% in 2018. 

In the next two years, commodity exports and public investments in infrastructure 
are expected to be major drivers of growth. The Philippines and Vietnam (another 
recent ASEAN entrant) are expected to lead, growing by 6.2% and 6.3%, respectively. 
Vietnam, and fellow commodity producers Malaysia and Indonesia, should benefit 
from the recovery of food and fuel prices.13  The Philippines, as well as Thailand, is 
expected to receive a critical boost from infrastructure investments. Collectively, 
ASEAN economies will be supported by higher commodity export prices, a positive 
electronics export cycle, and strong domestic consumption. 

Demographic Dividend

ASEAN has over 632 million inhabitants, having tripled its population since 1970. 
In terms of population, ASEAN is squarely between its neighbors: trailing China 
and India, which have over 1 billion people each, while still a half-billion more than 
Japan. ASEAN is larger than the EU and nearly twice the size of the United States. 
Thus, much as with China and India, incremental increases in productivity could 
have substantial effects within and outside the region. 

Although the region’s populations continue to grow, the pace has slowed with 
time. Since 1970, ASEAN’s population growth rate has halved; the annual growth 
rate is now 1.2%. Fertility rates have dropped alongside, from 2.58 in 2005 to 2.22 
in 2015. Despite these drops, by 2030, the World Bank estimates that the region’s 
population will reach three-quarters of a billion.  

Two countries, Indonesia and the Philippines, make up just over half of ASEAN 
by population; by 2050, that number will be closer to 60% (Figure 6). Both countries 
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are large and complex archipelagos, making medium- and long-term connectivity 
investments a strong candidate for sustaining growth. This is especially true for the 
Philippines, where gross capital formation currently rests at 20% of GDP, the lowest 
in ASEAN (Figure 4).
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ASEAN is not only large, it is, for the most part, young. Together with its 
potential to develop, this young workforce is expected to drive growth in the 
coming decades. Beginning in 2025, there will be roughly 68 million entrants in 
the labor market each year.14 At the same time, its youthfulness will not continue 
unabated: as fertility rates have decreased, life expectancies and living standards 
have improved. Thus, also by 2025, an increasing proportion of ASEAN will be 
elderly and a decreasing portion will be between 15-24 years old.

As with economic size, there are disparities in the Member States’ demographics. 
Singapore has the highest life expectancy at 83 years, while Laos has the lowest at 
66. The youngest states are Cambodia, Laos, and the Philippines, all of which have 
large groups of young adults. The Philippines has 60% of its population below 30 
years, and less than 5% of the population is beyond 60. 

On the other hand, Brunei, Singapore, and Thailand have a growing proportion 
of dependents (people outside the labor force), due to lower fertility rates and aging 
populations with higher life expectancies. Between 2015 and 2035, Thailand and 
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Singapore are projected to have negative growth in their working-age populations. 
As a result, these two countries may face labor shortages in the medium term.15 

Labor and Productivity

ASEAN is at its most diverse in the composition of the Members’ labor markets. The 
workforces of Indonesia, Malaysia, the Philippines, and Singapore are more heavily 
geared toward services, while those of Thailand and Vietnam have an agricultural 
orientation. Most workers in the region are engaged in these sectors (40% in 
agriculture and 41% in services). Only 19% are in industry, but this proportion 
may see some change if, owing to the rising cost of labor in China, firms based in 
China transfer operations into ASEAN.

Together with the differences in their population structures, the differences in 
the countries’ labor markets have introduced two important considerations for 
inter-ASEAN relations. First, Member States are especially interested in regulating 
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the flow of workers within ASEAN, where the free flow of workers is far from 
established. Second, ASEAN labor markets simultaneously compete with and 
complement each other, thereby muddling the risk-reward analysis on the way the 
region approaches the flow of workers within the context of integration.

Participation and Employment

Seven out of every ten Southeast Asians is part of their country’s workforce, leaving 
a minority share as dependents. However, the gender gap is pronounced; on 
average, only 59% of women are in the labor force, compared to 82% of men. The 
disparity is greatest in Indonesia and Malaysia, where the difference between men’s 
and women’s participation exceeds 30 points. 

The gap is least in Cambodia, Laos, Myanmar, and Vietnam (CLMV), where 
men outnumber women by around 5 percentage points (Figure 10). The differences 
in women’s participation in the labor market are said to reflect the sectoral 
compositions of these economies. For the CLMV, the most agriculturally oriented 
Members, women’s participation aligns with labor-intensive farming. Nevertheless, 
to the ADB, the gender disparities “suggest a misallocation of talent that impedes 
the achievement of maximum productivity and curbs economic growth.”16 

Overall, the Member States have an average unemployment rate of around 3%, 
well below the global average of 6%. The Philippines has the highest unemployment 
rate, at 7.1% in 2014; Indonesia is a distant second at 6.2%. Both have made 
improvements in employment, however, and Indonesia has shown aggressive 
results. Unemployment was 8% in the Philippines in 2006 and 11.2% in Indonesia 
in 2005. On the opposite end of the spectrum, the countries of Laos, Cambodia, 
and Thailand, all in the Greater Mekong Sub-Region, report unemployment figures 
of below 2% (Figure 11). 

Throughout the region, the youth are more likely to be unemployed than older 
workers. Youth-driven unemployment figures should be especially concerning 
among ASEAN’s most populous states, where continued growth and increases in 
living standards are premised on the nations’ ability to harness, and enhance, the 
productivity of their young workforce. Nevertheless, the youth’s prospects have 
improved in recent years. While an average 13.1% of the youth (aged between 15 
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and 30) were unemployed in 2013, that number dropped to 8.5% in 2015.
Beyond their missed economic potential, high levels of youth unemployment 

may also present significant risks to the Member States in the short term. Outside 
Southeast Asia, high numbers of unemployed youths have been associated with 
increases in political instability.17 While the other conditions of instability present 
elsewhere may not manifest in Southeast Asia, the particularity of the youth makes 
their employment both a political and economic concern.

Wages and Migration

There is a great disparity among ASEAN Member States’ real wages. For instance, 
the average wages in Laos and Cambodia are only around 3% of that in Singapore. 
These differences have encouraged labor to migrate within the region. At present, 
the patterns of migration show net inflows into Malaysia, Thailand, and Singapore. 
As mentioned earlier, Thailand and Singapore have also shown negative net-
population growth rates. For these two countries, migration should help to address 
what is expected to be a chronic shortage of labor. On the opposite end, there are 
net outflows from Indonesia, the Philippines, and the CLMV. For Indonesia and 
the Philippines, migration helps to stem domestic unemployment. 
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The majority of migrating workers fulfill low- and medium-skilled functions. 
Most migrants do not have higher education. Although the majority of migrants fall 
under these categories or, perhaps, because of it, ASEAN Member States have yet 
to facilitate the movement of this type of labor within the Economic Community.

For more skilled workers, ASEAN has reached eight Mutual Recognition 
Arrangements (MRAs). These agreements grant reciprocal recognition of specific 
licenses. While, in the future, MRAs may be negotiated to encompass a greater 
number of professions, transfers of skilled workers may not be sufficient to 
address expected labor shortages, as demand has been concentrated in the low-
skilled category. Nevertheless, cross-ASEAN recognition of educations and skills 
certifications is a constructive direction for reducing skills mismatches in the 
region.

China-ASEAN Production Transfer

Due to its proximity and the decreasing cost of transport, Southeast Asia is reaping 
the benefits of rising production costs in China. Daily wages in China have jumped 
by over 60% since 2011, with an average factory worker earning USD 26.7 per day 
in 2016. In contrast, wages are USD 11.2 in Vietnam, USD 11.3 in the Philippines, 
and USD 14.3 in Indonesia (Figure 12). 

Because of this cost shift, firms in garment production, a low-skill and low-cost 
industry, have begun to move operations out of China and into newly industrializing 
countries in ASEAN, such as Cambodia and Myanmar. On the upper end, more 
advanced manufacturing has begun to relocate to Indonesia, the Philippines, 
Vietnam, and Thailand, although ASEAN firms have yet to incorporate the latest 
technologies into their operations.18  

The region must be more closely integrated to maximize this opportunity. At 
present, ASEAN Members have comparatively high non-tariff barriers (NTBs) on 
electronics, automobiles, and consumer goods, as well as burdensome rules on 
labor mobility and customs. In terms of benchmark figures, import and export 
costs are, on average, 24% higher in ASEAN than they are in China. Also on 
average, ASEAN’s customs procedures are 66% longer than in the OECD.19  

THE FUTURE OF SOUTHEAST ASIA 15
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Infrastructure Investment and Financing

ASEAN’s infrastructure deficit, particularly in Indonesia and the Philippines, is 
often identified as a major bottleneck to doing business in the region. The region 
has poor interconnectivity, as infrastructure linkages among Member States are 
still underdeveloped, hindering Members from maximizing the benefits of existing 
integration. 

In addition to the pressures caused by population growth, Southeast Asia is 
urbanizing at a steady clip. To sustain growth and improve living standards, the 
region needs to invest heavily in its infrastructure, especially in urban transport, 
where demand is rapidly outpacing supply. 

Infrastructure Spending Gap

By one estimate, the more advanced ASEAN countries need to invest roughly USD 
2.1 Trillion in infrastructure by 2030 to meet demand. However, current spending 
patterns are unlikely to meet half of this required investment.20 While there has 
been an upward trend in infrastructure spending in recent years, only Vietnam 
meets the suggested target of spending 5% of GDP on infrastructure.  
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Other countries are playing catch up. Under the Duterte administration, the 
Philippines has revitalized its infrastructure program, promising to ramp up 
spending to 5.4% of GDP in 2017 and steadily upward to 7.4% by 2022. For its part, 
Thailand has allocated USD 40 Billion for its infrastructure investment program. 
Several projects were bid out in 2016, and another 36 transport projects have been 
lined up in 2017.21  

ASEAN countries with more limited spending rooms have turned to other 
modes of financing. While public-private partnerships (PPP) could be critical to 
bridging the infrastructure gap, institutional weaknesses across the region have 
reportedly limited their effectiveness. Multilateral institutions have also been 
important sources of infrastructure financing. 

China-Japan Infrastructure Competition

Japan and China have vied to secure infrastructure contracts in Southeast Asia. 
In recent years, firms from both countries, backed by government financing, have 
secured high-profile deals across the region. In 2015, for example, a Chinese firm 
won a USD 5 Billion contract to build a high-speed railway in Indonesia. In 2019, 
a Japanese firm is set to construct a high-speed link in Thailand.22 In light of the 
Philippines new infrastructure drive and a foreign policy shift, the rivalry between 
these two countries has become especially evident in the Philippines.

While Japan has traditionally been dominant in infrastructure provision in the 
region, China’s influence is growing, as a crowded domestic market has encouraged 
Chinese firms to pursue investments abroad. China is already the top investor in 
Cambodia, Laos and Myanmar; its investments in Vietnam, Thailand, Malaysia, the 
Philippines, and Indonesia are also increasing. In 2013, the Chinese government 
revived its One Belt One Road (OBOR) project and created the Silk Road Fund to 
support this initiative. The OBOR, later renamed the Belt and Road Initiative, seeks 
to improve physical interconnectivity across Asia, Africa, and Europe. China’s 
establishment of the Asian Infrastructure and Investment Bank (AIIB) in 2016 
cemented its role as a key financer in the region, despite concerns that the bank’s 
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environmental and social frameworks would not be at par with the standards set by 
other multilateral institutions.23  

Japan has responded to China’s increasing clout by simplifying the procedures 
for its official development assistance (ODA) loans and broadcasting its superior 
record in terms of quality, and social and environmental protection.24 Since the 
AIIB was conceptualized, the Japan-backed ADB has notably increased its lending 
by 19%. The heightened competition between China and Japan presents a good 
opportunity for ASEAN countries to fill their infrastructure gaps. As with all 
investments, however, ASEAN Members must exercise appropriate caution; 
unfettered spending could result in unsustainable debt burdens.

ASEAN Economic Community 

The ASEAN Economic Community (AEC), which was launched at the end of 2015, 
aims to create a single market and production base to facilitate the free movement 
of goods, services, investment, labor and capital. Since its establishment, a number 
of sectoral work plans (e.g. Competition, Consumer Protection and Intellectual 
Property Rights) have been adopted and initiatives for trade facilitation have also 
begun implementation. For instance, the ASEAN Single Window (ASW) was 
successfully tested between exchange-ready member states in 2016. The ASW 
connects and integrates the National Single Window of member states, expediting 
cargo clearance and enabling the electronic exchange of border documents among 
members. 

Despite these efforts, ASEAN economies are still only partially integrated, 
preventing ASEAN Members from reaping more extensive benefits from the 
AEC. Economic integration has so far been driven by the production networks 
of multinational corporations (MNCs) and the rise of free trade and investment 
agreements between ASEAN and its external partners.25 To further integration 
in the AEC, member states must continue to work together to reduce non-tariff 
barriers, liberalize trade in services, and facilitate foreign direct investments (FDI).26  

There are a number of hurdles for ASEAN to pass before a seamless economic 

THE FUTURE OF SOUTHEAST ASIA 19



union can be realized. Infrastructure connecting continental ASEAN Member 
States is severely lacking. Meanwhile, archipelagic countries are facing problems 
of connectivity within their borders. Other obstacles include varying regulatory 
regimes and financial arrangements, the lack of financial market integration, as 
well as domestic restrictions on the movement of labor and capital across Member 
States. 

The AEC is widely considered to be a stepping stone to deeper integration. 
Studies have shown that larger emerging economies, regardless of their level of 
development, trade more with and attract more FDI from trade partners, suggesting 
that establishing a more integrated market and production base would be essential 
in further expanding trade and FDI inflows to ASEAN. Emerging economies 
with stronger institutions, better physical infrastructure, and lower costs of doing 
business also attract more FDI.27  

Although ASEAN aims to become a borderless economic community by 2030, 
it must balance this with avoiding a highly bureaucratic structure similar to the 
European Union.28 This will provide members with enough flexibility to address 
their respective domestic concerns. 

Trade

ASEAN’s rapid economic growth has been driven by the expansion of trade and 
FDI inflows since the 1980s. With the establishment of the ASEAN Free Trade Area 
in 1992 and the ASEAN Economic Community in 2015, tariffs have been mostly 
removed, although some non tariff barriers remain. 

Total trade in the region is driven by electronic products, which make up 24% 
share of traded goods. Electric components comprise at least half of the total 
exports in Singapore, Malaysia, and the Philippines.29 More advanced economies 
in the region tend to have higher levels of specialization in electronic trade and 
production, while lower-income countries typically assemble lower-value goods. 
The electronics industry, however, is more vulnerable to volatile cyclical fluctuations 
due to rapid changes in technology and market demands. Although intra-regional 
trade has increased, the market for electronic products remains centered on 
developed countries.30  
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Trading Partners

ASEAN states count other members as their major trading partners, with intra-
ASEAN trade making up almost a quarter of its total trade. Other important trading 
partners include China (15.2%), Japan (10.5%), Europe (10%), and the US (9.4%).31  
Since the early 2000s, trade with other Asian economies, particularly China, has 
increased at the expense of the US and Europe.  

Exports among member states are diverse, ranging from primary commodities 
(Brunei and Indonesia) to commercial services (Philippines and Singapore). 
Countries in the region mostly import manufactured parts and components, which 
highlights how ASEAN countries have been integrated into the region’s global 
production networks. This has made ASEAN an important production base for 
MNCs. 

The Philippines’ external trade with ASEAN member countries totaled USD 
14.3 Billion in the first half of 2016, making up 21.7% of the country’s total trade. 
Exports amounted to USD 4.043 Billion, while imports were valued at USD 10.214 
Billion. Among ASEAN member states, Singapore was the country’s top trading 
partner, accounting for USD 4.373 Billion or almost a third of total trade in the 
region. Electronic products make up half of the Philippines’ total trade to ASEAN 
countries.32  
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Regional Comprehensive Economic Partnership 

The Trans-Pacific Partnership (TPP) was among the first casualties of the newly 
elected Trump administration. While the TPP was seen as the culmination of 
former President Obama’s pivot to Asia, only four ASEAN countries (Brunei, 
Singapore, Vietnam, Malaysia) were signatories to the trade agreement, putting the 
countries excluded from the deal at a disadvantage. Unlike the TPP, the Regional 
Comprehensive Economic Partnership (RCEP) is an ASEAN initiative and will 
reportedly have more comprehensive and flexible requirements. 

RCEP states account for 29% of global GDP, 28% of all trade and comprise a 
market of 3.5 billion people.33  The proposed agreement would cover trade in goods, 
services, investment, economic and technical cooperation, intellectual property, 
competition, dispute settlements and other issues between ASEAN and six other 
states. RCEP also seeks to consolidate existing and overlapping regional free trade 
agreements (FTAs) into a single agreement. ASEAN currently has FTAs with China 
(ACFTA), South Korea (AKFTA), Japan (AJCEP), India (AIFTA), and Australia 
and New Zealand (AANZFTA). 

Negotiations for RCEP, which started in 2013, were originally targeted to 
conclude in 2015. The deadline was extended to 2016, but a deal failed to push 
through. As the 2017 chairman of the ASEAN, the Philippines reportedly intends 
to reach the conclusion for the RCEP this year. The creation of RCEP, however, 
has been repeatedly delayed for a number of factors. For instance, the extent of 
trade liberalization varies considerably among ASEAN Member States, especially 
between the ASEAN-6 and the CLMV. Moreover, FTAs among non-ASEAN 
Members are missing, such as the FTA among China, Japan, and South Korea, and 
the FTA between China and India.34 

Foreign Direct Investment

FDI is crucial in developing the regional production network. On average, ASEAN 
received only USD 52 Billion in FDI from 2003-07, but this increased by 93% in 
2008-15, averaging at USD 100.2 billion. In 2015, FDI in lower-income ASEAN 

THE FUTURE OF SOUTHEAST ASIA 25



economies, such as Myanmar and Vietnam, rose, but this gain was offset by the 
weaker performance of higher-income countries, including Indonesia, Malaysia, 
and Singapore.  

While FDI in ASEAN has generally been increasing, investment to the region 
declined by 8% to USD 120 Billion in 2015, with lower FDI in services, cross-border 
mergers and acquisitions, and a drop in intracompany loans. The services sector 
contracted by 21% to USD 79 Billion, dampened by lower inflows in the financial 
industries. In contrast, FDI in manufacturing increased, equity capital financing of 
FDI activities reached record highs, and regional investment expansion by MNCs 
continued to grow. Investments in manufacturing expanded by 61%, amounting to 
USD 29 Billion in 2015. FDI from RCEP partners reached USD 40 Billion in 2015, 
growing by 11%, highlighting greater benefits once a trade deal is in place.35 

Singapore is the largest FDI recipient in the region, followed by Indonesia, 
Thailand, Malaysia. CLMV countries, however, are slowly catching up, with FDI 
inflows jumping by 38% to USD 17.34 Billion in 2015. This represents a 4-percentage 
point increase in FDI share in the region. 

Intra-ASEAN investment remained the largest source of FDI inflows, making 
up 18.4% of total investment, an increase from its 17% share in 2014. European 
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(16.7%), Japanese (14.5%), and US (11.3%) firms are also among the top investors 
in the region.36 Intraregional FDI in the Asia-Pacific region has also increased over 
time. However, FDI inflows in ASEAN pale in comparison to that of Northeast 
Asia. Northeast Asia received 60% of Asia’s total inflows in 2015, while Southeast 
Asia only got 24%.37  

In some member states, FDI is constrained by the non-economic and regulatory 
barriers to entry imposed by their respective governments. In the Philippines, for 
instance, constitutional and statutory provisions limit foreign equity in certain 
sectors, including mass media and public utilities, and the practice of professions 
by foreigners. This prevents the Philippines from fully taking advantage of regional 
capital and labor mobility such as those laid out under the ASEAN Economic 
Community Blueprint. Despite significant increases over the last six years, net FDI 
inflows to the Philippines (USD 5.7 billion) were lower compared with Singapore 
(USD 65.3 billion), Indonesia (USD 18.7 billion), and Malaysia (USD 9.8 billion) 
in 2015. 

One of the challenges ASEAN is facing is the uncertainty surrounding the US 
administration. Over 1,500 US companies are operating in ASEAN, with US FDI 
stock in the region rising from USD 50 Billion in 2000 to USD 226 Billion in 2014. 
Between 2010 and 2015, the US accounted for 11% of FDI in the region, making 
it the 4th largest source of FDI, after ASEAN, the EU, and Japan. Around 72% 
of US investment is in services, while manufacturing accounts for 20%. Many US 
companies use ASEAN as a production platform from which to sell to regional and 
global markets.38  

Meanwhile, China’s clout in the ASEAN is increasing, with investments to the 
region growing by roughly 36% from 2009 to 2014. The economic relationship 
with China improved after a number of agreements were signed, including 
the comprehensive economic cooperation in 2002, ASEAN-China Investment 
Agreement in 2009, and ASEAN-China FTA in 2010. 

Geopolitical Competition

ASEAN has come to emphasize the importance of its political-security environment 
and the indivisibility of members’ interests in a peaceful region. This focus, seen 
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in the members’ effort to establish a political-security community by 2018, is 
captured in two frequent terms: unity and centrality. In addition to the literal unity 
gained through consensus, unity also implies ASEAN’s direct and shared interest 
in maintaining inter-state peace and stability in the region. As one example, the 
rationale for a political-security community states that the members “regard their 
security as fundamentally linked to one another and bound by geographic location, 
common vision and objectives”.39

Defense Spending 

Since 2015, countries worldwide have spent more on their militaries. While 
spending had been flat immediately after the Global Financial Crisis, spending 
rose by 1% in 2015. Although the largest spenders that year were the United States, 
China, Saudi Arabia, Russia, and the United Kingdom, military spending increased 
overall in Asia and Oceania.40 Alongside the continent’s growing wealth, Asian 
countries have been able to spend more on their armed forces. In the top fifteen 
countries spending the most on defense are China (2nd), India (6th), Japan (8th), 
and South Korea (10th). Near Southeast Asia, Australia also makes an appearance 
at 13th.41   
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According to the Stockholm International Peace Research Institute (SIPRI), 
military spending in Asia and Oceania rose by 5.4% in 2015. In total, Asian 
spending reached USD 436 Billion (2015 USD). Within Asia, China had the highest 
military expenditure; according to SIPRI estimates, in 2015 it was only outspent by 
the United States. China’s spending reflects almost half, or 49% of the regional total. 
Despite China’s outsized impact on Asian defense spending, other countries also 
made notable increases. Between 2006 and 2015, for example, spending increased 
by 16% in Indonesia, 25% in the Philippines, and 7.6% in Vietnam.42 IHS Jane’s 
forecasts that spending in the Asia-Pacific will grow by 23% from 2015 levels to 
reach USD 533 in 2020.43  
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The increase in Southeast Asia’s spending has generally been attributed to the rise 
of China: IHS Jane’s sees virtually every nation in the region boosting expenditures.44  
According to the International Institute for Strategic Studies, for the first time in 
modern history, Asia’s spending is set to outpace Europe’s. Yet, in some ways, the 
current trend is compensatory: Defense spending slowed sharply after the Asian 
Financial Crisis. Now that many countries are enjoying rapid economic growth, 
their defense budgets have grown more robust alongside.45 

Resolving the South China Sea

Among the most important and high-profile of ASEAN’s concerns it over the South 
China Sea. Although the sea itself is firmly within the region, the competition 
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extends beyond it, thanks to the direct participation of China and the indirect 
participation of the United States’ allies in Asia. The situation has created a 
predicament for ASEAN centrality. The addition of middle and great powers 
may dilute ASEAN’s ability to assert the region’s own interests. Second, as China’s 
interests are not limited to sovereignty, but ostensibly also to its power relative to 
the US or Japan, only these parties can make the accommodations that the other 
side desires.

The disputes have taken on a symbolic quality as a front of Asia-Pacific 
competition between the United States and China. Despite this competition, the 
two countries are keen to avoid an unnecessary escalation of tensions and outright 
conflict. Some say that, despite a mutual desire to avert conflict, their perceptions 
are diametrically opposed: both seek to secure the free flow of trade and of their 
naval and maritime forces through the region, and believe the other to represent 
the biggest threat to these. 

The latter is a sticking point for the two countries, which hold different 
interpretations of their militaries’ rights to transit the region’s waters and, in China’s 
case, of the country’s historical rights to govern and exploit the resources in the 
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South China Sea. On this matter, confidence-building measures that are limited to 
the claimants or to ASEAN and China alone may be insufficient. 

Militarization

At the same time, the likelihood that China would unilaterally attempt to block trade 
lanes is low if not zero. The negative impact on China’s trading interests, let alone 
its reputation, would outweigh the value of short-term coercion. China does have, 
however, the ability to threaten its Southeast Asian neighbors into acquiescence 
with limited force. These have been described as “asymmetric capabilities that it 
could target against [the] specific weaknesses of potential adversaries.”46 

Of greater concern is the possibility of an incident that could spiral out of control. 
On this point, the Philippines and Vietnam, the most active ASEAN claimants in 
recent years, may be the most likely to figure in an inadvertent escalation. Manila 
poses a unique risk because of the Philippines’ Mutual Defense Treaty with the 
United States. However, the United States has stated its neutrality vis-à-vis the 
sovereignty question in the South China Sea and, alongside this, has refrained 
from providing an explicit public guarantee to the Philippines in light of China’s 
militarization. The grey area surrounding US-Philippine defense ties may reflect 
the United States’ desire to avoid sending the wrong message to the Philippines and 
reduce the risk of getting ‘dragged into’ a conflict it wishes to avoid.

The question of the continuing US military presence and its purpose in 
Southeast Asia has become more urgent in light of the election of Donald Trump as 
president of the United States.  In the meantime, its major foothold in the region is 
provided by its defense partnership with Singapore and by the Enhanced Defense 
Cooperation Agreement (EDCA) with the Philippines. While the implementation 
of EDCA is reportedly continuing, the orientation of the two states’ cooperation 
(toward internal security challenges or toward external defense) remains under flux, 
given the new priorities of the Rodrigo Duterte administration in the Philippines 
and the absence of a clear Southeast Asia policy from the Trump administration in 
the United States. In the past year, the Duterte administration has had a markedly 
cooler relationship with its United States counterpart than in years past, in part 
because of Duterte’s public frustration with then-president Barack Obama. At the 
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time of writing, Duterte has yet to appoint an ambassador to the United States; the 
post has remained vacant since June 2016.

On China’s part, the militarization of its ‘artificial islands’ has continued. By the 
end of March, the Asia Maritime Transparency Initiative (AMTI) reported that 
the construction of military and dual-use infrastructure Fiery Cross, Mischief, and 
Subi Reefs was largely complete. In their analysis, “Beijing can now deploy military 
assets, including combat aircraft and mobile missile launchers, to the Spratly Islands 
at any time.”47 

Code of Conduct and International Law

The build-up on the islands arguably contravenes China’s commitment in the 2002 
Declaration on the Conduct of Parties in the South China Sea (DOC), which was 
reached through ASEAN. The DOC states “The Parties undertake to exercise self-
restraint in the conduct of activities that would complicate or escalate disputes and 
affect peace and stability[.]”48 The DOC was intended to be a precursor to a legally 
binding Code of Conduct in the South China Sea (COC); as is well-known, the 
COC had not materialized in the fifteen years since the DOC was signed. Like the 
DOC, the ‘framework agreement’ spearheaded by the Philippine government as 
the chair of ASEAN in 2017 would not be legally binding.

The Code of Conduct is a long-delayed promise on the part of the region, and 
possibly the most glaring example of the ASEAN-China relationship’s failure to 
produce meaningful security reassurances to both sides. The disputes themselves 
are not simple to resolve: they are technically complex and will require concerted 
efforts among all the claimants over a long period of time. They have also taken on 
a character of their own, stoking passions both inside ASEAN countries—such as 
in the Philippines and Vietnam—and in China about the rightful ownership and 
control of the South China Sea islands. 

Prior to the 30th ASEAN Summit conducted in Manila in April of 2017, there 
had been some hope that ASEAN would make reference to the universal principles 
of international law in its statements, specifically portions on the South China Sea. 
The Philippines, as the ASEAN Chair and in light of its 2016 arbitration victory 
against China in The Hague, would have played a crucial role in rallying ASEAN 
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Leaders around the importance of maintaining a rules-based order in Southeast 
Asia and in maintaining that order. As one move, the country could have sought to 
highlight the Arbitral Tribunal’s rejection of China’s nine-dash line and its concept 
of historic rights to the South China Sea waters. On this particular point, ASEAN 
claimants on the whole stood to benefit from the Tribunal’s decision. At the time of 
writing, however, there is no indication that the Philippines will prioritize this point 
in its diplomatic relationship with China, whether bilaterally or through ASEAN.

The framework for the Code of Conduct and the eventual conclusion of a 
binding code will be an important test for ASEAN. Under this process, there are 
two milestones to reach. First, the group must be able to successfully conclude a 
binding Code of Conduct fairly quickly, without repeating the 15-year delay since 
the Declaration of Principles. Second, the binding Code of Conduct must include 
important concessions from China regarding its behavior in the South China Sea. 
If ASEAN Member States should agree to a deal that preserves for China the gains 
of its militarization in the South China Sea, contrary to ASEAN’s interests, then the 
Code itself will become proof of ASEAN’s assent to Chinese policy and proof of 
ASEAN’s limitations as a useful platform for Southeast Asian interests.

Outlook and Conclusion

To some, ASEAN’s story is that it doesn’t have one: The broad differences in the 
populations’ characteristics and the economies of the Member States preclude a 
cohesive narrative. Yet, different as these countries are, they are headed in the same 
direction. Southeast Asia has the advantage of a large market and a largely youthful 
population, whose productivity is set to rise in line with the new and significant 
investments that ASEAN governments are making in their future. If there is only 
one point to make, it is that the region has the fundamentals in place to expand its 
economic weight well into the future.

Beyond these fundamentals, however, there is political agreement over the need 
for the region to work together in harnessing these fundamentals to the greatest 
possible effect. Thus, while the Member States each have challenges in addressing 
legacy policies that hinder the free flow of goods and services, the overall trend is 
toward the liberalization of capital and, to a lesser extent, labor, and the facilitation 
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of trade and investment between the ASEAN economies. That such disparate 
economies could be moving steadily, albeit slowly, in a single direction, should be 
regarded as a significant show of unified purpose.

There is some urgency, however, to the speed at which the ASEAN Member 
States must make the needed public investments in human and physical capital. 
One way for the government to avoid or surpass the dreaded “middle income trap” 
is for them to reap their demographic dividends while they can. ASEAN’s economic 
integration will accelerate the returns to those investments. If existing potentials 
are harnessed properly and in time, more ASEAN Members could approach, or 
even achieve, high income status within a generation.

The transition from partially to mostly integrated economies is not only a matter 
of improving the Member States’ immediate socio-economic wellbeing. A long-
term ASEAN transition into upper middle-income or high-income status will have 
bearing on the region’s external political objectives. Economic strength will be both 
a tool and a buffer for the region in an increasingly multipolar world order. Sooner 
than planned, the region will abut one of the world’s largest economic and military 
powers—China. Although Southeast Asia has benefited from China’s rise, this rise 
has been and could yet be accompanied by greater demands from that state.

Nowhere has this been clearer than in the situation in the South China Sea. For 
years, ASEAN Members have attempted to balance their political and economic 
relationships with China and their interests in the contested areas. The height of their 
economic dependence on China, in line with the cross-regional needs in greater 
connectivity, has become ASEAN’s straitjacket. If ASEAN Member States should 
agree to a Code of Conduct that preserves for China the results of its militarization, 
contrary to the interests of the region, then ASEAN will have accepted a diminution 
of its interests in the South China Sea in favor of their overall economic interests.

The alternate path is for ASEAN’s Member States to take a region-centered 
approach to their diplomacy. While ASEAN Members have used the overarching 
concepts of unity and centrality to give life to this vision, the organization has yet to 
translate these concepts into a sustained and consistent campaign that asserts their 
interests as a body. Alongside the ASEAN Way, the body must coalesce around an 
ASEAN Dream.
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